


Intellectual Capital and
Knowledge Management

It is widely held that the successful management of knowledge resources
within industry creates value. How this value is created is less clear, however.
This book explores the management of knowledge resources in organiza-
tions. Several of the frameworks which have been created around the world to
manage knowledge resources are examined and the book contains several
examples of these frameworks in action in order to assess their relevance.

The author revolutionizes the measurement and management of intel-
lectual capital and knowledge resources by establishing the important link
between organizational strategy and the intellectual capital of an organization.
Drawing on previously established frameworks, Ricceri creates a framework
for the strategic management of knowledge resources. Ricceri’s thorough
analysis of the subject includes discussion of issues such as resources
dynamics and stakeholder engagement.

This book will be of great benefit to students and researchers interested
in strategy management and intellectual capital, as well as managers and
consultants engaged with the management, measurement and reporting of
knowledge and intangibles.

Federica Ricceri is Assistant Professor in Accounting at the University of
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intellectual capital and how these realms are implicated in the strategic management
of Firm resources. The book synthesises existing material in a manner that makes it
easy to track the evolution of thought in the field. The book melds this synthesis with
interesting, original, and contemporary observations about the roles that intellectual
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quest to better measure and manage knowledge resources for the good of themselves,
the entities they are connected to, and for society as a whole.”

Professor Richard Petty, Associate Dean (International),
Macquarie Graduate School of Management, Hong Kong – Singapore – Sydney
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Foreword

The function of knowledge resources as the engine of organizations has
become widely recognized and there is no doubt that successful organizations
tend to be those that continually innovate, relying on technologies and the
skills and knowledge of their employees, rather than hard assets such as
plants or machinery. The management of knowledge resources (MKR) cre-
ates value. Less clear is how value is created. The need to investigate MKR in
more depth is well established in the literature and practice.

The terms ‘knowledge resources’ (KR) and ‘intellectual capital’ (IC)
may not be used in everyday organizational language. However, what they
represent in the knowledge-based economy are intangible resources such as
relationships with customers, brands, supplier relationships, networks and
employee competences, all of which create value for an organization or for
stakeholders.

Federica Ricceri, in this thoughtful book, contributes to the literature by
reviewing contemporary thinking about KR and IC and, for the first time,
exploring in-depth numerous IC frameworks and actual reporting of MKR.
The relevance of KR and their management have been recognized by many
IC frameworks, all of which aim to make IC visible, and these are classified
and analyzed. Also, a practical and informed understanding of how MKR
was conceptualized and reported within a selected group of ‘outstanding
practice’ private, listed and public organizations is discussed. Ricceri notes
that each individual organization had varied narratives, visuals and metrics
which had been used to conceptualize and report MKR.

This book revolutionizes the topics of IC and MKR by conceptualizing
strategization and its related concepts (e.g. emergent strategies; incremental
and radical innovations; and interactive use of information) which are used
to build the strategic management of knowledge resources (SMKR) frame-
work. Ricceri explains this in detail, and several management tools are pro-
vided to help managers deal with issues such as resources dynamics and
stakeholder engagement.

The original analysis in this book of the contemporary IC frameworks and
‘outstanding practice’ organizations suggests that there is significant and var-
ied international practice concerning MKR and its reporting. To counter this,



Ricceri urges governments, international bodies and professional associ-
ations to become actively involved in stimulating MKR within organizations
by raising awareness of its importance in the knowledge economy, improving
management and reporting competencies, promoting the use of strategic
management of knowledge resources, and helping facilitate diffusion of these
ideas and practices internationally.

The book will be of benefit to practitioners, policy makers, students and
academics as it provides illustration of various IC frameworks and MKR in
practice, as well as the ‘revolutionary’ model for SMKR. The book is aimed
at practising managers and consultants who are exploring daily the issue of
how to manage KR. It is designed to help managers to apply the SMKR
framework and also to help business leaders understand IC in practice. The
book is well grounded in theory and therefore useful to students in Masters
of Management or MBA-type courses in the areas of strategy, management,
accounting and other management-related subjects. I congratulate Dr Ricceri
on this original and thoughtful contribution to the literature.

Professor James Guthrie

Faculty of Economics and Business

The University of Sydney

Foreword xvii
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1 Introduction

Why the management of knowledge resources?

In the past few decades, the world has rapidly moved from its industrial
economic base, in which economic growth was considered to be mostly
determined by the use of tangible resources. Instead national economies
around the world have shifted towards a knowledge base, in which wealth
creation is associated with the ability to develop and manage knowledge
resources (KR) (see, among others, MERITUM 2002; SKE 2005, 2007; EC
2006; Guthrie et al. 2007). As Drucker (1993: 42) observes:

knowledge is the only meaningful resource today. The traditional ‘factors
of production’ – land (i.e. natural resources), labour and capital – have
not disappeared, but they have become secondary. They can be obtained,
and obtained easily, provided there is knowledge. And knowledge in this
new sense means knowledge as a utility, knowledge as the means to obtain
social and economic results.

The role of KR as the engine of organizations has become widely recognized
and there is no doubt that successful organizations tend to be those that
continually innovate, relying on technologies, and the skills and knowledge
of their employees, rather than hard assets such as plants or machinery
(Guthrie et al. 2007).

It is widely recognized (e.g. Roos et al. 2005) that the management of KR
creates value; not so clear is the connection between their management and
their organizational performance. The need to investigate the management of
KR in more depth is well established in the literature. According to Mouritsen
(2004: 258) ‘we struggle to specify how decisions can develop knowledge and
translate this into desirable effects’. Also, Roos et al. (2005: 5) state that if
organizations do not change their management practices and strategies to
take into account intangible resources, it is likely that benefits deriving from
these resources will not be realized.

The importance of KR and their management is not limited to private
or listed organizations, but also relates to public and other not-for-profit



organizations, as all these entities are responsible for delivering value to
various stakeholders. Knowledge resources are central to stakeholder engage-
ment and they represent critical elements for assessing the competitive position
of the organization and the grounds of organizational performance.

Several practitioners and academics have attempted to provide managerial
and reporting tools that aim to facilitate an understanding of KR, their
management, and links to organizational performance. These tools aim to
improve managers’ and stakeholders’ decision making and to address the
shortcomings of the traditional financial accounting perspective which fails
‘to keep up with the revolution taking place in business’ (Edvinsson and
Malone 1997: 1). For instance, these tools include ‘inscription devices’ that
focus on understanding KR and making them manageable (Mouritsen et al.

2001: 736) by using metrics, narratives and visuals, such as figures, tables and
pictures.

Also, several national and international institutions have produced various
intellectual capital (IC) frameworks1 and authoritative guidelines. These
frameworks provide guidance in the management, measurement and reporting
of IC.2 Also, many of these IC frameworks are the result of cooperation
between researchers, companies, industry organizations and consultants and
have, therefore, been informed by practice. Several IC frameworks will be
reviewed in-depth in chapter 2. However, if and how organizations are actually
using these IC guidelines is yet to be established and therefore illustrations of
how organizations manage their KR in practice will be explored in chapters 3
and 4. In chapter 5, several lessons from the analysis of the IC frameworks
and management of KR (MKR) in practice will be used to build this book’s
original contribution to the theory and practice of IC which is the design of a
strategic management of KR (SMKR) framework.

Knowledge resources and strategy

The inclusion of KR in an organization’s strategy3 formulation process is
fundamental for their management and is a major premise of this book. A
central question in the field of strategic management is: why do some organ-
izations perform better than others (Barney 2001: 644; Teece et al. 1997: 509)?
This question forms the foundation of the debate surrounding the strategic
relevance of IC and its management. This debate has seen the emergence of
two main strategic views: the market-based view and the resource-based view.
The main difference between these two views is the identification of those
factors which explain the organization’s performance and which need to be
considered in strategy formulation. These two views will be briefly considered
below, highlighting different approaches to strategy formulation and the
relevance of KR within these.

In the market-based view, external environmental factors play an important
role in explaining an organization’s performance and in determining its
strategic choices. Within the market-based view several theories and models
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have been developed for forecasting future conditions and for scenario build-
ing under the motto ‘predict and prepare’ (Ackoff 1983: 59). Among these,
industry and competitor analysis, stimulated in particular by Porter’s (1980)
book, Competitive Strategy, have given rise to models that present a checklist
of factors to be considered, often categorized as economic, social, political
and technological (Mintzberg 1994: 55).

The resource-based view is based on the assumption that organizational
performance can be explained by an organization’s resources portfolio
(Dierickx and Cool 1989) and its deployment. Therefore, strategies should be
defined around firm-specific resources which provide abnormal rents to the
organization (Barney 1991). Within the resource-based view, it is recognized
that knowledge is a main strategic asset of the organization (Itami and Roehl
1987; Hall 1993; Grant 1996), and a shift towards a more internally focused
approach to strategy formulation is proposed. Grant (1991: 129) expressed
this as:

the firm’s most important resources and capabilities are those which
are durable, difficult to identify and understand, imperfectly transferable,
not easily replicated, and in which the firm possesses a clear ownership
and control. . . . The essence of strategy formulation, then, is to design
a strategy that makes the most effective use of these resources and
capabilities.

Within this resource-based view, two streams of thought can be identified:
the ‘static’ stream and the ‘dynamic’ stream. The first stream, ‘static’, high-
lights the stocks of strategic relevant resources as the foundations of com-
petitive advantage (see, for example, Barney 1991; Amit and Schoemaker
1993; Peteraf 1993). For instance, Barney (1991) argues that sustained com-
petitive advantage derives from the stocks of resources and capabilities
controlled by the firm that are valuable, rare, imperfectly imitable and not
substitutable.

The second stream, ‘dynamic’, is based on the view that accumulating
firm-specific assets, that is assets which may be non-tangible and respond
to the characteristics highlighted above (Barney 1991; Peteraf 1993), is not
enough to support competitive advantage, as these stocks of relevant stra-
tegic resources need to be appropriately managed. To achieve and maintain
competitive advantage, organizations must learn dynamically to use their
resources effectively (Prahalad and Hamel 1990; Senge 1990; Nonaka and
Takeuchi 1995) and to build and consolidate ‘competencies that empower
individual business to adapt quickly to changing opportunities’ (Prahalad and
Hamel 1990: 81). Therefore, organizations develop their strategic resources
and renew these to achieve congruence with a changing environment. This
is known as ‘dynamic capability’. Teece et al. (1997: 515) state that: ‘The
term “capabilities” emphasizes the key role of strategic management in
appropriately adapting, integrating and reconfiguring internal and external
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organizational skills, resources, and functional competences to match the
requirements of a changing environment.’

In other words, the ‘dynamic capabilities approach’ links the market-based
view and the resource-based view, and highlights the context according to
which strategic resources, and in particular KR, have to be understood,
managed and developed.

The role of stakeholders in the organizational context is discussed by
Clarkson (1995: 107), who states that:

the survival and continuing profitability of the corporation depends upon
its ability to fulfil its economic and social purpose, which is to create and
distribute wealth or value sufficient to ensure that each primary stake-
holder group continues as part of the corporation stakeholder system.

However, the management of relationships with stakeholders can result in
much more than simple continued participation in the stakeholder system.
Managing relationships with primary stakeholders can constitute ‘intangible
and socially complex resources’ that may enhance organizations’ ability to
create value in the long term (Hillman and Keim 2001: 127). There is enough
evidence to suggest that one effect of the increasing relevance of KR in the
knowledge-based economy may be a trend toward a greater reliance on trust4

(Adler 2001). Therefore organizations are required to consider stakeholders in
their decision-making processes. This helps to anticipate issues, to deal with
them proactively and, therefore, to achieve organizational sustainability.5

The SMKR framework, which is advocated in this book in chapter 5,
extends the dynamic capability approach by three main concepts: (a) stake-
holder interests are a key focus of the organization, (b) organizational
sustainability is central, rather than just focusing on competitive advantage
and (c) all organizational types (i.e. private, listed and public) are included.

The strategic management of knowledge resources
Organizational resources can be classified into two broad categories: tangible
assets and KR. Tangible assets can be further distinguished into two groups:
financial assets and physical assets (see Figure 1.1).

Financial assets include, but are not limited to, an organization’s liquidity,
borrowing capacity, investing and financing activities, dollar-value of assets
(cash reserves, receivable balance, provisions, inventory balance) and dollar-
value of liabilities (loans, accounts payable, unearned revenue), and share-
holder equity. Physical assets refer to tangible factors of production that are
owned by the organization such as plant, property, equipment and inventory.

KR is the other resource category and can be classified into the following
three components and related elements:

• Human resources refer to internal stakeholders, such as senior managers
and employees, and to their attributes, that is knowledge, abilities, skills,
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experiences and innovativeness. These are becoming critical resources for
organizations, particularly because they contribute to the ability to
respond and adapt to a changing environment.

• Structural resources consist of all those things that remain in the organ-
ization when the employees have left the building and are in some way
owned or controlled by the organization. Structural resources include ‘in-
tellectual property’ and ‘infrastructural resources’. Intellectual property
is owned by the company and protected by law and includes elements
such as patents, trademarks and copyrights. Infrastructural resources
consist of organizational characteristics such as methods and procedures
and the organizational context provided to individuals to achieve strategic
objectives. Therefore, structural resources include, but are not limited to,
culture, processes, routines, and information and networking systems.

• Relational resources include the organization’s brand and image in
the marketplace, as well as its relationships with external stakeholders
(such as government, customers, partners and retailers, suppliers, resi-
dents, etc.). Some of these resources are not owned by the organization,
but are relationships that are significant and require management.

This tripartite classification6 of KR is known as intellectual capital7 (IC) and is
a framing device for understanding KR and related elements (see Figure 1.2).

This classification of KR is a ‘snapshot’, which is useful for comprehend-
ing what KR the organization has, but is less helpful in understanding how
value is created. The relevance of KR for value creation lies not in the
‘stocks’ of KR components or individual elements, but in the ‘flows’ that
happen between the various elements. These flows are highlighted in Figure
1.2, by the arrows in the triangle and are named transformations.8 As Sveiby
(2001: 347) states:9 ‘The value creation is primarily determined by the tacit/
explicit transfer of knowledge between individuals and in the conversion of
knowledge from one type to the other’. Therefore, the understanding of
transformations is central for the management of KR.

Figure 1.1 Organizational resources.
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For the SMKR framework proposed in this book, any given organization
is made up of a unique set of resources (i.e. tangible assets and KR), which
are managed to achieve organizational sustainability. The SMKR framework
is based on three main activities which are shown in Figure 1.3.

As indicated in Figure 1.3, the three activities within the proposed SMKR
framework are: (1) strategization; (2) utilization of SMKR information; and
(3) reporting. These three activities, which are parts of an interactive and
dynamic process, are introduced briefly below and will be extensively outlined
in chapter 5. An understanding of the interconnections between the three
activities plays a central role in SMKR.

The first activity is strategization,10 which includes two aspects: strategy
formulation and strategy implementation. Strategy formulation relates to the
crafting and planning of the intended strategy for achieving organizational
sustainability. It incorporates the results of resources analysis and stakeholder

analysis. The output of strategy formulation is the identification of strategic

objectives and related strategic management challenges. Strategic manage-

ment challenges specify strategic objectives in terms of KR needed to achieve
them and identify areas for managerial intervention. Strategy implementation

relates to the undertaking of KR actions for achieving strategic management

Figure 1.2 The tripartite classification of Knowledge Resources.
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challenges. Also, strategy implementation includes changes to the day-to-day

processes of the organization. These processes are considered as important
sources of emergent strategies and therefore of innovation. The realized strat-

egy is what ends up happening as the result of intended and emergent
strategies.

The second activity is utilization of SMKR information. This relates to the
use of information about resources and stakeholder interests for a variety
of purposes including strategization and performance assessment. SMKR

information can be metrics, narratives and visuals. The SMKR framework
calls for a dynamic balance between two main uses of information: the diag-
nostic and the interactive use. The diagnostic use focuses on guiding the
organization towards the implementation of its strategies. The interactive

use centres the attention on expanding opportunity seeking, dialogue and
learning throughout the organization and therefore enhances innovativeness.

The third activity refers to the internal and external reporting of SMKR
information. An instrument available for internal and external reporting of
KR information is the SMKR statement.

The proposed SMKR framework can be located within contemporary
debates about how knowledge is managed. Theoretical developments in
knowledge management can be illustrated using Mouritsen and Larsen’s
(2005) identification of two waves of knowledge management. The SMKR
can be considered the third wave of knowledge management.

Figure 1.3 Activities within the SMKR framework.
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The first wave of knowledge management focused on capturing the know-
ledge created by employees, who are at the core of knowledge production. A
main thrust of the first wave was making explicit the tacit knowledge embed-
ded in individuals and transferring this knowledge to other individuals. The
main techniques used to support the first wave of knowledge management
were IT tools (e.g. intranet) and/or the activation of internal environment
conditions for the distribution of knowledge (e.g. open-plan offices). There-
fore, in the first wave, knowledge management was considered synonymous
with knowledge capturing and distribution.

The second wave of knowledge management focuses on ‘the transition from
measurement to management’ (Mouritsen and Larsen 2005: 388) and on the
bundles of KR involved in value creation and is characterized by three main
shifts from the first wave (Mouritsen and Larsen 2005: 379). First, a broader
view of KR (which replaces the focus on knowledge distribution); second,
an idea of knowledge which is centred on the ability to make a difference to
users (as opposed to the idea of ‘true knowledge’ prevailing in the first wave);
and the third, a focus on translating KR and their management into numbers
to make knowledge manageable (as opposed to the capturing and distribution
of knowledge in the first wave).

The third wave, to be presented in this book, focuses on incorporating
strategization within the management of KR. It is based on the understand-
ing that strategy-making includes emergent strategies and allows for innov-
ation and this is an interactive and dynamic process. This extends the first
wave, which mainly focused on capturing individual knowledge and its distri-
bution, and the second wave, which focused on understanding KR and making
them manageable.

Summary and outline of the book

The shift towards a knowledge-based economy has highlighted the importance
of KR, which are recognized as the main strategic resources in modern
organizations. These KR should be understood and managed systemati-
cally. This book develops and advocates an SMKR framework for this
purpose.

As discussed above, the ‘dynamic capabilities’ approach combines the
market-based and resource-based views and highlights the need to strategic-
ally manage KR. In this book, the strategic management of knowledge
resources (SMKR) includes three activities: strategization (i.e. strategy for-
mulation and implementation), utilization of SMKR information and report-
ing. These will be explained in detail in chapter 5.

Finally, the motivation and objectives of this book are expressed in the
following four aims:

1 extend the traditional financial focus of organizational performance by
including KR as key strategic resources to be managed;

8 Introduction



2 engage in a process of strategically understanding KR transformations
and their links with day-to-day processes;

3 enhance dialogue within and between the organization and its main
stakeholder groups about KR and other economic, social and environ-
mental areas of concern;

4 provide guidance for strategically managing KR to boost innovation and
achieve organizational sustainability.

In this chapter it was established that KR needed to be understood and
managed systematically. Chapter 2 will review nearly 40 IC frameworks in
order to consider how each of these addresses the management of KR and
then concentrate on an in-depth analysis of six contemporary IC frameworks
to inform the development of the SMKR this book advocates.

Introduction 9



2 Analysis of contemporary
IC frameworks

Introduction

Managing KR and understanding their link to organizational performance is
complex, as discussed in chapter 1. To be able to manage KR effectively, a
different way of thinking about organizational resources, processes and per-
formance is required. In order to meet this challenge, a plethora of IC frame-
works have been developed internationally and several will be analyzed in this
chapter.

By identifying and reviewing some of these international IC frameworks,
this chapter aims to explore how each of these addresses the management of
KR (MKR). Therefore this chapter will:

• establish a number of management issues for understanding KR and
their link to organizational performance;

• provide an overview of how these management issues are addressed in six
contemporary frameworks;

• identify gaps in these contemporary IC frameworks.

International IC frameworks

The challenge of understanding the links between IC and organizational
performance has been addressed by many IC frameworks. One common
characteristic of these frameworks is that they use measurement as a way to
make visible IC. Sveiby1 identifies many frameworks and more have been
added to make a comprehensive list of 37 (see, Appendix A2). Sveiby classifies
the IC frameworks using four measurement methods:

1 Direct intellectual capital methods (DIC) estimate the monetary value of
IC by identifying its various components, as intellectual property. Once
these components are identified, they can be directly evaluated, either
individually or as an aggregated coefficient.

2 Market capitalization methods (MCM) calculate the difference between



a company’s market capitalization and its stockholders’ equity as the
value of its IC.

3 Return on assets methods (ROA) divide the average pre-tax earnings of a
company for a period of time by its average tangible assets.

4 Scorecard methods (SC) identify the various components of IC and
indicators are generated and reported in scorecards.

These measurement methods can be collapsed into two different approaches:
the stock approach (DIC, MCM and ROA methods) and the flow approach

(SC methods) (see, Guthrie and Ricceri 2002). Under the stock approach, IC
is thought to be static and able to be assigned a monetary value. Under the
flow approach, IC is contextualized within the organization for understand-
ing its links to organizational performance, via IC metrics and narratives
rather than assigning a specific monetary value. As will be observed later in
this chapter, the flow approach supports the idea that metrics by themselves
are not informative, as they can capture only the measurable part of KR. For
instance, assume that a research organization is developing a new drug for
treating patients with a particular disease and that, for this project to suc-
ceed, new competencies are needed. Also, for acquiring the necessary com-
petencies, the research organization has to employ five PhD students. Does
the metric: ‘five new PhD students’ represent this situation? The same metric
should be integrated by narratives that link to the organizational context
(e.g. strategy to focus on this project, the strategic choice of employing the
PhD students with specific competencies). Therefore, narratives represent a
perspective for understanding the meaning of the metrics for the specific
organization.

Table 2.1 highlights 18 stock approach IC frameworks that provide a trad-
itional ‘financial view’ of IC (see Appendix A for full details of these). The
underlying assumption of the stock approach is that IC is recognized mainly
on the basis of its market value or for its contribution to the generation of
revenues, earnings or cash flows. Therefore, KR are contextualized within a
traditional financial accounting frame.

The IC frameworks which adopted a flow approach are illustrated in
Table 2.2 (also, see Appendix A). Pioneers of this approach were: the Balanced
Scorecard (1992), the Intangible Asset Monitor (1997) and the Skandia
Navigator (1997). The underlying assumption of the flow approach is that
KR have to be understood and managed in order to create value for the
organization and its stakeholders. Given the difficulties associated with
determining monetary values for KR, most of the metrics considered by
these frameworks do not attempt to put a monetary figure on KR. Metrics
used within this approach are designed to support management’s decision-
making process and to assist in the development of a strategy for the MKR.

The metrics and narratives used in flow approach frameworks are designed
to make the KR and the way in which they flow within an organization
understandable and manageable. In a number of the flow approach IC
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frameworks, this understanding is provided via an intellectual capital state-
ment (ICS) that frames KR metrics and narratives. In the process of
developing and using such ICS, organizations inscribe a series of metrics that
relate to heterogeneous KR such as employees, processes, customers and

Table 2.1 Stock approach IC frameworks

Year Framework

1950s Tobin’s Q
1985 Human resource accounting
1990 The invisible balance sheet
1996 Human resource costing and accounting (HRCA)
1996 Technology broker
1997 IC-Index™
1997 Calculated intangible value
1997 Economic value added (EVA™)
1997 Market-to-book value
1998 Investor assigned market value (IAMV™)
1998 Accounting for the future (AFTF)
1999 Knowledge capital earnings
1999 Citation-weighted patents
2000 Value added intellectual coefficient (VAIC™)
2000 Total value creation (TVC™)
2000 Intellectual asset valuation
2000 The value explorer™
2001 Inclusive valuation methodology (IVM)

Table 2.2 Flow approach IC frameworks

Year Framework

1992 Balanced Scorecard
1997 Intangible Asset Monitor
1997 Skandia Navigator™
1999 Intellectual Capital Navigator (ICN)
2001 Knowledge audit cycle
2001 Value chain scoreboard™
2002 IC rating™
2002 European MERITUM Guidelines
2003 Danish Guideline
2003 IC-dVAL
2004 Topplinjen/business IQ
2004 Strategy maps
2004 Value+™ model
2004 Performance prism
2004 German Guideline
2005 Intellectual capital management process
2005 Japan Ministry of Economy, Trade and Industry (METI)
2005 Australian Guiding Principles
2005 Global Reporting Initiative (GRI)
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technologies, to make them visible (Mouritsen and Larsen 2005). KR are
entangled and bound up in relationships with other resources when con-
sidered in the context of the day-to-day processes of the organization and the
way in which these KR are entangled and bound up is unique for each organ-
ization and depends on its specific context, activities and strategy. Therefore,
the flow approach provides an understanding of the KR in the specific organ-
izational context, whilst the stock approach uses the monetary value to
identify and add KR together.

In summary, the flow approach attempts to untangle the KR puzzle and
provides insight into how KR contribute to organizational performance. It
belongs to Mouritsen and Larsen’s (2005: 372) second wave of knowledge
management, discussed in chapter 1.

Critical issues for MKR

The increasing importance of MKR for organizational performance was
identified in chapter 1. Some organizations have responded to this by organ-
izing themselves in matrix structures in order to foster knowledge flows and
innovation and enhance ‘value creation’ (Bukh et al. 2005: 4). Other organ-
izations have responded by seeking to manage their KR via the application
of information technology. In these and other cases, the organizations are
responding to major changes in their external environment by using tech-
niques and tools that belong to the first wave of knowledge management.
These organizations are attempting to manage KR, but not in a holistic way
and, therefore, their implementation of MKR may be unsatisfactory. Because
MKR is central to the make-up of organizations it cannot be separated out
and acted upon in the way that a single business process or management
system can be (Birkinshaw 2001: 11). The integration of MKR to all the
managerial processes of the organization is of critical importance.

The analysis of the IC frameworks attempts to understand how they
address four management issues:

1 KR and strategy;
2 Resources dynamics;
3 KR information;
4 Reporting.

These issues capture the essence of the second wave of knowledge manage-
ment and are now discussed in some detail.

Concerning KR and strategy, the essential element of strategy formulation
is that of a dynamic congruence between the external and internal environ-
ments. As indicated in chapter 1, the definition of strategy adopted in this
book is adapted from Hax and Majluf (1996) and is consistent with the
‘dynamic capability approach’ (Teece et al. 1997). A key here is to identify
what external and internal environmental matters should be considered
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when formulating strategy. The following will focus on stakeholders and
KR as two important matters to be considered for achieving organizational
sustainability.

For the external environment the stakeholders3 of the organization should
be engaged4 when formulating strategy and their interests addressed by man-
agerial actions. Stakeholders5 are important and can include customers, sup-
pliers, community and residents, and their relationship with the organization
is central.

The second wave of knowledge management is focused on the production
of value and ‘disregard[s] the distributive effects of decisions about know-
ledge’ (Mouritsen and Larsen 2005: 378). However, the third wave, identified
in this book, considers stakeholders and their interests vital for creating

value in a sustainable way. Attention to the interests of stakeholders is
a fundamental prerequisite for organizational sustainability. Stakeholders’
support gives an organization a social licence to operate and without this
support it may find its licence removed, impairing its ability to operate effect-
ively and, also, damaging its economic performance over the long term
(ICAEW 20076).

Moving towards organizational sustainability by harmonizing economic
productivity, human development and environmental responsibility requires
organizations to engage with stakeholders, which involves organizations con-
sidering their stakeholders’ interests when formulating strategy. Therefore,
it is important for organizations to manage stakeholder engagement,7 sup-
ported by information flows about sustainable performance. Stakeholder
engagement helps enterprises to anticipate issues, to deal with them pro-
actively and to build a more sustainable organization. It is critical for the
business strategy of leading global organizations8 (KPMG 2005: 27). This is
because ‘stakeholder engagement is central to strategy formulation and
increasing contributing to organizational resilience and flexibility, to learning
and innovation, to the identification of new opportunities and ultimately to
the improvement of sustainable performance’ (SRAC 2005: 3).

Effective stakeholder engagement informs the integration of social, envi-
ronmental and economic issues into core strategies, business models and
the organization’s day-to-day processes. Therefore, via stakeholder engage-
ment, value creation is directed towards the achievement of organizational
sustainability:

With the heightened debate on corporate environmental and social
responsibility signalling a new perspective on the interaction between
business and society and the distinction between what happens inside
and outside of the company becoming blurred, stakeholder engagement
is rapidly emerging as a vital tool to develop an understanding of what
sustainability means for companies and how it can contribute to value
creation and the viability of their operations.

(SRAC 2005: 10)
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For the internal environment, a resource analysis9 is a first step for undertak-
ing MKR. Considering stakeholders and organizational resources (i.e. finan-
cial, physical and knowledge) when formulating strategy helps in defining
‘what’ and ‘where’ the organization wants to be in the future, and in identify-
ing what actions and initiatives should be undertaken to implement the
strategy.

The second MKR issue, resources dynamics, relates to the identifica-
tion, identification mapping and assessment10 of transformations between
organizational resources. Resources dynamics assumes that managers have
identified the main stocks of organizational resources. The identification
of the stocks is developed according to the two broad resources categories
(identified in chapter 1, pages 4–6): tangible assets and KR.

The importance of transformations between KR is acknowledged by the
resource-based and IC literatures. In the resource-based literature, resources
and capabilities can be viewed as bundles of tangible and intangible assets,
including a firm’s management skills, its organizational processes and rou-
tines and the information and knowledge it controls (Barney et al. 2001: 625).
It is stated that the bundles of resources impact performance (Lippman and
Rumelt 1982) and it is difficult to identify the contribution of individual
elements without taking into account the transformations between various
resources (Dierickx and Cool 1989; King and Zeithaml 2001).

Within the IC literature, the existence of resources transformations has
been highlighted by Nonaka and Takeuchi (1995), who assume ‘interchange-
ability’ between tacit and explicit knowledge. Also, Roos and Roos (1997)
highlight transformations between one IC category and another. Both these
contributions focus on transformations between KR. Roos et al. (2005: 109)
indicate that all organizations have a unique set of tangible resources and
KR, that are interconnected in various ways and value is created through the
transformation of one resource into the other, within day-to-day processes.
Therefore, an understanding of ‘value creation’ processes can be achieved via
the identification and the mapping of resources transformations. The under-
standing of how resources transformations contribute to organizational
performance within the day-to-day processes of the organization helps to
identify areas that may contain value which would ordinarily be hidden. The
identification of these areas means that managerial intervention can take
place, if required, and is central for strategy formulation and implementation.

However, Sveiby (2001: 348) states that despite the relevance of transform-
ations between KR, they tend not to be coordinated and systematically
managed because senior managers lack an understanding of the ‘full perspec-
tive’. Transformations11 are defined as resources flows that affect different
organizational resources types, being tangible assets or KR (see, Roos et al.

2005: 109–110). For instance, selling a product means converting physical
resources (i.e. the product) into financial resources (i.e. cash flows or credit
instruments). This is a transformation within tangible resources which
is observable, via financial documents, and financially measurable. Whilst
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transformations within tangible resources (being physical or financial) are, in
most cases, observable and measurable, transformations which involve KR
are difficult to identify. Compare an organization selling a patent, which
constitutes a transformation from KR (structural capital) into financial
resources (i.e. cash flows or credit instruments), to an organization in which a
brand is part of its KR and affects the organization’s financial results. For
example, consider the brand Nike. There is a transformation between Nike’s
brand (structural capital) and Nike’s revenues (financial resources – cash
flows or credit instruments), but this transformation is not easily measurable,
nor specifically tracked by financial transactions and the resultant financial
documents.

Also, transformations include the flows within KR. For example, in selling
a product, several KR elements (e.g. brands, customers, employees’ skills)
interact. These transformations are different from one organization to another
and are not easily identifiable or measurable, especially in financial terms.
Therefore, the identification of transformations is a key step for fostering the
understanding of the role played by KR in ‘value creation’ and represents an
important input for managing KR (see Figure 2.1).

The third MKR issue, KR information, refers to the construction of KR

Figure 2.1 Illustration of transformations.
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metrics and narratives to support MKR. Traditional accounting-based per-
formance measures are unsuitable for organizations in which resources trans-
formations and stakeholder interests are of strategic importance. Addressing
stakeholder interests and managing KR for (long-term) value creation is
usually at odds with short-term financial measurement practices.

‘Performance’ is itself an ambiguous term, and is not capable of simple
definition. In particular, the term does not specify to whom the organization
is delivering its ‘performance’ and how it can be ‘measured’. Many organiza-
tions are integrating traditional accounting-based performance measures
with strategic performance measures (or key performance indicators). As
Ittner and Larcker (1998; 2003: 88) highlighted, in the past decades increas-
ing number of organizations have been using strategic performance measures
to monitor multiple performance perspectives (e.g. customers and innov-
ation) and related drivers (e.g. customer loyalty and employee satisfaction)
that do not follow traditional financial management accounting practices.12

The role of strategic performance measurement (SPM) systems in assisting
managers to develop and assess strategies is important. A distinctive feature
of these systems is that they are designed to present managers with finan-
cial and non-financial measures covering different performance perspectives
which, in combination, provide a way of translating strategy into a set of
performance measures and of assessing the organization’s overall perform-
ance (Chenhall 2005: 395). The integration of SPM into organizations’
measurement systems is aimed at capturing the factors leading to the ‘cre-
ation of value in the business’ (Ittner and Larcker 1998: 217) and respond-
ing to shortcomings in traditional financial performance measures.13 The
underlying idea is that the SPM should allow a firm to formulate and imple-
ment strategy, guide employee behaviour and assess managerial effectiveness
(Malina and Selto 2004: 442).

However, using strategic performance measures may not be enough for a
comprehensive understanding of organizational performance. For instance, a
Deloitte (2007) survey highlights that many board members and senior execu-
tives are still in the dark about the overall organization’s health and have
a lack of high-quality non-financial data that they can act upon. In particu-
lar, the survey14 of senior executives and board members highlighted that:
(1) existing performance measurement frameworks are inadequate, and the
majority of executives perceive a growing need to better understand the
underlying drivers of their performance and (2) the ability of executives to
measure and monitor performance through non-financial measurements is
inadequate.

A possible reason for this is because SPM systems rely mainly on metrics
for monitoring and assessing performance. As highlighted previously in
chapter 2, pages 11–13, metrics can capture only the measurable part of a
phenomenon and this may be not enough for a comprehensive understand-
ing. For instance, metrics make KR ‘visible’, but do not explain the complex
linkages with other resources and activities. It is the link to the organizational
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context (e.g. resources and activities), which is provided by narratives, that
enables understanding and managerial intervention. KR metrics can have
different meanings in different organizational settings. Therefore, in order for
KR metrics to be informative, they have to be explained by narratives.

The reporting of KR information aims to provide internal and exter-
nal stakeholders with an extended view on organizational performance by
focusing on the efforts to manage and develop IC (Mouritsen 2004: 259).

An ICS provides information about how KR are created, developed and
applied in the organization (for example: Edvinsson and Malone 1997; Sveiby
1997; Bukh et al. 2001a; Mouritsen 2004). Also, it summarizes the firm’s
efforts to develop and use KR and puts evaluative managerial questions
that help managers to change KR and direct them towards new strategies
(Mouritsen 2004: 259). Therefore, the ICS has two main functions: a descrip-
tive function and an enabling one. First, the descriptive function relates to the
description of KR and their management. This function is mainly related to
the ability of the ICS to provide a picture of KR and their management to
internal and external stakeholders. Therefore ICS can be considered as a
descriptive device for understanding KR and their management. Second, the
enabling function relates to the knowledge that derives from the ICS and, in
particular, to if and how this knowledge enables managerial intervention. It is
believed that the enabling function is strictly connected to the descriptive
function as, for instance, an incomplete picture of KR and their management
will not allow (effective) further managerial intervention. Therefore, this
function is an internal one and relates to the ability of the ICS to provide an
understanding of the relationships between measurement and operational
activities, strategies and context (Mouritsen and Larsen 2005: 373).

Ideally, KR information should be reported internally and a selected set of
this should also be reported externally. Reporting should be done in a con-
sistent manner, using a model that links metrics and narratives. The design
and content of the external reporting statement may be voluntary or driven
by specific legislation reporting requirements (i.e. a specific aspect of KR
information). However, in most countries the provision of this type of infor-
mation is voluntary and there is little support for a ‘black letter’ prescription
of the design and content of these reporting tools (e.g. Unerman et al. 2007).
The principal reason for this seems to be that IC is organizationally specific
and detailed mandatory reporting would be far too restrictive to result in
effective communication.

The four MKR issues identified in this section (KR and strategy; resource
dynamics; KR information; and reporting) will now be used to analyze the
selected IC frameworks.

An analysis of IC frameworks

The frameworks that are analyzed in this section were considered to be ‘best
examples’ of the flow approach. These IC frameworks were developed by
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national and international institutions as guidelines for organizations to
manage and report IC. They provide an understanding of ‘the relationships
between measurement on the one side and operational activities, strategies
and context on the other’ (Mouritsen and Larsen 2005: 372). Many of these
frameworks use an ICS as a way of embarking on the management of KR
and for understanding the relationships between measurement and oper-
ational activities, strategies and context, which should enable managerial
intervention (Mouritsen and Larsen 2005: 373).

The six contemporary IC frameworks to be analyzed now are listed,
according to the region to which they belong, in Table 2.3.

The aim of this section is to highlight how several contemporary IC
frameworks address the four management issues and a summary table of the
results of the analysis is reported in Table 2.7 at the end of this chapter.

Danish Guideline

The Danish Ministry of Science, Technology and Innovation (DMSTI) has
published the ‘Intellectual Capital Statement – The New Guideline’, which
was the output of a project over several years, based on the experiences of
over 100 companies. Its aim was to foster the companies’ ability to manage
KR that creates value for society. The Danish Guideline stimulates organiza-
tions ‘to work more systematically and comprehensively with the main
initiatives within knowledge management’ (Mouritsen et al. 2003: 3). It also
aimed to provide a reporting tool for communicating knowledge management
to existing and potential internal and external stakeholders via Intellectual
Capital Statements (ICS), as part of organizations’ knowledge management
strategy.

The Danish Guideline provided a way of managing and reporting IC. This
process is based on four interrelated elements ‘which together express the
company’s knowledge management’ (Mouritsen et al. 2003: 2). They are:

Table 2.3 Flow approach IC frameworks analyzed

Region Framework

Scandinavia Danish Guideline for Intellectual Capital Statement (2003)

Rest of Europe German Guideline for Intellectual Capital Statement (2004)
Austrian Universities Act for Intellectual Capital Report
(2002–2006)
European MERITUM Guidelines for Intellectual Capital
Report (2002)

Australia/Asia The Australian Guiding Principles for Extended Performance
Accounts (2005)
Japanese Guidelines for Disclosure of Intellectual Assets Based
Management Report (2005)
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1 knowledge narrative;
2 management challenges;
3 initiatives; and
4 indicators.

These are illustrated in Table 2.4.

Table 2.4 An extract of Maxon Telecom’s Intellectual Capital Statement 2001

Knowledge
narrative

Management
challenges

Initiatives Indicators

• Product or
service:
Maxon Telecom
develops and
designs mobile
phones based
on cutting edge
technology.

