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Abstract

This article analyses the development of intellectual capital statements in 19 Danish "rms.
These statements are discussed in order to show how they work in relation to knowledge-
management activities. Based on survey and interview data from the "rms that have collab-
orated in developing intellectual capital statements, the article focuses on why and how these
"rms embarked on producing such statements. Three brief case studies illustrate the complexi-
ties of this type of reporting, which integrates a three-way relationship between narra-
tives/stories, sketches, and metrics. ( 2001 Elsevier Science Ltd. All rights reserved.

The relationship between intellectual capital and knowledge management is impor-
tant, because intellectual capital statements report on the activities that management
initiates and supports in the name of knowledge management. Although the expres-
sion intellectual capital statement makes reference to &capital', it is not an authorised
accounting term. Some authors use it `to refer to the knowledge and knowing
capability of a social collectivity, such as an organisation, intellectual community, or
professional practicea (Nahapiet & Ghoshal, 1998, p. 245). Other writers associate
intellectual capital more intimately with human resource management (Boudreau
& Ramstad, 1997), while yet others associate it with information technology (Daven-
port & Prusak, 1998). However, the literature o!ers little speci"c guidance as to how
intellectual capital should be de"ned. It has been de"ned as `* knowledge, informa-
tion, intellectual property, experience * that can be put to use to create wealtha
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(Stewart, 1997, p. x). It has also been seen as the combination of &human
capital', &organisational capital' and &customer capital' (e.g. Brooking, 1997, p. 13;
Edvinsson & Malone, 1997, p. 11), or simply as &competence ] commitment' (Ulrich,
1998, p. 16).

Intellectual capital is said to be particularly important in a knowledge society.
Here knowledge and information `have become the economy's primary raw
material and its most important outcomea (Stewart, 1997, p. x). Drucker (1993, p. 7)
says that when entering the knowledge society `the basic economic resource2 is
and will be knowledgea (see also Nonaka & Takeuchi, 1995; To%er, 1990;
Quinn, 1992; Reich, 1991). Therefore, `the traditional model of &accounting' which so
beautifully described the operations of companies for a half-millennium, is now failing
to keep up with the revolution taking place in businessa (Edvinsson & Malone, 1997,
p. 1).

Such comments, however, are to a certain extent &hype'. To get a clearer idea about
how intellectual capital works, it is interesting to see how it is being put to work. Not
many "rms publish intellectual capital statements (Johanson, EkloK v, Holmgren, &
Ma> rtensson, 1998; Johnson, Ma> rtensson, & Skoog, 1999; Larsen, Mouritsen, & Bukh,
1999; Mouritsen, 1998), and those that do not may even consider their statement as
being particularly concerned with intellectual capital. There are also other kinds of
reporting, such as social accounting statements, stakeholder accounting statements
(Gray, Owen, & Adams, 1996; Epstein & Birchard, 1999), or &merely' supplementary
accounting statements building, for instance, on parts of the balanced scorecard
(Kaplan & Norton, 1996; Olve, Roy, & Wetter, 1998). Thus, it is not at all certain
whether all kinds of supplementary statements that are said about intellectual capital
have actually been developed with such statements in mind.

This article reports speci"cally on an experiment in developing intellectual capital
statements. On the basis of a study of 19 "rms* of which three will be described and
analysed later* our aim is to illustrate the main &components' of intellectual capital
statements as they materialise in action. We argue that intellectual capital is not one
thing: it is a fragile construct, which has to be continuously supported and held
together by a whole array of interrelated elements. Drawing on insights from actor-
network-theory (Callon & Latour, 1981; Latour, 1987), the article illustrates the
performative, enrolling and translating character of intellectual capital statements.
Here, intellectual capital does not have one immutable essence. Rather, it can mobilise
di!erent kinds of explanations about its own meaning and e!ects. We will show that,
analytically, intellectual capital comprises three dimensions. One dimension is an
identity story, which is a &grand narrative' of &innovation', &#exibility' or &knowledge',
etc., that includes the justi"cation of the identity story. The second is a management
model specifying the set of managerial activities that gives substance to the &grand
story' in areas such as technology, organisational structure or employee development.
The third dimension is a presentation model that identi"es the objects that are
committed to numbers in the intellectual capital statement. While the intellectual
capital debate has been an essentialist search for the &true' properties of intellectual
capital, the present article suggests that intellectual capital may be understood as the
&cohesion' between an array of heterogeneous elements constituted as interrelated
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1The SIFO group has been acting for some years as consultants on the management control methods for
intangibles (Johansson et al., 1999). Their &Management of Intangible Assets' model (cf. Ennerfelt, Pal-
tschilk, & Tillberg, 1996) relates intellectual capital closely to the measurement of attitudes.

2 In recent years a body of literature has been published on intellectual capital, knowledge accounting
and related topics. See Johanson, EkloK v, Holmgren, and Ma> rtensson (1998) for a general survey or Bontis,
Dragonetti, Jacobsen, and Roos (1999) for a more speci"c review of some of the tools that are being
proposed for the measurement and management of IC resources.

practices. These practices concern not knowledge, but knowledge management activ-
ities as can be found in many di!erent sectors of managerial action.