• Use value:
Competent
sparring to
provide
‘communica-
tion, anytime,
anywhere’.

• Knowledge
resources:
Employees’
specialist
knowledge and
competencies,
insight in users’
and customers’
needs. Insight in
existing and
future
technologies
and the capacity
to run projects.

• Product
development 

• Improvement
of personal
skills

• Check users’
expectations
and
satisfaction

• Conduct
employee
performance
reviews

• Establish and
implement
competency
development
plans

• Implement
tutor schemes

• Implement
management
training

• Implement
CASE
training

• Implement
leadership
coaching

• Number of satisfaction
studies (and market
surveys) conducted

• Customer satisfaction
with quality

• Number of projects
ordered in the year

• Absence
• Rate of completion of

training needs outlined
in the MUS
conclusions

• Employee satisfaction
with course or training
initiatives

• Number of
performance reviews
held on schedule

• Employee satisfaction
• Employees’ assessment

of their colleagues’
interpersonal skills and
competencies

• Staff turnover
• Number of employees

with competency
development plans

• Number of employees
on job rotation, being
promoted or posted
abroad

• Number of employees
who believe they can
develop in Maxon,
both professionally
and personally

• Number of employees
who see their
immediate superiors 
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The process for preparing the ICS helps in systematizing knowledge man-
agement by finding consistency within the four elements and making them
work together. Therefore, the preparation of the ICS requires going from one
element to the other. The following highlights the analysis of the Danish
Guideline using the four MKR issues.

Strategy and KR

The link between KR and the strategy of the organization is particularly
evident in two ICS elements: the ‘knowledge narrative’ and the ‘management
challenges’. The knowledge narrative specifies the identity of the organiza-
tion in knowledge terms (i.e. what the organization is able to accomplish). It
can be revealed through working with activities and ideas that are closely
related to the company’s everyday operations (Mouritsen et al. 2003: 18). The

as being capable of
motivating them
satisfactorily 

• Number of new
employees in
proportion to number
of tutor schemes

• Ensuring
products are
on-time

• Launch
Microsoft
Projects
training

• Implement
project
organization

• Implement
team-building
process

• Number of projects
implemented on time

• Number of projects
kept within the agreed
budget

• Number of junior
project managers
recruited in-house

• Number of employees
approved to work as
project managers

• Satisfaction with
distribution of
responsibilities
between and within
departments

• Employees’ satisfaction
with the ability to act
with speed

• Number of project
groups with under
16 members

• Number of project
groups without own
project room

Source: Mouritsen et al. 2003: 15.
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knowledge narrative connects the internal to the external environment, it
highlights KR required to create the ‘use value’ the company wants to supply,
where ‘use value’ is defined as the value that the product or service generates
to the user. Therefore, in the Danish Guideline, users are identified as the
main stakeholder group against which the long-term strategy of the organiza-
tion is defined and KR managed, as ‘knowledge resources must be adapted to
the users’ (Mouritsen et al. 2003: 36) in order to generate ‘use value’. Also,
the objectives for the management of KR are derived from the knowledge
narrative; these are named ‘management challenges’ and aim to specify the
knowledge narrative in terms of KR requirements. These are seen as having a
‘certain degree of permanence over time’ as they are linked to the knowledge
narrative and the organization’s KR (Mouritsen et al. 2003: 12). The man-
agement challenges therefore express ‘the point around which the company’s
knowledge management revolves’ (Mouritsen et al. 2003: 31) and they identify
critical areas for managerial intervention.

The management challenges are operationalized by a set of initiatives.
Initiatives relate to strategy implementation and consist of activities that
compose, develop and procure KR and also monitor their extent and effects.
Some examples of initiatives are customer and employee satisfaction surveys,
the development of IT training programmes and career planning. In order to
help managers identify the main initiatives that will have to be implemented,
the Danish Guideline used a ‘help table’; this is represented in Table 2.5, in
relation to customers/users and employees.

The standard ‘help table’ reports in rows the categories of KR that are
considered as relevant and, for each of these, three columns contain the
existing actions and initiatives, the existing objectives and strategy, and the
assessment of the effect of existing initiatives. Another column sometimes
provides an assessment of the ambition level of existing objectives.

Resources dynamics

The Danish Guideline states that ‘a company’s knowledge management is
about the four types of knowledge resources and their interaction’ (Mouritsen
et al. 2003: 11). The KR types are: employees, customers, processes and tech-
nologies. The four types of KR proposed are not exhaustive; the Danish
Guideline specifies that, for instance, organizations may have suppliers or
institutions as important types of KR. The Danish Guideline states that
knowledge management is also about KR interactions. Despite this, no tools
are provided to help in identifying, mapping and assessing them.

KR information

The Danish Guideline uses narratives and indicators to define, assess and
report the organization’s knowledge management. In particular, the Guideline
details the use of narratives and indicators for performance assessment. It
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uses two main ways of assessing performance: first, a qualitative assessment

and, second, a quantitative assessment. A qualitative assessment relates to the
use of narratives to assess initiatives. This concerns existing initiatives at the
time of the implementation of the ICS and relates to the evaluation of two
initiatives characteristics: effectiveness and ambition level. The initiatives’
ambition level can be evaluated by considering the answers to questions such
as: is the organization doing enough to support and develop its KR? Are the
investments in KR (e.g. employees, customers, processes and technology)
adequate? The initiatives’ effects can be assessed by considering: what are the
effects of the initiatives in terms of KR development? Also, narratives can be
used to comment on quantitative assessment (i.e. indicators) as Mouritsen
et al. (2003: 25) states that: ‘Figures cannot, however, speak for themselves.
They must be brought into play by the text’.

A quantitative assessment is developed via a set of indicators that can be
defined ex ante in terms of target scores (Mouritsen et al. 2003: 62). The use

Table 2.5 Help table for assessing existing initiatives and identifying new ones

Knowledge
resources

Existing actions
and initiatives

Existing objectives
and strategies

Assessment of
initiative effect

Customers/users What actions and
initiatives have
been launched:
• to ensure the

right customer
portfolio?

• to upgrade
customer
relations and
customer
competencies?

• to promote
customer
satisfaction?

What objectives exist
for:
• customer mix?
• upgrading

customer relations
and customer
competencies?

• customer
satisfaction?

• How do the
company’s
initiatives
contribute to
creating
something of
value to its
users?

Employees What actions and
initiatives have
been launched:
• to ensure the

right employee
portfolio?

• to train and
upgrade
employees?

• to promote
employee
satisfaction?

What objectives exist
for:
• employee mix?
• training and

upgrading
employees?

• employee
satisfaction?

• How do
initiatives affect
employee
contribution to
creating a better
company?

Source: an extract from Mouritsen et al. 2003: 25.
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of indicators is considered a condition for systematic knowledge manage-
ment as they make it visible and therefore assessable. Indicators have three
main functions: definition, assessment and reporting. Their role is to specify
quantitative metrics for the management challenges and initiatives, to assess
whether these are started and implemented, to assess their effects, and to
report the results to stakeholders.

In the Danish Guideline, IC indicators are reported according to three
main areas: effect, initiatives for developing KR and resource mix. Indicators
related to effects are, for instance, customer satisfaction, quality and product-
ivity; an initiative-related indicator would be, for example, the number of
training days offered; and indicators related to resource mix would include,
for example, the, proportion of particularly important employee groups
(e.g. IT employees), composition of education and major technology plat-
form. The assessment of performance is one of the indicators’ functions in
the ICS: indicators also contribute to the definition of management challenges
and initiatives and they are an important part in the external reporting.

Reporting

For the Danish Guideline, an ICS is an internal tool for managers, but it can
also be used to externally communicate to ‘target groups’ of stakeholders.
The external ICS should contain a total overview of the knowledge manage-
ment of an organization, going from knowledge narrative to indicators. As
often the ICS is too large and complex to be communicated effectively to
those outside the organization, a selection of management challenges, initia-
tives and indicators may be required for external reporting. The target groups
can affect both the choice of the ICS element to be disclosed and, also, the
weight given to them.

Also, in relation to external reporting, the Danish Guideline highlights that
the ICS is one of the ‘supplementary accounts’ that is available to expand the
focus of financial statements. Other supplementary accounts considered for
external reporting by this Guideline are: stakeholder accounts and green/
social accounts. All the supplementary accounts have in common the aim of
‘developing the company, to make it better prepared for the future’ and the
use of figures and of narratives to create a link to the company’s challenges
and results. However, they are characterized by different purposes, contents
and strategic perspectives, as illustrated in Table 2.6. The three supplemen-
tary accounts also provide different extended performance perspectives on
the organization. If, and how, these accounts can be integrated in a unique
format is left open to the individual organization.

The Danish Guideline argues that a standalone ICS addresses wider target
groups and therefore can provide more variation with respect to content and
depth (Mouritsen et al. 2003: 46). Also, ICS may be included in annual
reports with some amendments in terms of length (the ICS included in the
annual report should be shorter as some information may be already disclosed
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in the annual report). Also, an internet-based ICS could be presented, where
readers can customize the information by clicking through parts of the ICS.

In summary, the Danish Guideline comprehensively addresses the MKR
issues apart from resources dynamics, in which no tools are provided to guide

Table 2.6 Three types of ‘supplementary accounts’

Intellectual capital
statements

Stakeholder
accounts

Green/social
accounts

Purpose The purpose of the
intellectual capital
statement is to explain the
company’s resource base
and the activities that
management implements
to develop it.

The purpose of the
stakeholder account
is to explain the
company’s
cooperation with
selected groups of
stakeholders.

The purpose of
the green/social
accounts is to
explain how to
handle the
company’s
undesirable
effects on society.

Content The content of the
statement relates to the
company’s accumulation
and development of
knowledge resources, for
example in the form of
relations with and
between employees,
customers, technology
and processes.

The content of the
accounts relates to
flows of actions and
relative wages paid
by and to the
stakeholders
involved. This
describes the
general goods or
benefits that the
state, employees,
customers and the
local community
receive.

The content of
the accounts
relates to the
company’s
initiatives to
ensure a balance
in its ecological
and social space.

Strategic
perspective

The strategic perspective
of an intellectual capital
statement is to develop
the company’s value by
supporting development,
usage and sharing of
knowledge resources and
competencies. This
enables the company to
support its intangible
assets and its knowledge
management.

The strategic
perspective of
stakeholder
accounts is to
support the
development of the
company’s value by
creating a balance
between the
demands of
different
stakeholders
relative to each
other. This reduces
uncertainty around
the stakeholders’
behaviour.

The strategic
perspective of
green/social
accounts is to
develop the
company by
engaging in a
broad dialogue
on the company’s
role in society.
This enables the
company to
demonstrate its
responsibility to
society.

Source: Mouritsen et al. 2003: 66.
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the identification, mapping and assessment of resources transformations. The
link between KR and strategy is particularly evident in two ICS elements: the
knowledge narrative and the management challenges. The knowledge narra-
tive highlights the KR required to create the use value and identify users as
the main stakeholder group. In this Guideline, the knowledge narrative is
then specified in terms of KR requirements by management challenges,
which are implemented via a set of initiatives. KR information (i.e. narratives
and indicators) are then used to define, assess and report management chal-
lenges, initiatives, effects and resources mix. The key focus is the use of KR
information for performance assessment. Also, the Guideline emphasizes
the need for systematic knowledge management and for creating a consistent
story that highlights the links from the knowledge narrative to the indica-
tors. In relation to reporting, the ICS expresses the company’s knowledge
management, which can be used for internal and external reporting. Also,
in relation to external reporting, the Guideline provides a brief compar-
ison between the ICS and other ‘supplementary accounts’ (i.e. stakeholder
accounts and green/social accounts) for extended performance reporting.

German Guideline

The German Guideline was issued in 2004 by the Federal Ministry of
Economics and Labour to foster ‘the implementation of the intellectual cap-
ital statement and of knowledge management in both small and medium-
sized enterprises, and in the trades sector’ (FMEL 2004: 3). The Guideline
targets small and medium-sized enterprises (SMEs). The German Guideline
is based on the Danish Guideline and a pilot project was established to adjust
them for German SMEs, 13 of which were using the ICS for internal man-
agement and ten for external reporting purposes (FMEL 2004: 10). The
following discusses how the German Guideline addressed the four MKR
issues.

Strategy and KR

In the German Guideline, the ICS is integrated into the ‘strategy cycle’, as
illustrated in Figure 2.2.

The ‘strategy cycle’ visualizes the process of strategy formulation and its
five main parts: business strategy, knowledge strategy, measures, ICS and
adjustment. Therefore, for this Guideline, strategy, and in particular know-
ledge strategy, is the result of several ‘rounds of improvements’ (FMEL 2004:
20), which are supported by the information contained in the ICS. As illus-
trated in Figure 2.2, the ‘knowledge strategy is derived from the business
strategy’ and it is developed for the ‘long-term successful orientation of the
organization in a knowledge society’15 (FMEL 2004:19). According to the
German Guideline, the business strategy16 ‘describes how to act on the market
in the future’ and arises from relating the opportunities and risks emerging
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from the business environment to the organization’s ‘vision’. In particular,
the assessment of the risks and opportunities of the external environment take
into consideration different, mainly market, stakeholders (e.g. competitors,
customers, suppliers and potential and existing employees) and also the social
environment, economic cycle and political trends.

The organization’s knowledge strategy, derived from the business strategy,
‘describes the organization’s position with regards to sub-areas of IC’
(FMEL 2004: 19). The Guideline indicates that in order to develop the know-
ledge strategy, managers should look for answers to a series of questions.
What made the organization strong in the past? What intellectual capital
is needed to implement the business strategy? How must the strategy be
developed in regards to customers and competition? What part of IC is
unique and ensures competitive advantage? (FMEL 2004: 19–20). Also, the
knowledge strategy is detailed by a set of measures which guide the definition
of the metrics reported within the ICS.

Resources dynamics

The German Guideline uses an Intellectual Capital Statement Model (see,
Figure 2.3) to introduce the issue of resource transformations. The ICS
Model shows how the vision, business goals, ICS and measures are linked to
the internal processes (i.e. business processes and knowledge processes), and
to create business success. Business processes are affected by three main IC
dimensions: human capital; structural capital; and relational capital and
other resources (FMEL 2004: 11). The three IC dimensions interact within
the knowledge processes and business processes to affect ‘the efficiency and

Figure 2.2 The strategy cycle.

Source: FMEL 2004: 20.
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effectiveness of performance and the success of the organization on the mar-
ket’ (FMEL 2004: 22).

The German Guideline states that, in order to manage IC there is a need to
understand the interactions between the elements17 and therefore provides
two different tools for visualising these interdependencies (FMEL 2004: 33):
the matrix and interdependencies network. These tools are based on the iden-
tification of ‘influencing factors’ (e.g. building up employees’ experience) that
relate to intangible aspects that influence business processes. Influencing
factors are identified during brainstorming sessions and ‘help questions’ to
guide this identification are provided (FMEL 2004: 22–24).

In more detail, the matrix contains the influencing factors in the x-axis and
in the y-axis and the intersection between the rows and columns highlights the
strength of the interactions between these; interactions are measured on a 0–3
scale, where 3 means that the one element has a strong influence on the other
and 0 means no influence. An excerpt of the matrix is provided in Figure 2.4.

The structure of the matrix is similar to the transformation matrix18

(Roos et al. 2005: 122), but here the numbers in the cells highlight the strength
of the interactions and not their relevance for ‘value creation’. Performance
processes relate to the provisions of products and services to the customers and
are considered as the most important business processes (FMEL 2004: 21).
Figure 2.4 highlights that performance processes are heavily influenced by
staff experience, motivation and leadership (see column 1). Also, perform-
ance processes heavily influence the building up of staff experience, motiv-
ation and leadership (see row 1). In regards to interactions between IC

Figure 2.3 IC influences business processes.

Source: FMEL 2004: 22.
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influencing factors, the matrix highlights the interdependencies between
influencing factors. For instance, it shows the influence of leadership process
on employee motivation. This means that even slight changes in the leader-
ship process can have a major impact on employee motivation, whilst employee
motivation only has a weak impact on basic and further training. In more
detail, the analysis of resources interdependencies can be portrayed in the
second tool, the Interdependencies Network (see Figure 2.5), which is similar
to the IC Navigator.19

The Interdependencies Network provides a pictorial visualization of the
links between influencing factors. This tool depicts ‘closed interdependencies
circles’, that is to say two or more influencing factors which strengthen one
another (FMEL 2004: 35).

Figure 2.4 Matrix to analyze interactions of influencing factors.

Source: FMEL 2004: 33.

Figure 2.5 An interdependency network.

Source: FMEL 2004: 35.
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The picture highlighted in Figure 2.5 shows that product innovation affects
performance processes and business success (E1 and E2). Product innovation
itself is influenced by ‘cooperation within the organization’ (SK2), which in
turn is affected by employee motivation. Since image/brand has a major impact
on employee motivation, an interdependency circle is closed, a so-called
generator (FMEL 2004: 34).

KR information

For the German Guideline, KR information is portrayed as narratives and
indicators. Narratives describe the context, interpret the results, show the
consequences from the point of view of the organization and highlight future
trends. An indicator is defined as an ‘absolute or relative benchmark which
serves to describe a circumstance’ (FMEL 2004: 11) and to visualize the
elements of the ICS. Therefore, the main stated function of the KR informa-
tion is to describe a condition. Also, this Guideline highlights that it is not
possible to make generalized valid statements on how to select indicators, as
these vary according to the context of the organization and to the influencing
factors identified.

However, the German Guideline provides guidance in regards to several
issues that are related to the structure of the IC indicators in the ICS. Indica-
tors should be presented according to the main IC dimension to which they
belong (i.e. human capital, relational capital or structural capital) and should
be grouped around the influencing factor to which they relate. For instance,
within human capital an influencing factor (e.g. ‘building up employees’
experience’) can be described and measured by one or more indicators (e.g.
‘experience in years’ and ‘experience in years not including apprentices’). Also
illustrated is the need to present indicators over different reporting periods, a
qualitative assessment of the degree of achievement of stated objectives and
the desired trend of the indicators for the new reporting period.

Reporting

The ICS in this Guideline is seen as an instrument to assess and develop the
IC of an organization: ‘It shows how organizational goals are linked to the
business processes, the IC and the business success of an organization using
indicators to visualize these elements’ (FMEL 2004: 11). According to this
Guideline, the organization should select which details are for internal use
only and those that should be communicated externally. For internal report-
ing purposes, the German Guideline indicates that the table of indicators
should be accompanied by verbal or written narratives that can be different
according to various stakeholders. Also, this KR information could be partly
disclosed in the external ICS. The Guideline proposes to draw up the ICS on
the basis of the internal and external target groups and propose criteria for
communication (FMEL 2004: 31).
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In summary, the German Guideline addresses comprehensively all four
MKR issues in a logical and well-connected framework, known as the strat-
egy cycle. The strategy cycle, in which the knowledge strategy is derived from
the business strategy, describes the organization’s position with regards to
sub-areas of IC. The business strategy incorporates the analysis of the busi-
ness environment and information on market stakeholders. However, this
analysis aims to identify possibilities and risks in the market more than
stakeholders’ interests. Also, strategy is seen as the result of several ‘rounds
of improvements’ (FMEL 2004: 20) which are supported by the information
contained in the ICS. This Guideline does not consider in detail the initiatives
for achieving the knowledge strategy and states that the ‘management of IC’
focuses on the identification, mapping and assessment of resources inter-
dependencies. For mapping and assessing resources interdependencies the
Guideline provides two tools: the matrix and the interdependencies network.
Also, for the German Guideline, KR information is seen as an interconnec-
tion between narratives and indicators. Narratives describe the context,
interpret the results, show the consequences from the point of view of the
organization and highlight future trends. An indicator is defined as an abso-
lute or relative benchmark which serves to describe a circumstance. Narra-
tives and indicators are included in the ICS that is used both for internal
and external reporting purposes. Importantly, the Guideline highlights the
importance of adjusting the ICS according to the internal and external target
groups and provides criteria for this.

Austrian Universities Act

The Austrian Universities Act (FMESC 2002) and its related Regulation
(FMESC 2006) are the first mandatory requirements to produce an Intel-
lectual Capital Report (ICR). The Act came into force in 2004 and was
aimed at restructuring the educational and legal framework of universities
(Altenburger and Schaffhauser-Linzatti 2006). According to this directive,
universities were granted autonomy from the Federal Ministry of Education,
Science and Culture (FMESC) and universities’ budgets were placed on a
performance-oriented basis. One consequence of this was the introduction
of new forms of reporting. Whilst internal reports could still be devel-
oped and implemented according to the individual needs of each university,
external reports were required to be standardized. This was because the
Austrian government wanted universities to report in a way that allowed for
inter-university comparisons.

The four external reports that universities are required to provide are:

1 performance report;
2 intellectual capital reports (ICR);
3 evaluation report;
4 financial statement.
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Austria is the first country to establish an ICR by law. The design and content
of the ICR is governed by a Regulation.20

The Regulation states that a university’s ICR is aimed at ‘presenting,
evaluating and communicating intangible assets, performance processes and
their consequences and serves as a qualitative and quantitative basis for
generating and entering a performance agreement’ (FMESC 2006: 1). The
following highlights the analysis of the Austrian requirements according to
the four MKR issues.

Strategy and KR

The Regulation defines the first section of the ICR as: ‘I. Scope of applica-
tion, objectives and strategies’; it is one of the two sections that contains
narratives and it shows the university’s activities, social goals, objectives and
strategies. Some details on the strategy formulation and implementation pro-
cesses can be found in the part of the Act that relates to the performance
agreement (FMESC 2002: 10). In particular, it is stated that the university
should derive its long-term objectives21 from its special priorities and strengths
and that resources should be allocated to attain these objectives. Also, these
objectives should cover social goals that express the university’s contribution
to social progress.

In regard to strategy implementation, the definition of objectives is
addressed in the performance agreement which states that ‘human resources
development measures and incentives are required in order to attain the
objectives’. Also, the Regulation provides a list of the measures and topics for
each university that have to be reported in a narrative form in the first section
of the ICR (see Figure 2.6).

As illustrated in Figure 2.6, the Regulation focuses on guiding the reporting

to the Ministry of various matters including measures. However, this provides
very little insight into individual universities’ managerial choices.

Resources dynamics

The second section of the Regulation: ‘II. Intellectual property’, relates to
the university’s Intellectual Capital, and is broken into human, structural
and relational capital.22 Also, this section contains a mandatory list of
indicators for each IC category. For instance, human capital includes indica-
tors such as the number of university staff; structural capital includes indica-
tors such as costs for available online research databases; and relational
capital includes indicators such as number of partner institutions/enterprises
incorporated in cooperation. Therefore, the Regulation focuses on identifying
single KR elements (stocks) and does not address the issue of resources
transformations.
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KR information

The Regulation specifies that the ICR must contain five sections. The first
section outlines objectives and strategies. The second section labelled ‘II.
Intellectual Property’ focuses on single KR elements as discussed above. The
third section specifically relates to core processes. The fourth section focuses
on outputs and impacts of core processes. The fifth section provides a summary
of the ICR and highlights prospects for the future.

The third and fourth sections relate to strategic performance measurement
and are divided into two main areas: ‘Education and continuing education’
and ‘Research and development’. The third section deals with processes in
these two main areas and includes indicators, such as the number of academic
programmes offered and number of ongoing evaluated research and devel-
opment projects. The fourth section is concerned with ‘outputs and impacts
of core processes’ in relation to education and continuing education and
research and development; it includes indicators such as number of awarded
degrees and number of scientific publications by staff. An illustration of the
‘IV.2 Outputs and impacts of core processes – research and development’ is
provided in Figure 2.7.

The Regulation specifies that indicators must be in accordance with the
information required by the Ministry, however, it recognizes that individual
universities may provide additional indicators: ‘The universities may include

Figure 2.6 Illustrations of indicators for Section I.

Source: FMESC 2006: 1–2.
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additional indicators, succeeding respective sections, in their intellectual
capital report for the purpose of illustrating individual performance, par-
ticularly in connection with the performance agreement’ (FMESC 2006:
6–7).

The type of KR information required by universities is performance
oriented and should comply with individual performance agreements, which
means that performance assessment and measurement is central to the core
of the universities ICR.

Reporting

The Regulation focuses on defining the design and structure of the ICR as an
external reporting device. The ICR is made of five sections23 (see Figure 2.8),
three of which contain a mandatory set of metrics and two of which are in
narrative form.

As indicated above, the Regulation requires that universities produce a
standardized ICR for benchmarking across the university sectors. Also, only
in the sections ‘I. Scope of application, objectives and strategies’ and ‘V.
Summary and prospects’ the regulation suggests the integration of indicators
with narratives for an understanding of universities’ performance. However,
the remaining sections (i.e. ‘II. Intellectual property’, ‘III. Core processes’
and ‘IV. Output and impacts of core processes’) are composed of indicators.
For example, in the Intellectual Property section, the indicators for human

Figure 2.7 Illustration of indicators for Section IV.

Source: FMESC 2006: 5.
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capital contain certain mandatory information. The Regulation provides a
list of standardized indicators which are mainly represented by numbers
(see Figure 2.9). The required set of metrics is enlarged by specific sets for
defined fields of studies and research (e.g. arts or medicine). Also, the Regula-
tion specifies that the ICR may only be published in the university gazette
upon completion of a data clearing process performed by the Federal Ministry
for Education, Science and Culture. Publications of ICR in the university
gazette after the reporting period of 2006 are to include a chronological

Figure 2.8 Structure of the intellectual capital report.

Source: FMESC 2006: 1.

Figure 2.9 Illustration of indicators for Section II.

Source: FMESC 2006: 2.
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presentation of all indicators. If available, they are to be listed chronologically
for a minimum of three reporting years.

In summary, the Austrian Universities Act in 2002 was a world first – the
first time an ICR had been required by law. The Ministry’s aim in mandating
an ICR was to shift universities to a performance oriented approach. In 2006,
the Ministry released a Regulation which detailed the structure and content
of the ICR, but was measurement-oriented and provided little insight into
individual university’s strategy formulation and implementation. It provided
few details as to how a university should derive its long-term objectives from
its special priorities and strengths or how resources should be allocated to
attain these objectives. In regard to strategy implementation, a list of precise
measures to be reported was provided. In relation to Resources dynamics, the
Regulations deal only with the identification of stocks of IC.

The Regulation prescribed an enormous list of KR information, mainly
indicators, which must be included in an ICR and which resemble a list of
data rather than provide information about inputs and outputs. The stated
main purpose of the Act and the Regulation was to allow for university
benchmarking and, in conjunction with the performance report, to check
that individual universities were meeting the requirements of their perform-
ance agreements. It is still too early to assess the impact and operations of
this mandatory ICR experiment.

European MERITUM Guidelines

The MERITUM (Measuring Intangibles to Understand and Improve Innov-
ation Management) Guidelines for managing and reporting on IC were
established in 2002. These Guidelines24 aim to assist organizations in the
development of their IC by its identification, measurement and control. Also,
they aim to assist organizations in the external disclosure of the intangible
determinants of their value creation capability (MERITUM 2002: 56).

The Guidelines were intended to be for any types of organization, with the
project involving 80 private companies from several European countries.25

The MERITUM Guidelines are divided into three sections: the conceptual
framework, the management of intellectual capital and the intellectual cap-
ital report. The first section, conceptual framework, defines the basic concepts
of intangibles and intellectual capital. The second section, the management

of intellectual capital, addresses the relationship between measurement,
reporting and management. This is done in two ways:

1 identifying different steps (formulating the vision of the firm, identifying
critical intangibles and measuring the critical intangibles) that need to be
followed by the organization when developing an intangible management
system; and

2 identifying supporting processes that are essential to ensure the trans-
formation of measurement and reporting into managerial action.
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The last section, Intellectual Capital Report, contains a model for communi-
cating IC information to stakeholders. The different elements that should be
included in the ICR are described. These are (a) vision of the firm, (b) summary
of intangible resources and activities and (c) a system of indicators.

The following highlights the analysis of the MERITUM Guidelines using
the four MKR issues.

KR and strategy

In the MERITUM Guidelines the starting point for the formulation of a
strategy for managing IC is the ‘vision’. The vision of the firm should
describe, in a narrative form, how customers, investors and ‘other stake-
holders’ benefit from the firm’s knowledge production activities. However,
the MERITUM Guidelines do not provide details on ‘other stakeholders’
and their needs. Also, the vision identifies the strategic objectives of the
organization. The firm then needs to identify those intangibles that are crit-
ical to their strategic objectives. The critical intangibles are ‘the main factors,
the key drivers, which contribute most to the value creation process. They
embrace the core competencies the company possesses or needs to develop in
order to attain its objectives.’ (MERITUM 2002: 68). Finally, the firm should
define the ‘support activities’ that allow an adequate monitoring and follow
up of all the intangible activities and their impact on the critical intangibles.
Therefore, this process results in a picture of critical intangibles and helps to
identify the activities that have to be implemented to achieve the strategic
objectives.

In relation to strategy implementation, the guidelines distinguish between
processes and activities. Processes are implemented to transform the meas-
urement of intangibles into managerial action and integrate IC manage-
ment within the firm’s internal management processes whilst activities are
undertaken on intangibles in order to achieve strategic objectives. Also, activ-
ities can be used to create ‘the right’ connectivity between IC categories
(MERITUM 2002: 63). These processes are of five main types: the recogni-
tion and measurement of the IC base; the reporting to internal and external
stakeholders; the evaluation of the measurement processes results; directing
the attention of middle management and employees to IC resources; internal
and external marketing to reveal the purpose of the production of measures
and indicators. The MERITUM Guidelines report examples about support-
ing processes for the integration of intellectual capital management within
the firm’s internal management processes; these are illustrated in Figure 2.10.

The MERITUM Guidelines distinguish between three types of activities
(MERITUM 2002: 75) that:

1 develop intangible resources internally or acquire them externally (e.g.
employment of people with specific competencies, the acquisition of
new IT systems to support knowledge sharing in the organization);
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2 increase the value of KR (e.g. training to increase employee skills and
abilities);

3 assess the effects of previous activities (e.g. employee survey may pro-
vide the organization with information about the effectiveness of its
investment).

This last type of activity pertains to performance assessment.

Resources dynamics

In the MERITUM Guidelines, the term ‘intangibles resources’ encompasses
three main categories: human capital, structural capital and relational capital.

The definition of these three categories in the MERITUM Guidelines is
illustrated in Figure 2.11:

Figure 2.10 Supporting processes for the integration.

Source: MERITUM 2002: 76.
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Within the MERITUM Guidelines, the concept of IC embraces all kinds
of intangibles, either formally owned or used, or informally deployed and
mobilized. IC is more than simply the sum of the human, structural and
relational resources of the firm, it is about how to let the knowledge of a firm
work for it and have it create value (Roberts 1999). This can be achieved
by creating the right connectivity between those resources through the
appropriate intangible activities (MERITUM 2002: 63).

Therefore, the MERITUM Guidelines recognize that IC is not just the
stock of individual elements but the ‘connectivity’ between the various
resources via intangible activities. Despite this recognition, tools for identify-
ing, observing and understanding the ‘connectivity’ between resources are
not considered in the MERITUM Guidelines.

KR information

The MERITUM Guidelines use indicators and narratives to support and
describe IC management. A system of indicators is used to visualize the
operations of the organization. These should be specific to an organiza-
tion rather than a pre-determined set of indicators. The Guidelines place
the system of indicators as central to the construction of the ICR (see
Figure 2.11).

Also, the Guidelines specify certain key characteristics of indicators
(MERITUM 2002: 82):

Figure 2.11 Classification of intellectual capital.

Source: MERITUM 2002: 63.

Analysis of contemporary IC frameworks 39



• It creates a visualization that allows actions to be translated into a system
of indicators.

• It has an array of indicators that describe the company’s value creation
process.

• It typically has indicators from all three components of Intellectual
Capital.

• It may contain a mix of financial and non-financial indicators.

• All indicators must be verifiable even when not purposely audited. The
criteria followed for producing, defining and presenting them should be
provided in the report.

In the MERITUM Guidelines, indicators have to be defined and reported in
relation to the three intangibles resources categories (i.e. human capital,
structural capital and relational capital) and they should measure activities
undertaken. It is stated that the organization should try to make an estimate
of the impact of each activity on intangible resources and highlight reasonable
cause and effect relationships between activities and results.26

Also, indicators should be used to assess the achievement of strategic
objectives. However, in relation to the assessment, there is no reference to the
setting of target indicators against which to evaluate performance.

The Guidelines state that the indicators used for management purposes
should reflect the ‘changes and the learning effects accomplished by the
organization’ (MERITUM 2002: 72). Therefore, the set of indicators used by
the firm is dynamic. However, as stakeholders and the organization need to
understand performance over time, it may be necessary to keep a core and
stable set of indicators over a relatively long period of time (MERITUM
2002: 73).

In relation to narratives, their use is not addressed in detail by these Guide-
lines. However, narratives are required for the description of the vision of the
firm and its strategic objectives.

Reporting

The main stated purpose of the MERITUM Guidelines is the managing
and reporting of intangibles and it is argued that to be able to manage
intangibles one should have a system by which these resources can be
observed, identified, measured and reported. To be able to do this, the
MERITUM Guidelines produce a conceptual framework in which manage-
ment and the construction of an ICR are seen as interchangeable. Therefore,
the construction of the ICR should be developed around three main points:
the vision of the firm, a summary of intangible resources and activities and a
system of indicators. In more detail, the three parts of the ICR are as follows
(MERITUM 2002: 78):
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1 the vision of the firm (strategic objectives, core competencies and key
intangible resources) which presents the firm’s main objectives and
strategy and the key drivers (or critical intangibles) to reach those
objectives;

2 a summary of intangible resources and activities describing the intan-
gible resources the company can mobilize and the different activities
undertaken to improve the value of those resources;

3 a system of indicators for the intangible resources and activities, intended
to estimate correctly the firm’s future expected earnings and risk. In that
sense, it is useful to both external parties and management to disclose
not only the indicator but also its expected trend and its relation to the
company’s future earnings and growth.

This schema is illustrated in Figure 2.12.
In these Guidelines the importance of disclosure in a stand-alone ICR is

highlighted by the following two requirements (MERITUM 2002: 78). First,
based on a well-defined strategy, the firm has to have a stated commitment
to sustain and develop its intellectual capital. Second, in order to adequately

Figure 2.12 A schema for the presentation of intellectual capital statements.

Source: MERITUM 2002: 83.
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communicate its strategy both internally and externally, the firm must dis-
close, at least partially, information on the efforts made to sustain and
develop its intellectual resources. The first condition puts the vision of the
firm, that is, its strategic objectives, into context (i.e. to put the management
of intellectual capital on the firm’s agenda). The second condition is that
there is value to be derived from intellectual capital reporting. Reporting
should improve – and not merely describe – relationships with customers,
employees, partners and, in general, the increased emphasis on knowledge-
sharing activities across stakeholders and organizational boundaries. The
reporting of information on IC has an impact on the firm’s image and that
affects the organization’s ability to acquire resources. For instance, it can
improve the firm’s ability to attract human resources through the dissemin-
ation of information on its professional development plan or improve sourcing
conditions by publishing information on its average time-to-payment.

In summary, these Guidelines cover all the four MKR issues in a com-
prehensive manner, except for the specific issue of Resource dynamics. The
MERITUM Guidelines provide a view on how the strategy can be linked to
intangibles. The vision of the firm defines how the customers and other,
mainly market, stakeholders benefit from the firm’s knowledge production
activities. The vision of the firm is detailed by strategic objectives and related
critical intangibles to achieve them. In these Guidelines, the strategic object-
ives can be achieved via intangible activities that aim to acquire and develop
critical intangibles. Also, the Guidelines outline five main supporting pro-
cesses that aim to integrate the IC management into the firm’s internal
management. In relation to resource dynamics, the Guidelines recognized the
importance of the connectivity (i.e. transformations) between the various IC
categories. However, these were not explored in detail and no tools for their
identification, mapping and assessment are provided. For these guidelines,
internal and external reporting of IC is key to the management process and
the transparency of the organization’s intangibles for stakeholders. The ICR
focuses on indicators that relate to intangible resources and activities and are
used for performance assessment. Narratives are used to describe the vision
and the strategic objectives. Also, these guidelines provide a structure for the
ICR and suggested disclosure in a stand-alone report.

Australian Guiding Principles

The Australian Society for Knowledge Economics (SKE) produced the
‘Australian Guiding Principles on Extended Performance Management’
(SKE 2005), with the objective of inspiring Australian organizations to
measure, organize and report their knowledge-intensive resources. The Prin-
ciples aim was to: provide a broad and balanced perspective on organiza-
tional health and wealth; better define the capacity an organization has to
create value in the future; make visible knowledge-intensive organizational
resources, identifying new opportunities for management intervention and
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financial valuation (SKE 2005: 4). The Principles use the term ‘Extended
Performance Management’ (EPM) to describe the framework developed.
Also, they highlight three main management phases that are used to oper-
ationalize EPM: (1) Business Orientation, (2) Business Analysis and
(3) Performance Assessment.

The Principles can be used from two main perspectives (SKE 2005: 9).
First, an internal management perspective, which provides managers with a
practical tool for gaining a better understanding of knowledge-intensive
resources and business performance. Therefore, internally, EPM represents a
useful device for improving strategy formulation and resource allocation pro-
cesses as well as for motivating employees. Second, an external reporting
perspective, which organizations can use to disclose information to stake-
holders through extended performance accounts. These communicate the
organization’s knowledge-intensive resources which are not included in trad-
itional financial accounts. The following will highlight how the Principles
address the four MKR issues.

Strategy and KR

The Principles use the first two management phases to conceptualize strategy
formulation as Business Orientation and Business Analysis. In particular:
‘The outcome of the business orientation phase is an identification of the
organization’s strategic business objectives, relative to its identity, vision for
creating use value and knowledge gaps’ (SKE 2005: 51).

In defining strategy, the Principles place stakeholder engagement at the
centre. The SKE identifies stakeholders as: ‘those people external or internal
to the organization, who affect, or are affected by, the organization’s operat-
ing activities’ (SKE 2005: 19). External stakeholders include: capital market
actors, community, customers, suppliers and non-government organizations.
Internal stakeholders include: board members, consultants, contractors and
employees such as senior executives, managers and staff.

The Principles outline processes for undertaking stakeholder engagement
and therefore the establishment of strategic objectives. Stakeholder Analysis
pertains to the identification and analysis of the expectations, perspectives
and needs of internal and external organizational stakeholders. Stakeholder
Analysis facilitates reciprocal, as opposed to one way, communication flows
between organizations and the people they serve and affect. For the SKE, this
stakeholder engagement ‘provides organizations with new knowledge about
the needs and perspectives of key stakeholder groups, thus creating
opportunities for reflecting on existing management activities and devising
new avenues for organizational development’ (SKE 2005: 51–52).

The first management phase, Business Orientation, is devoted to the iden-
tification of the ‘identity of the organization’, its ‘vision for creating use
value’ and ‘knowledge gaps’. In particular, the vision leads to the identification
of strategic objectives in terms of ‘use value’ to be delivered to stakeholders.
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Also, from these objectives ‘knowledge gaps’ are derived, and these refer to
the KR that are needed to achieve the strategic objectives.

The second management phase, Business Analysis, includes four main
process steps: market analysis, stakeholder analysis, resources analysis and
resource management analysis. In particular, stakeholder analysis: ‘aims
to identify and examine the expectations, perspectives and needs of internal
and external organizational stakeholders’ (SKE 2005: 51). Also, stakeholder
analysis helps in identifying new avenues for organizational development
and informs strategy formulation (SKE 2005: 52). Resources analysis pro-
vides an inventory of the stock of resources that the organization has at its
disposal.

The process step of resource management analysis represents the basis for
the management of resources of the organization as it focuses on the analysis
of five activities for managing knowledge-intensive resources: acquisition,
development, utilization, maintenance and disposal of KR. These activities
can be implemented in relation to each category of knowledge resource
(i.e. human, structural and relational capital).

Resources dynamics

The Principles identify three main knowledge-intensive resources: relational,
structural and human resources. These resources, along with monetary and
physical resources, represent the organizational resources. These are con-
sidered within the resources analysis which aims to provide an inventory of
the knowledge-intensive resources the organization has at its disposal in its
pursuit of value creation. In the resources analysis (SKE 2005: 52) the three
categories of KR are considered separately and there is no reference to
transformations between resources.

KR information

The issue of KR information is addressed by the Australian Principles by the
third management phase, Performance Assessment. This phase aims to assess
the organization’s progress in managing KR relative to its strategic objectives.
It provides inputs for managers planning activities, and particularly for re-
orientation of strategic objectives, action planning and target setting. The
process of assessing performance is informed by market analysis, stakeholder
analysis, resources analysis and resource management analysis.

The Principles state that the process of measuring performance and related
techniques and practices: ‘are still in the infancy stage and they require
more empirical testing through research and practice’ (SKE 2005: 65). The
Principles identify three main categories of indicators (or measures): stocks
of KR, investments in KR and effects on KR. However, the Principles high-
light that a cause-and-effect relationship between investment and effect has
still to be demonstrated (SKE 2005: 32). The Principles briefly tackle several
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critical issues related to choice of indicators. The issues identified are: validity,
objectivity, accuracy, incomparability in time and space and availability of
information. Also, the Principles highlight that measures should be set
within a broader ‘strategic context of market trends, organizational strategy
and operations, stakeholder value and environmental impacts and contribu-
tions’ (SKE 2005: 35) and that targets should be defined. To illustrate
EPM in operation, the Principles provide several examples of measures that
are reported along with narratives within extended performance accounts
(SKE 2005: 45; 49).

Reporting

The Extended Performance Account, which is provided in a draft format,
represents the proposed frame for reporting. The account is structured accord-
ing to the three main knowledge-intensive resources (i.e. relational, structural
and human capital) and for each of these identifies strategic objectives, man-
agerial efforts (i.e. current and planned actions), and indicators (i.e. external
and internal). The proposed draft Extended Performance Account is shown
in Figure 2.13.

Indicators are divided into external and internal, in order to highlight the
need to extend the traditional focus of performance to include external
impacts of organizational activity, be they social, environmental or eco-
nomic. The examples of EPM in operation provided in the Principles high-
light how narratives and indicators can be integrated in this reporting
frame. In particular, narratives are used to describe strategic objectives and
managerial efforts.

Figure 2.13 The Australian Guiding Principles draft Extended Performance
Account.

Source: SKE 2005: 39.
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Internally, the Extended Performance Account can be used for brainstorm-
ing and planning to improve resources allocation and business strategy, for
fostering changes in the organization and for motivating employees.

The Extended Performance Account can also be used for external reporting
purposes to complement traditional financial accounts and provide external
stakeholders with a broader perspective on the organization’s value creating
activities and abilities (SKE 2005: 40).

In summary, the Australian Guiding Principles are an advanced IC frame-
work for the measurement, management and reporting of knowledge-intensive
resources and address comprehensively three out of four MKR issues. How-
ever, like many of the frameworks analyzed in this chapter, it does not
consider the transformations between resources. In the Australian Principles,
the organization’s strategy is considered within the first management phase,
Business Orientation, and it is expressed in terms of ‘use value’ to be deliv-
ered to stakeholders. In this management phase, knowledge gaps that express
the knowledge-intensive resources that are needed to achieve strategic object-
ives are identified. Strategy formulation is informed by the stakeholder
analysis and the resources analysis.

The Australian Principles is the only framework analyzed in this chapter
that highlights the relevance of considering a wide range of stakeholder
expectations, perspectives and needs when formulating the strategy and pro-
vides guidance for how to achieve this. Also, the Principles focus on five
activities for managing KR: acquisition, development, utilization, mainten-
ance and disposal of KR. Resources dynamics are not considered in this
framework as the resources analysis focuses on the identification of the
resources stocks. The Principles consider performance assessment as one of
the main uses of KR information, indicators and narratives. Also, indicators
and narratives are used for re-defining strategic objectives, planning actions
and setting targets. The Principles identify three main categories of indica-
tors: stocks of KR, investments in KR, and effects on KR. Moreover, they
briefly state several critical issues related to the choice of the indicators.
Also, the Principles support the integration of indicators and narratives to
measure and assess performance and highlight the need for defined targets. In
relation to the fourth MKR issue, the Principles propose the use of Extended
Performance Accounts for internal and external reporting. The reporting
structure consists of the three KR components which are reported against
strategic objectives, managerial efforts (i.e. current and planned actions) and
indicators (i.e. internal and external). Also, the Principles contain a brief
review of other forms of EPM reporting which are seen to complement the
Extended Performance Account.

Japanese guidelines

In recent years, the Japanese government has become concerned with the cre-
ation, protection and exploitation of Intellectual Assets (IA). Based on this,
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the Japanese Industrial Structure Council issued an Interim Report on IA
which examined measures to promote Japan ‘to become a society where
higher added value is realised’ (SMIA 2005: 5). The council specified a major
problem in that:

Currently, there is not a sufficient exchange of such information, and
corporations are not satisfied with the current situation where only finan-
cial indicators receive attention. Confirming the results is no longer
enough, and it is important to disclose ‘management information’ for the
future. In such a situation, it will become possible for corporations not
only to cope with regulatory disclosure but also to proactively present
information in a strategic way.

(SMIA 2005: 27)

The way the Council proposed to address the shortcomings of financial indi-
cators was to promote the management and reporting of IA, which represent
the beginning of a ‘virtuous cycle’ of benefits for the organization, capital
markets and Japanese national wealth:

If a corporation receives a proper assessment from its stakeholders
by such disclosure, it will create a virtuous cycle: the value of the
corporation realized in the market will increase (such as an increase
in the aggregate market value), financing of the corporation will become
easier; efforts for and investment in the creation and utilization of
IA will increase; corporate value will further increase and IA based
management will be further strengthened; and it leads to the next
disclosure.

(SMIA 2005: 27)

However, the main point of the Interim Report was not the disclosure, but
rather the management of IA (SMIA 2005: 47–48). The Council stated that in
a knowledge-based society, Intellectual Assets Based Management (IABM),
in which corporations accurately recognize and utilize their potential, was
becoming increasingly important (SMIA 2005: 63). Also, in discussing
IABM, the Interim Report considered the measures of individual corpor-
ations that have taken the lead in practising IABM to identify, manage and
utilize their own IA. These include large Japanese corporations such as
Nissan, Shiseido, Okaya Electric Industries and Hitachi. For instance, in
relation to Shiseido, the Interim Report states that:

As ‘THE SHISEIDO WAY’, Shiseido Co., Ltd. has established guide-
lines for employees’ activities for the stakeholders, i.e., customers, clients,
shareholders, employees, and society (THE SHISEIDO CODE). In add-
ition, its brand is enhanced based on the policies of ‘HIGH IMAGE,’
‘HIGH QUALITY’ and ‘HIGH SERVICE.’ In overseas markets such as
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China, measures are taken to use the know-how of brand enhancement
in Japan.

(SMIA 2005: 19)

Therefore, the Council formed the view that unless Japanese corporations
make the effort to understand, manage and utilize IA, and unless stakeholders
properly assess such measures, it would be difficult for Japan to increase
national wealth. This focus on the management of IA rather than reporting
was, for the Council, a core difference between IA and Corporate Social
Reponsibility (CSR) Reporting. The IABM assesses value creation from an
internal perspective and therefore focuses on elements such as ‘Human
Resources’ and ‘Organizational Response Capability’. The CSR represents
the external viewpoint of value creation and, therefore, the assessment
focuses on elements such as ‘Labour standards’ and ‘Human Rights’ (SMIA
2005: 60). This is illustrated more fully in Figure 2.14.

In response to the Council’s Interim Report, the Ministry of Economy,
Trade and Industry (METI) released the ‘Guidelines for Disclosure of
Intellectual Assets Based Management’ (METI: 2005). The focus of these
Japanese Guidelines was on IA management of companies, rather than
just IA reporting (METI 2005: 1).

KR and strategy

Both the Interim Report and the Guidelines highlight the ‘creation of value’
as the main objective of IABM. For instance, the Interim Report states that

Figure 2.14 Intellectual Assets and CSR as foci of managerial activities.

Source: SMIA 2005: 60.
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the success or failure of IABM can be determined on the basis of its ability to
manage effectively IA that are sources of corporate value (SMIA 2005: 8).
Also, the Interim Report highlights the link between the traditional financial
notion of value (i.e. ‘present discounted value of the corporation’s future
cash flow’) and extended notions of value (i.e. ‘social value, organization[al]
value, and environmental value’) (SMIA 2005: 8).

The content and size of value created by the IA can vary depending on the
corporation’s strategies and processes. The Interim Report highlighted that,
in contrast to Europe and the United States, where many corporations have
overall strategies in a top-down sequence, in the Japanese experience it is
necessary to separately develop strategies at the highest level of management.
In many cases in Japan, such ‘holistic strategies’ are rarely disclosed either
internally or externally and, therefore, it is fair to conclude that there is a
huge opportunity to make innovative improvements through IABM (SMIA
2005: 53). For the Japanese Guidelines, the notion of ‘value creation’ is
strictly connected to the generation of sustainable profits (METI 2005: 1).

The IABM aims to create value ‘with an eye’ to stakeholders. The stake-
holders identified include: stockholders, employees, clients, creditors and
communities (METI 2005: 3). However, the Japanese Guidelines consider
stakeholders only in relation to the reporting activities of IABM, and not
strategy.

However, an understanding of the strategic orientation of the organization
is provided in the ‘General’ section of the IABM via two sub-sections: the
‘basic management philosophy’ and the ‘outline of business’. The ‘basic
management philosophy’ represents the raison d’être of the corporation and
is embodied in the context of business activities. This is then complemented
by an outline of the external business environment in terms of products and
services offered, business stakeholders and the context in which the organiza-
tion operates (METI 2005: 5).

In more detail, these Guidelines (METI 2005: 6) provide a discussion on
the link between IA and value creation via the analysis of the critical IA
based on the past experience of the organization (see, ‘Asset and value chain
that accumulated in the corporation’). This is then translated into critical IA
for the future of the organization defined as ‘expected as future source of
corporate profits’ (see, ‘Intellectual assets and value creation methods rooted
in the corporation’) and ‘actions enhance and maintain their value creation
potential identified’ (see, ‘Investment to maintain and enhance intellectual
assets’).

Resources dynamics

The Interim Report alludes to the issue of ‘value creation’ and connectivity
between various IA, in particular, when discussing leadership and strategies
for implementation. The construction and development of the mechanisms
of value creation (‘value chain’) are achieved by connecting the various IA.
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Also, by appropriate management, maximization and continuation of created
value becomes possible and corporate value is enhanced. This is the essence
of IABM (SMIA 2005: 15). However, it is difficult to determine what ‘mech-
anisms of value creation’ are available to corporations to understand and
manage their Resources dynamics.

KR information

The Guidelines recognize the role of KR information, being indicators and
narratives, for providing an understanding of ‘corporate value’ both for
internal and external purposes, in other words, for ‘telling the story’ of the
organization’s IA. Also, the Guidelines use key performance indicators to
enhance credibility about IABM (METI 2005: 3).

The Guidelines state that the indicators need to have credibility through
internal control. For substantial and effective internal management, approxi-
mately five to ten indicators are adequate, although it is possible to use
more indicators and support these with various figures. However, the Guide-
lines indicate that internal management indicators should be not reported.
In such a case, narratives, without indicators, should be enough information.

The Guidelines provide typical examples of IA indicators. Also, they indi-
cate that each corporation can select from among these, or develop their own.
In order to ensure credibility, it is preferable to show historical change in a
given indicator and to include the average value of other corporations in the
same industry, in addition to the method of calculation (METI 2005: 7). In
the use of indicators for management and reporting, the Guidelines state that
it is preferable to show target values on IA indicators (METI 2005: 6). There-
fore, the Guidelines address this MKR issue by highlighting the need to
integrate indicators and narratives which are supported by targets, trends
and, if possible, some form of industry benchmarking.

The Guidelines do not provide an optimal number of indicators, but it is
stated that, on average, five to ten indicators may be sufficient. Also, there is
no specific set of measures provided that can be considered valid for any
corporation, although a table that lists possible indicators is provided at the
end of the Guidelines (METI 2005: 7).

In conclusion, these Guidelines stress that indicators, and the way they are
calculated, are not meaningful on their own but depend on the relationship
with the story to have meaning. Therefore, it is pointless to attempt to com-
pare indicators between organizations without referring to the related story
(METI 2005: 7).

Reporting

The Guidelines state that they aim to help managers of Japanese organiza-
tions to produce an Intellectual Assets Based Management Report (IABMR)
that provides an understanding of how companies’ specific IA combinations
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can create value. Also, ‘disclosure of information itself is less important than
the actual practice of IA based management by corporations, which is
reflected [in] the disclosure’ (METI 2005: 2) and, therefore, the focus is also
on internal management processes and activities. The IABMR is composed
of two sections: the main body and the attachment. The main body of the
report consists of three sub-sections: (1) general, (2) from past to present,
(3) from present to future. To date, the guidelines have been taken up by
12 Japanese organizations which have produced reports.27

For the Japanese Ministry, the reporting of corporate ‘value creation’
was focused not only on economic sustainability but, social and environ-
mental values. Stakeholders play a central role within the two main aims
of the IABMR: (1) to inform about how business activities contribute
to value creation and enhance corporate value to stakeholders in a story
easy to understand; and (2) share a sense of value with stakeholders
(METI 2005: 2).

In order to achieve these aims the Guidelines specify eight basic principles
that should be observed in the production of a report (METI 2005: 2–3).
These are:

1 showing the overall picture of corporate management from the viewpoint
of a top manager;

2 focusing on the future value creation that affects corporate value;
3 as a prerequisite for future value creation, evaluating future uncertainty

(risks/chances) fairly and explaining how to deal with them;
4 making a report easy to understand for important stakeholders (stock-

holders, employees, clients, creditors, communities, etc.);
5 supplementing and complementing financial information;
6 adding supporting key performance indicators to the points of the story

to enhance credibility. Explanation on status of internal control is also
desirable;

7 providing historical comparability (e.g. KPI for the past two years);
8 giving explanations reflecting the current business activities in a consoli-

dated based accounting.

According to the Guidelines, corporations should not present IABMR
reluctantly and passively out of legal and moral responsibility, rather it
should be a proactive expression of management strategies, undertaken ‘with
pride and confidence’:

It is desirable for corporations to make early decisions on management
reform, for intellectual assets based management to be firmly established,
for stakeholders to increase the capacity to accurately perceive changes,
which would create a positive cycle of value creation in the economy as a
whole, consequently realizing more effective management.

(SMIA 2005: 64)
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In summary, the Japanese Guidelines address two out of four MKR issues
and they focus on IA from both a management and reporting perspective.
However like most of the frameworks analyzed in this chapter, what was
missing was resources dynamics. In relation to strategy, the Japanese Guide-
lines focus on value creation, however, they do not address in detail the
process of strategy formulation and implementation. Also, it is not clear if
and how stakeholder interests are incorporated into strategy. These Guidelines
identify a strong link between IA and value creation via the analysis of the
critical IA. However, the identification of critical IA is in relation to the past
of the organization, and does not consider its strategy for the future. The
Guidelines recognize the role of KR information, being indicators and narra-
tives, for providing an understanding of ‘corporate value’ both for internal
and external purposes. Indicators and narratives should be supported by
targets, trends and, if possible, some form of industry benchmarking. Also,
the Guidelines stress that indicators, and the way they are calculated, are not
meaningful on their own but depend on the relationship with the story to
have meaning. For the Japanese Ministry, the reporting of corporate ‘value
creation’ was focused not only on economic sustainability but on social and
environmental values.

Summary of the analysis and conclusions

The above detailed analysis of the six IC frameworks was driven by a desire
to understand how MKR was incorporated into various frameworks. For the
purpose of understanding MKR in the various IC frameworks analyzed, four
MKR issues were used:

1 KR and Strategy;
2 Resources dynamics;
3 KR information;
4 Reporting.

The analysis highlighted several important general observations. First, that
the main focus of most of these frameworks was on external reporting,
however, they also provide guidance internally of how the management of
KR can be undertaken. Second, all of these frameworks, except the Australian
Principles, assume ‘value creation’ as one of the main objectives for which
KR should be managed. Third, the frameworks are similar in that they deal
with the issues of strategy and actions, performance assessment and report-
ing, and consider these as parts of a process for MKR. Fourth, the majority
did not address the important issue of resources dynamics. In particular, only
the German Guideline addressed the issue of resources interdependencies
and provided guidance on how to identify and visualize them. Fifth, only
one framework refers to organizational sustainability (the Australian Prin-
ciples), which was expressed in terms of an extended view of organizational

52 Analysis of contemporary IC frameworks



performance and considered the analysis of various stakeholder interests for
the identification of the organization’s objectives. In general, from these
observations a main conclusion is that only one of these frameworks, the
German Guideline, covers all the MKR issues.

Table 2.7 summarizes the findings of the analysis of the individual IC frame-
works and provides an overview of each management issue in the examined set.

The specific findings of this chapter are now discussed in detail to highlight
key points from the analysis. These points are then used to help construct the
SMKR framework, presented in chapter 5.

KR and strategy

Concerning strategy, all the frameworks (except the Austrian and the
Japanese) address the relevance of considering IC and stakeholder interests
in the organization’s strategy in different ways. The Austrian28 and Japanese
frameworks are focused on performance assessment and reporting and do
not address the need to include stakeholder interests and KR into strategy
formulation and implementation.

In the Danish Guideline the formulation and implementation of the strategy
for MKR plays a central role and is derived from the construction of a know-
ledge narrative. The knowledge narrative is centred on the KR required to
create ‘use value’ and considers users as the main stakeholders. The knowledge
narrative is specified, in terms of KR requirements, by the management chal-
lenges which are then operationalized by a set of initiatives. Initiatives consist
of activities, concerned with how to compose, develop and procure KR.

The German Guideline identifies a strategy cycle, in which the knowledge
strategy is derived from the business strategy and describes the organization’s
position with regards to sub-areas of IC. The business strategy is derived
from the analysis of environmental factors and the organization’s vision.
This is informed by the ICS which, in this Guideline, measures and evaluates
the success of the knowledge strategy. The analysis of the organization’s

Table 2.7 IC frameworks and MKR issues

a)
Strategy
and KR

b)
Resources
dynamics

c)
KR
information

d)
Reporting

1. Danish Guideline √ � √ √
2. German Guideline √ √ √ √
3. Austrian Universities Act � � √ √
4. European MERITUM

Guidelines
√ � √ √

5. Australian Guiding
Principles

√ � √ √

6. Japanese Guidelines � � √ √
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environment considers the social and the political context and, therefore, also
information about stakeholders. However, this analysis aims to identify pos-
sibilities and risks in the market more so than other stakeholders’ interests.
The impression is that this Guideline focuses only on market stakeholders
(e.g. customer, suppliers, competitors). Also, the issue of undertaking actions
in order to achieve the knowledge strategy is not addressed in detail. It
states that the ‘management of IC’ focuses on the identification, mapping and
assessment of resources transformations.

In the MERITUM Guidelines, the vision of the firm is about how the
customers and other (market) stakeholders benefit from the firm’s knowledge
production activities. This is the starting point for the identification of stra-
tegic objectives and intangible resources. Customers and suppliers are con-
sidered by this framework, but other stakeholder groups are not taken into
account in the strategy formulation. Also, all the illustrations provided about
‘other stakeholders’ relate to market stakeholders. The implementation of
the strategy is then undertaken via intangibles activities that aim to acquire
and develop critical intangibles in order to achieve strategic objectives. Also,
the Guidelines identify processes that can facilitate the integration of IC
management within the firm’s managerial processes.

In the Australian Principles, the identification of gaps to be addressed by
MKR is informed not only by market analysis, but by the analysis of the
perspectives and needs of a range of internal and external stakeholder groups
and the resources analysis. The organization’s strategy is expressed in terms
of ‘use value’ to be delivered to stakeholders. Therefore, the Australian
framework is the only one that provides guidance on how to consider the
interests of various stakeholder groups in strategy formulation. In relation to
strategy implementation, the Principles identify five activities for managing
KR: acquisition, development, utilization, maintenance and disposal of KR.

In summary, the majority of IC frameworks highlight a view of strategy in
which its formulation drives strategy implementation and not vice versa.
Moreover, in providing guidance on strategy implementation these frame-
works are limited to actions for managing KR and do not highlight the role
of day-to-day processes in strategy implementation and formulation. In
relation to stakeholders, only the Australian framework provided some guid-
ance for considering a wide range of stakeholder interests whilst others only
considered market stakeholders (e.g. customers and suppliers). The SMKR
framework advocated by this book will extend the approach to strategy of
these types of IC frameworks in order to focus on organizational sustain-
ability, consider a wide range of stakeholder interests in strategy formulation
and include the role of emergent strategies as sources of innovations.

KR and resources dynamics

The majority of the frameworks consider KR transformations as important.
It is acknowledged that all organizations have a unique set of tangible and
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KR that are interconnected in various ways and value is created through the
transformations of resources. Therefore, an understanding of the ‘value cre-
ation’ process can be achieved via the mapping of resources transformations
and is central for strategy formulation and implementation.

However, only one framework details the tools for identification, assessment
and mapping of KR transformations. The German Guideline addresses in a
systematic way the issue of resources transformations. According to these
guidelines, without understanding resources interactions, KR cannot be
‘sensibly’ managed (FMEL 2004: 33). Therefore, the analysis and assessment
of interdependencies is considered in this Guideline as an important pre-
requisite for managerial action. The identification of ‘influencing factors’
(e.g. building up employees’ experience) is the starting point. Then, the
Guideline proposes two tools for mapping and assessing interdependencies
between influencing factors: the matrix and the interdependencies network.

In summary, the relevance of Resources dynamics for value creation is
acknowledged by nearly all the frameworks. However, only the German
Guideline provides practical tools for managers to map and assess resources
transformations and therefore consider in a systematic way the contribution
of KR to ‘value creation’. The SMKR stresses the relevance of provid-
ing managerial tools to map and assess resources transformations, as this is
important for understanding the contribution of resources to organizational
performance.

KR information

All the frameworks use KR metrics and accompanying narratives for identi-
fying, measuring and assessing IC and provide examples of financial and
non-financial KR metrics. Not all of them provide examples about accom-
panying narratives (e.g. Austrian and MERITUM). Also, the majority of the
IC frameworks recognize that KR metrics are organizationally specific. The
Austrian framework provides a generally applicable set of IC indicators for
the University sector. Moreover, some of the frameworks identify specific
characteristics that the metrics should have (e.g. Danish, MERITUM and
Australian).

The Danish Guideline uses narratives and indicators for a qualitative
assessment and a quantitative assessment of performance. The first, qualita-
tive assessment uses narratives to assess the effectiveness and the level of
ambition of existing initiatives for knowledge management. The second,
quantitative assessment uses a set of indicators to specify the management
challenges, initiatives and results. Also, for this Guideline, indicators should
be calculated on a systematic basis to allow for comparability over time and
can be defined ex ante in terms of target score.

The German Guideline defines indicators as an absolute or relative bench-
mark which serves to describe a circumstance. Indicators refer to the main
IC category to which they belong (i.e. human capital, relational capital and
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structural capital) and are defined in relation to an influencing factor. Also,
for the indicators the Guideline outlines the need for the following: (a) inte-
grating indicators with a qualitative assessment of the degree of achievement
of stated objectives, (b) presenting indicators over different reporting periods,
(c) defining the desired trend of the indicators for the future. Also, indicators
should be supplemented by narratives; these describe the context, interpret
the results, show the consequences from the point of view of the organization
and highlight future trends.

In the regulated Austrian framework, universities must provide a manda-
tory list of KR metrics. The metrics refer to three main areas: intellectual
property, core processes and output and impacts. Therefore, metrics relate
to resources (e.g. number of students), activities (e.g. number of doctoral
programs) and results (e.g. number of awarded degrees). Also, narrative
information should be provided for an understanding of universities’ strategies
and performance.

The MERITUM Guidelines propose the use of narratives for describing
an organization’s vision and strategic objectives, whilst indicators relate to
intangible resources and intangible activities. Also, these guidelines highlight
the relevance of using indicators for assessing performance over time.

The Australian Principles identify three main categories of indicators
(i.e. measurement areas): stocks of KR, investments in KR and effects on
KR. Moreover, they briefly state several critical issues related to the choice of
the indicators. These are issues associated with validity, objectivity and
accuracy, incomparability in time and space and availability of information.
Also, the Principles support the integration of indicators and narratives to
measure and assess performance and highlight the need to define targets.

The Japanese Guidelines support the need to integrate metrics and narra-
tives to ‘tell a story’ about value creation. In this story, indicators support the
narratives and it is through their inter-relationships that their meaning can be
understood. Moreover, these Guidelines specify that, in order to enhance the
credibility of the indicators, these should be subject to internal control
and historical changes should be reported. Also, targets for indicators should
be defined.

In summary, the majority of the frameworks recognize the relevance of the
provision of KR metrics and narratives for understanding and managing IC.
In particular, KR information is used by the frameworks to describe and
understand KR and their management, to assess performance and to guide
the organization towards the achievement of its objectives. Also, all the
frameworks, except for the Austrian, recognize that KR information is organ-
izationally specific. The SMKR framework proposed will extend the range
of KR information considered and its uses, particularly highlighting the role
of visuals and the use of KR information for fostering innovation and for
strategy formulation.
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Reporting

All of the frameworks analyzed focus on reporting and provide models for
this purpose. These models include KR and their management via financial
and non-financial metrics and narratives. The Danish Guideline promotes the
ICS for internal and external use. In the design of the ICS, IC components
(which can be modified by each organization) are reported against knowledge
narratives, management challenges, initiatives and results. These are inter-
related elements which together express the company’s knowledge manage-
ment. Also, for external reporting, this framework compares IC and other
‘supplementary accounts’ and addresses the issue of the choice of reporting
media.

The German Guideline promotes the use of the ICS for internal and
external reporting purposes. The ICS shows the links between organizational
goals, IC and performance, using indicators and narratives. This framework
states that it is not possible to define a generally valid structure for the ICS.
However, in the illustration provided for a sample ICS, seven parts are used:
(1) Foreword. Why an ICS in our organization?; (2) Company description;
(3) Business success and challenges; (4) Business and knowledge strategy;
(5) Our intellectual capital; (6) Future perspectives and measures; (7) Collec-
tion of indicators. The Guideline highlights the need to identify internal and
external target groups and criteria for communications and provides a help
table for this. Issues about reporting media and differences between internal
and external ICS are not discussed in detail.

The Austrian framework focuses on external reporting. The ICR it pro-
poses identifies five sections: (1) Scope of application objectives and strategy;
(2) Intellectual property (divided into human, structural and relational cap-
ital); (3) Core processes (divided into education and continuing education,
and research and development); (4) Output and impact of core processes;
(5) Summary and prospects. This framework is strongly measurement-
oriented and most of the ICR sections contain metrics. Only the first section,
‘Scope of application objectives and strategy’, and the last one, ‘Summary
and prospects’, state that narratives should be used, but no illustrations of these
are supplied. Probably, the use of the ICR for government funding and per-
formance agreements requires a standardization of the information reported
for the university sector.

The MERITUM Guidelines promote the use of the ICS for internal and
external reporting purposes. Three main reporting areas are identified: vision
of the firm (including strategic objectives and critical intangibles); summary
of intangible resources and activities; systems of indicators for intangible
resources and activities. The guidelines also tackle the issue of the reporting
media and recommend the use of a stand-alone ICS.

The Australian Principles propose the use of Extended Performance
Accounts for internal and external reporting. The reporting structure consists
of three KR components which are reported against: strategic objectives,
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managerial efforts (i.e. current and planned actions) and indicators (i.e.
internal and external). Also, the principles contain a brief review of other
forms of reporting that highlight the increasing number of international
guiding principles on how to manage, measure and report knowledge inten-
sive organizational resources.

The Japanese Guidelines focus on the Intellectual Asset Based Management
Report for external reporting. The main body of the report is divided into:
(a) general; (b) from past to present; (c) from present to future. The report
contains narratives and indicators in the main body and, in the attachment, a
list of others indicators and calculation formula. Also, the Guidelines con-
sider other forms of reporting and, in particular, compare IA and CSR
reporting.

Nearly all the frameworks provide detailed guidance for reporting. As
indicated above, the various frameworks promote the use of a stand-alone
ICS as the media for internal and external reporting. It was clear from the
analysis that the various frameworks envisage an ICS as including MKR
objectives, processes, results and IC components. A variety of narratives and
metrics were used. The SMKR framework promoted in this book calls for
widening the coverage of the reports in order to include stakeholder interests
and for the use of the reports among all the workforce.

In conclusion, the relevance of KR and their management in a knowledge-
based economy have been recognized by various contemporary international
IC frameworks, which have been discussed and reviewed in detail in this
chapter. Nearly 40 IC frameworks, all of which aim to make IC somehow
visible, were classified on the basis of their measurement approach: the stock
approach versus the flow approach. The above analysis focused on six frame-
works of the flow approach using four critical MKR issues. The findings of
the analysis highlighted several important observations which are detailed
above.

Many of the IC frameworks analyzed are the result of cooperation between
researchers, companies, industry organizations and consultants and have,
therefore, been informed by practice. If and how organizations are actually
using these IC guidelines is yet to be established. Therefore, ‘outstanding
practice’ illustrations of MKR will be explored in the following two chapters.
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3 MKR in practice
Danish developments

Introduction

This chapter considers the management and reporting of KR in more depth by
giving illustrations of MKR in practice in a variety of organizations. These
examples demonstrate how MKR has been applied in actual organizations
and the examination of these is invaluable in understanding how organiza-
tions translate the concept of MKR. A consistent analytical frame is used to
examine each illustration.

The illustrations were found in a variety of reporting media, including sec-
tions in Annual Reports, Corporate Responsibility Reports and stand-alone
IC Statements. However, due to the difficulty of accessing internal documents
such as strategic plans, business plans and financial resource plans, these were
not examined. Therefore, the information set is limited to external documents
provided by an organization.

Methods

This section deals with several issues surrounding the selection of the organ-
izations analyzed,1 the reporting media and the frame used.

Organization selection

In identifying suitable examples of MKR, several academic articles highlight-
ing practices were examined (e.g. Ordónez de Pablos 2002; Habersam and
Piber 2003; Leitner and Warden 2004; Boedker et al. 2005; Mouritsen et al.

2005); also considered were recent workshops, seminars and conference pro-
ceedings (e.g. EIASM 2005; OECD 2005; 2006). Several recent books on the
topic area were analyzed (e.g. Bounfour 2003; Andriessen 2004; Roos 2005;
Marr 2006). Also, international and national policy bodies, green papers and
other reports were examined (OECD 1999; MERITUM 2002; Mouritsen
et al. 2003; NIF 2003; METI 2005; SMIA 2005; SKE 2005; EC 2006). Then a
web search2 was performed in order to download the relevant documents.
Consequently, a list of over 50 organizations was extracted. Seventeen private,



listed and public sector organizations were then selected from this list,3 using
geographical and organizational criteria. An overall table of the group of
organizations analyzed is provided in Table 3.1.

Three main geographical regions were identified: Scandinavia, Rest of
Europe and Australia/Asia. This geographical representation criterium was
also used for classifying the contemporary IC frameworks that were analyzed
in chapter 2. The 17 organizations analyzed were spread over Scandinavia,
rest of Europe and Australia/Asia, with Scandinavia having eight organiza-
tions, the rest of Europe six organizations and Australia/Asia three organiza-
tions. No American,4 Middle Eastern or African organizations were found in
the search. The organizations analyzed are represented by the following two
criteria: type and sector.

Three main organizational types were identified: private, listed and public
organizations. Private (PR) organizations are privately owned entities. Usu-
ally these organizations are small and medium enterprises (SMEs), owned by
a small number of investors, and they operate in the interest of their owners

Table 3.1 MKR in practice ‘outstanding organizations’

Country Type Sector

Scandinavia

Arkitema Denmark PR Service
ATP Group Denmark PR Service
Carl Bro Group Denmark PR Service
Center for Molecular Medicine Sweden PU Research
Coloplast Denmark LI Manufacturing
COWI Denmark PR Service
SentensiaQ Sweden PR Service
Systematic Denmark PR Service
Rest of Europe

Austrian Research Centers Germany PU Research
Banco Bilbao Vizcaya Argentaria Spain LI Service
Brembo Italy LI Manufacturing
Oesterreirchische Nationalbank Austria PU Service
Plastal Italy PR Manufacturing

ZIP Italy PU Service
Australia/Asia

Development Bank of Japan Japan PU Service
Electronic and Telecommunications
Research Institute

Korea PU Research

NSW Department of Lands Australia PU Service

Note: LI=listed; PR=private; PU=public.
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who may also run the organization or employ professional managers. Listed
(LI) organizations are entities whose shares are traded on the stock exchange.
Usually these are large organizations, owned by a large number of investors
and are characterized by the separation between ownership, management and
control. Public (PU) organizations are entities operating for the benefit of a
community. Public organizations’ primary objective is to provide services,
without commercial benefit to the organization. Public organizations may be
involved in areas of activity such as research, charity, health, education and
politics. Public organizations can be governmental or non-governmental.

Organizations are also represented on the basis of the sector they belong to,
that is financial or non-financial. Non-financial organizations were divided
into three main sub-sectors: research, manufacturing and service.

Reporting media

The reporting media considered in this book are documents specifically
devoted to reporting MKR. These documents are stand alone reports (e.g.
Intellectual Capital Statement) or a section of other reports (e.g. Annual
Report or Corporate Responsibility Report). Only documents which specific-
ally were designed to report MKR practices were used in the analysis. Clearly
the documents considered are not the only reporting media used by organiza-
tions to disclose information. A variety of reporting media, including annual
reports, websites, analysts’ meetings and quarterly reports, can be used (see
Unerman et al. 2007). Eight of the reports considered were named ‘Intellectual
Capital Statement’ or ‘Intellectual Capital Report’. Also, as stated above,
specific named sections of the Annual Report (AR) devoted to IC as well as
Corporate Responsibility Reports (CRR) were considered. This meant that
five IC sections of annual reports, one ‘Social, Environmental and Intellectual
Assets Report’ and one section of a CRR were also considered in the analysis.
The documents analyzed were mostly in English, two were in Italian (Plastal
and Zip). The material used for the illustrations was extracted as accurately
as possible from the original text.

The MKR analytical frame

This sub-section describes the analytical frame used for examining the docu-
ments. It includes three main categories (Strategy and KR, Managing KR
and Performance assessment) and nine related issues (see Table 3.2).

The categories and issues of the analytical frame are derived from the
MKR issues considered in chapter 2. The issues in category 1 are concerned
with understanding the strategy of the organization and the role of KR and
stakeholder groups. In category 2, the issues 2.a and 2.b focus on the stocks
and flows of KR, whilst issue 2.c relates to KR actions. Finally, issues in
category 3 relate to the use of KR information for performance assessment.5

The Strategy and KR category aims to provide an understanding of the
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strategy of the organization and, within this, the role played by KR and stake-
holder interests. Including KR and stakeholders in the strategy is the first step
in achieving the ultimate goal of organizational sustainability as discussed in
chapter 2. This understanding is provided via three issues. The first issue, KR
and strategic intent, concerns the long-term perspective of the role of KR in
determining the identity of the organization and shaping its future. This would
usually be expressed in terms of strategic intent, mission, guiding values, etc.

Some examples are provided below:

Within the organization the intention of publishing an ETRI’s IC report
is to acknowledge the true means for long-term competitiveness. Exter-
nally, we would like to inform more people that the real value of research
institute lies in the sum of intangible intellectual capital rather than
tangible assets.

(ETRI 2004: 4)

The identification, measurement and management of intellectual capital
is key to ensuring that knowledge applied to value creation is captured,
utilised and renewed for the best advantage of the organization, its
employees and the government and community we serve.

(Department of Lands (NSW) 2005: 7)

BBVA considers the role of Human Resources to be a key component of
its value creation strategy.

(BBVA 2005b: 120)

The above extracts indicate the stated role of KR in the strategic intent of the
various organizations.

Table 3.2 MKR analytical frame for illustrations of practice

1 Strategy and KR

1.a KR and strategic intent
1.b KR management challenges
1.c MKR and stakeholders

2 Managing KR

2.a KR components and elements
2.b Resources transformations
2.c KR actions

3 Performance assessment

3.a KR measurement and reporting
3.b Monitoring variances over time
3.c Defining targets and assessing achievements
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The second issue, KR management challenges, identifies the main aims of
the management of KR. It explores how the management of KR is defined
and how this links to the organization’s strategy and the way it performs its
business.

Several examples are provided below:

promote our expertise in soil, water and environmental conservation for
the benefit of publicly and privately held lands. . . . Encourage strategic
partnerships and alliance across the public and private sectors. . . . Review
internal processes with the view to improving productivity and captur-
ing explicit organizational knowledge. . . . Create a ‘learning organiza-
tion’ environment, which supports and encourages the development of
knowledge and skills.

(Department of Lands (NSW) 2005: 9)

The [ETRI’s] mission becomes feasible by creating and diffusing the
necessary knowledge and technology required for information and tele-
communications development, conducting research on information secu-
rity and IT standardization, and providing the private business sector with
information and transferable technologies.

(ETRI 2004: 6)

Public confidence in the top-quality fulfillment of central banking tasks
is every central bank’s most important asset. To keep it at a high level, the
OeNB pursues an active information policy. The proactive transfer of
knowledge is targeted at increasing the public’s understanding of how a
central bank works and thus contributes to ensuring public confidence.
Active communication and cooperation with its customers enables the
OeNB to continually improve its products and services and to adapt
them to market requirements.

(OeNb 2005: 7)

The third issue, relationship between MKR and stakeholders, relates to the
role played by stakeholders within the strategy of the organization. In par-
ticular, this issue highlights possible links between the definition of KR man-
agement challenges and stakeholder interests and therefore if stakeholder
engagement is perceived as a strategic priority for the management of KR. A
number of extracts are provided below:

DBJ is closely interconnected with all kind of organizations, enterprises
and people, especially the people of Japan. This generation has inherited
a society that we wish to make sustainable, and to do this, DBJ is
enhancing its dialogue with all its stakeholders.