The following text is organised to illustrate and substantiate these points. First,
there is a section on the intellectual capital debate followed by a section on the
empirical basis for the article. We then introduce the concepts that will be used in the
analysis, and with the help of three cases we show how intellectual capital works in
these "rms. The article closes with some concluding comments.

1. Intellectual capital

The intellectual capital statement movement of the 1990s can perhaps be said to
have begun in the mid-1980s when some practitioners in the service industry in
Sweden suggested an extension to the &"nancial' reporting. The Konrad Group,
chaired by Karl Erik Sveiby, created a template for a new annual report for &know-
how' companies (Sveiby & Riebling, 1986). These were companies with highly
educated employees who attended individually to complex problem solving and made
use of non-standardised solutions. According to the Konrad Group (1989), it was
necessary to distinguish between know-how companies of this kind and knowledge-
intensive "rms, the di!erence being that the latter depended on a set of resources of
a more structural kind such as "nancial strength, experience, established networks,
relations with customers, suppliers, etc., whereas the former depended on single
individuals.

Later, however, Sveiby (1997, p. xi) generalised his ideas to cover a range of
&knowledge organisations', suggesting that fundamentally such "rms rely on &the
professional'. In its attempt to create a new annual report the Konrad Group
developed &the invisible balance sheet' that was included in a recommendation from
the Swedish Association of Employers in Service Industries in 1993 in a version
generalised to suit all service companies (TjaK nesteforbundet, 1993). Together with Leif
Edvinsson and some consulting "rms, notably the Swedish consulting and research
"rm SIFO,1 Karl Erik Sveiby seems to have been the prime mover in launching the
intellectual capital movement. Along the way, a number of American writers * in
particular Thomas Stewart* have joined what is still a very small group of people
who often cross-reference each other. Although the movement is global, the network
of key people is still small. Up to now, moreover, the intellectual capital debate has
been a forum for practitioners, while academics are just beginning to appear on the
stage.2
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1.1. Justifying the need: the market-to-book argument

One of the stories of intellectual capital, repeated in almost every book, is that it
owes its importance to the dramatic increase in market-to-book ratios on most stock
exchanges during the 1990s. Stewart (1997, p. 33), for example, justi"es the importance
attached to intellectual capital by reference to the huge market-to-book value ob-
tained for "rms such as Microsoft, Astra, Rentokil and Oracle. The di!erence between
the market value and the book value is said to consists of its intellectual capital. After
all, the argument goes, since the "nancial accounts account for the material assets, the
rest must be due to immaterial assets such as intellectual capital (Edvinsson, 1997, p.
367; Edvinsson & Malone ,1997, pp. 2}3; Sveiby, 1997, Chapter 1; Roos & Roos, 1997,
p. 413). Literally, intellectual capital is determined by an equation, IC"MV}BV,
where IC is the intellectual capital, MV is the market value, and BV is the book value.
While we do not deny that such a metric might be interesting to the study of capital
markets, the insights provided in relation to speci"c "rms are limited for at least two
reasons.

First, there is the problem that intellectual capital is being de"ned in terms of what
it is not: it is not market value, and it is not book value. This has the counter-intuitive
implication that, up to a point, intellectual capital is partly a function * albeit
possibly a complex one* of the "nancial accounting rules. As some scope is allowed
in the way accounting rules may be applied, there is scope for de"ning book value,
which in turn would a!ect the intellectual capital. The equation is upsetting from an
accounting perspective, in that it suggests that a change in accounting rules would
produce a di!erent intellectual capital. This would happen, for example, if the rules for
capitalising items in the balance sheet changed, or if the depreciation of "xed assets
were accelerated with a consequent di!erence in the accounting result. In other words,
if we accept intellectual capital as such a residual given by the equation, we would also
have to accept it as a function of the accounting rules used to construct the book
value. This is absurd, as intellectual capital is posited as being separate from "nancial
capital.

Another reason why the market-to-book argument should not be taken too
seriously at the level of the individual "rm is its assumption that intellectual capital
&"lls' the gap between market value and book value. If intellectual capital is only used
to explain market values, how could it be of any value? If the market already knows
the right market value, why bother to compute the intellectual capital? For informa-
tion to be of any value, it has to provide more insight. Thus, if intellectual capital is to
be of any value, it would have to in#uence the market values. In such a situation,
intellectual capital cannot be subordinated to market values. It must be the other way
around.

Consequently, intellectual capital should be de"ned in its own terms, and some
questions then are: in what sense does intellectual capital exist alone, and why do
"rms report on it? We suggest that intellectual capital statements are about know-
ledge-management activities. They are not about knowledge, which is a di$cult and
ambiguous concept; they are about the activities that management sets in motion in
the name of knowledge. Knowledge is not interesting for what it is. It is interesting for
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Fig. 1. Edvinsson and Sveiby's models of intellectual capital.

its e!ects, for what it does and how it works, for what managers can do to
identify, transport and evaluate it, and for the way it can be communicated to
the capital market, or to employees and customers, for instance, so that it can be
acted upon. That is to say, knowledge does not have to be true in order to matter; it
just has to work (see e.g. Austin, 1962). Therefore, it is necessary to investigate how
it is being put to work, and hence the focus here is on knowledge-management
activities.