(DBJ 2005: 3)
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The CMM knowledge goals are formed by society, science and various
interest groups with the common aspiration to improve public health.
In order to reach the knowledge goals, human, structural, and relational
capital is invested in the key processes of CMM – research and knowledge
transfer.

(CMM 2004: 7)

improving relationships with the community, other agencies and organ-
izations; multi-channels distribution strategies; customer focus and res-
ponsiveness and our corporate image and identity.

(Department of Lands (NSW) 2005: 10)

In summary, these issues provide an understanding of the strategy of the
organization and of how KR and stakeholder interests contribute to its
definition.

The category, Managing KR, highlights how the organization aims to ‘cre-
ate value’ via KR and their management. In particular, issues 2.a and 2.b relate
to the organization’s KR and their behaviour in organizational processes,
whilst issue 2.c focuses on KR actions.

The first issue, KR components and elements, is concerned with how the
organization identifies and describes its KR. There is not a pre-defined set of
KR elements that can act like a check list, even if commonly accepted IC
frameworks do exist.6 Each organization has its unique set of KR elements
that are relevant for performing its activities and have to be managed within
the context of that organization. Without identifying specific KR elements,
the organization is unable to visualize or manage its KR.

Illustrations of KR components and related elements are provided below:

Relational Capital . . . represents the various relationships that the com-
pany has been able to develop with its customers.

Organizational Capital . . . indicates the series of skills that exist within
the structure of the company, our capacity for innovation and the effi-
ciency of our processes.

Human Capital . . . consists of the know-how, skills and capacity
of the persons who work within the organization. Equally important in
this area is the level of motivation and the sense of belonging to the
company.

(Plastal 2004: 2)

1 Human capital comprises staff structures as well as the staff skills applied
to business processes. It is captured by indicators which relate to e.g.
‘number of working visits to national and international organizations’
and ‘number of completed and certified training courses’.

2 Structural capital encompasses both the organizational framework and
the technical infrastructure designed to ensure smooth business oper-
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ations. Examples of related indicators are ‘number of product managers’
and ‘availability of the ARTIS payments system’.

3 Relational capital indicators illustrate the OeNB’s focus on cooperation
and its network of national as well as international customers and part-
ners, and its dealings with the public. In this context, the OeNB reports
e.g. the ‘number of international bodies with OeNB representatives’ or
the ‘confidence index,’ which is compiled on a quarterly basis by an
external polling institute.

4 Innovation capital comprises the resources the OeNB needs to remain
successful in the future. Some key indicators are ‘percentage of staff
resources utilized for innovative projects’ and ‘internal R&D expenditure’.

(OeNb 2005: 10)

Therefore, this issue provides an understanding of the organization’s KR
components and related elements which would be unique to the sector and
specific activities of the organization.

The second issue in this category is resources transformations7 and focuses
on KR flows in day-to-day processes. Establishing a relationship between KR
and processes is important for understanding how KR are involved in ‘value
creation’. Also, it aims to illustrate how KR transformations are reported, as
shown below:

Innovation and continuous improvements that are a prerequisite for
R&D activities come from individual competence. Human capital should
be given the highest priority as a source of structural capital and rela-
tional capital. In other words, an increase in human capital entails
improvements in structural and relational capital. Therefore, success or
failure in human capital management will have major impacts on nurtur-
ing each employee and coalescing the organization into an aggregate
of proactive knowledge-sharing experts and more creative knowledge
networks.

(ETRI 2004: 10)

Our reputation, which depends on this satisfaction, provides the basis
for sales, recruitment and commitment in our daily work. This in
turn allows us to continuously generate and improve our knowledge
resources, thus creating a perfect circle. We call this circle COWI’s know-
ledge cycle.

(COWI 2005: 56)

The best systems engineers in the market are the lifeblood of Systematic.
The ability to produce quality software on time is dependent on the
knowledge and commitment of our employees. We therefore put a strong
emphasis on attracting and retaining the best employees in the mar-
ket. We must provide a stimulating and challenging workplace with an
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active investment in the professional and personal development of our
employees.

(Systematic 2004: 26)

These extracts provide an insight into the transformations that happen within
organizational resources, and particularly KR, which have to be understood
and managed.

The third issue, KR actions, focuses on what is done (or will be done) in the
organization to enhance and deploy KR. For instance, KR actions that relate
to human resources include activities undertaken to monitor and improve
employee competence.

Examples of the identification of KR actions are provided below:

The design for a new corporate-wide customer service model was com-
pleted over the course of the year. This model seeks to standardize the
way customers are treated all over the world. Plans are for the model to
be simultaneously implemented throughout the Group in 2006. At the
same time, BBVA entered into a project aimed at developing advanced
customer and employee indicators, which will establish links with value
management.

(BBVA 2005a: 128)

Coloplast has been measuring employee satisfaction since 1996. Last year
a new measuring tool, ‘Employee Satisfaction and Loyalty Measurement’
(ESLM), was introduced. As the name indicates, we shall, in future, not
only measure employee satisfaction but also loyalty.

(Coloplast 2005: 4)

A patent support programme has been introduced to enable quick pub-
lishing of data while securing the intellectual property rights for the
researcher. Future efforts will continue to accumulate relational and struc-
tural resources to smooth the formation of new knowledge enterprises.

(CMM 2004: 5)

Therefore, this issue provides an understanding of specific KR actions and of
how these are related to the KR of the organization.

In summary, for the second category associated with managing KR, the
above three issues have illustrated the importance for organizations of identi-
fying and mapping resources transformations. However, before this can be
achieved, individual KR components and elements that are specific to the
organization need to be identified and discussed. Only from this perspective
can transformations and value creation be understood and managed.

The Performance assessment category provides an understanding of KR
performance. In particular this category delineates what and how KR infor-
mation is reported and how this is assessed. The first issue in this category,
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KR measurement and reporting sets out the reporting frame used to summar-
ize KR metrics. Therefore, main categories and issues in the reports are
identified.

In Figure 3.1 the organization has produced an ICR which is framed
according to three categories: client and market, organization and staff. Also,
for each category, resources, processes and results are identified. The ICR
identifies 28 specific KR elements; it also highlights metrics for processes and
results.

Monitoring of variances over time is the second issue in this category. This
issue focuses on the periods covered by the metrics. In the COWI illustration
(Figure 3.1), the KR metrics are reported over a three-year period, allowing
for an understanding of the underlying trend of the element measured.

In Table 3.3, specifically addressing Relational Capital, two-time periods are
used to highlight changes in the specific KR elements. As can be gauged from
the numbers, there have been both increases and decreases over the period.

Another form of framing KR metrics and variances is illustrated in
Figure 3.2. ETRI indicates its range of employee metrics over three years
and movements in individual KR elements; for example, patent issued per
employee.

The third issue, defining targets and assessing achievements, focuses on the
use of future targets to establish desired trends and assess performance. In
Table 3.4, KR indicators for structural capital are linked to targets. Arrows
are used to indicate the required performance of the specific elements and
corresponding knowledge goals for the organization are highlighted.

In summary, the analytical frame used in this chapter, supported by
examples of specific issues associated with MKR, provide us with a flavour of
how organizations construct and report MKR in practice. In the following, a
group of Danish organizations which participated in the government spon-
sored project for the management and reporting of IC known as the Danish
Guideline, will be considered.

Specific organizations’ practice

In the previous section MKR was conceptualized as consisting of strategy,
actions and performance assessment. These categories and related issues were
established from the analysis of the contemporary IC frameworks. Actual
practice within organizations is still in its infancy with much internal experi-
mentation. As explained on pages 59–61, for the analysis which follows, a
group of over 50 organizations were identified and from these a sub-set of 17
were selected as having ‘outstanding’ external disclosure documents which
report MKR. In order to explore how MKR is reported in practice, the
external documents of these 17 organizations have been analyzed in depth.
(For the criteria used for selection see pages 59–61.)

The next section will focus on the MKR practice of five Danish organiza-
tions which took part in the project to develop the Danish Guideline. The
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need to consider these organizations separately from the others is driven
by the idea that these organizations have undergone a common experience
in the management and reporting of knowledge resources. The other 12
organizations’ MKR practices will be discussed in chapter 4.

Influence of the Danish Guideline

The five organizations which are to be analyzed are shown in Table 3.5, and
represent ‘outstanding practice’ not only within Denmark but also within our
group of selected organizations.

As can be seen in Table 3.5, the majority of these organizations were pri-
vate and service-based, whilst one organization was listed as belonging to the
manufacturing sector. In relation to the media used for reporting on MKR,
three organizations utilized specific sections of the AR whilst two of them

Table 3.3 CMM relational capital indicators over a two-year period

Relational Capital Total
2004

Average per
group 2004

Total
2003

Average per
group 2003

Number of PhD students with a clinical
background

51 2 N/A N/A

Number of researchers who have clinical
appointments

82 4 74 4

Number of commissions1 125 6 131 6
Number of CMM groups with whom the
group collaborated

90 4 72 3

Number of groups at Karolinska
University Hospital with whom the
group collaborated

92 4 109 5

Number of collaborating groups at
Karolinska Institute (apart from CMM)

73 3 73 3

Number of Swedish collaborating groups/
departments outside Karolinska Institute/
Karolinska University Hospital

106 5 93 4

Number of collaborating groups abroad 164 7 174 8
Number of previous doctoral students
now working in a research group abroad

50 2 46 2

Number of faculty who spent at least one
month abroad

17 1 22 1

Number of doctoral students from other
countries in the group

41 2 43 2

Number of faculty with undergraduate
study background outside Sweden

38 2 24 1

Source: CMM 2004: 17.
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used standalone documents. The documents analyzed were the latest made
available as at March 2007.

The MKR practices of the five Danish organizations (i.e. ATP, Carl Bro,
Coloplast, COWI and Systematic) all scored highly in terms of the nine
MKR issues outlined on pages 61–67 (see also Table 3.6).

As will be seen from the following discussion and examples of MKR
in practice provided for each of the organizations, the understanding and
reporting of MKR in these organizations is advanced. This supports the
argument for the use of government policy to advance the practice of MKR.

ATP (The Danish Labour Market Supplementary
Pension Scheme)

The ATP group provides, in conjunction with the state-funded old-age pen-
sion system, basic pension and social insurance services. The ATP8 Pension
Fund is an independent organization and, together with two recent funds, the
Temporary Pension Savings Scheme (DMP) and the Special Pension Savings
Scheme (SP), forms part of the Danish pension system.

The document examined was the ‘Knowledge Activities’ (KA)9 section of
ATP’s 2005 annual report (ATP 2005) and was in English. This KA section

Figure 3.2 ETRI’s visualization of employee metrics over a three-year period.

Source: ETRI 2005: 9.
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reports on challenges, strategy and results achieved in the management of
KR. ATP used a Balanced Scorecard for managerial purposes and used
the KA section to report externally about ‘significant activities and results’
achieved by the group. Also, it was stated that the ‘KA represents a “sup-
plementary report” ’, that could be read independently from the rest of the
annual report (ATP 2005: 98).

Table 3.5 ‘Outstanding practice’ Danish organizations

Country Type Sector Year Reporting
document

1 ATP Group Denmark PR Service 2005 AR – Knowledge
Activities section

2 Carl Bro Group Denmark PR Service 2005 AR – IC account
section

3 Coloplast Denmark LI Manufacturing 2005 IC Statement
4 COWI Denmark PR Service 2005 AR – IC Report

section
5 Systematic Denmark PR Service 2004 IC Report

Note: PR=private, LI=listed.

Table 3.6 Danish MKR ‘outstanding practice’ patternings
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MKR issues/Organization 1 2 3 4 5 Total

1 Strategy and KR

1.a KR and strategic intent 1 1 1 1 1 5
1.b KR management challenges 1 1 1 1 1 5
1.c MKR and stakeholders 1 1 1 1 1 5

2 Managing KR

2.a KR components and elements 0 1 1 1 1 4
2.b Resources transformations 1 1 1 1 1 5
2.c KR actions 1 1 1 1 1 5

3 Performance assessment

3.a KR measurement and reporting 1 1 1 1 1 5
3.b Monitoring variances over time 1 1 1 1 1 5
3.c Defining targets and assessing achievements 1 1 1 0 1 4

Total MKR issues disclosed per organization 8 9 9 8 9
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The KA section reported on eight out of the nine MKR issues. In relation
to strategy, the primary foci are on competitive position, through innovation
and competency development, and on market stakeholders (i.e. clients and
staff). However, in response to the growing interest from ‘outsiders’ in ATP
social responsibility, attention has been paid to the internal working environ-
ment. Specific management challenges for KR are identified; reports on KR
actions and resources transformations are included for managing KR for
value creation. In particular, the KA highlighted how KR actions have helped
ATP to identify new opportunities in the market and re-focus the business.
Also, in this KA section, specific actions for social responsibility are reported.
In relation to performance assessment, the report addressed all the issues and
used narratives, text and figures. Narratives told the story about how ATP’s
performance evolved, and examined variances and targets.

In relation to the first MKR category, strategy, the link between KR and
strategic intent was represented by the development of employee competen-
cies, which the organization stated was a key factor in determining its com-
petitive position and innovation capacity:

Competency development is a vital competitive parameter – both for
ATP and for the individual staff member. This is clearly reflected in
ATP’s mission statement, setting out competitiveness and innovation as
prioritized values.

(ATP 2005: 101)

The report identified a number of stakeholders, including social part-
ners, members of Parliament, pensions and labour market organizations,
media, and staff. However, the report did not make clear how stakeholder
interests were identified and considered when defining management
challenges.10

The main specific management challenges reported were ‘for client and staff
satisfaction ratings to be high and in line with those of comparable Danish
companies’ (ATP 2005: 99). Also, the KA section showed that ATP aimed
to be a socially responsible group and established specific actions to achieve
this.

The ATP report summarized 2005 management challenges, action areas
and results achieved for the three main KR components (i.e. clients, staff and
business procedures). Management challenges for clients are illustrated in
Figure 3.3.

The illustration of challenges is similar to the ‘management challenges’
within the Danish Guideline and highlights links between the challenges,
actions and actual results achieved.

Concerning the second category, managing KR, this report provided
numerous examples of how this organization understood its resources
transformations and individual KR actions. However, few examples were
found of specific KR elements. One illustration of KR actions was in
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terms of client surveys, which indicated the need to manage various client
age segments:

The age targeting was prompted by client surveys that clearly demon-
strated that older ATP members require more detailed information
than their younger counterparts. While the basic versions have been
retained, we took the age targeting a step further in 2004 and 2005 by
further differentiating the basic versions. In 2005, the age segments were
the 16–27-year-olds, the 28–33-year-olds, the 34–49-year-olds and the
50–65-year-olds.

(ATP 2005: 103)

Therefore, in this illustration the KR actions provided a better understanding
of KR elements (e.g. clients) and identified areas for managerial intervention
allowing the organization to re-focus the business. Also, this illustration high-
lights a link between KR and organizational processes, as an understanding
of the age of clients led to changes in the way the organization segmented its
market.

Also, the staff challenge, ‘establishing a healthy workplace’, was translated
into action. The KA section reported on the provision of stress management
courses for staff and ‘affirmative programmes’ in which at least 5 per cent of
the workforce were from ethnic minorities, or were people with disabilities,
for example. The focus on social responsibility stemmed from increasing
pressure from ‘outsiders’ and also from the belief that this would be of benefit
to the organization’s performance (ATP 2005: 107).

The KA section included another 2005 ATP staff challenge, ‘competencies
development’, in which the organization undertook both competency plans
and CV management. These actions resulted in an increased amount of staff
time devoted to competency development:

Competency plans have been developed for all ATP staff members,
describing their professional, social and personal competencies, while at
the same time identifying desired developments.

Loss of market value on account of insufficient competency develop-
ment poses a large risk to the employee and, therefore, the target is for

Figure 3.3 ATP 2005: clients’ challenges, action areas and results.

Source: ATP 2005: 105.
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ATP’s staff to increase their market value by working for the company.
ATP and the individual employees share a common interest in ongoing
competency development, and the way to achieve that is through active
CV management.

(ATP 2005: 105)

Concerning the third category, performance assessment, this report provided
interesting information relating to KR measurement, reporting targets and
assessment. In terms of performance measurement metrics on clients and
staff, these were provided over a four or five-year period, therefore allowing
for trend analysis. For instance, Table 3.7 illustrates KR metrics in relation to
staff satisfaction.

Targets for a number of challenges were highlighted and their achieve-
ment assessed. For instance, for ‘competencies development’, the organiza-
tion’s target was to devote at least five days to competency development (in
the form of co-worker training programmes or other activities) for at least
80 per cent of all employees. This target was not achieved in 2004, when
65 per cent of the staff managed to complete more than five days of com-
petency development, but was achieved in 2005 (ATP 2005: 105). Therefore,
performance assessment was not only reported in terms of KR metrics, but
also via detailed narratives about targets, actual and achieved.

In summary, this report incorporated eight of the nine MKR issues. The
influence of the Danish Guideline is evident and this report would be con-
sidered an excellent illustration of how a financial service industry could
visualize and report its KR. Only one issue was not included in the report and
that was the definition of specific KR elements.

Carl Bro
Carl Bro Group is an international privately owned consulting engineering
company based in Denmark. They offer consultancy in the fields of building,
transportation, water, environment, energy and industry. This organization
has produced IC Accounts (ICA)11 since 2001. The following analysis uses the
2005 annual report which has an ICA section (Carl Bro 2005) and is in English.

The Carl Bro Group ICA produced information for external reporting that
was also used for internal management processes. The stated purpose for

Table 3.7 ATP staff satisfaction (%)

2002 2003 2004 2005

Satisfaction 76 73 72 67
Motivation 75 75 72 70
Loyalty/faithfulness 83 80 80 73
Commitment 86 86 86 84

Source: ATP 2005: 106.
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producing an ICA was to ‘to establish the extent to which Carl Bro Group is
developing the conditions for living up to its mission’ (Carl Bro 2005: 13).
The data compiled for the external ICA was used for internal management
purposes.12

This report addressed in three pages all the nine MKR issues. It highlighted
a clear strategy for each of the KR components, which is translated into
actions and assessed by metrics, narratives and figures, through which a com-
prehensive picture of MKR for this organization was provided. The following
will provide illustrations and narratives about how this was done by Carl Bro.

Concerning strategy, the report provided a clear understanding of IC and
its management, which starts from the definition of the organization’s stra-
tegic intent. This is defined as the ‘overall objective’ which is centred on KR
(see Table 3.8).

Carl Bro Group’s overall objective is to be among the foremost consult-
ing engineering companies in northern Europe. This objective will be
achieved by building a company that combines knowledge, talent and
initiative to create intelligent solutions for customers and society alike,
centred around the Group’s core competencies as consulting engineers.

(Carl Bro 2005: 3)

Therefore, for this organization, the management of KR is seen as a way
of creating value for its stakeholders (e.g. clients, staff, society and owners)
and for achieving organizational sustainability. The following illustration,
which deals with the reasons for producing an ICA, indicates how Carl Bro
approached MKR:

The purpose [of the ICA] is to establish the extent to which Carl Bro
Group is developing the conditions for living up to its mission. Only by
improving these conditions on a continuous basis can we ensure healthy

Table 3.8 Carl Bro Group’s mission, vision and values

Mission We fuse knowledge, talent and energy to create intelligent solutions for
clients and society.

Vision We aspire to be the intelligent choice.

Values We enjoy creating value – for clients, colleagues, society and owners.
We insist on growth – in equity, intellectual capital and brand.
We create opportunities – for people who have the courage to challenge
their own capabilities.
We are responsible – in our daily actions and through ethical,
environmental and social practice.
We are a colourful community – open to change, sharing across
boundaries.

Source: Carl Bro 2005: 12.
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and sustainable development of the business for the benefit of customers,
employees and society at large.

(Carl Bro 2005: 3)

Carl Bro defines its Intellectual Resources as ‘the group combined Intellectual
Capital’ that are composed of three main components: ‘customer capital’,
‘human capital’ and ‘structural capital’. These were defined as follows:

Customer capital is defined as the value of the company’s knowledge of
and relations with customers. Human capital is defined as knowledge
related to the company’s employees. Structural capital is defined as
knowledge related to the company’s structures, which can be reproduced
and shared with others, for instance processes and IT.

(Carl Bro 2005: 13)

Interestingly, the external stakeholders considered within Intellectual
Resources are limited to customers. This is probably because, in the annual
report, the ‘Intellectual Resources’ section is followed by a specific section on
‘Environmental H&S [Health and Society]’ in which details about Carl Bro
policies for sustainability are provided.

The strategic intent was detailed in terms of aims according to three main
Intellectual Resources components. For instance, in relation to employees the
reports stated:

Carl Bro Group aims to be a workplace that creates opportunities for
people who have the courage to challenge their own capabilities and
where knowledge, talent and initiative are developed for the benefit of
employees, customers and society at large.

(Carl Bro 2005: 13)

The report makes clear that the organization’s view is that the development
of employees’ capabilities, knowledge and skills is functional not only for
performing the business but also for benefiting society more broadly. Also,
the organization recognizes the importance of human capital and its reports
detailed measurements of satisfaction within the workplace and the feeling of
employees towards the Group (see Figure 3.4). These indicators are reported
over a three-year period and the accompanying narratives analyze the trends.

In terms of customers’ aims, these were addressed as follows: ‘The object-
ive of Carl Bro Group is to create value for the customers in the form of
intelligent solutions formulated in cooperation with the individual customer’
(Carl Bro 2005: 13). In order to achieve its aims, KR actions were imple-
mented. The KR actions, for instance, related to ‘encouraging innovation and
creativity’ within its employees and ‘optimising project management’. There-
fore, the narratives provided an understanding of transformations within KR
and related elements in organizational processes, where customer capital (i.e.
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customer satisfaction and loyalty) is affected by human capital (i.e. employees’
creativity and innovation) and (‘project management’) internal capital. How-
ever, further details on the KR actions undertaken and on transformations
were not provided in the report.

Figure 3.4 Employees’ general satisfaction: Carl Bro Group.

Source: Carl Bro 2005: 14.
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Also, a mix of metrics and narratives were provided to assess performance

and the degree of achievements of stated objectives:

Customer satisfaction at Carl Bro Denmark remained high, and the cus-
tomer satisfaction index for 2005 was computed at 95. This means that
the target, an index of 95, has now been met for the third consecutive
year.

(Carl Bro 2005: 13)

Most of the metrics and narratives were provided over at least a two-year
period, and therefore allowed for establishing a trend in the reported metrics.
For instance, in relation to customer loyalty the report stated:

Customer loyalty was measured at 98 per cent, which exceeded the target
of a customer loyalty rate of 97 per cent. The last four years, customer
loyalty has been in the range of 97 to 99 per cent.

(Carl Bro 2005: 13)

In summary, this Intellectual Resources section of the annual report covered
the nine MKR issues succinctly and was clearly informed by the Danish
Guideline. Also, as stated above, the KR data has been compiled over several
years for the external intellectual accounts and has also been used for internal
management purposes. This report from a privately owned consulting organ-
ization is a good example of how a knowledge service company can visualize
and report its MKR.

Coloplast

Coloplast develops, manufactures and markets medical devices and services
and is listed on the Copenhagen Stock Exchange. The analysis considers the
2005 ‘Intellectual Capital Statement’ (ICS),13 which is in English (Coloplast
2005).

Coloplast’s primary stated motivation for producing an ICS is to ‘support
the dialogue with the stakeholders and to provide other readers with a better
understanding of how the organization conducts its business’ (Coloplast
2005: 1). Coloplast reported that the dialogue with stakeholders and a sys-
tematization of this knowledge provides insights into stakeholder interests
and facilitates managerial efforts in finding a balance between conflicting
stakeholder interests (Coloplast 2005: 1).

The analysis of the MKR issues, as highlighted in Table 3.6, indicates that
this listed organization’s ICS for 2005 includes all nine MKR issues.

For strategy, Coloplast’s strategic intent is defined by its ‘mission and
values’ reported in the ICS. The strategic intent is defined as the desire
to excel in the market and to create value for the four main stakeholder
groups – customers, employees, society and environment and shareholders.
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The definition of the strategic intent guided the definition of KR manage-
ment challenges and also the undertaking of KR actions. Also, Coloplast’s
‘mission and values’ links knowledge resources, organizational sustainability
and value creation for stakeholders as shown in the following example:

Throughout the world we wish, within our selected business areas, to be
the preferred source of medical devices and associated services, contrib-
uting to a better quality of life. By being close to customers we fulfil their
needs with innovative, high quality solutions. Through empathy, res-
ponsiveness and dependability we seek to earn their loyalty. Our culture
attracts and nourishes individuals who are energetic, committed and
have a passion for our business. We respect differences and pledge to act
responsibly in social, environmental and business contexts. By striving to
be best in our business we achieve growth and increased value for our
customers, employees and shareholders.

(Coloplast 2005: 2)

The strategic intent is then detailed in terms of enablers, activities and results
for each stakeholder group. For instance, for customers, enablers are: ‘under-
standing customers’ needs and the market’, ‘mastering key processes and
technologies’ and ‘innovation’ (see, Figure 3.5).

In terms of the management of KR category, specific KR elements were
identified in the narratives sections for each of the enablers, and related KR
actions undertaken during the period were highlighted. For instance, in order
to address customer needs, the organization involved product users, along with
professionals, in the product and services development process to create a
dialogue with relevant market actors and also implemented customer surveys:

At Coloplast, we involve health professionals and product users in the
development process. We run various dialogue panels, e.g. Coloplast
Ostomy Forum, Coloplast Continence Advisory Board, Wound Advisory
Board, Skin Care Forum and Skin Health Advisory Board. In 2004/05
the level of activity was 41 per cent higher than the year before. Coloplast

Figure 3.5 Customers’ enablers and results.

Source: Coloplast 2005: 2.
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also participated in 11 major, international congresses, from which many
contacts with health professionals originate.

(Coloplast 2005: 2)

This extract illustrates the link between KR and organization processes (i.e. the
involvement of end users in the development process) and of KR activities
(i.e. dialogue panels and customer surveys).

In regards to ‘society and environment’, Coloplast identifies four main
enablers: corporate social responsibility, economic contribution, manag-
ing the environment and partnerships (Coloplast 2005: 7). Therefore, for
Coloplast, social, economic and environmental issues are included in KR
strategy. As for other stakeholders, the ICS contains details on the activi-
ties undertaken. For society and environment these include: cooperation
with educational institutions, initiative for waste reduction and consider-
ing environmental and health and safety-at-work issues in all development
projects.

For the third category, performance assessment, the Coloplast ICS assessed
performance using narratives and metrics in a variety of ways. For instance,
narratives and metrics highlight the results achieved for each enabler in rela-
tion to stakeholder groups. In some cases, results are compared to the ones
obtained the previous year:

Coloplast Academy completed ten different educational programmes
for 260 employees compared with 182 last year, while the number of
management training days increased from 600 last year to 1,498 this year.

(Coloplast 2005: 5)

Also, results are sometimes assessed against targets defined in measurable
terms:

All Coloplast sites have been certified to one quality management system.
We monitor delivery performance on an on-going basis, and 98.0 per cent
of the deliveries lived up to the target set for 2004/05.

(Coloplast 2005: 3)

At other times results are assessed against competitors:

The overall loyalty index for the Coloplast measurements is 68 in 2004/05
compared with 65 for the other 84 companies.

(Coloplast 2005: 5)

In summary, this short web-based ICS covers all nine MKR issues. This report
provides an excellent illustration of how KR, value creation, sustainability
and stakeholders can be linked together. Also, the ICS (and the process for
preparing it) is seen as a strategic tool, helping the organization not only to
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maintain a dialogue with stakeholders, but also to identify and balance their
interests for management purposes. These two issues, as discussed in sections
1.2 and 2.3 of the previous chapters, represent the foundation of the SMKR
framework that will be presented in chapter 5.

The ICS was developed with a direct focus on the organization’s principal
stakeholders and illustrates challenges and actions for each of these. Also, a
set of metrics and narratives were provided. However, there are few detailed
metrics, although the narratives create a story around how this listed com-
pany has managed its KR. The ICS is expressed in terms of ‘value creation
for stakeholders’ and a stakeholder report which discussed stakeholder rela-
tionships was included in the annual report. This stakeholder report summar-
ized the ‘Intellectual Capital Statement and value creation for stakeholders’
(Coloplast AR, 2005: 63) as is illustrated in the following:

At Coloplast we are determined to act in dialogue with our stakeholders.
We aim to balance the value creation among our stakeholders. We also
need to balance short term results with long-term considerations. This
report is a summary of Coloplast’s Intellectual Capital Statement, which
is available in full at www.coloplast.com. It accounts for the various
efforts supporting overall value creation, and it is the eighth stakeholder
report published by Coloplast.

(Coloplast 2005: 1)

Coloplast’s mission is a good illustration of how strategic intent, KR, value
creation, organizational sustainability and stakeholders are linked together.
The fact that the stakeholder report is a summary of the ICS signals how
these two forms of reporting are merging.

COWI

COWI is a Danish privately owned organization that operates within engineer-
ing, environmental, science and economic consulting. COWI was one of the
organizations that took part in the Danish project. The ‘Intellectual Capital
Report 2005’ (ICR),14 which was considered in this analysis, was contained
in a specific section of COWI’s Annual Report. This is the eighth ICR
developed by the organization and published within its annual report. The
report is in English.

The ICR is provided in order to account ‘not only for our knowledge
resources but also for our knowledge processes and their results’ (COWI
2005: 56). For this organization, knowledge is considered as an important
resource and the ICR represents an account of its knowledge cycle. The
following highlights how this organization met eight of the nine MKR issues
as shown in Table 3.6.

In relation to strategy, the report highlights the focus on value creation for
clients as the main raison d’être of this organization and knowledge embodied
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in the organization as the main way to achieve this. The report is designed
around the identification of three main market stakeholders as the main
resources: clients, staff and organization. These resources are seen as inter-
related in organizational processes. Also, a detailed illustration of KR activ-
ity for knowledge sharing is provided. In relation to performance assessment,
the report provides an extensive set of metrics that relates to the three stake-
holders, related processes and results.

The organization’s strategic intent is based on the knowledge and experience
acquired by its employees while performing the day to day activities of the
business and on the ability to transform this knowledge into organizational
knowledge. An illustration of this is:

Our most important resource is knowledge. Knowledge represents our
intellectual capital . . . which we manage and develop dynamically at
COWI, tracking and reporting on key aspects of this asset in our Intel-
lectual Capital Report (ICR)

(COWI 2005: 56)

Also, the annual report highlights the importance of COWI’s primary stake-
holders to ‘value generation’ and identifies these as: ‘clients and market’, ‘staff’
and the ‘organization’ (COWI 2005: 26).

The ability of the organization to pursue its strategy is related to the man-
agement of knowledge, as the IC report states that: ‘When COWI’s skills
complement each other, we create synergy and total solutions for our clients.
Our strength lies in our extensive, shared network’ (COWI 2005: 60). There-
fore, the integration of the knowledge of employees represents the main KR
management challenge as it determines the organization’s ability to generate
value for its clients and pursue its strategic intent.

Concerning the second category, managing KR, COWI adopts a ‘Know-
ledge Cycle’ model, which is used to identify the main transformations
between KR, as illustrated in the following narrative and in Figure 3.6:

Our reputation, which depends on this satisfaction, provides the basis for
sales, recruitment and commitment in our daily work. This in turn allows
us to continuously generate and improve our knowledge resources, thus
creating a perfect circle. We call this circle COWI’s knowledge cycle.

(COWI 2005: 56)

The report also provides a visual representation of COWI’s ‘Knowledge
Cycle’ and this highlights the transformations that happen between KR in the
organization (see Figure 3.6).

Also, Figure 3.6 identifies resources, processes and results according to the
three main stakeholders: ‘clients and market’, ‘organization’ and ‘staff ’. This
figure illustrates the links between the various resources, and the COWI work-
ing processes in achieving results. Three main relationships are highlighted:

MKR in practice 83



(1) Resources to processes to results (e.g. the excellence of internal knowledge
in the working processes affects the quality of the service provided); (2)
Results to results (the quality of the service provided affects customer satis-
faction); and (3) Results to processes to resources (client satisfaction affects
the (actual and potential) clients in the market).

Also, the IC report highlights an understanding of resources transform-
ations in organizational processes, which is described as:

Our day-to-day corporate activities comprise a series of interacting pro-
cesses which provide the framework within which we deploy our resources
to execute tasks for clients and provide quality, to the satisfaction of
clients and employees alike.

(COWI 2005: 56)

Of interest is that a specific sub-section of the report is devoted to a descrip-
tion of networking, which is a way of performing KR actions that ‘help to
disseminate knowledge and improve efficiency’ (COWI 2005: 57).

In relation to the third category, performance assessment, the ICR provides
a table that is built according to the Danish Guideline. The table, called
‘Intellectual Capital Report’ is reproduced in Figure 3.7 and provides indica-
tors over a three-year period, presented in terms of resources, processes and
results. These are identified in Figure 3.7 for each of the three main stake-
holder groups. Therefore, indicators belonging to each of these three categor-
ies are then divided into resources indicators, processes indicators and results
indicators. Also, each indicator in the ICR is accompanied by a short note
(not reproduced here) that explains how the indicator was calculated. Targets
or desirable trends for the indicators are not reported, so this issue is not
addressed.

Figure 3.6 The ‘Knowledge Cycle’.

Source: COWI 2005: 56.
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In summary, this ICR was brief and the initial part of the report was
devoted to illustrating and explaining the ‘Knowledge Cycle’; therefore, little
space was devoted to a more detailed identification and description of the
issues that were reported. However, as eight of the nine MKR issues were
achieved in fewer than six pages, it was evident that this was a very succinct
and interesting report. The use of the Danish Guideline was evident and the
fact that this was the eighth IC report produced by this private consulting
firm clearly indicates their commitment to knowledge management and its
role in organizational sustainability.

Systematic

Systematic is a private organization based in Denmark and provides IT solu-
tions for information and telecommunication systems. The first ‘Intellectual
Capital Report’ (ICR)15 was produced in 1999. This is the organization’s
fourth ICR (Systematic 2004) and is written in English.

The ICR was designed to provide insights into how the organization
is responding to its management challenges on KR (Systematic 2004: 3).
However, Systematic’s first ICR was developed to support the organization’s
knowledge management and therefore was mainly aimed internally. With its
second ICR, Systematic experienced the use of the report as a communica-
tion tool and, therefore, ‘the external motive became more prominent’ (Bukh
et al. 2001b: 145). The latest ICR provided a wider perspective on organiza-
tional performance as this was measured according to four main areas: cus-
tomers, processes, employees and finance (Systematic 2004: 2). The main focus
of the final report was on the first three areas.

This report addressed all nine MKR issues. Concerning the first category,
strategy, the three issues are represented in the report. The ICR starts with
the mission and vision of the organization and a set of values that represent
the foundation of organizational culture. Also, a number of these values relates
directly to the organization’s ‘core competencies’ and how they are managed.
These are, for instance, ‘active knowledge–sharing’, ‘constant change as a
way of improving personal competence’, and ‘partnership with customers’
(Systematic 2004: 33).

Systematic’s core competencies are stated to be the link between the busi-
ness needs and the IT service delivered to customers and end users. A visual
representation of the organization’s value chain suggests the integration
between KR and the different phases of the value chain (see Figure 3.8).

Systematic defines itself as a ‘knowledge intensive company’ (Systematic
2004: 11) that finds its value creation capability as ‘having the right know-
ledge resources based on close customer relationships, efficient processes and
competent employees’. Therefore, in its ICR, this organization identifies the
KR that produce value to the end user and also highlights KR management
challenges. These are illustrated in Figure 3.9 (see p. 87).

The three management challenges represent a link between Systematic’s
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founding values and its core competencies. Also, two out of three manage-
ment challenges directly relate to two stakeholders: their employees and their
customers.

In relation to the second category, managing KR, the IC report provides
illustration of the activities implemented to achieve the management chal-
lenges, and of the ‘measures that matter’. For instance, the KR management
challenge ‘partnership with customers’ is described as follows:

We intend to be the preferred partner for professional IT customers
within our fields of expertise. Therefore, we want both parties to commit
to cooperation. We will not be satisfied with merely being a good one-off
supplier. Systematic attaches great importance to open cooperation. We

Figure 3.8 Value chain and core competencies in Systematic.

Source: Systematic 2004: 8.

Figure 3.9 Systematic’s management challenges.

Source: Systematic 2004: 11.
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report if anything fails, for example if the schedule is slipping. Likewise,
we expect our customers to inform us if there are delays in the provision
of requirements, test data etc. Openness is fundamental to our ability to
take corrective action in time.

(Systematic 2004: 13)

Also, the KR action undertaken to maintain and improve relationships with
customers were stated to be as follows:

After each major delivery and at the end of each project, the processes
and the cooperation are reviewed. It is essential for us to deliver what was
required – to time and budget – and that the cooperation was positive
and lessons have been learned.

(Systematic 2004: 13)

Results of a number of KR activities undertaken are illustrated in several
graphs and tables, for instance, see Figure 3.10 which illustrates the results of
an employee satisfaction survey.

It is recognized that, in order to foster ‘partnership with customers’, actions
may also be performed on other KR components, for instance, KR actions
for maintaining and improving relationships with customers may relate to
employees as seen in the following example:

Systematic employs a number of specialists who have many years of
experience in the fields of defence and healthcare. These employees con-
tribute to the project teams by providing expertise that can bridge the gap
between the customer/end-users and the systems engineers. Furthermore,
they participate actively in our internal training and arrange visits and
field studies with our customers and potential customers.

(Systematic 2004: 15)

Figure 3.10 Reported result of KR activity: employee satisfaction survey.

Source: Systematic 2004: 28.
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Therefore, Systematic provides an understanding of resources transform-
ations: employees’ competence and knowledge about the customers affect
customer satisfaction and therefore the relationships between the customers
and the organization. Also, the narrative reported below highlights the rele-
vance of human capital in determining the effectiveness of the core processes
of the organization (i.e. software production):

The ability to produce quality software on time is dependent on the
knowledge and commitment of our employees. We therefore put a
strong emphasis on attracting and retaining the best employees in the
market.

(Systematic 2004: 26)

In the ICR analyzed there was an understanding of resources transform-
ations and also narratives about specific KR actions. Metrics and narratives
associated with them play an important part in Systematic’s latest publicly
available ICR.

Concerning the third category, performance assessment, Systematic has
also provided measures about KR components and related elements.

Customers: Active project customers include customers with whom Sys-
tematic had invoiced assignments during the accounting year. Small or
one-off customers are not included. Strategic customers are identified on
the basis of expectations to increase in turnover among our top ten
customers in the near future or added value in the form of references or
technology. The duration of existing customer relationships is defined as
the number of years between the first purchase and the current account-
ing year. . . . Employees: Systems engineers are those employees who
either work directly on customer projects or who, by education or experi-
ence, are able to do so. Professional software competence is defined by
the number of years since graduation plus any further relevant experi-
ence. Training investment per employee is calculated on the basis of
actual costs, excluding working hours. Employee satisfaction surveys are
conducted anonymously by independent consultants.

(Systematic 2004: 33)

Also, an analysis of how these measures are assessed and used for managing
the organization is provided.