It is interesting to note that this is just what Stewart, Edvinsson and Sveiby do
* even if they do not say so* when they move on beyond the hype and rhetoric of
their books. They all, after a few pages, start discussing the actions that intellectual
capital is supposed to in#uence. They do this through paying attention to the
classi"cation of measurement systems.

1.2. The classixcation of intellectual resources

In most of the literature on intellectual capital, more attention has been paid to the
construction of a general categorisation of its elements than to the speci"c metrics and
measurements that comprise it. Hardly any of the intellectual capital statements that
have been mentioned in the literature include a comprehensive discussion of indi-
cators and the relations between them. Rather, the discussion has concerned the
classi"cation of intellectual resources with a view to capture the dimensions for such
a classi"cation. However, this is not measurement as such, although it could perhaps
be considered &meta-measurement'.

There are various models and classi"cations of intellectual resources in the litera-
ture. Most are versions of what could be termed the Sveiby}Stewart}Edvinsson
model (see Fig. 1) that suggests * although the exact words di!er between the
three writers * that there are three types of intellectual resources. Sveiby (1997)
proposes employee competence, internal structure, and external structure. Stewart
(1997) identi"es human capital, structural capital and customer capital while, in
Edvinsson (1997) the main distinction is between human capital and structural
capital, which can then be divided into organisational capital and customer capital.
On inspection, it can be seen that these distinctions tend to say the same things. Some
assets are related to employees (employee competence, human capital, human-centred
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assets) and are presented as being di$cult to manage because they cannot be
owned or prevented from going home at 5 p.m. Other assets * internal structure,
structural capital, organisational capital and infrastructure * relate to the pro-
cesses and procedures that are still present after 5 p.m., such as databases, organisa-
tional routines and the like. The third category of resources comprises external
structure, customer capital and market assets, which are basically about relations with
customers.

The three writers may word things di!erently, but they share a common con-
cern to depict an area for reporting and managing that is beyond the realm of
"nancial management. These classi"cations seek out areas that the "nancial
accounting statement rarely visits, and the measures cannot be constructed
&easily' as bottom line indicators. Indeed, they all have open-ended de"nitions
and are explained in examples rather than by mathematical logic as in the case
of the double-entry bookkeeping system. Commenting on their system,
Edvinsson and Malone (1997, p. 185) say: &Is this a de"nitive list? Hardly'. There
is no set formula for the inclusion of measures, which is why measures can
only be examples. They never constitute an integrated model. Sveiby (1997, p. 150)
states this clearly: &The measurement system that I propose does not present a
full and comprehensive picture of a company's intangible assets; such a system
is not possible'. An intellectual capital statement is possibly a model, but it is
hardly a set calculation that arrives at a "gure for the worth of a "rm's intellectual
capital. Its headings * employees, organisation, and customers * for the
possible extended reporting of a "rm's situation beyond the narrowly "nancial one
have to be applied individually to every situation and "lled with "gures * often
&non-"nancial' ones. How can such an agenda work? It is here that the practices of
reporting come in.

2. The Danish Intellectual Capital Project

The Danish Agency for the Development of Trade and Industry, the Copenhagen
Business School, the University of Aarhus, Arthur Andersen and 19 "rms have
collaborated in a project to explore how the 19 "rms, which did not at the time
produce intellectual capital statements, would go about creating such statements. The
project started in February 1998 and all the "rms agreed to develop and publish
intellectual capital statements for the years 1998 and 1999. The "rms met about eight
times a year (roughly speaking monthly with a break for the summer vacation) to
discuss their progress, while researchers provided feedback on their activities by
suggesting interpretations of what they were doing and of how they made sense of
intellectual capital.

The research part of the project rested* and &rests', as it is not yet "nished* on
three pillars. There was a semi-annual interview with each "rm. Researchers par-
ticipated as observers and commentators on the monthly meetings, and a question-
naire was administrated annually. A methodology of this kind does not make the
researchers independent of the object they have set out to investigate: being there,
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3 In a sense there is an action research dimension to this research, as to a certain degree it `results from an
involvement by the researcher with members of an organisation over a matter which is of genuine concern
to them and in which there is an intent by the organisation to take action based on the interventiona (Eden
& Huxham, 1996, p. 526). Action research has frequently been criticised for its lack of repeatability, and
hence its lack of rigour, because the interventions are &one-o!s'. In this project, however, a number of issues
confronting the companies will be comparable, e.g. the same type of contact to the Ministry and the same
professional consultants participating in the project, the same introductory material and the same require-
ment regarding the delivery of an intellectual capital statement. Further, we have the opportunity to
investigate in advance the motives of the companies for participating in the project and the background of
the di!erent participants. The intervention in any one of the organisations will be di!erent from that in any
other since the issues raised during the interviews will not be exactly the same, the "rms may participate in
di!erent meetings, etc. But it will be possible to try out theories in these slightly di!erent settings, adjusting
the interpretation of the theory to the circumstances. Since the criteria of credibility in this research project
are based, to some degree, on judgement, we are approaching the research questions from as many di!erent
angles as possible in the collection of data (cf. Denzin, 1989).

holding multiple interviews, providing feedback, and providing readings are not
unobtrusive activities.3

The "ve issues that held all these methodological devices together were the follow-
ing: (1) Why do the "rm want to measure intellectual capital? (2) Who is involved in
the project? (3) How does the "rm work with intellectual capital? (4) What is
intellectual capital? (5) What potential e!ects is the reporting of intellectual capital
expected to have? Halfway through the project all the "rms have produced and
published their "rst intellectual capital statement, and they are currently working on
their second one, which will be published in May 2000.

Intellectual capital is analysed with regard to the way it holds various activities and
practices together. The interest is not only in the contents of the statements that are
being developed. It also concerns the way intellectual capital is mobilised, how it is
drawn upon to produce e!ects and how it is situated in particular organisational
settings. Closely following the "rms over a three-year period provides an opportunity
to study how "rms &invent' their intellectual capital. Instead of analysing the "nal
product, i.e. the intellectual capital statement, the aim of the project is to follow the
intellectual capital statements in the making (cf. Latour, 1987). It is a question of
studying an actor crafting a space around itself and enrolling other elements in a state
of dependence on itself (Callon & Latour, 1981). This means that the &connections'
that comprise the intellectual capital statement are endowed with the possibility of
making `change in the set of elements and concepts habitually used to describe the
social and the natural worlds. By stating what belongs to the past, and of what the
future consists, by de"ning what comes before and what comes after, by building up
balance sheets, by drawing chronologies (the intellectual capital statement), imposes
its own space and time. It de"nes space and its organisation, sizes and their measures,
values and standards, the stakes and rules of the game * the very existence of the
game itself,a (Callon & Latour, 1981, p. 286).

Thus, intellectual capital is not seen as a given phenomenon, or as something that
has an essence or a speci"c reference. On the contrary, the referent has to be &invented',
and it is this process of invention that the project is observing as it unfolds. It analyses
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how and by what agreements and means the very notion of intellectual capital
mediates organisational procedures and actions that serve to de"ne what intellectual
capital is all about, both as a set of inscriptions and as a set of organisational
decision-making processes. We are interested not only in the details of the statements
that are being developed but also in the question of how intellectual capital is
mobilised, how it is made to perform, how it will be drawn upon to produce e!ects and
ultimately, how it will contextualise itself.

In order to increase our sensitivity to the particulars of each separate "rm's
development process, we attempted to remain as &dimensionless' as possible, `making
no a priori distinction between the size of actors, between the real and the unreal,
between what is necessary and what contingent, between the technical and the sociala
(Callon & Latour, 1981, pp. 291}292). This does not mean that all actors have the
same size, but `that a priori there is no way to decide the size since it is the
consequence of a long struggle.a (Callon & Latour, 1981, p. 280) Such a continuous
struggle of translation not only calls for sensitivity to the speci"city of each site. It also
suggests that the intellectual capital statement is highly unstable. A black boxing of
the intellectual capital statement is a possible e!ect of this struggle, but it is by no
means an assured e!ect. In principle, a stronger actor could replace intellectual
capital, but this is a matter for the future to show.

2.1. Working with intellectual capital

Most of the "rms * 85% * centralised their work regarding intellectual capital.
The units involved were usually the human resources department and the accounting
department, but in all cases there was strong involvement on the part of the top
managers. Statistical evidence suggests that in about 85% of the "rms top managers
were part of the project group, and that in about 65% of the cases people from
accounting and human resources were also engaged. As 21% of the "rms do not have
a HR department, the presence of HR issues is stronger than what the naked data
suggests.

What e!ects are interesting for "rms working with intellectual capital, and why do
they work with it at all? Fig. 2 illustrates the importance of a set of possible reasons for
producing intellectual capital statements. The "gure is based on questionnaires
completed in the spring of 1998 and 1999, in which respondents were asked to indicate
on a "ve-point Likert scale the importance attached to the speci"c reasons suggested.
The "gure shows the percentage of the "rms that rated the suggested reasons as
&important' or &very important'. Most "rms agree on almost all the points. This is not
very surprising, since the questionnaire was developed after completion of the "rst
round of interviews, and was thus able to accommodate the answer categories that
had been found to be relevant.

The "gure shows that the reasons were associated with intellectual capital state-
ments centring around the relations between people, knowledge, inter-organisational
relations and organisational routines. It also shows that all the reasons mentioned
attracted a high level of interest not only the "rst year but also the second. This means,
on the one hand, that the interest in intellectual capital as being involved in rather
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Fig. 2. Reasons for working intellectual capital statements.

a complex set of organisational relations is stable across "rms and over time. On the
other hand, it also indicates that the reasons why the "rms work with intellectual
capital remain stable, or perhaps become even more clearly stated, since the issues
deemed to be important in the 1998 survey are generally assigned even greater
importance in 1999. It is also worth noting that only very few "rms see intellectual
capital as particularly interesting in relation to the capital market. Knowledge-
management concerns, rather than ideas about attracting capital, appear to be the
main overall justi"cation for the interest in intellectual capital. All in all, Fig. 2 shows
that the "rms' main motives for working with these statements are as a support for
their strategic activities; to attract, retain and develop their employees; and to
strengthen and display their knowledge-sharing and innovation activities.