Customer satisfaction on average was assessed at 4.3 on a scale from 1
to 5. In response to the question ‘Would you recommend System-
atic to others?’, 85 per cent of our customers answered ‘yes’, and 97
per cent answered ‘yes’ or ‘probably yes’. It is significant that the score
is highest from customers in businesses where our employees have in-
depth knowledge of their operational requirements. This confirms that
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customer and end-user understanding should continue to be given high
priority.

(Systematic 2004: 15–16)

In many cases, measures are reported along a three year period and targets
are defined in terms of desirable trends. An illustration of measures that
relate to the organization’s employee and competence profile over a three
year period is illustrated in Table 3.9.

Also, the ICR contained an opinion of the auditors (Deloitte) about the
reliability of the data and the information included in the report:

We have conducted our review in accordance with Danish auditor prac-
tices on statement assignments, intended to provide reasonable assurance
that data and information has been well-documented in accordance
with the guidelines in the accounting policies. Hence the review is not as

Table 3.9 Measures for employees and competence profile

Employee and competence profile 2000/01 2001/02 2002/03 Desirable trend

Number of employees
Headcount in Denmark as of
30 September

187 257 305 �

Systems engineers 154 208 247 �
Full-time equivalent employees 150 210 271 �

Joiners and leavers
Systems engineers joining 60 63 55 �
Systems engineers leaving 18 9 15 →

Employee satisfaction
Total employee satisfaction (scale 1–5) 3.8 3.8 3.9 �
‘My appraisal is taken seriously’ 3.8 3.8 3.8 �
‘My opportunities for further
education are good’

3.8 4.0 4.2 �

‘Our work motto: Freedom with
responsibility’

4.3 4.3 4.2 �

% who perceive Systematic as a
satisfactory/very satisfactory
workplace

93 92 94 �

Sickness absence (days per employee
per year)

4.9 5.0 4.7 →

Competence Development
Professional SW competencies (total
no. of years)

775 1,118 1,401 �

Per systems engineer 5.6 5.7 8.0 �
Training days per employee per year 8.5 14.9 11.5 �
Training investment per empl. per
year (e)

1,817 2,833 2,048 �

Source: Systematic 2004: 31.
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comprehensive as an audit. From a perspective of essentiality and risk,
our review has included analyses, interviews, random sampling of data
and documentation and control of whether accounting principles applied
have been followed. In areas where it has been possible, we have also
tested the relationship with the financial Annual Report through financial
analysis.

In our opinion, the Intellectual Capital Report has been prepared in
accordance with the guidelines stated in the accounting policies.

(Systematic 2004: 33)

In summary, this ICR consisting of over 36 pages, provides a comprehensive
understanding of the organization’s KR and the activities related to its man-
agement. Also, it outlines in detail its mission, vision and values in which
knowledge and IC are central. It identifies that being a knowledge-intensive
company means that value creation is dependent on having the right KR. The
organization sees its KR priorities as close customer relationships, efficient
processes and competent employees. More importantly, it provides illustration
of the use of IC information for managerial purposes.

Conclusions

This chapter provided an outline of the method that was used to analyze the
selected organizations. The cluster of Danish companies reported in this
chapter had in common their participation in the Danish project and fol-
lowed the Danish Guideline for reporting MKR. However, there was signifi-
cant diversity in how organizations reported on MKR. In particular each
organization was found to use a variety of narratives, visuals and metrics.

In line with a shift in the type of businesses populating most developed
economies, the cluster of organizations were mainly service based organiza-
tions. As indicated in the illustrations of MKR in practice, the type of KR and
their value creation, such as staff competencies, customer relationships and
computer and administrative systems, are now being accounted for very differ-
ently than they would have been under a traditional financial reporting model.

Collectively, their efforts have highlighted the importance of government,
academic institutions and organizations cooperating in developing some
common understandings about MKR and its reporting.

Although the focus of these illustrations of MKR in practice is on the
organizational level, there is also evidence to support the assertion that IC
is instrumental in driving national economic performance. This is probably
because many nations have transformed their economy from an industrial
base to a knowledge economy. This is evident in the Danish economy where
the government sponsored the experimentation of the Guideline and MKR.

As will be seen in the next chapter, there is evidence that organizations in
other countries, including Australia and Asia, have made an effort to report
on their IC, in much the same way as these Danish organizations.
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4 MKR in practice
International developments

Introduction

This chapter continues the analysis of MKR in practice that was undertaken
in chapter 3. The analysis in this chapter follows the same analytical frame to
examine each organization’s MKR reporting but broadens the selection of
organizations beyond those involved in the Danish Guideline project. The 12
organizations discussed in this chapter represent European and Australian/
Asian organizations (see Table 4.1).

Table 4.1 consists of organizations considered to approach their MKR
with ‘outstanding practice’. The organizations include private, listed and
public organizations. Of the public organizations included, there are both
government and non-government. The media used for analysing the organ-
izations’ reporting on MKR is mainly stand-alone intellectual capital docu-
ments; these were used by nine organizations out of the twelve. Moreover, in
two organizations (i.e. Banco Bilbao Vizcaya Argentaria, Development Bank
of Japan) the link between sustainability and KR is highlighted. As will be
seen from the following discussion, it is not only the organizations involved in
the Danish Guideline project that can be considered to be examples of ‘out-
standing practice’ in MKR. Table 4.2. summarizes the results of the analysis
and shows that five out of the twelve organizations considered scored highly
in terms of MKR issues.

Arkitema

Arkitema is a privately owned architectural consulting organization based in
Denmark. The document analyzed was the ‘Knowledge Activities Account
2005’ (Arkitema 2005).1 It was in English.

Arkitema’s Knowledge Activities Account (KAA) focused on ‘our role
as architects and business partners in a complex business industry’ (Arki-
tema 2005: 1). The report was produced both for internal and external
purposes:

In relation to external readers the knowledge audit provides an insight



into our processes, the expectations our clients have when they collaborate
with us, and the results of our work.

In relation to internal readers – staff, partners, and the board of dir-
ectors at Arkitema – the knowledge audit directs attention towards our
ability to share knowledge and develop our skills in relation to the chal-
lenges we are presented with. This also applies to the relation between the
structure of our organization and our ability to develop knowledge and
create learning.’

(Arkitema 2005: 1)

As seen in Table 4.2, Arkitema has five out of nine MKR issues covered in the
KAA examined.

Table 4.1 ‘Outstanding practice’ organizations

Country Type Sector Year Reporting
document

Europe
1 Arkitema Denmark PR Service 2005 Knowledge

Activities
Account

2 Center for
Molecular Medicine

Sweden PU Research 2005 IC Report

3 SentensiaQ Sweden PR Service 2006 IC Report
4 Austrian Research

Center
Austria PU Research 2005 IC Report

5 Banco Bilbao
Vizcaya Argentaria

Spain LI Financial 2005 AR (IC in ‘other
areas’ section)
+CRR

6 Brembo Italy LI Manufactoring 2005 Report of
Tangible and
Intangible Value

7 Oesterreirchische
Nationalbank

Austria PU Financial 2005 IC Report

8 Plastal Italy PR Manufacturing 2005 Intangible
Capital
Statement

9 ZIP Italy PU Service 2005 IC Statement
Australia/Asia

10 Development Bank
of Japan

Japan PU Financial 2005 Sustainability
report: Social,
Environmental
and Intellectual
Assets Report

11 ETRI Korea PU Research 2005 IC Report
12 NSW Department

of Lands
Australia PU Service 2006 AR – IC

Statement
section

Note: PR = private; LI= listed; PU= public.
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In relation to strategy, the knowledge account focused on the ‘strategy for
a new architectonic practice’ that is based on a combination of the organiza-
tion’s expertise, the industry dynamics and social and economic responsibil-
ity (Arkitema 2005:1). It acknowledges the importance of managing KR for
achieving a sustainable organization:

We must combine our expertise within the building industry with social
and economic responsibility. As an example, using our expertise to reduce
the cost of construction will mean more and better schools, hospitals, fac-
tories, housing etc. But reducing costs means that we must revolutionise
the building industry by increasing productivity and innovation, etc.

(Arkitema 2005: 1)

Arkitema’s vision was contained in a ‘knowledge narrative’ which analyzed
the business environment and expressed the organization’s ‘wishes and dreams
for the future’ (Arkitema 2005: 2). This narrative included industry back-
ground, which was characterized by an impasse determined by four main
factors: ‘changing business partners’ (i.e. instability of partnerships in the
building projects), ‘routines and conventional thinking’ (i.e. barriers to learn-
ing), ‘demand for generalists’ (i.e. scarce specialization of competencies and,
therefore, scarce differentiation between competitors), ‘lack of innovation’
(i.e. few research and development investments).

The report highlighted that Arkitema’s vision was to ‘provide architecture
with better conditions’ and therefore to play an active role in helping the indus-
try to overcome this impasse (Arkitema 2005: 4). This was to be achieved by a
vision of the role of Arkitema in the industry, incorporating the knowledge
gained from its experience. For instance, it was recognized that fulfilling clients’
needs is not the only priority and that other stakeholders should also be taken
into account: ‘if we also look after the interests of the other parties, both the
client and we ourselves, will achieve a much greater value’ (Arkitema 2005: 5).
Fostering active cooperation between different competencies and ‘combining
the specialist’s insights with the generalist’s breadth view’ (Arkitema 2005: 6)
will help in understanding customers’ needs and proposing innovative solu-
tions. Other parts of the vision included policies for employee development
and retention, and also increasing the organization’s knowledge by developing
‘new methods for working on a procedural basis’ (Arkitema 2005: 7).

This vision was to be translated into practice via the identification of
knowledge challenges and the definition of a set of ‘measures’ that aim ‘to
reduce the distance between what we wish for and what we do’ (Arkitema
2005: 11). Therefore, knowledge challenges and ‘measures’ were defined by
expressions of the way this organization achieved its vision.

The KAA identified four main challenges that were summarized as: inno-
vative management processes that focus on knowledge sharing; innova-
tion in the production of architectonic solutions; individual development
through continuous learning; the promotion of knowledge flows within the

MKR in practice 95



organization (Arkitema 2005: 11–14). For instance, in relation to individual
development the report addressed the importance of implementing learning in
day-to-day operations. The extract below summarizes Arkitema’s challenge
in regard to individual development:

Over and above training, the challenge therefore involves our ability to
implement learning on an everyday basis. We must incorporate learning
into far more situations; into all phases of projects, via evaluation, in
technical and architectonic discussions.

(Arkitema 2005: 12)

Also, it was perceived as important to manage the organizational processes
in order to provide space for individual development and initiative. The
organization focused on defining processes that would allow decentralized
decision making and therefore enable employees to become actors for social
responsibility. This is illustrated in the report as follows:

With our focus on the innovative design process, it goes without say-
ing that the challenge is to develop skills that enable us to work on
a procedural basis and to make important decisions at a decentralised
level. . . . This would be the first step towards the development of the
‘socio-eco-responsible’ employee, while the next step would focus on
project management, professional cutting-edge skills, etc.

(Arkitema 2005: 12)

For Arkitema, knowledge is ‘not merely information stored in databases’ – it
is embedded in employees and can be shared within the organization.

Arkitema’s KAA reported managing KR through the identification of a set
of areas for managerial intervention and related ‘measures’ for achieving
knowledge challenges. For instance, in relation to the challenge of ‘know-
ledge sharing’, Arkitema focused on the development of networks between
employees, providing opportunities for learning. One way of supporting net-
working between employees was changing the physical layout of the workspace
(Arkitema 2005: 13). Also, the organization developed specific networking
projects, such as the environmental network described in the illustration below:

Lars Kvist manages the environmental network and has environmental
coordinators in all departments. The environmental network sharpens
the focus on and disseminates the professionally qualified debate on
the environment at the drawing office, and provides the various depart-
ments with help in connection to projects. In addition, the environmen-
tal network builds up and maintains our environmental tools. The
environmental network generates new knowledge, finds new knowledge
and, very importantly, passes it on to us.

(Arkitema 2005: 18)
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The development of networking is one of the 18 focus areas for managerial
intervention and relates to knowledge sharing. For each of the focus areas,
the report highlights ‘measures’ that were being implemented or that were
to be implemented in the future. For instance, in relation to the focus area
creation of professional networks, the report identifies the need to develop an
account of already existing networks and their main features in terms of aim
and composition.

In describing the measures for pursuing Arkitema’s knowledge challenges,
the report provides insights into the organization’s understanding of KR
transformations. For instance, participation in international projects helps in
developing employee competencies and skills.

By working with other cultures and traditions we not only challenge our
ability to listen and observe, but also challenge our working methods,
and thereby our expertise and professional ability. In addition, we believe
that international projects are of significance for our ability to recruit
and retain the best employees.

(Arkitema 2005: 21)

Also, this statement highlights KR transformations, in that the relational capi-
tal (represented by the element of international business partners) affects the
human capital (and, in particular, the element of employee competencies). In
reporting each measure, the KAA names the person in the organization who
is responsible for implementation of the measure itself.

Concerning performance assessment, interestingly, Arkitema did not con-
sider this important in its KAA. There was scant evidence of metrics and
targets and little discussion of how achievements were to be monitored and
assessed in numerical terms.

It was recognized in the report, that the production of a KAA enhanced
the organization’s understanding of their working processes and methods. It
was acknowledged that organizational learning was considered to be one of
the main benefits of producing the KA.

Preparing the knowledge audit is a dynamic process that is continually
influenced by what is happening, both internally and externally. New
challenges and strategies focusing on particular issues are tested in vari-
ous forums and processed, and as a result we acquire new knowledge and
become wiser. It may therefore seem almost inconsistent to put the final
full stop to such a process. We do so however in the expectation that, in
its final form, the knowledge audit will lead to a dialogue, both internally
and externally.

(Arkitema 2005: 2)

In summary, Arkitema’s KAA provides evidence of how the MKR can be
positioned to achieve organizational sustainability. The KAA was a good
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illustration of a strategic document that was forward looking, however it
lacked details on a number of MKR issues, such as the identification of
KR components and elements. Also, as indicated, performance metrics and
detailed narratives about assessments of past, present and future KR were
surprisingly absent. However, Arkitema’s KAA usefully illustrates how KR
transformations and the need for integrating KR activities into day-to-day
processes represent knowledge that can be incorporated into the SMKR
framework, as will be discussed in chapter 5.

Center for Molecular Medicine

The Center for Molecular Medicine (CMM) is a Swedish public research
organization founded in 1995 with the aim of promoting ‘openness and
knowledge interactions’ about medical research. This analysis uses CMM’s
‘Intellectual Capital Report’ (ICR)2 for 2005, which was produced in English.

Figure 4.1 illustrates the Intellectual Capital Report Model used by this
research organization, which illustrates the input and output of research
and knowledge transfers. This model is used to frame the ICR analysis.

This report addresses eight out of the nine MKR issues. In relation to
strategy, the report addresses all the issues and provides interesting illustra-
tions of practice. It states that new knowledge makes society evolve and this
is the ultimate purpose of research (CMM 2005: 11). Also, the report indi-
cates the importance of the main stakeholder groups, whose interests were
included in the CMM strategic intent, as illustrated below:

The research at CMM is therefore aimed at the goals of society, science,
and various interest groups, such as patient organizations. In order to
reach these goals, human, structural, and relational capital is invested in
the key processes of CMM – research and knowledge transfer.

(CMM 2005: 11)

Figure 4.1 CMM’s Intellectual Capital Reporting Model.

Source: CMM 2005: 11.

98 MKR in practice



The ICR model specifies the strategic intent in terms of CMM’s knowledge
goals, which are defined in more detail in the report, for instance:

CMM strives to stimulate the mutual benefit between clinical compe-
tence and experimental experience, and aims to disseminate knowledge
on medical technology and methodology relevant for molecular medicine
in the clinical practice.

(CMM 2005: 11)

One of the ‘knowledge goals’ was to promote the knowledge exchange between
researchers and clinicians. This was pursued, for instance, by encouraging
staff to work together at the clinic and in the laboratory (CMM 2005: 13).
Another ‘knowledge goal’ was making knowledge available to society (CMM
2005: 13), which was achieved via specific KR actions for managing KR. An
illustration for making knowledge usable is provided below:

Furthermore, CMM offers patent support to stimulate entrepreneurship
and facilitate for the researchers to further develop their research results.
The recently introduced patent support has so far led to the creation of
one start-up company.

(CMM 2005: 11)

The Intellectual Capital Model is based on three main IC components:
relational capital, structural capital and human capital. In the report, each
component identifies several unique KR elements which are central to the
nature of this research organization. For instance, in regards to relational
capital, the report identifies ‘internal cooperation’ between researcher and
clinicians, ‘national and international networks’ with other research partners
and ‘cooperation’ with industries. In relation to human capital, the report
identifies not only numbers of staff but also their attributes, for instance,
young researchers and support staff:

Compared to 2004, CMM has grown nearly 6 per cent, from 343
people to 363. The senior staff consists of 23 professors and 55 assistant
professors, while the younger researchers are divided in 83 postdocs
and 153 PhD students. This age distribution is consistent with efforts at
CMM to support young researchers and to give them an opportunity to
evolve in their role as scientists. The remaining 49 staff members consist
of laboratory technicians, laboratory assistants and administrators.

CMM has a relatively even distribution of male and female researchers
[. . .]. In Faculty the ratio male/female staff is 51/49, and of the PhD
students the same ratio is 26/74. This can also be seen among the group
leaders, 16 groups with a mean size of 15 members have a male leader,
while 11 groups with a mean size of 10 members have a female leader.
The distribution between group leaders over and below the age of 50 has
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a similar distribution, with 11 and 16 groups, respectively and with a
mean size of 16 group members with more senior leader and 10 group
members with younger leaders

(CMM 2005: 14)

Also, the report highlighted the strategic relevance of the transformations
between KR. A concern with the future development of the organization’s
human capital was illustrated:

To secure future generations of researchers in molecular medicine, CMM
needs to recruit young outstanding researchers and support their devel-
opment. The strategy is therefore to emphasize the intellectual, relational,
and structural infrastructure for this group in particular.

(CMM 2005: 12)

Concerning performance assessment, the report provides insights into how the
performance of this research organization is assessed via three main areas:
knowledge resources, knowledge processes and specific short-term and
medium-term IC results. The report identifies metrics for KR elements and
also metrics and narratives around the processes and interpretation of results.
This is illustrated in Table 4.3.

As can be seen from Table 4.3, the IC report highlights the elements of
each area and sub-area and related metrics were reported over a one year
period. Metrics are also provided about staff groupings although no details
are provided as to how these groups are identified or what the relevance of
this information is. Surprisingly, an assessment is made in the narratives about
the progress achieved in comparison to 2004, although the table does not
include 2004 metrics.

In conclusion, CMM’s ICR covers eight of the nine MKR issues. It does
not, however, report on targets and achievements. The report provides an
illuminating Intellectual Capital Report Model (see Figure 4.1), which high-
lights the flow from CMM knowledge goals to KR components, through
knowledge processes, to the achieved MKR results. In relation to managing
KR, the report provides an understanding of the relevance of KR transform-
ations for the advancement of researchers’ knowledge and also several details
on its specific KR elements. In relation to performance assessment, CMM
provides an interesting way of measuring performance by reporting specific
metrics for knowledge resources, processes and results.

SentensiaQ

SentensiaQ is a privately owned Scandinavian organization that operates as
an IT consultancy. The 2006 ‘Intellectual Capital Report’ (ICR)3 considered
by this analysis is the organization’s second and is in English (SentensiaQ
2006).
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Table 4.3 Extract from the Intellectual Capital Report 2005

Total Average
per group

Human capital

Number of staff 363 13
Number of professors 23 1
Number of assistant and associate professors 55 2
Number of postdoctoral employees 83 3
Number of doctoral students 153 6
Percentage of male/female doctoral students 26/74
Percentage of male/female faculty 49/51

Relational capital

Number of PhD students with a clinical background 54 2
Number of researchers who have clinical appointments 86 3
Number of collaborations within CMM 93 3
Number of collaborating groups at Karolinska University

Hospital (KUS)
128 5

Number of collaborating groups at KI (apart from CMM) 99 4
Number of Swedish collaborating groups/departments

outside KUS/KI
112 4

Number of collaborating groups abroad 192 7
Number of previous doctoral students now working in a

research group abroad
72 3

Number of doctoral students from other countries 62 2
Number of faculty with undergraduate study background

outside Sweden
46 2

Structural capital

Number of bio banks used 63 2
Total amount of funds spent on technical framework

conditions (MSEK)
12.6 0.5

Key process research

Ratio of basic/disease/patient oriented research 24/56/20
Percent of budget derived from external funds 79
Percent of budget derived from companies 18
Research budget (MSEK) 157.4 5.7

Key process ‘knowledge transfer’

Percentage of researchers’ working time spent in the clinic 36
Research leader in information meetings with patient

organizations
54 2

Number of public debates in which the group leader
participated

(Continued Overleaf)

22 1
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The stated reason for producing an ICR was to ‘give a holistic view of
the company, based on well defined indicators on the basis of the company
vision, strategy, basic values and goals’ (SentensiaQ 2006: 2). Also, the ICR
and its indicators were seen as a managerial tool: ‘Comparison of indicators
over time will give an opportunity to detect changes and developments and to
help management to act correctly’ (SentensiaQ 2006: 2).

The latest ICR addresses seven out of the nine MKR issues. Concerning
strategy, the strategic intent of the organization was expressed in terms of
the company’s ‘soul’ and this includes the mission, business concept, vision
and strategy, goals and basic values. The company uses a framework which
includes KR and financial resources and this appeared on the front page of
the 2006 ICR.

It is interesting to note that SentensiaQ sees value in terms of finance
capital and IC. For this organization IC was divided into three main blocks
of assets: human capital, structural capital and customer capital.

For this organization the basic business concept was stated as ‘Long-term
customer relationships are a guiding point in everything we do. We always act
in a business-like manner with a high degree of integrity and professionalism’
(SentensiaQ 2006: 4). Therefore, customers were seen as the main external
stakeholders of the organization. This understanding is supported also by
Figure 4.3, which identifies customers as the only external stakeholder group
within the SentensiaQ strategic models.

The ICR states that the company’s vision and strategy was to be the ‘most

Table 4.3 Continued

Total Average
per group

Number of interviews that the group leader gave to a
journalist

107 4

Previous doctoral students or postdoctoral employees who
now work in a company

50 1

Short-term results

Number of dissertations completed in the group 46 2
Number of published articles in refereed international

journals during 2005
408 15

Total number of prizes and awards during 2005 32 1

Mid-term results

Number of patents approved during 2005 7
Number of spin-off companies created 4
New medical treatment or diagnostic programmes in

progress
~30

Source: CMM 2005: 18.
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attractive knowledge-company for customers and co-workers (SentensiaQ
2006: 5). This organization marries IC with modified critical success factors
derived from the Balanced Scorecard. From this combination it identifies
focus areas for managerial action (SentensiaQ 2006: 13). Figure 4.4 clarifies
this organization’s understanding of the relationships between the critical
success factors of the BSC and the three IC components.

Concerning the second MKR category, managing KR, the identification of
the main IC components of the organization’s ‘value’ is not accompanied by
a detailed discussion about resources transformations. However, specific KR
actions are identified; for instance, in relation to structural capital, it is stated
that ‘We are also always working with our quality system, our ability to share

Figure 4.2 SentensiaQ KR and strategy.

Source: SentensiaQ 2006: 1.

Figure 4.3 The strategic model of SentensiaQ.

Source: SentensiaQ 2006: 5.
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knowledge and to document our knowledge in our information structure’
(SentensiaQ 2006: 7).

Concerning the third category, performance assessment, for each IC cat-
egory, specific elements are identified and a number of metrics provided.
Table 4.4 illustrates this in regard to ‘structural capital’.

The arrows in the figure indicate an underlying trend. The indicators are
designed to reveal the need for action and intervention: ‘Comparison of
indicators over time will give an opportunity to detect changes and develop-
ments and to help management to act correctly’ (SentensiaQ 2006: 2). The
choice of indicators is significant and probably reflects the organization’s
‘wish list’: ‘All indicators must be assessed on the basis of their contribution
to the strategic vision of the company’ (SentensiaQ 2006: 2). Interestingly, the
ICR does not contain detailed narratives about how to understand and read
the metrics contained in the report.

In summary, this report achieves seven out of the nine possible MKR
issues. It is an excellent illustration of how to present metrics for performance
assessment. However, this ICR does not highlight transformations and
reports that: ‘All indicators must be evaluated on the merit of their contribu-
tion to the strategic vision of the company’ (SentensiaQ 2006: 2). Also, in this
ICR there is no assessment of the indicators, neither in general terms (i.e.
about the figures reported) nor in relation to the contribution to the organiza-
tion’s ‘soul’. The indicators refer to the current reporting period and trends
and variances over time are indicated by arrows. Also, the failure to include
detailed narratives does not allow a genuine understanding of how the metrics
relate to the strategy of the organization.

Austrian Research Centers

The Austrian Research Centers (ARC) is the main applied research organiza-
tion in Austria. ARC performs research and development in the fields of

Figure 4.4 Relationships between the BSC and IC.
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Table 4.4 Structural capital (organizational capital) indicators

Category Indicator Measure Value
04/05

Value
05/06

Trend Notes

Information
systems

Information
captivation/
distribution

Document management

Customer relation
management

2

3

2

4

�

�

(max=5)

(max=5)

Knowledge management 2 2

�

(max=5)

How well IT
supports core
operation

Employee survey

Process support

3,5

–

tbm

1

�
�

(max=5)

(max=5)

Quality
management

Formal quality
system

Existing Yes/No
(standard/own/non)

Yes
(own)

Yes
(own)

�

Process review – – – no m

Internal review of quality
system

Yes No �

Projects meeting
requirements
(expectations)

4,8 tbm – (max=5)

Innovativeness R&D costs % of available time/
employee

6,8% 4,3%

Innovation
process

Feedback to new ideas – – – no m

New/impr.
products

Income of new products/
fields

– – – no m

Comp. dev. Training Training/education/
development hours per
employee

110 83

Working
conditions

Physical
conditions

Mobile conditions

Satisfaction with IT
resources from survey

4

–

4

tbm

�

(max=5)

Time due to trouble in IT/
adm/employee

18 9 � hours

Governance Org. structure Internal structure
description from survey

– – – no m?

Communication
and strategy

How often are strategy
and goals reviewed

1 1

�

Employees participation
in review/year

2 2

�

Business
processes

Maturity

Customer
interface

Process maturity

Customer experience of
process result

–

4,7

–

tbm

– no m

(max=5)

Source: SentensiaQ 2006: 9.
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information technology, material technologies and engineering, life sciences,
nuclear technology services and systems research and provides research and
development services for the economy and society.

It was stated in the ICR that ARC represents a link between basic research
at universities and the specialized applied research carried out by companies,
which means that ARC’s role is to transfer academic knowledge to practical
applications, provide infrastructure and a platform for cooperative research
projects and assume the risk of innovative research in the early stage.

ARC is owned 51 per cent by the Republic of Austria and 49 per cent by
private organizations. Despite the government owning the majority of ARC
shares, the organization operates as a private limited company, and therefore
it has been considered for this analysis as a private organization.

ARC started producing its ‘Intellectual Capital Report’ (ICR) in 1999 and
its 2005 report is ARC’s seventh.4 ARC was one of the first research organiza-
tions in Europe to produce an ICR for the whole organization. The ICR is a
stand alone report and supplements the information contained in the annual
report. This analysis uses the latest ICR (ARC 2005), which is in English.

This report addresses all the MKR issues. The foreword of the Managing
Directors highlights the external purpose of the ICR which was to provide an
understanding of the organization’s factors for future success:

explains the basic elements for the future success of our customers and
partners, and gives examples of our current research activities and future
applications that will continue to enhance the attractiveness of Austria as
a business location in the face of European competition.

(ARC 2005: 5)

This is also stated in the Executive Summary where:

By publishing its annual intellectual capital report, ARC aims to give a
clear overview of its newly acquired knowledge and knowledge flows and
to provide interested parties and potential customers with information
about the company’s very considerable potential.

(ARC 2005: 8)

Therefore, for strategy, the creation of new knowledge and its exchange repre-
sents a key element in shaping the future success of this research organization
and this was also highlighted in the strategic intent:

The aim of the ARC Group is to strengthen the technological innovative-
ness of Austria as a business location in the long term. Austrian Research
Centers is a partner to industry, generating technologically and socially
relevant innovations within its ten thematic research and technology
programs.

(ARC 2005: 12)
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The strategic intent highlights the value of the newly acquired knowledge for
the organization and its ‘relevance’ for the society and the industry partners.
In the report, the focus on innovation is detailed in terms of KR management
challenges for each of the four research areas (i.e. nanoscience, bioinformat-
ics, embedded systems/transport technologies and environmental systems
research). The challenges relate both to knowledge creation and knowledge
exchange. For instance, two management challenges were (1) Nanoscience: ‘In
the medium term, competitive research will underpin the integration of the
newly established Nano-System-Technologies division as an interdisciplinary
technology’ (ARC 2005: 39) and (2) Bioinformatics: ‘New technology expert-
ise in the interactive subject areas of molecular biology, bioinformatics and
image processing within the ARC Group will ensure that our customers main-
tain a competitive advantage in the marketplace’ (ARC 2005: 39). In simple
terms, the nanoscience challenge relates to the generation of new knowledge,
whilst the Bioinformatic challenge focuses on how to use new knowledge, in
this instance, for the competitive advantage of customers.

Knowledge creation and exchange are developed respectively within two
‘core processes’ of ARC business activity: ‘independent research’ and ‘contract
research projects’. ‘Independent research’ is the long-term, pre-competitive
research of ARC, organized in joint research ventures, mainly financed by pub-
lic funds, and focused on acquiring knowledge. ‘Contract research projects’
are carried out for private and public customers, where specific problems are
addressed and solutions generated (ARC 2005: 36). Therefore, for ARC, the
management of stakeholder relationships becomes an important step in pursu-
ing strategic intent. Also, knowledge creation and exchange are strictly related
to the ability to establish and maintain relationships with main external stake-
holders such as universities, research partners and private companies. A visual
representation of this is provided in the report (see Figure 4.5).

Figure 4.5 relates the ARC’s stakeholders (i.e. universities and industry) to
the two main research types (i.e. independent and contract research) and
highlights the role of ARC as a knowledge incubator.

Also, in relation to managing KR, the narratives within the ICR identify
three main knowledge and know-how streams that are acquired and developed
via research projects and collaborations with main stakeholders. These are:
‘scientific cooperation’ (i.e. cooperation with universities), ‘technological
cooperation’ (i.e. cooperation with research and government organizations)
and ‘entrepreneurial cooperation’ (i.e. cooperation with industry and govern-
mental organizations) (ARC 2005: 36). These are examples of KR transforma-
tions. For instance, in relation to the independent research core processes and,
in particular, to scientific cooperation, the relationships with the universities
(external resources) interact with the knowledge embedded in the employees
(human resources) or in organizational processes (internal resources). There-
fore, Figure 4.5 could be considered as the first step in mapping KR trans-
formations within organizational processes. The flows of KR were defined as
vital for shaping the ARC’s future:
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As the largest non-university research and technology organization in
Austria’s national innovation system and a key player in the European
research area, the exchange of knowledge between universities and
companies is of vital importance for the successful development of ARC.

(ARC 2005: 8)

In relation to the identification of KR components and elements, the report
highlights that this research organization uses a tripartite classification that
divides KR into: human capital, structural capital and relational capital.
Also, the relevance of a specific KR element is highlighted: ‘Patents are grow-
ing in importance in the context of evaluating technology companies, and are
a vital precondition for successful innovation’ (ARC 2005: 9).

A number of specific KR activities for enhancing the innovative potential
of the organization and building and maintaining relationships with stake-
holders are provided along with the report. For instance, in relation to the
first issue: ‘ARC is cooperating with European research and technology
organizations and industrial corporations on a total of 25 new EU projects
commissioned in 2005’ (ARC 2005: 8).

In relation to performance assessment, the ICR provides a set of financial
and non-financial indicators which measure the three main KR categories,
being human capital, structural capital and relational capital as well as ‘core
processes’ and ‘results’. This is illustrated in Table 4.5, which can be considered
an excellent example of a set of metrics within an MKR framework.

Each indicator is reported over a three-year period and the related trend is
shown by an arrow. Also, the formulas used to calculate each indicator are
provided at the end of the report. The table reports results that can be divided

Figure 4.5 Stakeholders, project types and knowledge flows.

Source: ARC 2005: 37.
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Table 4.5 ARC’s Intellectual Capital Report in figures

2003 2004 2005 Trend

Human capital

Number of staff (individuals) 764 885 995 �
Number of researchers (individuals) 397 484 522 �
Proportion of women (%) 24.0 26.4 25.7 �
Women in senior positions (%) 14.7 19.2 19.8 �
Total days training per employee 1.21 0.78 0.82 �

Structural capital

Hit rate for EU research programs (%) 35 40 43 �

Relational capital

Number of new EU projects 16 27 25 �
Number of new interdepartmental contract

projects
16 44 44 �

Number of international researchers 44 77 96 �
Number of dissertations 118 144 152 �
Number of theses 92 122 125 �

Core processes

Proportion of total expenses accounted for by
independent research (%)

55 51 57 �

Revenues from customer projects incl. small
projects (� m.)

32,781 33,058 35,951 �

Turnover/contract (excl. small projects, �) 50,027 41,353 53,633 �
Proportion of international customers (%) 18 26 27 �

Results

Total operating revenues (� 000) 96,320 98,680 114,651 �
Market success (%) 50 49 50 �
Proportion of new orders from industry (%) 52 62 74 �
Coordination of EU projects and networks 8 8 12 �
Publications: peer-reviewed journals 86 105 135 �
Peer-reviewed journals per researcher 0.23 0.24 0.26 �
Proportion of publications in future technology

fields (%)
43 39 41 �

Patents granted 6 8 21 �
Patents applied for 36 23 45 �

Source: ARC 2005: 9.
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into economic-oriented results and research-oriented results. However, the
figures in the table and the narratives do not assess performance against KR
management challenges in a systematic way, although, a qualitative assess-
ment of the degree of achievement of management challenges (that are here
referred as to ‘strategic milestones’) is provided via colour coding. In particu-
lar, the degree of achievement of each milestone is signalled by fully colour-
ing one of the three circles which accompany each narrative: in the original
document the circle on the left is green, the central one is yellow and the one
on the right is red. When performance meets targets the fully coloured circle
will be the green one (left side circle), when performance deviates from targets
the fully coloured circle will be the yellow one (central circle); finally when
performance significantly deviates from targets the fully coloured circle will
be the red one (right circle).

An illustration from the ICR about environmental systems research is pro-
vided in Figure 4.6, where the fully (green) coloured circle on the left side
express that this milestone has been achieved according to targets.

The narratives report KR variances over time: for instance, the ‘ARC
research companies applied for national and international patents for a total
of 45 inventions in 2005 a rise of 95 per cent compared to 2004’ (ARC 2005: 9).

In summary, this organization is one of the few that achieves all nine MKR
issues and is an excellent illustration of an ICR. This may be because of its
relatively long history of reporting and the legislative requirements of the
Austrian University Act (see chapter 2). The report provides a comprehensive
understanding of the fundamental role of KR and their management for the
strategy and sustainability of this research organization. Also, it reflects a deep
understanding of its unique KR and how these are embedded into its core pro-
cesses. It defines detailed management challenges for each research area and
assesses performance over time and with the use of metrics and narratives.

Banco Bilbao Vizcaya Argentaria
Banco Bilbao Vizcaya Argentaria (BBVA) is a listed group5 based in Spain
and operating in the financial industry. A section of BBVA’s 2005 annual

Figure 4.6 ARC strategic milestone for environmental systems research.

Source: ARC 2005: 39.
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report contains a specific sub-section on IC and stakeholders. A number of
the MKR issues are addressed in depth within the 2005 Corporate Responsi-
bility Report (CRR), which is the fourth such report. This analysis considers
both the IC sub-section of the annual report (BBVA AR 2005a) and the CRR
(BBVA 2005b). Both documents are in English.6

The two reports address eight out of the nine MKR issues. In relation to
strategy, IC is identified as the key ingredient for achieving organizational
sustainability. The importance of value creation for stakeholders is not just a
strategic proposition but is translated into action.

The CRR presents a ‘comprehensive approach to the understanding of
business activity’ that supplements the data contained in the annual report
(BBVA 2005b: 2). Initially, the CRR was produced for external reporting, as
the perspective contained in the CRR was ‘increasingly called for by societies,
with ever higher levels of instruction and awareness and is increasingly
appreciated by the market’ (BBVA 2005b: 2). Even if external reporting
remains the main reason for producing a CRR, according to the BBVA AR
the information contained in the CRR also proved to be useful for managerial
purposes:

It is also one that is turning out to be more and more useful for the actual
management of the company itself, as it contributes to sustained value
creation over time. We should not forget this – sustainability in the
broadest sense of the term – is a goal that is inherent to any company.

(BBVA 2005a: 2)

The IC sub-section acknowledges the relevance of intangible assets/intellectual
capital for value creation and sustainability and therefore identifies the link
between IC and the group’s mission:

Intangible assets are the key to the competitive success of companies and
are a fundamental factor in the creation of value. In this sense, intel-
lectual capital is the differentiating element that enables an organization
to be more creative and innovative, which, in the end, results in an out-
standing competitive advantage ensuring development that is sustained
and sustainable in time.

(BBVA 2005a: 122)

The creation of value for the organization is defined according to a stake-
holder perspective: the tangible direct value, the intangible direct value and
the indirect value. This is illustrated in the following text:

The tangible direct value: this is the economic value provided to each one
of its stakeholders.

The intangible direct value: this is the value of a non-immediate finan-
cial nature that it provides to each one of its direct stakeholders, in terms
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of the quality of its products and the services it provides. The indirect
value: this is the induced value that the Group’s activities generate in the
societies in which it operates.

(BBVA 2005b: 37)

Both the documents highlight the group’s ‘Direct Stakeholders’ as the ‘main
focus of our performance as a company: our shareholders, employees, cus-
tomers and suppliers’ (BBVA 2005b: 3). IC is constructed as a fundamental
resource to create value for stakeholders, and therefore has to be managed
systematically.

Also, in regards to managing KR, the documents define the concept of IC
and value creation as composed of three groups: human capital, structural
capital and relational capital. These are described in the following illustration:

Human capital, referring to the knowledge that the organization’s people
and teams have; structural capital, understood as all elements of struc-
tural knowledge, that is, information and communication systems, corpo-
rate culture, available technology, work processes, management systems,
etc.; and, last of all, relational capital, referring to all the relations that
the Group maintains with the players in its environment.

(BBVA 2005a: 122)

Within the various KR actions that the group has undertaken in pursuing its
mission, two have achieved a significant level of progress in the organization.
These are the ‘Human Resources Model’ and the ‘Corporate Reputation
Management System’.

The ‘Human Resources Model’ was developed and implemented to man-
age human capital and aimed to develop the skills and knowledge of
employees to achieve value creation (BBVA 2005a: 120). This is defined in
more detail by the extract below and illustrated in Figure 4.7.

BBVA considers the role of Human Resources to be a key component of
its value creation strategy. Accordingly, it has a complete and comprehen-
sive model for human capital management, which has been equipped with
a series of tools that are an assurance of excellence in the recruitment,
assessment, development and reward of the Group’s professionals

(BBVA 2005a: 120)

The ‘Corporate Reputation Management System’ is much more than its
name implies, as it is developed and implemented in order to integrate the
expectations of different stakeholders into the management of the group
so that ‘they [stakeholders] may be responded to in a proactive, systematic,
balanced and proper manner’ (BBVA 2005b: 31).

Therefore it appears that significant KR activities have been implemented
to monitor stakeholder needs and to incorporate these into the management
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processes of the organization. Also, this can represent an illustration of how
organizational capital (e.g. management systems) is linked to human capital
(e.g. employee competencies and development) in organizational processes.

In relation to performance assessment, for each of the three IC groups, a
table of indicators is provided. Indicators of human capital and structural cap-
ital are grouped on the basis of BBVA’s ‘commitment’. For instance, human
capital indicators are divided into three groups, ‘Managing diversity as a
competitive advantage, ensuring equal opportunities and respect for all indi-
viduals’ (BBVA 2005a: 123). In regards to relational capital indicators, these
are also grouped on the basis of the main stakeholders (i.e. customers, society,
suppliers and shareholders) and, within these, management challenges. An
illustration of relational capital indicators is provided in Table 4.6.

Also, the CRR provides insights into how BBVA’s IC measures are used for
management purposes.

In order to be fully aware of, and effectively manage customer experience,
Corporate Quality coordinates and assumes control over all customer
satisfaction measurement processes, along with yearly assessment of the
internal customer-supply chain. This knowledge is further enhanced by
the information obtained from employee motivation and satisfaction
indicators. The information on these three areas is then used to analyse
and diagnose its combined effect on overall business results.

(BBVA 2005: 69)

This illustration highlights the relevance of considering the links between the
information of relational capital and human capital in order to achieve an
understanding of the business and therefore the management of the group.

Figure 4.7 BBVA human resources model.

Source: BBVA, AR 2005: 120.
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Table 4.6 Relational capital indicators over a two-year period

2005 2004

CUSTOMERS
Winning the trust of customers through the fulfilment of

commitments and ethical and transparent conduct
Customers (millions) 38 35
Private individual customer satisfaction index (%)(1) 67.9 67.6
Spontaneous awareness index (1st mention, BBVA brand) (%)(1) 12.7 13.8

Providing a proactive and customised service, knowing how to treat
each customer in terms of their needs and potential

Branches (No.) 7,410 6,868

• Spain 3,578 3,385

• The Americas 3,658 3,303

• Rest of the world 174 180
Staff in management and front-office positions (%) 68 67
Countries where the Group operates (No.) 31 32
New channels

• Calls handled by telebanking (millions) 196 79

• Customers using on-line services (thousands) 4,013 3,449

• ATMs and other self-service devices (No.) 14,509 14,231

Offering the best advice and the most efficient solutions with a
service that goes beyond the purely financial business

Public access websites with Group content (No.) 53 43
Network of Group’s correspondent banks abroad (No.) 4,189 4,263

SOCIETY
Encouraging involvement in programmes closely related to social

concerns
BBVA Group foundations (No.) 5 5
Ruta Quetzal participants (cumulative number) 8,700 8,350
Community support: funds allocated by the Group and its

foundations (million euros)
46.5 38.3

Socially responsible investment funds (% of the total of
investment funds managed)

1.53 1.83

Contributing to the establishment of stable financial systems in all
the markets in which the Group operates

Countries of the Group with Research departments (No.) 10 9
Periodical publications issued by the Group’s Research

departments (No.)
32 49

Expenditure on publications, sponsorship and collaborations
with the Group’s Research departments (thousand euros)

963 1,702
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In summary, the two documents analyzed contain an impressive amount
of information that cover eight out of the nine MKR issues. In particular, in
regards to performance assessment, two out of the three issues are addressed
and provide an interesting way of integrating KR and stakeholders. Also,
remarkable is the reporting of how KR information is used for management
decision making processes. Despite this, measures for objectives and targets
are not provided and, therefore, it is difficult to assess progress in MKR.
However, these reports attempt to merge stakeholders and IC and to integrate
them in all the MKR categories: strategy, management and performance
assessment. This approach is considered fundamental for organizational sus-
tainability and this is highlighted in the SMKR framework that will be pre-
sented in chapter 5. Also, this analysis highlights the ‘overlap’ between IC
reports and Corporate Social Responsibility reports and provides useful
insights into the need to consider merging these reports into one Extended
Performance Report, which will be discussed in depth in chapter 5.

Brembo

Brembo is listed on the Milan Stock Exchange and produces braking systems
for high-performance cars, motorcycles and commercial vehicles. Since its

Acting in accordance with strict rules of ethical conduct,
determining our way of understanding business

Full audits of branch network for verifying compliance with
standards and with money-laundering preventing procedures
(No.)

1,937 2,764

SUPPLIERS
Maintaining a mutually beneficial relationship within the

framework of relations with partners, collaborating in the
development of their personal and business projects

Supplier satisfaction index (score out of 5, biennial survey) – 3.7

SHAREHOLDERS
Affording in the long-term a profitability rate higher than that of

benchmarked competitors
Shareholders (thousands) 985 1,081
Shares (millions) 3,391 3,391

Providing timely, comprehensive and accurate information
Channels available to shareholders (No.) 12 12
Periodical publications issued annually for shareholders (No.) 21 21
Number of enquiries attended to by the Shareholders’ Office

(annual)
11,679 10,737

(1) Source: FRS Inmark, referring to Spain.

Source: BBVA, AR 2005: 125.
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foundation in 1961, Brembo has received many awards in relation to its
innovation ability, processes and external disclosure.7

Brembo was one of the first Italian organizations to produce an ICR in
1999, but mainly for internal managerial purposes. Up to 2003, the ICR was
only partially released to the public within the Annual Report. In 2004,
Brembo started reporting externally its ‘Intangible Capital Report’, as a sup-
plement to its annual accounts. In 2005, the report was renamed ‘Intangible
Value Report’ and included in the ‘Report of Tangible and Intangible Value’
in which both traditional tangible measurements of organizational perform-
ance and intangible measures of performance (i.e. the Intellectual Capital
Report) are considered in one document.

The following analysis used Brembo’s ‘2005 Report of Tangible and
Intangible Value’,8 which was written in English. As stated before, this is the
seventh report on IC prepared by the organization and the second report
externally disclosed.

The Brembo report is structured in four main parts. The first part (pp. 1–24)
contains the foreword and an overview of the organization, including its
mission, values and code of ethics. The second part (pp. 25–48) presents
Brembo’s tangible value. The tangible value includes mainly financial figures
(key performance indicators, main financial results and traditional financial
statements) and an analysis of the market, in relation to single segments and
geographical region. The third part (pp. 49–73) presents Brembo’s intangible
value. The intangible value is the result of the combination of ‘Intellectual
Capital components’ (Brembo 2005: 51). This part provides a set of indicators
which are briefly explained and assessed. The fourth part (pp. 73–88) relates
to share performance which is seen as the synthesis of Brembo’s tangible and
intangible value:

The share value of a listed company is the result of how the market
operators perceive its potential future growth. In other words, share per-
formance reflects both the market’s appraisal of the company’s pub-
lished economic and financial results, and the assessment of its industrial
plan, capacity for innovation, reputation, brand and intellectual capital,
which are the prerequisites for continuity and success.

It is for this reason that share value provides a good concise indicator
of Brembo’s tangible and intangible value, which we have illustrated in
the two previous sections of this publication.

(Brembo 2005: 83)

Brembo considers that its reports are produced for internal use only since
1999, which helped performance assessment and decision making:

as an important source of information for the company’s management
that permits careful contemplation of the value generated by intangibles.
It can be used as an innovative ‘tableau de bord’ for strategic management
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and for guiding corporate policies. More specifically, the intangible value
reporting process also features a performance tracking and alert system
so that intervention priorities can be identified.

(Brembo 2005: 51)

The motivation for changing the report in 2004 and 2005 was to include
external stakeholders by providing them with a comprehensive view of the
organization and to supplement the information contained in the annual
report. This was seen as an external communication device that:

provides the stakeholders – in addition to the information contained in
the traditional Financial Statements – with information regarding the
organization’s intellectual assets. This is accomplished through non-
economic/financial indicators that are important factors for evaluating
the company’s future competitive capacity and potential for growth.

(Brembo 2005: 51)

The 2005 Intangible Value Report addresses six of the nine MKR issues. For
strategy, the foci of the organization are on value creation, stakeholders and
sustainability and intangible capital. The report provides an overview of the
organization, via a brief description of its structure and historical steps, of its
mission, guiding values, code of ethics and governance. The organization’s
mission is linked to the intangible capital via innovation and ‘value creation’
for stakeholders, including customers and suppliers. The report states that:

Brembo sees its corporate mission as a constant drive both to: create and
supply the market with innovative solutions for dynamic vehicle control;
create value and well-being for its customers, collaborators, shareholders,
suppliers and the community.

(Brembo 2005: 15)

Also, the majority of the guiding values stress the relevance of stakeholder
relationships in determining how the organization performs its business. For
instance, the ‘ethic’ guiding value states that:

To base interpersonal relationships with the company and the community
on loyal and honest behaviour that aspires to widespread, shared ethical
principles; to base the company’s growth on respect for man and nature; to
act with transparency in dealing with all stakeholders; to abide by the rules
and regulations governing the various contexts in which Brembo operates.

(Brembo 2005: 15)

The report outlines rules that the organization has implemented for running
its business in order to protect the IC that drives it towards sustainability.
This is expressed in the report as:
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Brembo bases its conduct on rigorous principles, including transparency,
rules, ethics, and responsibility. This provides a basis for and protects the
company’s intangible capital, which primarily consists of its brand, its
reputation and the set of values shared by employees and collaborators
that guides the actions of a socially responsible company.

(Brembo 2005: 19)

Concerning the second MKR category, managing KR, Brembo constructs IC
as three components: relational capital, structural capital and human capital.
These are defined as follows:

• Relational capital: it is the set of relations that the company has
established with the market. Customer relations, the customers’ level
of satisfaction in their relationship with the company, enhancement
of corporate image, brand awareness, and presence of the trademark
are some of the integral parts of relational capital.

• Structural capital: it represents the company’s innovative capacity in
terms of the development of its technical know-how and the related
management methodologies, the efficiency of its production pro-
cesses, its organizational structure and the solidity and consistency
of the aspects of its corporate culture.

• Human capital: it is the ensemble of competencies, attitudes and
conduct of the company’s management and collaborators.

(Brembo 2005: 51)

For each IC component various elements are identified; for instance, con-
tractual relationships, synergies and shared values (see, Figure 4.8).

Concerning the third MKR category, performance assessment, IC com-
ponents and elements were used for illustrating the IC and for reporting the
indicators. The process for producing IC indicators involved management
and stakeholders, including employees and customers (see Figure 4.9).

Figure 4.9 highlights that indicators were produced following a four-step
process as follows: (a) Planning and starting the process; (b) Data collection
and improvement of the process; (c) Calculation of the indicators and prep-
aration of the internal document; (d) Document disclosure. Also it was
indicated that once step (c) is performed, the indicators are presented to the
highest level of management, for analysis and final approval.

The output of this process was a set of 28 indicators. However, these do not
represent the entire set of indicators which were used as tableau de bord for
internal management purposes, as several were sensitive (Brembo 2005: 52).
The 28 indicators are reported in a table and then each indicator is briefly
reviewed. The table also specifies the frequency with which each indicator is
measured (quarterly, six-monthly, yearly, biennially).

Each IC indicator is accompanied by a brief narrative. Most of the
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indicators are detailed in terms of business units and figures are reported over
a three-year period. The narratives relate to the meaning of the indicator and
of its figures and, in particular, to relevant variations over the previous years.
In some cases, within the narratives, the indicator figures are related to a
strategic objective of the organization. The strategic objective is qualitatively
described. For instance, in relation to two new patents9 filed the narrative
specifies:

The new patents submitted by Brembo were the result of its commitment
to constant innovation, with a view to maintaining the uniqueness of its
already well-known products and driving the market by introducing new
concepts and solutions.

(Brembo 2005: 64)

In summary, despite the stated role of intangible capital for guiding organiza-
tional sustainability it is not clear how this is achieved at Brembo as its report
does not cover KR management challenges, KR actions or an understanding
of resources transformations. Also, the report considers only market stake-
holders. In relation to performance assessment, the report presents a partial
set of 28 indicators and provides extensive narratives, including targets and
assessments of achievements.

Figure 4.8 Brembo’s intellectual capital and financial capital.

Source: Brembo 2005: 52.
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Oesterreichische Nationalbank

Oesterreichische Nationalbank (OeNB) is the central bank of the republic of
Austria and therefore, a governmental organization. OeNb is a pioneer among
central banks in the production of Intellectual Capital Reports (ICR) and the
2005 ICR10 is its third. It was written in English (OeNb 2005). The bank recog-
nized the need to identify valuable ‘immaterial capital’ which is not tracked by
traditional financial statements, in order to manage its development (OeNb
2005: 5).

The ICR is used both internally and externally. Internally, it represents a
‘key strategic instrument’ for the management of the organization’s know-
ledge. Externally, it is used to provide stakeholders with an understanding of
the performance of the organization and of its manifold related activities
(OeNB 2005: 2). The ICR is contained within the annual report:

The partial integration of the Intellectual Capital Report into the OeNB’s

Figure 4.9 The process for preparing indicators.

Source: Brembo 2005: 53.
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Annual Report is testimony to its growing importance. The information
about knowledge-based capital and its development represents an ideal
complement to the information about the OeNB’s overall performance in
the Annual Report.

(OeNb 2005: 9)

Concerning strategy, this organization has identified a ‘process-oriented
model’ for understanding and reporting IC; this establishes a connection
between OeNB strategy and knowledge-based goals, knowledge-based capital,
business processes and OeNB’s responsibilities and services (OeNb 2005: 9).
The model is presented in Figure 4.10.

The ICR resulting from this process highlights a comprehensive understand-
ing of strategic issues that relate to the management of IC and of its impact
for future success (OeNb 2005: 9):

The report provides an integrated view of the strategically important
management of human, relational, structural and innovation capital; it
clarifies the relationships between different types of capital and describes
various determinants that influence the OeNB’s intellectual capital. The
findings of the report serve to assess the consistency of the OeNB’s
intellectual capital with its knowledge-based strategic orientation.

(OeNb 2005: 2)

Knowledge and IC are considered as the means for achieving the orga-
nization’s strategic objectives and pursuing OeNB’s mission of being a
‘knowledge-based central bank’. The following statement illustrates this.

Figure 4.10 Intellectual Capital Report Model.

Source: OeNb 2005: 8.
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For the OeNB, knowledge and the generation of expertise are not just an
end in themselves, but are the means to optimally fulfil the manifold tasks
of the present and to be well prepared for future challenges. Knowledge
and expertise secure the attainment of corporate objectives, which are
derived from the applicable legal provisions and the OeNB’s corporate
strategy. The accumulated intellectual capital is also a solid foundation
for the OeNB’s strategy for 2007 to 2010, which aims at making the
OeNB a knowledge-based central bank and puts even greater emphasis
on its staff’s role as knowledge workers.

(OeNb 2005: 25)

The organization’s mission and strategic objectives are translated into
‘Knowledge management goals’ that are medium term objectives and estab-
lish ‘the framework for the use and development of knowledge-based capital
and tie in logically with the OeNB’s mission statement and strategy’ (OeNb,
2005: 7). Therefore, the ‘knowledge management goals’ translate the strategy
in knowledge terms to guide the activities in the management of KR.

The report identified four ‘Knowledge management goals’: developing
‘Competence through specialised knowledge’; ‘Confidence through know-
ledge transfers’; ‘Interdisciplinarity through internationality and cooper-
ation’; and ‘Efficiency through modern management’. The link between
knowledge management (KM) goals and the organization’s strategy is high-
lighted in the extract below, referring to the KM of developing ‘specialised
knowledge’:

The OeNB is an active player in the Eurosystem and has established itself
as a recognized center of competence. This requires identifying key
topics with a guaranteed potential for the future and accumulating and
further developing relevant, high-quality specialist knowledge. To this
end, OeNB staff in all business areas must have highly specialized know-
ledge and must show top-level ability to perform well, a distinctive will-
ingness to learn and great flexibility. Versatile personnel management
instruments and targeted training and education measures are crucial
factors supporting and promoting this requirement.

(OeNb 2005: 7)

Also, one of the KM goals (internationality and cooperation) relates to
external stakeholders, for instance: ‘Eurosystems counterparts, commercial
banks public authorities and scientific institutions’. These stakeholders are
referred to in the report as ‘partners’.

In relation to managing KR, the report states that a key management
instrument is the assessment of the four ‘knowledge-based capital types’:
human capital, structural capital, relational capital and innovation capital.
These are defined also by the metrics used to measure them, as illustrated
below:
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1 Human capital comprises staff structures as well as the staff skills applied
to business processes. It is captured by indicators which relate to e.g.,
‘number of working visits to national and international organizations’
and ‘number of completed and certified training courses’.

2 Structural capital encompasses both the organizational framework and
the technical infrastructure designed to ensure smooth business oper-
ations. Examples of related indicators are ‘number of product managers’
and ‘availability of the ARTIS payments system’.

3 Relational capital indicators illustrate the OeNB’s focus on cooperation
and its network of national as well as international customers and part-
ners, and its dealings with the public. In this context, the OeNB reports
e.g., the ‘number of international bodies with OeNB representatives’ or
the ‘confidence index’, which is compiled on a quarterly basis by an
external polling institute.

4 Innovation capital comprises the resources the OeNB needs to remain suc-
cessful in the future. Some key indicators are ‘percentage of staff resources
utilized for innovative projects’ and ‘internal R&D expenditure’.

(OeNb 2005: 10)

Therefore, in this report, innovation is considered as a separate ‘knowledge-
based capital type’ and has a definition which is similar to the learning and
growth performance perspective of the Balanced Scorecard.

Therefore, for this organization the management of the four knowledge-
based capital types represents a way to achieve its knowledge manage-
ment goals. An assessment of the contribution of each category is shown in
Figure 4.11.

Also, the report provides an understanding of the ‘flows’ within knowledge-
based capital types. For instance, the illustration provided below highlights
the interdependency between relational capital (customers) and structural
capital (organizational knowledge) within the organization’s processes. In
particular, it underlines the need to acquire knowledge about customers when
providing services.

The quality of the OeNB’s services is determined to an overwhelming
extent by the economically sound deployment of its knowledge-based
capital. Ultimately, however, the success of the OeNB’s products and ser-
vices hinges on their usefulness to customers. Consequently, the priority
of knowledge transformation is the steady improvement of customer
benefit. Knowledge acquired while rendering services changes intellectual
capital and makes its mark on future Intellectual Capital Reports.

(OeNb 2005: 9)

The understanding of KR transformations is quite advanced in this report
and allows for the identification of the contribution of KR to value creation
processes:
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One of the basic tasks of the OeNB is to promote the smooth operation
of payment systems. The OeNB does this by monitoring the market and
by providing efficient and sound clearing and payment systems. To this
end, detailed knowledge about the entire field of cashless payments and
an intense exchange of information with legal experts, equity interest
management experts, economists, treasury experts and financial market
analysis and supervision experts are indispensable . . . expertise is increas-
ingly becoming the most important asset. Only the correct application
of knowledge can guarantee the successful handling of all business
processes.

(OeNb 2005: 21)

This advanced understanding is reflected also in the undertaking of KR
activities that are described in detail in the report:

The OeNB’s personnel development activities concentrated on creating
incentives and means to enhance staff mobility. The job rotation scheme
was further supported by the introductionof a new electronic information

Figure 4.11 Contribution of knowledge-based capital types to achieving knowledge
goals.

Source: OeNb 2005: 11.
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platform at the OeNB. These schemes support employees who wish to
gain some work experience at the ECB, another national central bank
(NCB), one of the OeNB’s subsidiaries or another division within the
OeNB for a limited period. In the review year, 63 employees participated
in the job rotation scheme; 25 of the job rotation positions were inter-
national. The average share of employees on job rotation, which currently
stands at 6.5 per cent, is targeted to rise in the future.

(OeNB 2005: 13)

Also, some of the KR activities reported under relational capital relate to
environmental issues:

Corporate environmental policy was reinforced by the implementation of
the EMAS-compliant environmental management system. In the report-
ing year, 30 environmental controllers attended to various environmental
issues and frequently implemented improvements, e.g., of energy con-
sumption. A core feature of the environmental management system is
the performance of company environmental audits. The OeNB trained
18 environmental auditors to perform audits at the OeNB.

(OeNb 2005: 15)

In relation to performance assessment, knowledge capital types are measured
via indicators and reported in tables for each knowledge-based capital type.
For each indicator, several details are provided: the figures over a two-year
period, the medium-term target, which is indicated by an arrow and the cor-
responding knowledge goal/goals. Also, indicators are grouped on the basis
of the area measured. An illustration of the Structural Capital indicators is
provided in Table 4.7.

Also, Table 4.7 highlights ‘environmental protection and quality assurance’
processes as one relevant element in this knowledge-based capital type. The
reporting of KR activities that relate to the environment may be signalling
the use of the management of KR as a way of addressing environmental
issues.

In summary, this ICR meets all the MKR issues and is an excellent
example of practice. The OeNB report provides an illuminating Intellectual
Capital Report Model which highlights the flow from the organization’s
mission and knowledge goals to the knowledge-based capital types to the
business processes and the responsibilities and services. Also, it provides good
illustrations of the stocks and flows of four main knowledge-based capital
types and their relevance for OeNB processes. The performance assessment
is also advanced, using metrics and narratives to provide a comprehensive
picture of KR performance over time and against strategic objectives.
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Plastal

Plastal is a privately owned organization based in Italy. It is a manufacturing
organization that operates within the automotive industry. Plastal was one of
the first private organizations producing IC reports in Italy. This is the sixth
year that Plastal has produced an Intangible Capital Statement (ICS)11 and
this analysis considered the 2005 ICS (Plastal 2005) which was available in
Italian.

The ICS was used as an external communication device for improving
relationships with stakeholders and informing them about the long-term
drivers of the organization: ‘the information provided by the Statement of
Intangible Capital complements and integrates the data shown in the Finan-
cial Statements, demonstrates to our stakeholders the company’s prospects
for the long-term, and reinforces the faith of the clients and the markets’
(Plastal 2005: 3). Also, the ICS was seen to be an internal management
tool, it: ‘provides important information to all those within the organization
for whom Intellectual Capital is an important factor giving information
regarding trends in intangible variables’ (Plastal 2005: 3).

This ICS addresses six of the nine MKR issues. In relation to strategy, the
report identifies the organization’s strategic focus as aligned with the three
main IC components, that is relational, structural and human capital (see
Figure 4.12). Also, it details these in terms of strategic factors. The strategic
factors reported highlight that this manufacturing organization focuses on
market stakeholders.

Each IC strategic area highlighted strategic factors; for instance, for
relational capital, suppliers and customers. Therefore, for this organization,
the three IC strategic areas and related factors can be considered as KR
management challenges.

In regards to managing KR, the ICS reported briefly on KR actions that
were undertaken in previous years, such as an ‘Intellectual Capital action
plan’. This plan aimed to use the ICS to define and promote improvements in
the organization and this is illustrated below:

During the course of 2005, we continued our activities aimed at bring-
ing about improvements within the company by applying our Intel-
lectual Capital Action Plan. This project involves working groups from
across the organization who analyse the data generated by the State-
ment of Intangible Capital in order to implement plans of action in
certain strategic areas, such as relations with external customers, inter-
nal communications and involvement, incentives and organization of the
work.

(Plastal 2005: 3)

Another KR action, ‘Continuous Improvement’ plan aimed to monitor,
promote and reward the best ideas and the commitment of employees:
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The ‘Continuous Improvement’ plan has been implemented also this
year to involve the employees in the organization’s plan for cost reduc-
tion via motivating and rewarding employees who contribute to reaching
the aim. The ideas emerged were classified in: ‘best idea’ (the best feasible
ideas) and ‘fidelity’ (which combines the name with the frequency and
the fidelity).

(Plastal 2005: 9)

Plastal implemented significant KR actions which involved management and
the entire workforce. The report identified resources transformations, for
instance, one of the metrics contained in the ICS related to the innovative
ability of suppliers, and this metric can be seen as related to a transformation
between relational and structural capital. This means that the relationships
with suppliers (relational capital) in the day-to-day organizational processes
were considered as an important source of innovation (structural capital)
(Plastal 2005: 7). However, narratives in the report do not provide practical
examples of this. Also, there was no attempt to identify, describe or map
resources transformations in any other part of the report.

In regards to performance assessment, strategic areas and related factors

Figure 4.12 Company value and intangible capital.

Source: Plastal 2005: 4.
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are reported. The assessments used metrics, narratives and graphics to pro-
vide an understanding of performance over time. Within these assessments,
the results of several KR activities that had been carried out systematically
in the last three years were highlighted. Figure 4.13 reports the results of a
survey carried out to understand how the organization was perceived by
external market stakeholders, in relation to ten main factors.

Figure 4.13 highlights the main factors that affected the organization’s
image, for instance, Plastal’s consideration of customer needs, reliability,
effective communication with clients, etc. Also, it allows for a comparison of
2005 with previous years. For this assessment, the report provided an indica-
tion of the organization’s satisfaction with the reported metrics: ‘Our exter-
nal image as perceived by the customers is extremely satisfactory. Most of the
indicators are above 65 per cent; therefore, we can safely claim that Plastal as
a company is perceived as important, reliable, specialised, dynamic, and
considers customers’ needs’ (Plastal 2005: 7).

The IC elements were measured and reported and a comparison of most of
the indicators was made over a three-year period. The reports also stated
that, from the analysis of the indicators, new areas for managerial interven-
tion were identified and plans for improving the IC were to be developed
(Plastal 2005: 15).

In summary, this report covers six of the nine MKR issues; those not
included are the strategic objectives, resources transformations and the defin-
ition and assessment of targets and their achievements. Absent from this
Plastal ICR was the link between the strategy of the organization and the
contribution of MKR to this. This report is very performance assessment

Figure 4.13 Plastal’s external image from 2003 to 2005.

Source: Plastal 2005: 9.
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oriented as it devotes 11 out of 15 pages to illustrating and commenting on
IC metrics. In regards to the second MKR category, the report provides
interesting details on multi-year KR activities that had been undertaken to
put KR management into practice and to drive change in the organization.

ZIP (Consorzio Zona Industriale of Padua)

Consorzio Zona Industriale of Padua (ZIP) is a public organization based
in Italy, founded by the Municipality, the Province and the Chamber of
Commerce of Padua. ZIP is in charge of the industrial development of the
territories surrounding Padua with a particular focus on their social, eco-
nomic and environmental sustainability. The first Intellectual Capital State-
ment (ICS)12 was in 2005 and was in Italian (ZIP 2005). The stated function
of the ICS was to improve the effectiveness of internal managerial processes
and to promote transparent communication with stakeholders (ZIP 2005:
13). Traditional financial accounts were considered to be unable to provide
a complete picture of the organization and especially to incorporate the
‘Intangible Capital’ components of the organization (ZIP 2005: 21).

This report addresses eight of the nine MKR issues. In relation to the first
category, strategy, the ICS highlighted ZIP’s mission as ‘value creation’ for
stakeholders, which consisted of promoting social, economic and environ-
mental development in the territories surrounding Padua. For this purpose,
ZIP created infrastructure and offered services for organizations willing to
locate their business activity in the area surrounding Padua. The ICS also stated
that ZIP’s activity was based on transparency, responsibility and cooperation
with the community, either economically, socially or politically (ZIP 2005: 10).

The organization’s KR management challenge, as stated in the ICS, was to
apply its competencies to new markets. The following extract highlights the
strategic role of competencies for this process: ‘Now that we are facing a
saturation of the surrounding territory . . . the ability of finding new oppor-
tunities for applying our competencies in new markets and areas is becoming a
priority’ (ZIP 2005: 33).

ZIP identified the strategic role played by competencies developed in the
technical, legal and economic areas, as these were the ones that determined
the quality, timeliness, efficiency and sustainability of projects (ZIP 2005: 29).

In relation to the second MKR category, managing KR, all resources (i.e.
physical, financial) were considered part of the organization’s value (ZIP
2005: 20). For this organization, IC is divided into three main components:
human capital, structural capital and relational capital (see Figure 4.14).

The narratives in the ICS highlighted the elements that were particularly
relevant for this organization. For instance, the human capital component
contained elements such as internal competencies, professional skills and
employee motivation. Structural capital included organizational competence
and its application in internal processes. Relational capital included the
organization’s image in the surrounding territories, as well as relationships
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with external stakeholders, who were identified as clients, institutions, sup-
pliers and the surrounding community.

The competencies and skills developed by the workforce in over 50 years
of experience were organizational KR processes that were used to achieve
significant results (ZIP 2005: 31). ZIP’s ICS highlighted the interactions
between human and structural capital: ‘The planning skills along with the
economic and legal competence have been incorporated into operational
methodologies and processes characterised by a remarkable efficiency. This is
acknowledged by all ZIP stakeholders . . .’ (ZIP 2005: 31).

Another KR action undertaken during the year was monitoring stake-
holders’ perceptions. For instance, stakeholder and customer satisfaction
surveys were carried out annually (ZIP 2005: 42). The results of these KR
actions highlighted how some customers and stakeholders had a poor percep-
tion of ZIP’s role and activities. As a result the organization improved com-
munications with stakeholders and also focused its efforts on developing the
green areas of the territories (ZIP 2005: 42).

In relation to the third MKR category, performance assessment, the ICS
contains basic IC metrics pertinent to each IC component. Most of these are
reported on a one-year basis, whilst the human capital metrics are reported
over a two-year period. Table 4.8 illustrates several relational capital metrics.

However, there are no targets or trends identified in the ICS.
In summary, this is the first ICS for this organization and includes an

analysis of the strategic relevance of IC for ZIP’s future. In relation to strategy,

Figure 4.14 Company value: tangible value and intangible value.

Source: ZIP 2005: 20.

Table 4.8 Relational capital metrics

Indicators 2005

Average customer satisfaction index (from 1 to 5) 2.5
Number of complaints from clients 17
Newsletter addressees 1,640

Source: ZIP 2005: 41.
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it highlights the relevance of IC for the sustainability of the organization. In
regards to managing KR, the report provides an understanding of the KR
actions that were undertaken to monitor its IC and of how results were used
to highlight relevant focus areas for the business. In regards to performance
assessment, this report provides some basic IC indicators, mainly over a one-
year period. However, as pointed out in the analysis, the management of IC
is still in its infancy. The KR actions reported are mainly related to the
monitoring of IC elements and this may be a good starting point for under-
taking further action. This is not surprising given that it is the first external
IC report of the organization. However, indicators related to human capital,
which were most probably in use previously, are reported over a two-year
period.

Development Bank of Japan

The Development Bank of Japan (DBJ)13 is a government organization pro-
viding government policy-based financing to realize a sustainable society.
DBJ works with private organizations and provides loans and investment
funds for projects that are significant for the sustainability of the economy,
the society and the environment (DBJ 2005).

The report considered is the ‘Sustainability Report 2005: Social Environ-
mental and Intellectual Asset Report’14 (DBJ 2005), which is in English. This
was DBJ’s third Sustainability Report, the first being in 2003, but the 2005
report includes a specific section on Intellectual Assets (IA) and the name of
the report has therefore been changed to reflect this new focus.

The DBJ stated that it produced a Sustainability Report because of its com-
mitment to creating a sustainable society. According to DBJ, a new section on
IA was added as IA are the ‘wellspring of corporate value’ (DBJ 2005: 36).
Furthermore it claims that IA drove the bank towards its mission of building
a sustainable society (DBJ 2005: 37), and facilitated the understanding of
DBJ’s operations (DBJ 2005: 2).

This report addresses five out of the nine MKR issues. In relation to strat-

egy, it illustrates how stakeholders and KR are the basic ingredients for
achieving organizational sustainability and therefore have to be managed
properly. The report states that DBJ’s mission is to build a sustainable society
in three prioritized sectors within the bank’s loan and investment programmes
(see Figure 4.15): community development, environmental conservation and
sustainable society, and creation of new technologies and industries.

The report indicates that, for achieving its mission, two fundamental
ingredients are required: stakeholders and IA. As will be highlighted below, it
was believed that these ingredients had to be managed properly to achieve
organizational sustainability. In relation to the first ingredient, stakeholders,
these were defined as ‘All persons with an interest in a firm’s business activ-
ities’ (DBJ 2005: 3) and an illustration of the main stakeholders and the
relationships with them is provided in Figure 4.16.
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The report acknowledged the relevance of establishing a dialogue with
stakeholders in order to identify their needs:

DBJ is committed to maintaining communication with various stake-
holders in order to earn society’s trust. This allows DBJ to ascertain
society needs and reflect these insights in its management and investment
operations.

(DBJ 2005: 9)

Therefore, as illustrated above, fostering stakeholder dialogue was impor-
tant for comprehensive stakeholder management activity. The report stressed
the relevance of addressing stakeholders’ interests in order to achieve organ-
izational sustainability:

DBJ has responded with flexibility to the changing needs of the times in
performing its roles as a policy-based financial institution. This is pos-
sible because of its abilities to plan and carry out its loan and investment
programs, which originate in its network, and the trust it has earned from
stakeholders.

(DBJ 2005: 36)

The second ingredient for organizational sustainability was IA, which is
seen as the basic ingredient for ‘value creation’, and this relates to the second
MKR category, managing KR:

Figure 4.15 DBJ’s mission and its three priorities.

Source: DBJ 2005: 8.

MKR in practice 133



Intellectual Assets are seen as the wellspring of corporate value and the
banks strive to optimize these intellectual assets to fulfil its role in building
a sustainable society.

(DBJ 2005: 36–37)

Three main IA components are identified in DBJ’s report: relational, struc-
tural and human capital (or Assets). Each component is detailed in terms of
elements (see Figure 4.17).

DBJ indicated that it is not stocks of IA that create value, but the synergies
(i.e. the flows or transformations) within them:

To provide an example, the process in which synergy is created between

Figure 4.16 DBJ’s stakeholders.

Source: DBJ 2005: 3.
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DBJ’s networks personnel and knowledge on the one hand and its loan
and investment operations on the other is an intellectual asset that help
DBJ perform its mission as a policy-based financial institution.

(DBJ 2005: 36)

The illustration provided above can also be considered a KR activity as it
demonstrates how the organization produces and deploys its IA and this is
depicted by the ‘Knowledge creation process’ (see Figure 4.18).

The knowledge creation process is embedded in the business processes and
is important to building a sustainable society (DBJ 2005: 37).

Figure 4.17 Intellectual Asset categories and related elements.

Source: DBJ 2005: 37.

Figure 4.18 The knowledge creation process.

Source: DBJ 2005: 37.
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DBJ makes its own unique contributions to Japan’s economy and
society by introducing new financial methods into Japan and cooperating
with private-sector institutions to adapt these methods to policy-based
financing

(DBJ 2005: 37)

The report provides other illustrations of the relevance of IA and stakeholder
relationships for organizational sustainability:

DBJ takes advantage of its domestic and international networks and
accumulates knowledge through study and research on the economy,
society, industry and communities in order to provide concrete support
to projects with planning and advice.

(DBJ 2005: 9)

This report did not include a performance assessment.
In summary, this report represents an excellent illustration of the merging

of IA and stakeholder relationships for organizational sustainability. How-
ever, only five of the nine MKR issues are reported on. It does not define
specific KR management challenges and does not deal with performance
assessment of its IA.

Electronics and Telecommunications Research Institute

Electronics and Telecommunications Research Institute (ETRI) is a Korean
government research organization in the field of information and communi-
cations. It is affiliated to the Korean Research Council for Industrial Science
and Technology (KOCI), led by the Ministry of Science and Technology.

The following analysis considered ETRI’s Intellectual Capital Report
200515 (ETRI 2005). The report was in English and this was the third such
report. ETRI (2005: 3) stated that the Intellectual Capital Report (ICR) was
produced to overcome criticism of the performance measurement systems of
research organizations. It served both as an internal and external reporting
tool.

Internally, understanding the level of ETRI’s intellectual capital and pro-
viding fundamental data for value-enhancement; externally, utilizing the
report for the purpose of realizing the effect of R&D on the basis of intel-
lectual capital. Furthermore, this report is presented as a sound practice in
measuring R&D performances that pave the way to a knowledge- and
information-based society.

(ETRI 2005: 1)

The report also provided details on how Intellectual Capital Manage-
ment took place in the research organization. In 2001, ETRI implemented a
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knowledge management system (KMS) for enabling the systematic creating,
storing, circulating and sharing of information and knowledge. After three
years of operating the KMS, scepticism arose as to whether the information
system adequately represented the creative intellectual activities of the organ-
ization. Therefore, since 2004, KMS focused on developing intellectual capital
management, which was seen as extending the initial knowledge management
model (ETRI 2005: 5).

Overall ETRI’s 2005 ICR addresses seven out of the nine MKR issues. In
terms of strategy it focuses on creating knowledge for economic and social
development, and in ETRI’s report this is also detailed in terms of KR
management challenges. The Chairman’s letter, an excerpt of which appears
below, highlights that an understanding of IC and its management plays an
important role in fostering MKR (ETRI 2005: 3). Also, the narratives within
the report highlight the link between the organization’s mission, IC and
management:

ETRI’s mission seeks to contribute to economic and social development
by creating and developing new knowledge and technology as a mem-
ber institute of the Korea Research Council for Industrial Science and
Technology.

(ETRI 2005: 4)

The mission of economic and social development was pursued via the
management of IC and the main challenges were identified:

To meet this goal, the value of ETRI’s existence lies in its ability to
enhance national economic value by creating and advancing knowledge
and technology, conjointly conducting research on information secur-
ity and technology standardization while providing technology-related
information to the industry.

(ETRI 2005: 4)

In regards to the second category, managing KR, the knowledge of ETRI
was illustrated using the tripartite classification of IC: human capital, struc-
tural capital and relational capital. For each of these, sub-components and
elements were highlighted, as indicated in the illustration for human capital
provided in Figure 4.19.

Also, the narratives in the report explained each of these components in
relation to this specific organization in a clear and well defined manner. The
three IC components and related parts are linked together by three KR
actions: knowledge creation, knowledge retention/sharing and knowledge
utilization/transfer (see Figure 4.20).

The IA report of this research organization stated that the KR actions
nourish the transformations within IC, and these relate to the MKR issue of
resources transformations. An illustration:

MKR in practice 137



Innovation and continuous improvements, prerequisites for R&D activ-
ities, come from individual competence. Individual competence is, in
turn, transformed as human capital through organizational-level man-
agement, which includes training and knowledge-sharing. In other words,
an increase in human capital entails improvements in structural and
relational capital.

(ETRI 2005: 8)

These narratives provided a defined picture of how KR actions enhanced the
transformations within IC.

Concerning the third category, performance assessment, IC is measured
according to the three main IC components. Table 4.9 illustrates structural
capital metrics over a three-year period.