The "rst round of intellectual capital reports was published in the spring of 1998, by
which time only the 16 "rms listed in Fig. 3 had completed their reports. The
remaining three "rms also published a report, which include a template for their
proposed intellectual capital statement but they did not include any actual measures.

As is show in Fig. 3, the 16 "rms used a variety of indicators ranging in number
from 6}7 to more than 50. Firms with a small number of indicators generally reserved
these for statements on human resources, while a larger number of indicator gradually
produced more statements on customer relations and organisational processes as
well.

These statistics show a certain variation, suggesting that intellectual capital state-
ments are pointing towards di!erent things in the di!erent "rms. The aggregate
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Fig. 3. Number of indicators in intellectual capital statements.

"gures do not show explicitly how this variation works* whether it is a quantitative
di!erence only, or whether it is also qualitative. In the following section three
examples are presented showing that a qualitative di!erence exists, which suggests in
turn that intellectual capital attaches itself to organisational practices in di!erent
ways.

3. The structure of intellectual capital statements

As Fig. 3 shows, there is a noticeable variety in the number of indicators in the
published intellectual capital statements, indicating that there is no a "nal,
accepted model. The intellectual capital statement therefore has to be constructed or
invented in the context of the particular situation. In this process the "rms appear to
mobilise two kinds of "rm-speci"c models that we have called the presentation model
and the management model. The presentation model is often based on a sketch
de"ning the themes around which measurements are organised. The associated
management model designates the management activities that are &referent' for the
presentation model.

The Danish project is concerned with external reporting, i.e. the disclosure of
intellectual capital. Thus the sketches and indicators that we see in the intellectual
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Fig. 4. The elements of the intellectual capital statement.

capital reports are related to the presentation models of the speci"c "rms. These
models di!er because the knowledge-management activities are organised in di!erent
ways in the "rms, and are made to work through a variety of managerial foci ranging
from human resource development, and the application of IT systems, to structural
organisational arrangements.

3.1. The generic intellectual capital model

Despite the presence of such di!erences, certain aspects in the way these "rms go
about constructing their intellectual capital statements allow us to derive a more
generic model of the structuring process. This model, shown here in Fig. 4, illustrates
how the measurements are de"ned and connected with a set of management arenas, and
how these in turn connect with a scenario in the sense of a narrated organisational
identity which endows them with relevance. These three elements are closely linked to
one another, albeit in very di!erent ways in di!erent "rms.

Fig. 4 shows how intellectual capital statements make connections between
measurements, themes represented around these measurements, and the broad
story that makes intellectual capital productive. There are three kinds of fundamental
issues represented by matching kinds of information. &What Is' information is con-
cerned with the question &do we have the right portfolio of resources?'. The &What Is
Done' information raises the question &are we carrying out the right qualifying or
upgrading activities?', and the &What Happens' information is concerned with
the broad question &Does what we do work?'. These measurements are indicators
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in a performance-management system, typically embracing employees, customers,
processes and technology. Statements on employees are people-related measures
such as formal quali"cations (&What Is'), investments in on-the-job training and
education (&What Is Done') and employee satisfaction (&What Happens'). Likewise,
statements on customers are measured in terms such as number of large customers
(&What Is'), marketing e!orts per customer (&What Is Done'), and customer satisfaction
(&What Happens'). Statements on processes may show resources per process (&What
Is'), quality activities (&What Is Done') and throughput and waiting time
(&What Happens'). Lastly, statements on technology may be concerned with PCs per
employee (&What Is'), IT investments (&What Is Done') and IT certi"cates (&What
Happens').

This generic model builds on the resource-based view of the "rm or competence
theory (e.g. Grant, 1996, 1997; Hamel & Prahalad, 1994). From this perspective
a starting point for the formulation of strategy, as indicated in Fig. 4, may be
a statement of the "rm's identity and purpose (cf. Grant, 1998, p. 107) or an
understanding of `who you are, and what you want to bea (Roos, Ross, Edvinsson,
& Dragonetti, 1997, p. 62). In this way, intellectual capital statements signify an
interest in the form and kind of internal, foundational capabilities that can
drive future earnings in a broad sense, rather than a primary focus on pro"ts, market
share and customer satisfaction, all of which are measures of current results (Ross,
1998).

3.2. Sketches, measurements and narratives

A glance at actual intellectual capital statements suggests that many types of
measurement are possible, but that the choice of measures to report is not an
arbitrary one. The relevance of measurements is determined by their ability to
support the "rm's identity story and the speci"c form of management that seeks to
&implement' it. What count as &What Is', &What Happens', and &What Is Done'
measures, will depend on the general story of organisational identity and the speci"c
form of management activities that constitutes it. Although the intellectual capital
statement may not be a complete smorgasbord, it does open the way for a variety of
di!erent kinds and con"gurations of measurements, as the three examples to be
discussed below will demonstrate. It is interesting to note that most of these indicators
may be labelled &non-"nancial', even if in a technical sense such a designation does not
hold. Market share information is "nancial, and so is cost of training per employee.
What makes it possible to call these indicators &non-"nancial' is that they are
mediated by information from outside the "nancial database, rather than because
they lack reference to "nancial information. However, certain other types of informa-
tion, such as measures of satisfaction, time or quality, are more obviously &non-
"nancial'.