These metrics were accompanied by detailed narratives that explained the
variances reported and links for understanding performance, for instance:

In particular, improved indicators regarding the organizational capability
of mid- and long-term strategies coupled with a technology roadmap
demonstrate that the efforts between research and administration are
attuned to one another. These efforts, in turn, were joined by a sharp
increase in the number of patents and IT standards, which affirms that
R&D planning capabilities and research performance are closely linked.
Furthermore, steady advancement of both infrastructure and organiza-
tional culture, as well as managerial efficiency and HRM effectiveness,
demonstrate that employee satisfaction with organizational management
continues to progress.

(ETRI 2005: 11)

Figure 4.19 Human capital sub-components and elements.

Source: ETRI 2005: 8.
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Several tables with detailed metrics over time were provided. Therefore, met-
rics were reported both in tables and in different types of visual representa-
tions. For instance, two visual representations about human capital are
illustrated in Figure 4.21.

In summary, this report addresses seven out of the nine MKR issues.
Despite the strategic focus on economic and social development, it is not
stated how stakeholders’ interests are considered when formulating the strat-
egy of the organization or identifying its KR management challenges. Also,
in relation to performance assessment there is no definition of strategic targets
and therefore it is not possible to assess the achievement of objectives. How-
ever, this report presents an advanced understanding of how IC creates value
in organizational processes and provides a comprehensive understanding of
the performance of this research organization.

Figure 4.20 IC components and KR actions.

Source: ETRI 2005: 4.
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New South Wales Department of Lands

The NSW Department of Lands (Lands) is a New South Wales (Australia)
government agency for land and property information and services and the
provider of specialist soil conservation and environmental services. This
organization issued its first Intellectual Capital Statement (ICS) in 2005,
within its annual report. The second ICS was issued in 200616 and sought to
‘articulate the progress made in improving performance and confidence
among our management and staff’ (NSW Lands 2006: 8). The two ICS will
be referred as to NSW Lands (2006) and NSW Lands (2005) and are a
sub-section of the annual report, written in English.

The 2006 AR contains three sub-sections that provide an understanding of
the organization and its performance, these are respectively: ‘About the
Department of Lands’ (pp. 6–7); ‘Intellectual Capital Statement’ (pp. 8–11);
and ‘Balanced Scorecard – performance against strategic objectives’ (pp. 12–
17). The ICS sub-section is linked to the other two as the second contains the
‘strategic orientation’ of the ICS and the third contains the achievement of
some strategic objectives and the IC measures. Therefore, the complementary

Figure 4.21 Visual representations of human capital indicators.

Source: ETRI 2005: 9.
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nature of the ICS and the Balanced Scorecard (BSC) as reporting frame-
works is recognized and there is an attempt to integrate them (NSW Lands
2006: 8, and see Figure 4.22).

This report, in six pages, addresses eight out of the nine MKR issues. In
relation to the first category, strategy, the report provides a good illustration
of how a strategy for organizational sustainability can be developed.

The KR were linked to the strategic intent of the organization to achieve
a sustainable business model: ‘By strengthening our focus upon our staff,
our internal processes and our relationships and partnerships with other
organizations, we believe that we will create a more efficient, effective and
sustainable organization’ (NSW Lands 2006: 8).

The links between KR and strategy can be found in the ‘strategic orienta-
tion’ sub-section of the annual report. In particular, four (out of eight) guiding
values link strategy to KR, these are:

Customer service: We are committed to identifying customer needs and
providing excellent products and services to clients in all locations.
Accountability: We provide our services in accordance with government
and community expectations and manage government finances with
strict probity to achieve value for money.
Innovation: We seek to develop innovative strategies and solutions to
provide customer services and meet government needs.
Leadership: We are committed to providing leadership to the community
and the public sector in areas of geospatial information and land
management, and at all levels across the organization.

(NSW Lands 2006: 7)

The ‘strategic orientation’ sub-section outlined six strategic objectives that
were related to the management of IC. These six were stated to be as
follows:

Figure 4.22 The integration between the Balanced Scorecard and the intellectual
capital framework.

Source: NSW Lands 2006: 8.
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promote the expertise in soil, water and environmental conservation;
implement innovative business solutions to improve the management of
public and private resources; encourage strategic partnerships and alli-
ances across the public and private sectors; improving productivity and
capturing explicit organizational knowledge via the review of internal
processes; engage IT and communication solutions that deliver improved,
customer-focused service delivery options; and create a ‘learning organ-
ization’ environment, which supports and encourages the development
of knowledge and skills.

(NSW Lands 2006: 7)

Also, NSW Lands highlighted the relevance of relationships with stake-
holders (e.g. government organizations and the community) in regards to its
strategic intent:

The strength of our relationships with stakeholders, other government
organizations and the wider community contributes to the value we
deliver to the public. These relationships also contribute to the creation of
public trust and confidence in our organization, its products and services,
as well as a contribution to society in general.

(NSW Lands 2006: 9)

This illustration also highlights how these relationships with stakeholders
contribute to the value creation process. The report highlights the social,
environmental and economic aspects of value, which are related to the notion
of sustainability:

The contribution of Lands is not only in the supply of direct products
and services, whether they relate to conveyancing, the management of
Crown land, the supply of spatially related information or the remedia-
tion of farming and other land. It is also the value to the wider society
through economic, social and environmental outcomes.

(NSW Lands 2006: 9)

However, for the KR and strategy category, the 2006 ICS did not identify
any new ‘management challenges’, but refers back to the ‘management
challenges’ identified in the 2005 ICS (NSW Lands 2006: 7; NSW Lands
2005: 10).

Concerning the second MKR category, managing KR, IC is composed of
external capital, internal capital and human capital. The three aspects were
defined via their related elements:

• Human capital – the knowledge, motivation, abilities and skills of
the employees with the organization.

• External capital – also generally known as relational capital, which
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reflects the value of external relationships with the Department.
Typically this would include stakeholders, customers, suppliers and
other government and non-government agencies.

• Internal capital – knowledge which has become embedded in the
organizational structure such as commonly held values, culture, pro-
cesses, digital data systems, policies, procedures and organizational
structures. The value of internal relationships between employees
and with management is also relevant to this aspect.

(NSW Lands 2005: 7)

The 2006 management challenges were: ‘external relationships’ (external
capital), ‘service delivery’ (internal capital) and ‘employee demographic’
(human capital). For instance, the management challenges identified in
relation to ‘employee demographic’ were sharing and retaining knowledge,
employee attitudes and motivations, learning and development and innov-
ation (NSW Lands, 2005: 10). The 2006 ICS reported an update on the
managerial efforts made in the achievement of each ‘management challenge’.
For instance, in relation to employee demographic, the KR activities iden-
tified were undertaken in order to enable the sharing and retaining of
knowledge:

courses were developed in several areas of Lands and have been success-
ful in introducing our staff to learning strategies, developing existing
skills and knowledge, enabling staff to understand and undertake a wider
role within the organization.

(NSW Lands 2006: 10)

The outcome of managerial efforts on ‘performance results’ were described
via narratives along four dimensions: ‘customer and community’, ‘internal
processes’ ‘learning and growth’ and ‘financial results’. This was a combin-
ation of the Balanced Scorecard and the ICS. As indicated: ‘The Balanced
Scorecard complements the intellectual capital reporting framework by
enabling NSW Lands to test organizational goals and provide feedback
which can help us to adjust our strategies’ (NSW Lands 2006: 8).

A depiction of the NSW Lands (2005) vs. the NSW Lands (2006) approach
to reporting performance results is illustrated in Table 4.10.

In the 2006 report, the IC aspects were integrated with three BSC dimen-
sions. The ‘external capital’ aspect was replaced by the ‘customers and com-
munity’ dimension. This also included ‘public trust, value and confidence’
which was added to ‘external relationships’. The ‘internal capital’ aspect was
renamed to ‘internal processes’ and the content of this remained unchanged.
The ‘human capital’ aspect was renamed to ‘learning and growth’, which
expressly referred to innovation.

The 2006 ICS describes the progress and managerial efforts made, such as:
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Participation in the development of Masterplans and community part-
nerships with local councils working with Rural Lands Protection
Boards to transfer travelling stock routes; working with other land man-
agement organizations; catchment management authorities and rural
communities to reduce the impact of soil degradation; working with the
Emergency Service Organizations in relation to emergency response
information management needs; and engaging with rural and regional
communities through the Office of Rural Affairs.

(NSW Lands 2006: 9)

Concerning the third MKR category, performance assessment, results and
managerial efforts were measured via ‘key performance indicators’ and
grouped into the three ICS-BSC performance dimensions. An illustration
about the ‘customer and community’ perspective is shown in Table 4.11
(NSW Lands 2006:16).

Key indicators are reported over a two-year period and changes indicated
in percentages. Also expected trends are highlighted by arrows.

In summary, this report can be considered an excellent example of MKR in
practice as it covers eight out of the nine MKR issues. However, it should be
noted that more details of resources transformations would improve the
understanding of the relevance of KR for this government organization.
Also, an assessment of the reported metrics against management challenges
should be provided as this would allow assessment of MKR effectiveness.

Also of interest is the focus on social, economic and environmental value
for society. The report defines the management challenges that are iden-
tified in relation to the three main IC components (‘aspects’) and highlights
managerial efforts undertaken to achieve them. This relates to the second
MKR category, managing KR. In relation to the third MKR category, per-
formance assessment, the report provides a comprehensive understanding of
the performance of this government organization over time, via metrics and

Table 4.10 The integration between the IC and the BSC categories

ICS aspects (NSW Lands, 2005) ICS and Balanced Scorecard
dimensions (NSW Lands, 2006)

External capital:
• External relationships � Customer and community:

• External relationships
• Public trust, value and

confidence

Internal capital:
• Service delivery � Internal processes:

• Service delivery

Human capital:
• Employee demographics � Learning and growth:

• Employee demographics
• Innovation
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narratives. Also it highlights the expected future trend of the reported
metrics.

Summary and conclusions

In summary, chapters 3 and 4 aimed to provide a practical and informed
understanding of how KR and MKR were conceptualized and reported
within a selected group of organizations considered to be outstanding in their
practice. An analytical frame for examining MKR in practice was used and
consisted of strategy, managing KR and performance assessment. The analy-
sis of the group of 17 private, listed and public organizations indicates

Table 4.11 Key performance indicators

Key performance indicators Division 2004/05 2005/06 %
change

Expected
trend

Customer/community

Land title transactions registered LPI 806,965 810,037 0.4 →
Plans registered LPI 13,181 11,912 −10 →
Copies of land title related documents

supplied to customers
LPI 4.25m 4.27m 0.5 →

Boundary determinations LPI 17 16 −6 →
New land valuations issued to Office of State

Revenue
LPI 2.4m 2.4m – →

New land valuations issued for rating
purposes

LPI 683,000 817,000 20 →

Supplementary valuations issued LPI 46,806 41,987 −10.3 →
Land valuation objections received LPI 16,515 11,000 −33 →
Land valuation objections processed LPI 10,179 14,400 41 →
Percentage of land valuations changed as a

result of objection
LPI 29 36 24 →

Survey enquiries (including SCIMS searches) LPI 88,081 78,970 −10 →
Number of formal customer complaints SCS 4 3 −25 →
Number of new clients • Consult

• Works

• Operations 

SCS

SCS

SCS

22

269

5

25

226

6

14

−16

20

↑
↑
↑

Percentage of perpetual leases converted CL – 36.48 – →
Percentage of enclosure permits granted CL – 22.57 – →
Number of Community Trust Boards CL 658 661 0.5 →
New State Parks established CL – 1 – ↑
New Regional Reserves established CL – 3 – ↑
Number of internet feedback requests

[monthly av.]
Dept/ICS 285 232 −19 →

Number of hits on website [monthly av.] Dept/ICS 1.8m 2.3m 28 ↑

Source: NSW Lands 2006: 17.
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strongly how each individual organization has varied narratives, visuals and
metrics which have been used to report on their MKR. Even in the cluster of
organizations that were part of the Danish project, it was observed that
there was variety in the narratives, construction of the visuals and the report-
ing of various metrics. This supports the proposition that any attempt to
construct standards, guidelines, regulations or acts of Parliament needs to be
aware that ‘black letter’ prescription as to the identification of KR elements,
the type of metrics and how they should be reported will not work, as
the MKR is organization specific and the idea that IC can be treated as a
stock of resources which is common to all organizations is unsupported by
examination of MKR in practice.

While the organizations examined have attempted to make visible the
invisible sources of ‘value creation’, in most cases, this was not achieved via
the use of a consistent framework. From the analytical reading of these
‘outstanding practice’ documents, there is evidence of various approaches,
combining reporting of KR and other economic, social and environmental
matters.

From the analysis in chapters 3 and 4 the following general conclusions are
reached. First, all organizational types were found to be reporting on MKR.
Second, in the cluster of organizations following the Danish Guideline, there
was significant diversity in practice when it came to reporting of their particu-
lar understanding of MKR. For the total group of ‘outstanding practice’
organizations, the documents reviewed told the stories about individual
organizations’ focus on and achievements in MKR.

Third, there is some evidence of ‘integration’ of ICS, BSC and CSR. Sev-
eral of the organizations analyzed integrated dimensions of the BSC with KR
categories and reported accordingly (e.g. Lands, SentensiaQ, Systematic).
Some other organizations were integrating ICS and CSR (e.g. BBVA and
DBJ). This highlights that these organizations are attempting to provide an
extended view of organizational performance.

Fourth, the majority of the reports focused on only one market stake-
holder group (e.g. customers) or a few (e.g. customers, market, suppliers) and
only a couple of organizations considered broader stakeholder engagement
(e.g. multiple internal and external groups). An illustration of this was BBVA
which indicated that they integrated the expectations of different stakeholders
into the management of the group. The lack of stakeholder engagement in
the ‘outstanding practice’ illustrations is considered a shortcoming.

Also, the following specific conclusions were established (the patterning of
individual disclosure issues is reported in detail in Tables 3.6 and 4.2). First,
the IC documents examined generally indicated that KR information exter-
nally reported was used for internal decision making. Also, almost all the
organizations provided an understanding of the strategic relevance of MKR
for organizational performance. However, even though the majority of them
provided a discussion about resources transformations within day-to-day
processes, only two of them provided a visualization of this.
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Second, as would be expected, nearly all these ‘outstanding practice’
illustrations outlined definitions of KR elements and KR actions that were
specific to each organization.

Third, nearly all the organizations used KR information to assess perform-
ance, mainly as a comparison between metrics reported in different periods
of time. However, only a few organizations provided assessments against
defined targets. Also, most of the organizations reported detailed metrics that
were separate from narratives. Only a few organizations incorporated KR
metrics within the narratives and, therefore, provided a combined and com-
prehensive assessment of their MKR in terms of organizational context,
strategy and operations.

In conclusion, an important lesson from the analysis of practice was that
there is a variety of ways to conceptualize KR and MKR. This was done
using a range of narratives, visuals and metrics which were organization-
specific. The lessons learned from this analysis are used to inform the SMKR
outlined in chapter 5.
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5 Strategic management
of knowledge
resources framework

Introduction

The analysis and lessons of the previous chapters are used in this chapter
to create the strategic management of knowledge resources (SMKR) frame-
work. This serves to provide guidance for achieving organizational sustain-
ability. The SMKR framework is this book’s contribution to the theory and
practice of IC. In this chapter the future of IC is discussed both in terms of
research and policy.

The first four chapters of this book sought to highlight the relevance of
KR and their management in a knowledge-based economy. Chapter 1 dis-
cussed the importance of KR for organizational performance. It was acknow-
ledged that KR needed to be understood and managed systematically to
achieve this. Chapter 2 reviewed IC frameworks to understand the differences
between the stock vs. flow approaches to IC measurement. Then six con-
temporary flow approach IC frameworks were investigated in-depth. One result
of these investigations was that most of these frameworks were found lacking
when it came to considering the interests of a wide range of stakeholders in
strategy formulation and in providing detailed guidance on how to understand
resource transformations. Chapters 3 and 4 illustrated how a group of ‘out-
standing practice’ organizations addressed MKR, drawing on their reports.

Lessons from IC frameworks

It has been established in chapters 1 and 2 of this book that KR are key
strategic resources to be understood and managed and that the key to this
is the flow approach used by some IC frameworks. In the flow approach,
KR are represented by various financial and non-financial metrics and
associated detailed narratives. This flow approach belongs to the second wave
of knowledge management. The second wave of knowledge management is
characterized by three main shifts from the first wave. First, a broader view of
KR, second, an idea of KR which is centred on the ability to make a differ-
ence to users and third, a focus on translating KR and their management into
numbers to make them manageable.



The detailed analysis in chapter 2 of the six flow approach IC frameworks
highlighted how MKR was incorporated into them. For the purpose of
understanding MKR in the various IC frameworks four MKR issues, which
captured the essence of the second wave of knowledge management, were
used in the analysis (a) KR and strategy, (b) resources dynamics, (c) KR
information and (d) reporting. Five key lessons from the analysis are now
highlighted and used to build the SMKR framework. First, many of the
frameworks have a view of strategy as an incremental process that starts with
top management formulation and flows to KR actions. Also, many of the
frameworks accept that strategy formulation leads to deliberate actions and
this is coupled with an acceptance that an application of knowledge and
leverage of resources enhances organizational performance. It was found
that these frameworks view strategy and the MKR based on the notion of
intended strategies. Therefore, it was assumed that all these frameworks had
a common view of the MKR, which was to achieve intended strategies. What
is missing from these frameworks is consideration of emergent strategies and,
in particular, a focus on innovation.

Second, in relation to stakeholders, only the Australian Principles con-
sidered a wide range of stakeholder interests; the others only considered
market stakeholders (e.g. customers and suppliers). Therefore, what is missing
is the consideration of stakeholder engagement for achieving organizational

sustainability.
Third, most of the frameworks recognized the importance of KR trans-

formations for organizational performance, however, only the German
Guideline included an analysis of resources transformations. What is missing
is the analysis of resources transformations.

Fourth, the majority of the frameworks use KR metrics and narratives
for describing and measuring IC and/or assessing performance. Also, the
frameworks recognize that KR information is organizationally specific. How-
ever, KR information in many of these frameworks is limited to describing
and assessing MKR for senior management use. In order to develop emergent
strategies and therefore to enhance the dynamic capability of strategically
managing KR, it is important for KR information also to be used by the
workforce. In the light of this (i.e. importance of transformations and use of
KR information by all the workforce), the role of visuals should be con-
sidered. What is missing is the availability of KR information so that it can be
used by the workforce.

Fifth, the various frameworks promote the use of an ICS for internal and
external reporting purposes. These frameworks generally envisage an ICS
as including IC components, MKR objectives, initiatives and results. They
did not include stakeholders, economic, social and environmental concerns.
What is missing is the inclusion of a wider perspective of organizational
performance.
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Lessons from MKR in practice

In chapter 3, the MKR was conceptualized as an integrated approach consist-
ing of strategy, managing KR and performance assessment. These three
categories and related issues are derived from the MKR issues considered in
chapter 2. Actual practice is still in its infancy with much experimentation,
however, as indicated in chapters 3 and 4, there are several external disclosure
documents which report on MKR. The illustrations of practice in chapters 3
and 4 was not meant to provide a comprehensive set of ‘outstanding practice’
examples, but rather illustrations of different ways of conceptualising and
presenting the MKR. These illustrations are important because their analysis
showed that an individual organizational context is central to the effective
representation of MKR.

This analysis of the external documents of 17 private, listed and public
organizations provided useful insights into how these organizations under-
stand MKR. There were several lessons from this detailed analysis which are
now used to inform the SMKR framework. First, all organizational types
were reporting on MKR. Second, in the cluster of organizations following
the Danish Guideline, there was significant diversity in practice when it came
to the reporting of their particular understanding of MKR. For the total
group of ‘outstanding practice’ organizations, the documents reviewed told
the stories about individual organizations’ attention and efforts for MKR.
This demonstrates that there is not a ‘one size fits all’ solution to the report-
ing of MKR. Third, there is some evidence of an integration between ICS,
BSC and CRR. Several of the organizations analyzed were combining
dimensions of the BSC with KR categories and reporting accordingly. Some
other organizations were integrating ICS and CSR. This shows that these
organizations were combining different managerial and reporting tools to
provide an extended view of organizational performance. Fourth, the majority
of the reports focused only on one market stakeholder group (e.g. customers)
or a few (e.g. customers, market, suppliers) and only a few of them were
more inclusive of general stakeholder engagement (e.g. multiple internal and
external groups). The lack of stakeholder engagement in the practice illustra-
tions is considered a shortcoming.

The SMKR framework

This book advocates the adoption of the SMKR framework which belongs
to the third wave of knowledge management. This framework has been estab-
lished as a response to the limitations identified in the analysis of the IC
frameworks and the reporting of MKR practices discussed in previous chap-
ters and the previous two sections. The framework is grounded in the strategic
management debates about the relevance of KR and stakeholder engagement
for achieving sustainable organizational performance.

As explained, the third wave focuses on incorporating strategization within
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the management of KR. It is based on the understanding that strategy-
making includes emergent strategies and allows for innovation, which is
an interactive and dynamic process. This extends the first wave which
mainly focused on capturing individual knowledge and its distribution and
the second wave which focused on the understanding and management of
organizational KR.

A focus on organizational sustainability is a key characteristic of the third
wave of knowledge management. This can be conceptualized by three main
additions to the second wave. First, the role of stakeholder interests and
resources transformations in strategy are considered. Second, emergent strat-
egies, not only intended strategies, are included. The third addition is the
interactive use of information. Therefore, the SMKR framework is an inter-
active and dynamic process made of three activities:

1 strategization;
2 utilization of information;
3 reporting.

For the SMKR framework, any given organization is made up of a unique set
of resources (i.e. tangible assets and KR) and these are managed in order
to achieve organizational sustainability. The analysis in chapter 2 identified
what has been missing in previous IC frameworks, that is the centrality of
strategically managing KR for achieving organizational sustainability.

Figure 5.1 illustrates the three main activities within the SMKR framework
and the interconnections between the activities represented by the arrows.

The SMKR framework is relevant for all organizational types (i.e. private,
listed or public) because organizations compete with each other in order to
obtain community support, sustain community confidence, achieve govern-
ment grants or contracts and satisfy customers (Fletcher et al. 2003: 506). All
these organizations are dealing with changing internal and external environ-
ments and various stakeholder groups. In public organizations, strategic
objectives are directly related to creating and delivering value to stakeholders.
Only a few studies have investigated the role of KR in this process (e.g.
Fletcher et al. 2003; Habersam and Piber 2003; Boedker et al. 2005) and these
suggest that managing KR is of strategic relevance. For instance, Habersam
and Piber (2003: 775), in investigating IC in two European hospitals, found
that ‘the management of Intellectual Capital was highly relevant for these
organizations’. Also, IC facilitated the integration between different levels of
expertise and competencies which was critical for providing better perform-
ance for the community. In particular, they found that understanding and
highlighting the existing transformations (i.e. ‘connectivity capital’) within
KR elements was important. Also, Boedker et al. (2005: 522–523), in analys-
ing a public sector organization, state that an awareness of KR transform-
ations helps to introduce a ‘new’ perspective to understanding the value
creation processes.
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Similar findings could be drawn from implementations in private and listed
organizations (Ricceri 2002; Ricceri 2004; Guthrie et al. 2007; Bozzolan et al.

2003; Bozzolan et al. 2006). Usually, in these organizations, the ‘traditional’
focus has been on market stakeholder interests and capital suppliers, as per-
formance was limited to its economic and financial dimension, rather then
KR. Also, as highlighted by recent scandals, a sustainable organization can-
not be achieved if economic, social and environmental matters are not
addressed in the managerial and operational activities of the organization
(Ricceri 2004; Yongvanich and Guthrie 2006). Attention to stakeholder
interests in social, environmental and economic aspects of organizational
activity is important for customers, suppliers, investors, pressure groups and
the community and is a fundamental prerequisite for organizational sustain-
ability. The management of KR is relevant for private, listed and public
organizations and therefore SMKR is applicable to all organizational types.

Strategization

Strategization involves two concepts: strategy formulation and implementa-
tion. These concepts are seen as being interactive and part of a continuous
process of innovation and enactment. This can be incremental or radical
innovation which occurs throughout the organization when emergent strat-
egies are allowed to be autonomously set by the managers and the workforce,

Figure 5.1 Strategic management of knowledge resources framework.
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within or outside the current strategy (Davila 2005). For the formulation and
implementation of strategy there are several management tools and those
relevant to the conceptual foundations of the SMKR will be explored in the
following discussion.1

The first concept of strategization, strategy formulation, is the crafting and
planning of the intended strategy of the organization. The SMKR frame-
work is based on the assumption that, for achieving organizational sustain-
ability, stakeholder interests and KR should be considered when formulating
the strategy of the organization. Two management tools for undertaking this
form of strategy formulation are stakeholder analysis and resources analysis
and these will be briefly discussed below (see Appendix B for more detail).

Stakeholder Analysis consists of the identification and assessment of spe-
cific stakeholder groups and their interests. One underlying assumption of
the SMKR is that, in order to achieve organizational sustainability, the
organization must consider stakeholder interests when formulating its stra-
tegic objectives. This will allow it to incorporate stakeholder interests within
the organizational processes and activities and to manage stakeholder
engagement. Stakeholder interests are expressed in terms of social, environ-
mental and economic areas of concerns. There are three main steps in stake-
holder analysis. The first step is to identify the organization’s stakeholders.
The second step is to prioritize stakeholders on the basis of their power
(i.e. ability to affect organizational activities) and their impact/interest
(i.e. direct or indirect impact of organizational activities on them). The third
step is to link stakeholders’ areas of concerns to strategic objectives.

Considering stakeholder interests in the SMKR framework provides the
organization with four main benefits. First, the opinions of stakeholders are
used to shape the organization’s activities, strategic objectives or projects at
an early stage. Not only does this make it more likely to have their support,
their input can also improve organizational performance as, for instance, the
organization can win more resources. Second, management can anticipate
reaction to projects or strategic objectives and build into their plan the
actions that will win stakeholders’ support. Third, the organization can pro-
actively address threats and opportunities to change ‘the rules of the game’
(AccountAbility 2005: 28). Fourth, stakeholder engagement can secure a
formal and informal licence to operate. The need to include stakeholder
analysis in strategizing is driven by the recognition that organizational sus-
tainability cannot be achieved without managing stakeholder engagement.
Each stakeholder group has its own interests and the ability of the organiza-
tion to address these is central for achieving sustainability.

The second management tool is resources analysis, which involves an audit
of (stocks of) organizational resources (i.e. tangible assets and KR) and the
identification and assessment of the transformations (flows) between them.
The identification and assessment of resources stocks and flows is central to
the SMKR framework. Resources transformations are at the core of organ-
izational performance and need to be understood and strategically managed.
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The starting point for strategy formulation is the strategic intent, which
expresses, in general terms, the organization’s desired position for the future
(see Figure 5.2).

The strategic intent is a powerful statement that guides the decisions and
actions of the organization. However, in order to better direct organizational
activity, it has to be detailed in strategic objectives and strategic management
challenges. The formulation of strategic objectives is informed by the stra-
tegic intent and combines the outcomes of both the stakeholder and the
resources analysis. For the SMKR framework, stakeholder interests are
assessed and expressed as areas of concern and the strategic objectives link
these to organizational resources.

The strategic management challenges identify areas for managerial inter-
vention. They can be used to specify strategic objectives in terms of KR gaps
that need to be addressed. This notion of strategic management challenge
refers to the intended strategy and is the concept used by many of the IC
frameworks. Also, strategic management challenges may be related to ‘emer-
gent strategies’2 and therefore express the KR that are needed to address the
incremental or radical innovations to the strategy. The strategic management
challenges that derive from the incremental innovations relate to the devel-
opment of KR that are already present in the organization or that are rela-
tively easy to acquire. The strategic management challenges that derive from
radical innovations require major changes in the KR that the organization
possesses and identifies as key strategic resources. Therefore, some strategic
management challenges are about developing existing KR (e.g. personal
knowledge and project management skills) for improving the use value for

Figure 5.2 Strategy formulation process in SMKR.
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customers. Others are about acquiring and developing new KR that are not
found within the organization, such as product development competencies
for managing environmental impacts of organizational activities. In both
cases, strategic management challenges help the organization to identify key
initiatives.

Strategy implementation refers to the role of KR actions and day-to-day
processes in achieving strategic management challenges. KR actions are
initiatives to acquire, develop, improve and, if needed, dispose of KR. For
instance, the building of a customer database to acquire internal systems
(structural resources), training employees on how the database works to
develop employees’ competencies (human resources) and using the informa-
tion on customers to develop specific initiatives for customer retention
(relational resources). However, KR elements are interdependent and, there-
fore, in the above illustration, the training of employees on how a customer’s
database works relates not only to human resources, but also to structural
resources. Thus training will affect the value creation potential of the data-
base and therefore organizational performance, because now it is updated,
used and properly maintained. However, strategy implementation is not just
limited to the undertaking of isolated KR actions, but also includes changes
to the day-to-day processes of the organization.

For the SMKR framework, strategizing is the result of a dynamic and
interactive process constantly integrating decisions and actions. Also, it is not
limited to the intended strategy and its implementation but should also
include emergent strategies and innovations. Intended strategies are those
planned for the future and are incorporated in strategic objectives, whilst
emergent strategies reflect the absence of intentions and occur during actions.
Both types of strategy, intended and emergent, contribute to determine the
realized strategies. Also, uncertainties and complexities in the internal and
external environments that arise in the day-to-day processes must be addressed
to become opportunities for innovation.

Davila (2005: 42–44) makes an important distinction between two types of
innovation (i.e. strategic changes) that can emerge from day-to-day processes:
incremental and radical innovation. The first, incremental innovation, is the
strategic change that happens within the existing business model and that
relates to the notion of ‘emergent strategies’. In this, innovation is shaped
from the managers (top-down) and/or the workforce (bottom-up) as they
interpret and adapt the strategies while performing their tasks. This builds
upon competencies already present in the organization or those that are rela-
tively easy to develop or acquire and that will lead to minor changes in the
strategy and the organizational environment. Also, it is associated with low
risks and expected returns.

The second, radical innovation, involves a substantial redefinition of the
strategy and the core competencies of the organization. This re-definition of
strategy can be either top-down or bottom-up and can lead to major trans-
formations of the strategy and the organizational environment. In the SMKR
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framework, the concept of emergent strategies is extended in order to include
incremental and radical innovations. Emergent strategies require the organ-
ization to take into account new opportunities and possible threats or
changes in the internal or external environments and can lead to the adjust-
ment or re-definition of the strategy and the organizational environment
(Davila 2005: 42–44). In the SMKR framework, senior managers must con-
ceptualize strategizing as a process that includes and enhances the incre-
mental and radical innovations emerging from the day-to-day processes, where
opportunities for value creation and pathways to organizational sustainability
arise.

The SMKR strategization activity is illustrated in Figure 5.3, which high-
lights the strategization activity with emergent strategies as a key component,
shown by the arrows. Emergent strategies lead to changes or re-definitions of

Figure 5.3 SMKR strategization activity.
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strategic management challenges, strategic objectives and the strategic intent
of the organization. A way of enhancing the innovation potential of the
organization relates to the utilization of SMKR information and this point
will be now discussed in more detail.

Utilization of SMKR information

The second activity, utilization of SMKR information, relates to the use of
information about stakeholders’ interests and resources for a variety of pur-
poses including strategization and performance assessment. SMKR informa-
tion can be metrics, narratives and visuals. Metrics consist of financial and
non-financial indicators, which are chosen by the individual organization to
represent its specific strategic and operational context. As seen in chapter 2,
metrics by themselves are not informative, as they can capture only the meas-
urable part of an object or action. Therefore, in order to be meaningful, they
should be integrated with narratives that represent a perspective for under-
standing the meaning of the metrics for the specific organization. Also,
visuals, such as tables, graphs and figures, can help in understanding IC and
resources transformations (Davison and Skerratt 2007). The majority of the
IC frameworks use information about KR for understanding and managing
IC. In particular, KR information is mainly used by the frameworks for
managers to describe and understand KR and their management, to assess
performance and, therefore, to guide the organization towards the achieve-
ment of its objectives. As is outlined below, this is only one use of SMKR
information.

In the SMKR framework, information can be utilized in two main ways
(Henry 2006). It can be used for achieving intended strategies and assessing
performance (i.e. diagnostic use) and/or for stimulating communication flows
and dialogue, innovation and opportunity seeking (i.e. interactive use). The
diagnostic use focuses on guiding the organization towards the implementa-
tion and achievement of its strategies. Therefore, in general, the diagnostic
use underlines a mechanistic view of the use of information which is reported
mainly to senior mangers for the purpose of guiding the organization
towards the achievement of its objectives, via assessing performance and
learning about past actions. Almost all the IC frameworks and the ‘outstand-
ing practice’ illustrations use information diagnostically (i.e. for describing
and understanding MKR, for assessing performance and for achieving the
organization’s strategic objectives). The diagnostic use of information leaves
little space for innovation and creates incremental refinements in the organ-
ization’s strategic and operational context. This incremental innovation is
embedded in the on-going change of objectives and day-to-day processes.

Interactive use is focused on expanding opportunity-seeking, dialogue
and learning throughout the organization with the aim of enhancing its
innovativeness. It involves a shift in the construction of information from
creating measures to control, to developing measures that provide a greater
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level of understanding and the opportunity to have influence (Leitner and
O’Donnell 2007: 88). The interactive use stimulates the development of ideas
and initiatives and guides the bottom-up emergence of strategies by focus-
ing on strategic uncertainties (i.e. contingencies threatening or invalidating
underlying assumptions of current strategies). When information is used
interactively the following occurs:

1 frequent and regular attention is fostered throughout the organization
(i.e. senior managers and the workforce);

2 data are discussed and interpreted among organizational members of
different hierarchical levels;

3 continual challenges and debates occur concerning data, assumptions
and action plans (Henry 2006: 533). For instance, information can be
used interactively through brainstorming to promote communication
and dialogue throughout the organization.

The two uses of SMKR information are shown in Figure 5.4, which also
illustrates the interactive use and the way that the dynamic balance3 between
the diagnostic and interactive uses of SMKR information gives power to the
framework.

Reporting

The reporting of SMKR information is the third activity and refers to both
internal and external reporting. There are three points to reporting.

First, an SMKR statement can be designed either for internal and external
reporting purposes. The content of the statements is SMKR information

Figure 5.4 Utilization of SMKR information.
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presented as metrics, narratives and visuals which should be around the
organizing theme of KR and strategic management challenges. However,
not all organizations like to disclose sensitive information to an external
audience. Therefore, it is likely that the structure and content for the internal
reporting of SMKR information would be more expansive and driven by
the other two SMKR activities to create an information system which is
dynamic. However, a management challenge lies in aligning the internal and
external reporting systems (AccountAbility 2005: 124).

In the SMKR framework, internal reporting would be used to drive the
organization towards the achievement of its stated objectives and strategic
management challenges (i.e. diagnostic function) and to foster innovation and
communication flows within the organization (i.e. interactive function). As
highlighted by the analysis in the previous three chapters, IC practice has
traditionally used the Intellectual Capital Report (ICR) to make IC explicit
and transparent, and to control resources, strategies, indicators and so forth
(i.e. diagnostic function). However, a greater benefit of these reporting tools
arises from the discussion of the link of IC to strategies, objectives and
indicators (Leitner and O’Donnell 2007: 89) (i.e. interactive function). For
the interactive function, the SMKR statement supports the development of
an enabling internal environment which fosters communication, collabor-
ation and debate. This is achieved via the use of the SMKR statement in
meetings and brainstorming sessions, that involve managers and different
levels of the workforce, and that are aimed at fostering autonomous initiative,
networking and creativity amongst internal stakeholders. A main managerial
task in these meetings would be to find a balance between the provision of
guidance towards objectives and the enhancement of autonomous initiative,
networking and creativity.

Similar observations could be made in relation to external reporting.4 The
SMKR statement would be used to provide market and other stakeholders
with an extended view on the organization and its performance. Reporting is
an integral part of SMKR both in terms of dialogue with those directly
involved in stakeholder engagement and as a mechanism for informing those
that were not involved. Therefore, for the SMKR, one-way communication
is only a first step toward a more interactive relationship with external stake-
holders that should feed into strategization and, ultimately, into reporting.
The structure, content and use of the external statement should reflect this. In
conclusion, the SMKR statement represents a tool for managing stakeholder
engagement.

Second, there are a number of issues to be considered for SMKR report-
ing. One of these is at whom is the reporting targeted? In other words, which
stakeholder groups are being addressed? What are their interests and their
information needs? What do we expect from reporting to these stakeholders?
In order to address this issue, organizations can use the outcomes of the
stakeholder analysis and, in particular, the stakeholder group prioritization
matrix and summary table. Another issue is the type of media to be used for
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reporting (e.g. stand-alone statements, annual reports, stakeholder presenta-
tions, internet). Which is the most appropriate media for communication
and dialogue with a variety of stakeholders? As highlighted by Unerman
et al. (2007), the role of the annual report as the media for communicating
information about IC is limited. This is because IC disclosures (and other
information) in the annual report is outdated almost before the report is
printed, whereas information reported via websites and some other docu-
mentary media, as stand-alone reports, can be updated regularly. Also, many
of the preparers of reports perceived their IC value drivers to be both com-
plex and unique. They considered face-to-face interaction a more effective
medium than reports to explain the impact of these complex and unique
value drivers. In summary, the SMKR framework supports the use of stand-
alone SMKR statements as the first step for undertaking a two-way com-
munication process with stakeholders, which, for external stakeholders, may
vary from one-to-one conversation, to follow-up telephone briefings and
stakeholder presentations.

Third, what are the reporting categories? How much detail is needed? How
often should we be reporting? What other forms of communication are we
using? Figure 5.5 summarizes the three reporting issues and illustrates that
the identification of the reporting target is the first step and this drives
decisions about the media and report design. Addressing these three issues
will enable internal and external reporting on SMKR and on the progress
made in achieving organizational sustainability.

The SMKR statement proposed is an example of a possible frame for
internal and/or external reporting activities. The design of the SMKR state-
ment is informed by the analysis of the IC frameworks and by the ‘outstand-
ing practice’ illustrations. In particular, the SMKR statement merges the
traditional ICS with the other forms of extended performance reports
(e.g. Social and Environmental Reports), with the inclusion of KR and other
economic, social and environmental information. Therefore, the SMKR
statement represents an integrated form of extended performance reporting
which, as outlined above, supports the SMKR framework and various
related internal and external communication processes. This is illustrated in
Figure 5.6, which frames the reports around its four main interrelated parts:
strategic objectives/areas of concern, strategic management challenges, KR
actions and day-to-day processes and metrics (i.e. past, current and target).