There is much more to an intellectual capital statement, though, than the measure-
ments and themes of representation. There is the interpretation that connects the
themes of representation to a story line. Intellectual capital statements acquire
relevance not because they are logical in a strict mathematical sense like "nancial key
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ratio analysis such as the DuPont pyramid. Rather, they are relevant because they can
be made to support, and not to con#ict with, a broad story about the identity of the
"rm. This broad story is about relationships between employees, customers, technolo-
gies and processes, and about the role of people's &psychic energy' or &motivation'
directed towards identifying and solving the "rm's problems at large. The intellectual
capital statement includes a story of organisational identity in which some measure of
&empowerment' has a place, because new markets and a greater variety of customers,
technologies and relationships have to be served. There is &talk' about an increasingly
&individualised "rm' (Bartlett & Ghoshal, 1997). This is important because, as Czar-
niawska (1997) puts it, `if we want to understand a society, or some part of a society,
we have to discover its repertoire of legitimate stories and "nd out how this evolveda
(Czarniawska, 1997, p. 16).

Hence, the intellectual capital statement is more than just a set of metrics. There are
also sketches/visualisations and stories/narratives. Together these metrics,
sketches/visualisations and stories/narratives form a network, which constitutes the
report. The metrics show that management is serious about intellectual capital, and
that it can be held accountable for its words and the aspirations it espouses. The
sketches/visualisations construct a certain &wholeness' in the organisation of metrics
or measurements, while the story/narrative suggests how the legitimacy of the intellec-
tual capital statement is created.

4. The intellectual capital statements: narrating organisational identity

In the following pages three examples of this network will illustrate the way it
works. The examples have been chosen from among the 19 "rms in the Danish project
in order to show that intellectual capital reporting can be interpreted and used very
di!erently by "rms. They choose various ways to preserve and develop their capabili-
ties and knowledge resources. The examples illustrate the complexities involved in
connecting the identity story, the management model (showing management's levers
in knowledge management) and the presentation model (a sketch of the boundaries of
the speci"c idea of intellectual capital).

4.1. Dator

Case 1 concerns Dator, a small Danish IT company where the story line
shows a "rm working to integrate the &heart' and the &mind'. The case illustrates
a three-way interaction between a comment on the knowledge-management problems
of the "rm, a sketch indicating the boundaries of what intellectual capital means in
this particular "rm, and the set of measures reported in the intellectual capital
statement.

All the measures here are constructed around the employees. The management
model concerns the way high professional capabilities can be combined with personal
qualities, social competencies, so that the employee is able to act as a responsible
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4Dator could be the kind of "rm envisioned by Jensen in his recent book about the new era into which
the information society is morphing, and in which the new work concept is changing `[f]rom hard work to
hard funa (Jensen, 1999, p. 117; also p. 133).

project leader. It is a case of a &capable' organisation enacted through its members. As
they suggest in Dator:

We usually say this place is characterised by &hard fun'. It must be great to be here.
This is what we want, and this is precisely what young people want. Work has to
develop us and to be fun at the same time. We have a reputation that says you can
only be an employee here if you have top grades, but we try hard to explain that this
isn't the only kind of knowledge we want. It is true that a person has to be
professionally very able, but his or her personal competencies are just as important.

There is a concern here that intellectual capital should be a matter of &heart' and
&brain', which have to be in accord. Knowledge-management activities aim to attract
and retain the best people* &best' in both a professional perspective and a personal
perspective. The competencies needed are not only academic but also &social'. This is
particularly important because most of the employees work independently as project
leaders in collaboration with customers, and because it is a small "rm, Dator's
employees have to be able to manage things on their own.4

4.2. Systematic

This is di!erent from Case 2, which concerns Systematic, another Danish IT "rm,
but a larger one than Dator. Systematic has a di!erent constellation of presentation
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and management models. The presentation model is a variant of the EFQM model
that is used for quality awards in many parts of Europe, and it illustrates a manageri-
alist approach to intellectual capital. It demonstrates in a causal model how results
are constructed on a basis of inputs and transformations. Here, the ultimate results are
"nancial, but results relating to customers, employees, innovation and the surround-
ings are also mentioned.

The measures used by Systematic are mainly con"gured around the &What Is' and
&What Happens' indicators. Systematic's management model is concerned with the
way individuals and organisation can be aligned. It is also concerned with the way
standardised routines and controls will allow excellence* such as high quality and
delivery on time * to materialise in project-work with customers. This kind of
&capable' organisation performs by way of standardised processes and highly quali"ed
employees, and the relation between these two show up in quality products. As
Systematic says:

We solve a problem for the customer and deliver a piece of software. In principle, we
are a consulting "rm o!ering knowledge and expertise rather than a product-house
delivering standard solutions. My picture of Systematic is that we deliver unique
solutions based on the people and processes we have2 . Our TQM project is
closely related to our intellectual capital project. It is about processes and we want
to include more measures of our projects' timeliness in the statement.