In the first column of Figure 5.6, the overall objectives of the organization
and the main economic, social and environmental areas of concern of stake-
holders are presented. These objectives and concerns are then specified in
terms of KR requirements by the strategic management challenges, which are
expressed according to the three KR components (i.e. human, structural and
relational resources) and related organization-specific elements. Strategic
management challenges will focus managerial intervention and therefore
should be expressed in a ‘practical’ way.5 The third column, KR actions and
day-to-day processes, refers to the specific initiatives that are (or will be)
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undertaken for achieving the strategic objectives linking the day-to-day pro-
cesses to innovation. The fourth part, metrics, refers to resources, activities
and processes and can be expressed as past, current and/or targets. Also,
targets could be expressed in terms of desired trends, without metrics (e.g.
with arrows) as was shown in the ‘outstanding practice’ illustrations. The
SMKR statement should be made up of a mixture of metrics, narratives and
visual representations. In particular, visual images could represent resources
transformations (see the Intellectual Capital Navigator considered in
Appendix B) and these should complement the SMKR statement.

Compared to the frameworks and examples of practice analyzed, the
SMKR statement differs significantly in its focus, and avoids being a prescrip-
tion of structure or content. The SMKR framework should be used not only
as a diagnostic tool (i.e. for monitoring and assessing performance), but also

Figure 5.5 Issues in reporting of SMKR.
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as an interactive one (i.e. for enhancing dialogue and innovation). Therefore,
the SMKR statement should be a flexible and dynamic frame which adapts to
the unpredictability of innovation, but stable enough to help frame cognitive
models, communication patterns and actions within the organization (Leitner
and O’Donnell 2007: 88).

Summary and conclusions

The key message of this book is that KR have to be understood and managed
systematically to achieve organizational sustainability. One way to address
this is to follow the SMKR framework advocated in this book. The shift
towards the knowledge-based economy has highlighted the importance of
KR. They are recognized as main strategic resources in modern organiza-
tions, as highlighted in chapter 1. Various IC frameworks, which have been
discussed and reviewed in detail in chapter 2, acknowledge the relevance of
KR and their management in a knowledge-based economy. However, the
issues of if and how organizations are using these IC frameworks are yet to
be determined. The in-depth analysis of the six contemporary flow-approach
IC frameworks showed that the issue of resources dynamics was not incorpo-
rated into most of the previous frameworks, except the German Guideline. The
SMKR framework addresses this issue and a number of other lessons learned
from the analysis in chapter 2.

Chapters 3 and 4 provided a practical and informed understanding of how
MKR was conceptualized and reported within a selected group of organiza-
tions. Each individual organization had varied narratives, visuals and metrics
which had been used to conceptualize and report on MKR. Even in the
cluster of organizations that were part of the Danish project, it was observed
that there was variety in the narratives, visuals and the reporting of various

Figure 5.6 Design of an SMKR statement.
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metrics. The SMKR framework recognizes this and suggests the use of a
range of organizationally specific narratives, visuals and metrics.

The organizations examined have attempted to make visible the invisible
sources of ‘value creation’. However, in most cases, this was not achieved via
the use of a consistent framework. From the analytical reading of these
‘outstanding practice’ documents, there is evidence of a combined reporting
of KR and other economic, social and environmental matters. In chapters 3
and 4, several gaps were identified and these were incorporated in the SMKR
framework. First, the SMKR framework has been designed to be applied to
private, listed and public organizations. Second, the diversity of organization-
specific KR information has been recognized in the framework. Third, an
extended view of organizational performance is incorporated into the SMKR
framework by the use of different managerial and reporting tools (e.g. stake-
holder analysis, resources analysis and SMKR statement). Fourth, the lack
of stakeholder engagement was considered a shortcoming and the SMKR
framework includes stakeholder engagement for achieving organizational
sustainability.

There is an emerging visibility of MKR and in an attempt to address this
there have been various IC frameworks produced by regulators and practi-
tioners, as well as academics, for the management and reporting of KR. This
was conceptualized in the second wave of knowledge management, which
emphasized the need to understand and manage KR. In this book, a third
wave was proposed in which MKR is incorporated into strategization for the
purpose of allowing for innovation to emerge and to achieve sustainability.
Strategization includes emergent strategies and allows for innovation.

The SMKR framework outlined in this chapter belongs to the third
wave. This framework is an interactive and dynamic process made of three
activities:

1 strategization;
2 utilization of information;
3 reporting.

In conclusion, the SMKR framework focuses on organizational sustain-
ability and incorporates key characteristics of the third wave. These charac-
teristics are now conceptualized by six movements from previous waves of
knowledge management. These movements from MKR to SMKR are shown
in Figure 5.7.

1 Focus on organizational sustainability This relates to an extended view of
organizational performance and the related notion of value. Organiza-
tional performance is not limited to a narrow view of economic value
(e.g. competitive advantage), but includes other economic, social and
environmental values and therefore relates to achieving organizational
sustainability.

164 Strategic management of knowledge resources framework



2 Focus on stakeholder engagement This relates to defining stakeholder
groups as not only market stakeholders (e.g. customer, suppliers, inves-
tors), but also a broader set of stakeholder groups (e.g. communities,
employees, governments). This allows the identification of a fuller set of
stakeholder interests that should be addressed by day-to-day processes
and engaged with organizational activity.

3 Focus on a dynamic view of KR This relates to the movement from a static
view of IC to a dynamic view of KR. Within this dynamic view the
focus is on the transformations in and between KR elements and other
organizational resources.

4 Focus on strategizing This movement sees a shift from the traditional
approach to strategy to an interactive process of strategization activity.
This strategization activity focuses on top-down and bottom-up emer-
gent strategies which should allow for incremental and radical innovation
to occur within the organization.

5 Focus on SMKR information and its utilization This movement is from a
traditional diagnostic use of information within MKR to the inclusion
of both diagnostic and interactive uses of information. In the MKR,
information was mainly used by senior managers and was made of met-
rics and narratives. In the SMKR, information is used by senior managers
and the workforce and is made of metrics, narratives and visuals.

6 Focus on reporting for supporting SMKR and engaging with stakeholders

This movement sees a radical shift from the traditional one-way com-
munication approach to reporting IC, to an engaging and enlightening
dialogue between the organization and its stakeholders.

The six movements outlined above highlight how the SMKR framework
achieves the four stated aims for this book, which were:

1 extend the traditional financial focus of organizational performance by
including KR as key strategic resources to be managed;

2 engage in a process of strategically understanding KR transformations
and their links with day-to-day processes;

3 enhance dialogue within and between the organization and its main
stakeholder groups about KR and other economic, social and environ-
mental concerns;

4 provide guidance for strategically managing KR to boost innovation and
achieve organizational sustainability.

Future research and policy

It is recognized that there is value in MKR and practice is leading policy in
this area. The analysis of the contemporary IC frameworks and ‘outstanding
practice’ organizations suggest that there is significant and varied inter-
national practice concerning MKR and its reporting. One exception would
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be the Danish experiment in which practice and policy was established in a
collaborative environment over several years, funded by government. How-
ever, as indicated in chapter 3, there is significant diversity in MKR practice
and reporting with selective use of the Guidelines. In the field of MKR,
development is happening, for the most part, at a practical level and the

Figure 5.7 From MKR to SMKR.
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practice is then being studied and modelled by guidelines. When practice
leads policy there are various issues that need to be agreed upon. For
instance, should policy be prescriptive or normative? If guidelines are pro-
mulgated, will they prescribe certain types of reporting? Presumably, given
the differences in organization type and activities, considerable fluidity and
flexibility would have to be built into any policy arrangements to accom-
modate a wide scope of approaches to MKR in organizations.

Chapter 4 discusses the need for any attempt to construct standards,
guidelines, regulations or acts of Parliament to be aware that ‘black letter’
prescription as to the identification of KR elements, the type of metrics and
how they should be reported will not work, as the MKR is organizationally
specific. The idea that IC can be treated as a stock of resources which is
common to all organizations is unsupported by examination of MKR in
practice.

There have been several recent attempts to influence IC policy. Guthrie
et al. (2007) suggested that the accounting profession and/or international
bodies (e.g. OECD, EC and UN) should be involved in the development of
IC policy, establishing a stakeholder taskforce that should facilitate stake-
holder engagement in the MKR activities of organizations, help finance
research into the MKR and encourage the development of voluntary guide-
lines and experimentation internationally.

Another excellent illustration of how policy could be used to stimulate
SMKR is provided by the recently released RICARDIS report (EC 2006)
(Reporting Intellectual Capital to Augment Research, Development and Innov-

ation in SMEs) which made seven main policy recommendations of this
Expert Group to the European Commission. It stated that the use of IC
reporting as a management and reporting tool can help to counter market
failures. ‘Creating more transparency, both externally and within enterprises,
about the role of intellectual capital and complementary assets in successful
innovation will lead to a better understanding of value creation by research-
intensive SMEs and provide a better basis for decision-making to managers
and investors’ (EC 2006: 13). For the RICARDIS Expert Group stimulating
IC reporting requires an approach from the European Commission that
would aim to coordinate guidelines, empower national policies and allow
translation and adoption in the various member states at different speeds
and levels. For this to take place, RICARDIS illustrated in a diagram (see
Figure 5.8) the sequence of this process starting from the internal implemen-
tation of IC awareness, followed by improving IC reporting competencies
and IC management routines. As SMEs learn how to make the best use of
their intangibles and prepare relevant IC statements, an important step
towards more effective management behaviour will have been achieved.

In conclusion, the current policy vacuum in MKR and its reporting has
resulted in the failure to establish a set of clear guidelines which incorporate
all the elements of the SMKR framework. To counter this, governments,
international bodies and professional associations should become actively
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involved in stimulating MKR within organizations by raising awareness of
its importance in a knowledge-based economy, improving management and
reporting competencies, promoting the use of SMKR, and helping facilitate
dissemination of these ideas and practices internationally.

Figure 5.8 A concerted effort to augment R&D in research-intensive SMEs.

Source: EC 2006: 14.
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Appendix B
Stakeholder analysis and
resources analysis

This appendix provides detailed guidance on two management tools: stake-
holder analysis and resources analysis. In the SMKR framework, stakeholder
analysis and resources analysis are fundamental to strategy.

Stakeholder analysis

Stakeholder analysis aims to identify and assess stakeholder groups and their
interests and is important for stakeholder engagement. A central part of this
anaylsis is to arrange a workshop of managers from across the organization’s
functions who are likely to be knowledgeable about stakeholders and their
interests. The following analysis will provide tools and visuals that can be
used within the workshop.

Stakeholder analysis consists of three steps: (1) identifying organizational
stakeholders; (2) prioritising stakeholders; (3) understanding stakeholder
interests. These three steps can apply to the entire organization, or to specific
organizational projects.

Step 1: identifying organizational stakeholders

The first step in stakeholder analysis is to brainstorm who stakeholders
are: groups who affect or are affected (in the short and long-term) by current
and planned activities. AccountAbility (2005: 24) highlights five criteria to
identify stakeholders:

1 Responsibility: organizations and people to whom the organization have
(or may have in the future), legal, financial and operational responsibilities
enshrined in regulations, contracts, policies or codes of practice.

2 Influence: organizations and people who are, or in future may be, able to
influence the ability of the organization to meet its goals – whether their
actions are likely to drive or impede its performance. These can include
those with informal influence and those with formal decision-making
power.

3 Proximity: organizations and people with whom the organization



interacts most, including internal stakeholders, those with longstanding
relationships, those the organization depends on in its day-to-day
operations, and those living next to its production sites.

4 Dependency: organizations and people most dependent on the organiza-
tion, for example, employees and their families, customers who are
dependent on its products for their safety, livelihood, health or welfare or
suppliers for whom the organization is a dominant customer. Employees,
customers and suppliers are named market stakeholders.

5 Representation: organizations and people who are, through regulatory
structures or culture/tradition, entrusted to represent other individuals
(e.g. heads of a local community, trade union representatives, council-
lors, representatives of membership based organizations).

These criteria help to identify a set of stakeholder groups on the basis of their
relationships with the organization. Table B.1 highlights several groups who
might be considered stakeholders.

The results of the first step may be a long list of stakeholders that affect the
organization’s activities or are, directly or indirectly, affected by them. Some
of these stakeholders may have the power either to block or advance organ-
izational activities. Some others may be interested in the organization’s activ-
ities, others may not care. Managers have to prioritize stakeholder groups in
order to address their interests in a consistent way. This will now be discussed
in the second step.

Step 2: prioritize stakeholders and identify their interests

This step involves prioritising the stakeholder groups and assessing their rele-
vance by mapping them on the basis of power and impact/interest over the
organization’s activities. This is illustrated in Figure B.1. Power is defined
as the ability of the stakeholder to affect the organization’s activity, whilst
impact/interest is defined by the (direct/indirect) impact of the organization’s
activity on stakeholders.

Figure B.2 highlights how a stakeholder group’s position on the matrix can
be used to identify possible actions that the organizations have to undertake
to manage stakeholder engagement. However, before taking action it is

Table B.1 Examples of stakeholder groups

Competitors Shareholders Government and regulators

Private partners NGOs Trades associations
Workforce Suppliers The press
Academia and Scientific community Lenders Interest groups
Customers Analysts The public
Prospective customers Public partners The community
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necessary to identify the interests and concerns of ‘main’ stakeholders. In
order to achieve this the organization has three main options.

First, an active and immediate way of gathering information about
main stakeholder groups would be to convene a meeting with them in order
to establish a dialogue and identify and understand their interests and
‘approach’ to the organization. However, this could be expensive, in terms of
time, resources and commitment, and also it could contribute to raising
stakeholders’ expectations. Therefore, at least in the beginning, more passive
monitoring activities could be appropriate. Usually, any organization would
have an idea of what the main interests of its stakeholders are. Even if a
process of stakeholder engagement or stakeholder analysis had never been
undertaken before, within the existing activities of the organization import-
ant sources of information about stakeholder interests can be found and this
is a second option. For instance, the knowledge acquired within investor
relations meetings, customer liaison and exhibitions could be brought
together through a process of systematic review. A third option might include
screening information sources such as national, local and relevant specialist
and academic press, government and intergovernmental organizations’ com-
munications or reports, NGO campaigns, influential research and relevant
internet discussion forums.

Examples of high power and high impact/interest issues would include:
High power stakeholders are those that have the power to:

• remove, grant or influence a ‘license to operate’;

• restrict access to resources, operating sites or intellectual capital;

• damage or build a company’s reputation;

• contribute or detract from a company’s ability to learn and innovate;

• restrict or provide access to investment funds.

High impact/interest stakeholders are those that are in a position of:

Figure B.1 Stakeholder groups prioritization matrix.
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• direct financial dependence (e.g. who are dependant on wages, purchases,
grants);

• indirect financial dependence (e.g. whose livelihoods are dependant on
contributions to the regional economy, or, for example, low income cus-
tomers who depend on low prices for basic goods which the organization
may provide;

• non-financial dependence (e.g. those who depend on the organization for
essential services);

• non-financial impairment or risk from the organization’s operations (e.g.
through air or noise pollution or from risk to health for consumers of
products).

(Adapted from AccountAbility 2005: 45)

However, all stakeholder groups should receive attention and different levels
of engagement have to be identified depending on the power and impact/
interest of each group. Stakeholders’ interests can be classified in terms of
social, environmental and economic concerns. Also, the prioritization of
stakeholders and related interests will enable the organization to focus atten-
tion and actions to ensure that it can achieve strategic objectives, while
respecting the rights of significantly impacted stakeholders.

Step 3: linking stakeholder groups’ interests and strategic objectives

This step links the interests of main stakeholder groups to the organization’s
strategic objectives and determines the main areas of concern to be addressed
for achieving its strategic objectives and becoming a sustainable organization.
Whilst the previous two steps could have been developed in reference to the
entire organization, this step needs to be developed for each strategic objec-
tive. The key question in this step is: what social, environmental and economic
interests (i.e. areas of concerns) do primary stakeholders have for this

Table B.2 Summary table of stakeholder analysis

Strategic objective Areas of
concern

Stakeholder 1 Stakeholder 2 Stakeholder 3

Consumers’
interests

Government
interests

Employees’
interests

Economic Use value New public–
private
partnerships

Integrative
pensions
schemes

To open a new
subsidiary in
region Y

Social Ensuring
compatibility
with dietary
requirements

Employment
opportunities

Equal
opportunity
and diversity

Environmental Materials and
energy uses

Air and water
discharges

Health and
safety
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strategic objective? Table B.2 provides an illustration of stakeholder areas of
concerns for the strategic objective ‘To open a subsidiary in region Y’.

The table above could be used to facilitate a discussion around the strategic
objectives specifically focusing on the implications these have for various
stakeholders. Also, this table can be used to summarize the outputs of stake-
holder analysis as it highlights for each strategic objective the (main) stake-
holder areas of concern that have to be addressed. For the SMKR framework,
the results of this analysis will inform the strategization and the reporting
activities.

Resources analysis

Resources Analysis relates to the identification, mapping and assessment of
the stocks of organizational resources and the flows that happen between
them for an understanding of resources and their contribution to organiza-
tional performance. For the SMKR framework, resources analysis is a fun-
damental input of the strategization activity. The identification of the stocks
of organizational resources serves the purpose of understanding the resources
the organization has at its disposal and is undertaken according to: tangible
assets (i.e. financial and physical assets) and knowledge resources. KR are
further classified into three main components: human resources, structural
resources and relational resources. Also, for each KR component, elements
should be identified and these are organizationally specific (see, Section 1.3.
for an illustration of these elements).

However, as highlighted in chapter 2, pages 10–58, it is more important
to understand the flows of resources, and therefore managers should focus
on managing the connectivity instead of counting resources (Bjurström and
Roberts 2007: 47). Therefore the following analysis will be developed with
particular regards to resources flows, which are named transformations.

Transformations were defined in chapter 2 as flows that affect resources
types, whether financial, physical or KR. For instance, selling a product
means converting physical assets (i.e. the product) into financial assets (i.e.
cash flows or credit instruments). This is a transformation within tangible
assets that is observable (via financial documents), and financially
measurable.

The following explores how transformations can be understood within the
specific organizational context and processes. Resources Analysis involves
three main steps: (1) identification, (2) mapping, (3) assessment.

Step 1: identification of resources transformations

The first step consists of the identification of resources transformations, which
is a complex task, especially in relation to KR. It is easier to identify trans-
formations that involve resources which are tangible (as physical resources)
or at least observable or measurable (as financial resources), than to identify
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transformations within KR. This is because many KR lack physical substance.
Also, the knowledge (production) process differs from the linear completion
of manufacturing stages and the accompanying accumulation and aggregation
of physical resources into the final product. Whilst the industrial production
process can be considered as based on the idea of the pipeline, the knowledge
production process is based on the idea of a network which links the inter-
dependencies of resources (Bjurström and Roberts 2007: 47). Therefore,
any representation of transformations between resources, and particularly
between KR, is subjective in nature and expresses an understanding about
how resources interact within day-to-day processes. Different people may have
different views about how resources interact, and this may have consequences
for decision-making processes.

Comparing these different views will create a comprehensive understanding
of KR transformations. Therefore, the subjectivity of managers’ ‘pictures’ can
be reduced by outlining, discussing and comparing different mental models
during meetings within managerial teams and with the workforce in order to
obtain a ‘balanced’ understanding of KR dynamics. A way to facilitate this
process is to use maps of resources, and this is now discussed.

Figure B.2 An illustration of the IC Navigator for a research-based consulting firm.

Source: Gupta and Roos 2001: 300.
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Step 2: mapping of resources transformations

The second step consists of representing resources and their transformations
respectively by circles and arrows (Roos and Jacobsen, 1999; Gupta and
Roos, 2001; Marr et al., 2004; Roos et al. 2005). These visuals may be used as
a basis for discussion and brainstorming. A well-known visualization instru-
ment is the IC Navigator1 (Roos and Jacobsen 1999; Gupta and Roos 2001;
Peppard and Rylander 2001; Roos et al. 2005), illustrated in Figure B.2. The
illustration refers to a small research-based consulting firm and visualizes the
specific resources flows within the day-to-day processes.

Step 3: assessing resources transformations

The third step in observing resources dynamics is the assessment of resources
and their transformations. It consists of assigning a weight to resources and
their transformations, which expresses their value relevance for the strategic
management challenges of the organization. In the IC literature,2 the assess-
ment of resources transformations is addressed in two main ways: qualita-
tively and quantitatively.

A qualitative assessment of the resources and transformations uses visual
means to show resources stock (represented by circles) and flows (represented
by arrows) and related assessment. The size of the circles and arrows repre-
sents the qualitative assessment of the resources and transformations. This was
illustrated in Figure B.2, in which the size of the circles and arrows provide a
visualization of the assessments of resources and related transformations of a
research-based consulting firm against its strategy. Highlighted is that client
relationships and competence were valuable KR of the organization. Also,
the figure shows several relevant KR flows; it illustrates, for instance, how the
organization, in performing its business, transforms competence into cash
and this is a core transformation for this organization.

The quantitative assessment consists of assigning numerical weights to
resources transformations. This is a difficult task to accomplish, particularly
when measures are not always available or, if available, may not be reliable
indicators of resources transformations. Also, quantitative assessment may
require knowledge about statistical tools (as in Roos et al. 2005) to produce a
transformation matrix and visualize the quantitative assessments of trans-
formations (see Figure B.3).

In Figure B.3 the numbers in the cells represent the managers’ perceptions
about the relevance for value creation of the interdependency between the
resource in the row and the ones in the column. Therefore, a higher number in
the cell indicates a higher relevance of the transformation for value creation.
However, it is believed that a quantitative assessment of transformations is
not required for the purposes of understanding resources dynamics. There-
fore, the relevance of resources transformations can be assessed qualitatively.
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Notes

1 Introduction

1 Several IC frameworks which have been developed by national and international
institutions to guide in the management and reporting of IC are analyzed in
chapter 2, pages 18–58.

2 The key concepts of KR and IC are defined in more detail in chapter 1, pages 4–6.
3 The definition of strategy used in this book is adapted from Hax and Majluf

(1996: 13–14): ‘Strategy determines and reveals the organizational purposes in
terms of long-term objectives, action, programs, and resources allocation prior-
ities; selects the business the organization is in or is to be in; attempts to achieve a
long-term, sustainable advantage in each of its business by responding appropri-
ately to the opportunities and threats in the firm’s environment, and the strengths
and weaknesses of the organization; identifies the distinct managerial tasks at the
corporate, business and functional levels; is a coherent, unifying and integrative
pattern of decisions; defines the nature of the economic and non-economic contri-
butions it intends to make to its stakeholders; is an expression of the strategic
intent of the organization; is aimed at developing and nurturing the core com-
petencies of the firm; is a means for investing selectively in tangible and intangible
resources to develop the capabilities that assure a sustainable competitive advan-
tage’. For this book a ‘sustainable competitive advantage’ is considered to be one
aspect of organizational sustainability, which is a balance of the economic, social
and environmental issues of organizational activity.

4 For Kochan and Schmalensee (2003: 4): ‘managers must build and maintain
the trust of a broad set of stakeholders through openness, transparency, and
accountability’.

5 ‘Sustainability’ is defined according to OECD (2001: 47) as ‘linking the
economic, social and environmental objectives in a balanced way . . . and using a
long-term perspective about the consequences of today’s activities. . . . Meeting
the challenge of sustainable development requires clear processes for identifying
integrated environmental, social and economic goals, and for implementing these
goals efficiently across all responsibility areas’.

6 The tripartite classification is adapted from Sveiby (2001: 347) and Guthrie and
Petty (2000: 166).

7 In this book the term KR is used. However, when the term IC is used by
authors referred to in the text, this book also uses that term.

8 Chapter 2, see pages 15–17 for a definition of transformations and Appendix B for
an illustration of tools for their identification, mapping and assessment.

9 This quote refers back to Nonaka and Takeuchi (1995).
10 The key concepts for SMKR are in italics and are explained in more detail in

chapter 5.



2 Analysis of contemporary IC frameworks

1 See, Karl-Erik Sveiby http://www.sveiby.com/Portals/0/articles/Intangible
Methods.htm last accessed in March 2007.

2 In Appendix A, a list of 36 frameworks is provided along with the year of publica-
tion, the name, the measurement approach and brief description of the stated
objectives for each IC framework.

3 Stakeholders can also be identified in relation to the internal environment and
include employees, managers, the board of directors, etc.

4 There is a variety of tools available for undertaking stakeholder engagement. One
example is provided in Appendix B.

5 As originally stated by Freeman (1984: 48), stakeholder theory ‘is about groups
and individuals who can affect the organization, and is about managerial response
to these groups of individuals’. Therefore, stakeholder theory identifies the groups
of stakeholders and the methods by which management can consider the interests
of these groups.

6 An overview of Corporate Responsibility is available at http://www.icaew.com/
index.cfm?route=112326 (ICAEW 2007, last accessed in April 2007).

7 The AA1000 guidelines from AccountAbility provides guidance on how to estab-
lish a systematic stakeholder engagement process that generates the indicators,
targets and reporting systems needed to ensure its effectiveness in impacting
on decisions, activities and overall organizational performance (See, www.ac-
countability.org.uk, last accessed in April 2007).

8 KPMG (2005: 21) reports the results of the triennial survey which analyzes
trends in corporate responsibility reporting of the world’s largest corporations
(including the top 250 companies of the Fortune 500 and top 100 companies in
16 countries). With its coverage of over 1,600 companies, the survey provides
a global picture of reporting trends over the last ten years. Also, within this
survey, benefits for companies of a strong stakeholder engagement programme are
reported and include: a strengthened licence to operate; enhanced two-way com-
munication and trust leading to reduced legal and reputation costs; strengthened
shareholder value; increased access to markets; the identification of potential
risks.

9 The resources analysis consists of identification of the resources, in particular, the
stocks of KR the organization has at its disposal and of the transformations
between organizational resources. This analysis will be addressed in Appendix B.

10 There is a variety of tools available for identifying, mapping and assessing
resources transformations. One example is provided in Appendix B.

11 The concept of ‘transformation’ was discussed in Roos and Jacobsen (1999) and
Gupta and Roos (2001) and further developed by Roos et al. (2005: 109–223) in
which mapping and measurement tools are extensively described.

12 A well-known example of a strategic performance measurement (and manage-
ment) system is the Strategy Map developed by Kaplan and Norton (2001), which
identifies four main performance perspectives: financial, customer, internal and
learning and growth. The Strategy Map considers the financial perspective (i.e.
long-term shareholders’ value) as the overall strategic objective and aims to
describe how an organization creates value by connecting the four perspectives in
explicit cause-and-effect relationships. The financial perspective builds up from:
(a) the learning and growth perspective, which includes organizational resources
(e.g. human capital, information capital and organizational capital); (b) the internal
perspective, which includes organizational processes (e.g. operations management
processes, innovation processes and customer management processes); (c) the cus-
tomer perspective, which includes the impacts of the previous perspectives in
terms of customer value proposition (e.g. price, quality and brand).
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13 Ittner and Larcker (1998: 217) report the findings of studies highlighting eight
main reasons that drive companies’ dissatisfaction with the use of ‘traditional’
accounting measures for decision making and performance evaluation. These
are: (1) the backward-looking perspective; (2) the lack of the predictive ability to
explain future performance; (3) the rewarding of short-term incorrect behaviour;
(4) the scarce power to drive action as they provide little information on root
causes or solution to problems; (5) the inability of timely signalling of key business
changes; (6) the fact that they are too aggregated to guide managerial action; (7)
do not reflect ‘cross-functional processes’; (8) give inadequate consideration to
‘difficult to quantify “intangible” assets such as intellectual capital’.

14 The study was undertaken by Deloitte and the Economist Intelligent Unit and
consisted of a global survey in December 2006 that obtained responses from 175
senior executives and board members of worldwide large organizations. Also, in-
depth telephone interviews were conducted with senior executives and board
members for large worldwide companies (Deloitte 2007: 1).

15 The Guideline does not define what is intended for long-term success. However, it
is assumed that the main focus of the Guideline is on long-term economic per-
formance, as it is stated that: ‘An intellectual capital statement basically shows the
assets of an enterprise which are not directly accessible, but which are vital to
future economic success’ (FMEL 2004: 8).

16 A business strategy describes how to act on the market in future, which invest-
ments are necessary for this, at what locations with which products and services
one should work, and which measures should be initiated and implemented for
research and development (FMEL 2004: 43).

17 The IC elements contained in the matrix are the ones that are critical for business
perfomance and are named ‘Influencing Factors’.

18 For an illustration of the transformation matrix see Appendix B (Resources
Analysis).

19 For an illustration of the IC Navigator see Appendix B (Resources Analysis).
20 The Regulation was issued by the Federal Ministry of Education, Sciences and

Culture on 15 February 2006 and came into force on 1 February 2006 (FMESC
2006). For an analysis of the Act and the Regulation see Altenburger and
Schaffhauser-Linzatti (2006).

21 In the Regulation there is no definition of the terms ‘long-term objectives’ and
‘self-imposed objectives’; these are assumed to be equivalent.

22 Human capital is defined as the knowledge of the academic and non-academic
staff that is relevant to perform all university tasks, structural capital as non-
personal equipment, and relationship capital as networks of social relations that
support universities’ performances and help to acquire knowledge from outside
(Altenburger and Schaffhauser-Linzatti 2006: 5).

23 Additional sections are required for the universities of medicine and of arts, see
FMESC 2006: 1.

24 These Guidelines are the result of a 30-month (1998–2001) project funded by
the European Union within the Targeted Socio-Economic Research (TSER)
programme.

25 The project involved seven institutions of six different countries: IADE – Autono-
mous University of Madrid (Spain), Group HEC (France), Research Institute
of the Finnish Economy and the Swedish School of Economics and Business
Administration (Finland), Stockholm University (Sweden), Copenhagen Business
School (Denmark), and Norwegian School of Management (Norway). There were
many academic outputs from this project. One of these is: Chaminade, C. and
Catasús, B. (2007), Intellectual Capital Revisted: Paradoxes in the Knowledge-
Intensive Organization, Cheltenham, UK, Edward Elgar.

26 ‘Theoretically the firm starts by identifying and measuring its intangible resources
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at a given time (t). Then it develops different activities that might affect them and
measure its intangible resources again in period t+1. As a result the firm monitors
the different changes in its intangible resources levels as a consequence of its
management actions’. (MERITUM 2002: 78). However, it is not entirely clear that
variations in the IC resources from period t to period t+1 are completely due to the
activities implemented by the organization.

27 Hitoshi Funahashi (Actcell Corporation), [Introductory notes] OECD Conference
on Intellectual Asset-Based Management: Toward Innovation and Sustainable
Growth, 8 December 2006, who announced the use of IABMR by various Japanese
organizations, of which several had produced reports over the previous two years.

28 The Austrian Act highlights that the objectives should be derived from the prior-
ities and strengths of the university and that they should be specified in terms of
social goals. Also, resources should be allocated to attain these objectives. In
regards to strategy implementation the Act specifies the need to report the meas-
ures undertaken according to a specific list. The Austrian Act provides very little
detail from an internal managerial perspective.

3 MKR in practice: Danish developments

1 The aim of the analysis was not to highlight the amount of information reported,
as many previous academic studies on the reporting of IC have done (e.g Guthrie
and Petty 2000; Olsson 2001; Brennan 2001; Bozzolan et al. 2003; Bozzolan et al.
2006; Guthrie et al. 2007), but to get a general understanding of how organiza-
tions manage and report KR.

2 The web search was performed in English and in Italian and looked for the follow-
ing words: intellectual capital, intellectual capital statement, intellectual capital
report, intangible capital, intangible assets, intangible assets report, intangible
assets statement, intangibles, intangible resources, knowledge, knowledge man-
agement, management of knowledge resources, knowledge assets, knowledge
resources, knowledge reports.

3 The main reason for excluding some organizations from the analysis was related
to the availability of the report to external parties, the language of the report
(English or Italian), and the year of the last externally available reports (from 2005
onwards).

4 The reason for this, at least in the case of America, is that the prevailing approach
to intangible resources is that of traditional financial accounting, rather than
reporting MKR: ‘Reviewing the above models, a trend distinguishing “North
American” versus “European” tendencies in the field of fashion is discernible.
Starting out from near-identical beginnings, in the Balanced Scorecard and
Navigator, North American contributors (Cap Gemini, Dzinkowski, Lev, Lynn)
are associated with the emergence of an orthodox measurement emphasis and a
hard accounting calculus; the European arm (DATI, MERITUM, Mouritsen)
tends more towards telling the “story” of intellectual capital in firms. The pre-
occupation with external disclosure and accounting standards is characteristic of
the US; in Europe/Scandinavia intellectual capital accounting as management
fashion is interpreted more as an internal management and reporting technique.’
(Fincham and Roslender 2003: 785).

5 The issue of external reporting is not considered by this analytical frame as the
documents examined are made available externally.

6 For some generalized checklists see Section 1.3 and Appendix B ‘Knowledge
Resources’. Also, see Sveiby (1997), Guthrie and Petty (2000), Bozzolan et al.
(2003), and Guthrie et al. (2007).

7 Resources transformations relate to the flows within organizational resources (see
Section 2.3 and Appendix B).
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8 ATP was named the Best European Pension Fund in 2005 by an international jury
appointed by the magazine Investment and Pensions Europe.

9 The report was available at: http://www.atp.dk/ and consisted of 13 pages
(accessed in February 2007).

10 The only exception to this was in considering social responsibility as a priority in
response to general external pressure. This will be discussed in relation to staff
challenges.

11 The report specifies that Carl Bro UK/Ireland started producing ICS State-
ments in 2001 while Carl Bro Sweden started the process in 2003 (Carl Bro
2005: 12–13). Also, since 2004 the ICA is not produced as a separate account
and is included in a specific section (i.e. ‘Intellectual Resources’) of the annual
report.

12 The ICA is available at, www.carlbro.com and consists of three pages (pp. 12–14).
Page 3 of the annual report was also considered as it better explained the organiza-
tion’s strategy. As in 2004, Intellectual Capital Accounts for 2005 will not be
published in a separate form (Carl Bro 2005: 13).

13 The Intellectual Capital Statement is presented as a click-through report made
available on the organization’s website. Also, within the annual report the ‘Stake-
holders’ section ‘is a summary of Coloplast’s Intellectual Capital Statement. It
accounts for the various efforts supporting overall value creation’ (Coloplast AR
2005: 63). The 11 pages of the Intellectual Capital Statement referenced in the
analysis relate to a document created by the author and include the narratives,
metrics and figures reported in the click-through Intellectual Capital Statement
available at www.coloplast.com (accessed in February 2007).

14 The Intellectual Capital Report 2005 (COWI 2005) it is also available as a click-
through report on the organization’s website (www.cowi.com). The Intellectual
Capital Report considered in this analysis was a sub-section of the annual report
and consisted of six pages (accessed in February 2007).

15 ICR were produced in 1999, 2000, 2002 and 2004. The 2004 was the latest available
on Systematic’s website (www.systematic.com was last accessed in March 2007).
The report consists of 36 pages and was included as it contained an audit opinion
of the ICR.

4 MKR in practice: International developments

1 The ‘Knowledge activities account 2005’ has been provided by the management of
Arkitema to the author. The report consisted of 23 pages.

2 The report was available on the organization’s web-site (www.cmm.ki.se) and was
24 pages in length (web-site accessed in February 2007).

3 The ICR was available as a stand-alone document on the organization’s website
(www.Sentensia.se), accessed in February 2007. The report consisted of 13 pages
and includes a sub-section with a set of indicators which were developed in the PIP
project (see, http://nhki.si.is/).

4 The latest report consisted of 52 pages and is available on the ARC’s web-site
(www.arcs.ac.at, accessed in February 2007).

5 BBVA’s shares are traded on several European capital markets and on the New
York Stock Exchange.

6 The subsection of the annual report considered consisted of 12 pages, whilst the
CRR consisted of 156 pages. The documents were made available on the BBVA
website (www.bbva.com, accessed in February 2007).

7 For instance, in 2005, Brembo received the ‘National Award for Corporate Social
Responsibility’ sponsored by the Italian Ministry of Labour and Social Policies
and the ‘Italian Award for Creativity’ for its innovative business practices (Brembo
2005: 5).
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8 The report consisted of 94 pages and was made available on the organization’s
website (www.brembo.it), accessed February 2007.

9 New patents are contained in the indicator: ‘number of active patents and patents
used in production/number of filed and active patents’.

10 The 2005 OeNB ICR consisted of 28 pages and is available on the OeNB web-site
(www.oenb.at), accessed in February 2007.

11 The Intangible Capital Statement was made available by Plastal’s management
to the author. It consisted of 15 pages.

12 The Intellectual Capital Statement is available (in Italian) at web-site (www.zip.
padova.it). The report consisted of 52 pages and was accessed in February 2007.

13 The Development Bank of Japan is preparing for its eventual privatization as
recommended by recent developments in Japanese law (e.g. The Important Policy
for Administrative Reform, The Administrative Reform Promotion Law and the
Policy-Based Financing Reform Plan).

14 The ‘Sustainability Report 2005: Social Environmental and Intellectual Asset
Report’ was available on the bank’s web-site (www.dbj.go.jp), accessed in February
2007 and consisted of 44 pages. In the later 2006 Sustainability report no reference
is made to Intellectual Assets and no other document was found on the organiza-
tion’s website about Intellectual Assets and related management practice.

15 The Intellectual Capital Report 2005 is available on ETRI’s web-site
(www.etri.re.kr), accessed in February 2007 and consisted of 20 pages.

16 The 2006 Intellectual Capital Statement consisted of six pages. It is available on
the NSW Lands web-site (www.lands.nsw.gov.au), accessed February 2007.

5 Strategic management of knowledge resources framework

1 Also, a fuller discussion on two important management tools (i.e. stakeholder
analysis and resources analysis) is presented in Appendix B.

2 As will be outlined below the notion of ‘emergent strategies’ (Mintzberg and
Waters 1985) originally included only the idea of incremental innovation. In this
book the notion of ‘emergent strategies’ is extended in order to include radical
innovation (Davila 2005).

3 The ‘dynamic balance’ can be thought of conceptually in the following terms. A
diagnostic use of information ‘ensures that the positive effects of interactive use on
capabilities will be achieved. In some circumstances, the potential benefits of
interactive use may vanish due to insufficient diagnostic use to set boundaries and
to highlight effectiveness issues. This can produce a loss of direction, wasted
energy and a disruption of continuity (Cameron, 1986; Chenhall and Morris,
1995). However, the potential benefits of interactive use can be lost due to exces-
sive diagnostic use which constrains innovation and risk taking. This can produce
stagnation, loss of energy and declining morale (Cameron, 1986; Chenhall and
Morris, 1995)’ (Henry 2006: 537).

4 ‘A primary goal of reporting is to contribute to an ongoing stakeholder dialogue.
Reports alone provide little value if they fail to inform stakeholders or support a
dialogue that influences the decisions and behaviour of both the reporting organ-
ization and its stakeholders. However, GRI clearly recognises that the engagement
process neither begins nor ends with the publication of a sustainability report’
(GRI 2002: 9).

5 For strategic management challenges one should avoid general statements as:
‘increase customer satisfaction’, and include a more detailed focus as: ‘increase the
timeliness of delivery to customers’.
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Appendix B: Stakeholder analysis and resources analysis

1 As will be observed below, the IC Navigator can be also used as a tool for visualis-
ing the qualitative assessments on resources and their transformations.

2 For qualitative assessment see Gupta and Roos 2001; and Marr et al. 2004, whilst
for (qualitative and) quantitative assessment see Roos et al. 2005.
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