Here, Systematic suggests that processes should be central to knowledge-manage-
ment activities. The development of project management systems, quality, and reliable
delivery times are parameters of the management activities launched to improve work
in the areas suggested by the presentation model, i.e. customers, innovation and
employees. It is a model of the &income statement' regarding intellectual capital, and it
is intended to indicate the systematic links between e!orts and results.

4.3. Carl Bro

Case 3 concerns Carl Bro, a Danish consulting engineering company, and it tells
a story of intelligent solutions. It is metaphorical in stating what intellectual capital is
to produce. The presentation model breaks down intellectual capital into parts, which
yields seven di!erent forms of capital to be reported: human capital, customer capital,
image capital, innovation capital, process capital, and IT capital.

Carl Bro's story is complemented by a set of measures focusing on portfolio metrics
(&What is') but also on e!ects in the form of &What Happens' ratios. Together these
produce a model of a &balance sheet' of intellectual capital whose elements are treated
as separable &assets' that can be grouped in the seven categories. The model does not
describe the throughput process, as in the case of Systematic, but instead singles out
the resources of the "rm.

Carl Bro's management model is concerned with the organisation of virtual com-
petence centres, comprising groups of people who debate certain professional issues
pertaining to the professional and academic foundation of their practices. It is &virtual'
in the sense that, as an enabler, Carl Bro has set up its intranet. A manager heads each
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virtual competence centre. Carl Bro is a &capable organisation' in the sense that
employees are equipped with the ability to collaborate with customers in the course of
producing intelligent solutions. On the one hand, by virtue of membership in one or
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more competence centres, the individual employee has professional knowledge. On
the other, the individual employee is encouraged, by the help of certain employee
development programmes to enter upon relations said to be characterised by interdis-
ciplinary thinking, creativity and inventive attitudes. For example it was said in Carl
Bro:

What do we think the intellectual capital statement tells about us? Primarily that
we are willing to think and change. That is: there is no "nal story about the "rm.
Our story is that we would like to be society's advisors. A place, a house, where you
go if you have a large and complex problem, and we will solve it* on the basis of
good ethics and social understanding. This is our story, and the intellectual capital
statement supports it, but does not in itself tell it. When I say intelligent solutions,
I mean giving the customer the best solution and having an appropriate basis for it.
It is partly about mission, values and vision. Intelligent solutions are ethical,* and
we construct them also by having good IT infrastructures, etc.

Carl Bro explains here that a whole infrastructure attaches to an intellectual capital
statement. First of all, the statement itself does not tell the "rm's story, which is
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complex, full of nuances and often metaphorical. Yet it helps to create a certain
seriousness about the story. The story itself is enacted on di!erent levels of under-
standing and produces a range of justi"cations for the relevance of the "rm. It is
presented as a social asset that helps society to solve its problems. It also has missions,
values and visions, which help employees to grow, and its solutions are intelligent. The
idea of intelligence is a substitute for a complex description of the engineering craft,
and its justi"cation is found in appeals to social bene"ts. The last part of the quotation
explains that * in order to be able to do this * there has to be a good portion of
infrastructual assets. IT has to be in place, organisational competence centres have to
be in place, and employees have to be outgoing and interested in mingling with
society.

These three cases illustrate that intellectual capital statements are but one element
in a wider network of relations. The whole array of relations constitutes the possibility
of the intellectual capital statement having some form of intelligent value. The metrics
help tell a story about the mechanisms by which the "rms attempt to construct
knowledge-management activities, but they do not themselves explain what these are.
The story points this out, but in the abstract as metaphors of the e!ects of the "rms'
doings, and in a more concrete list of activities concerning knowledge management
that the "rms predicate. Dator primarily reports employee measures and has a story
about the human brain and heart being necessary to the conduct of good business.
Systematic is concerned with the transformation of actions into e!ects * ultimately
into "nancial e!ects * where such things as quality control systems and reliable
delivery times are structural objects for managing knowledge. Carl Bro uses a sketch
that distinguishes between &assets', and suggests that the individual types of asset have
to be integrated, as is clear from this "rm's simultaneous emphasis on employee
development, infra structure, and customer relations.

All the "rms in this project are interested in all areas of intellectual capital
development, but their e!orts are guided by di!erent priorities that are tied to the
local situation. The intellectual capital statements analysed in this paper are the "rms'
"rst attempts, and they are all developing their model as regards measures as well as
sketches and stories. There will most likely be changes as they proceed. However, it is
interesting to see that they all claim that the intellectual capital statement is concerned
with identifying, managing, and sharing knowledge. Firms assemble their own con"g-
uration of themes and measures, which is why each and every set of measures has to be
accompanied by an interpretation. This is what the stories and the sketches help to
accomplish. The three elements of the intellectual capital network come together, and
together they identify the way intellectual capital is concerned with the management
of knowledge in the individual "rm.

5. The object of intellectual capital statements: knowledge-management activities

The relationship between intellectual capital and knowledge management is an
intimate one. In empirical intellectual capital statements, knowledge-management
activities * rather than &actual' knowledge * are made visible. These are not
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presented in bottom-line terms based on the digitisation of the market-to-book value,
but rather as a set of loosely linked &non-"nancial' indicators that do not add up to
any &grand conclusion' even though they support a &grand story'. They digitise various
aspects related to the activities managers set in motion to mobilise and leverage
&knowledge'.

In a company like Dator knowledge is created and disseminated as a result of
the contribution of the committed employee. Thus, the locus of knowledge is the
individual, and management cannot govern the development and creation of know-
ledge by way of a command and control structure but only by crafting metaphors,
allegories and models to encourage lateral thinking. The organisation is empowered,
highly decentralised and individualised (see also Bartlett & Ghoshal, 1997) and its
knowledge-management strategy is &person-centred'. The "rm's human resources
strategy is thus central, and the intellectual capital statement reports on its
implementation.

In the two other examples, Systematic and Carl Bro, the corporate competence
consists of the ability * or knowledge * to consolidate bundles of interpersonal
technologies and skills. These are integrated in competencies or capabilities emanat-
ing from the combination or co-ordination of technologies and skills, and the locus of
knowledge in this perspective is therefore collective (cf. Hamel & Prahalad, 1994, p.
223; Prahalad & Hamel, 1990, p. 81). These two organisations are concerned with the
mechanisms that integrate various organisational loci, skills and technologies. The
mode of knowledge management here is not person-centred but centred on processes
and procedures.

These two perspectives in which knowledge management can be mobilised indicate
two di!erent types of knowledge-management activities. The &person-centred' strategy
focuses on human resource mechanisms and shows itself in policies for recruitment,
training and development and career planning, as in Dator. Under this mode of
knowledge management the manager's job is one of constructing portfolios of people
with di!erent technical and social skills. In contrast to this, the &collectivity-centred'
strategy focuses more on various sets of IT-applications, organisational forms and
project-structuring activities that management can employ to craft relationships
between people and technologies.

If these are the forms of knowledge management that underlie the intellectual
capital statements, do the statements re#ect such activities? This is where the inter-
pretation of the reported metrics, sketches and the stories has to be addressed anew.
First of all, behind the stories it is possible roughly to identify a set of management
activities, which con"rm their plausibility. They indicate di!erent sets of &knowledge
in work'. In Dator the emphasis is on creating a portfolio of people with &brains' suited
to a highly complex product. The "rm is seeking top-quality graduates. Further, many
of the activities undertaken concern the &heart' * getting employees to perceive the
collectivity as integration at the level of &culture' and &shared ideas'. This is a focus on
human capital. Systematic, in contrast, focuses more on developing procedures that
allow the "rm to deliver constantly at a high level of quality and adherence to
deadlines in production activities. Here the focus on infrastructure and performance-
management systems is more pronounced, and although there is also a certain
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concern for human capital and customer capital, the main and most characteristic
mechanisms are instances of organisational capital. Organisational capital is also
important at Carl Bro, but in its story this "rm points out that customer capital may
be even more important, as the attempt to increase sensitivities vis-à-vis customer
con"rms this.

In all three cases, the &referent' of knowledge management consists of the
activities that managers perform in its name. These can involve changes in IT
systems, human resource programmes, organisational review mechanisms, and de-
tailed operating systems for empowerment and decentralisation. The object of know-
ledge management thus varies, and the intellectual capital statement provides
a possibility for checking and monitoring whether the programme of knowledge
management is being pursued. In this respect, intellectual capital statements can be
seen as stories about the ways "rms implement competence strategies. These stories
are constantly being tested through the sketches and the metrics. Thus the stories, the
sketches and the metrics are never simply there for the strict measurement of the
value of intellectual capital. They are there to support the transformation of value.
Since strategy * competence strategy rather than competitive strategy as such
* varies between "rms, it is no surprise to "nd that stories, sketches and metrics vary
greatly as well.

6. Conclusion

As illustrated by the variation between the intellectual capital statements in the
Danish Project, there is no set model for intellectual capital statements, nor do
they provide a bottom-line indicator of the value of intellectual capital. Intellectual
capital statements are situational, and they are mobilised by "rms to help to imple-
ment strategies rather than to describe historical results. They are concerned not
only with metrics, but always with the change activities that are made visible and
legitimated by sketches and stories as well. Measurement and process cannot be
separated because together they continue the language and practices of intellectual
capital. The intellectual capital statements do not disclose the value of the "rm's
intellectual resources. Rather, they disclose aspects of the "rm's knowledge-manage-
ment activities. The metrics, stories and sketches on the one side and the knowledge-
management activities on the other are integral parts of the intellectual capital
statements.

The Danish project is not yet over, and the "rms agree that they have not yet found
their preferred model for intellectual capital statements. The kind of analysis present-
ed here is a part of the project and is a re#exive aspect of it. It may help to change some
"rms' aspirations about the project, which is why the conclusions arrived at in this
paper are provisional. The "rms, for instance, will hardly in the future be as they are
described here. Intellectual capital will not be what it is now. It is interesting that
several of the "rms have asked for the project to be prolonged. As they say, two
intellectual capital statements are not enough, and they are only just beginning to
understand their complexity and potentiality.
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