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Foreword

Denmark is at the international forefront in intellectual capital statements. After ‘A Guideline
for Intellectual Capital Statements’ was published in 2000, a number of companies have tested
and developed the model. ‘Intellectual Capital Statements — The New Guideline’ published in
2003 contains additional concrete recommendations which | expect will further increase the
use of intellectual capital statements in Danish businesses.

The use of intellectual capital statements has spread quickly, with quality improving signifi-
cantly for each year. Content and structure is today more systematic, making comparison far
easier than just afew years ago. Thisincrease in quality can be largely attributed to the first
guideline published in 2000. A number of companies now collect and process intellectua
capital statement key figures with the same routine as financial information collection processes.
These companies al view the management of knowledge resources as a clear strategic chal-
lenge.

One driver behind the increased popularity of external intellectual capital statementsis ana-
lysts' increasing demand for information that can supplement the picture given by financia
statements. A company can use intellectual capital statements to document how it builds up
and manages its most important knowledge resources. This can be an important supplement to
the information provided in the annual accounts on the company’s position and development
potential.

Intellectual capital statements are relatively new and analysts still lack a systematic method for
reading and interpreting these statements (as developed for analysing financial statements).
This report is the first to propose such a method.

| would like to take this opportunity to thank all companies, organisations and individuals who

have contributed resources and their considerable commitment to the intellectual capital state-
ment project.

The Minister for Science, Technology and Innovation

ol

Helge Sander




Introduction

Can intellectua capital statements be sys-
tematically read and analysed in away that
is comparable with the reading and analysis
of financia statements? This report will
attempt to give a preliminary answer to this
question.

The answer to this question is a guarded yes.
The intellectual capital statement analysis
method presented in this report has much in
common with the principles behind financial
statement analysis. The method is new and
has only been tested by afew analysts. It is
therefore presented here in its preliminary
form to allow awider group to test the
method and contribute to its development

or find suitable aternatives.

A company’sintellectual capital statement
is systematically read so that the following
three genera questions regarding the com-
pany’s knowledge management can be
answered.

Resources:
How is the company’s knowledge resource

comprised?

Activities:
What has the company done to strengthen its

knowledge resources?

Effects:
What are the effects of the company’s knowledge
management work?

Each of the four main knowledge resource
categories usually found in intellectual capi-
tal statements (employees, customers, pro-
cesses and technol ogies) should be analysed
for each of these three evaluation criteria.
This givesa 3 x 4 analysis matrix.

Analysts who have tested the method on a
number of intellectual capital statements
have found this difficult to use at first, but
have quickly got used to using it.

The method has two qualities in particular:

® The method allows a real insight into the com-
pany’s knowledge resources to be gained.
Systematic reading (partly) removes the sense
that an intellectual capital statement is purely a
PR tool.

* The method also allows an objective evaluation of
the company’s knowledge management. Analysts
no longer base their work on a company’s own

interpretation of its figures.

Chapter 1 presents the questions that the
analysis is to answer. The chapter also dis-
cusses the problems that standard intellectual
capital statement structures present to ana-
lysts.

Chapter 2 presents the analysis model. The
model uses the figures in intellectual capital
statements to show how companies use and
develop their knowledge resources.

Chapter 3 shows the application of the ana-
lysis model to three companies’ intellectual
capital statements.

Chapter 4 briefly contrasts the three exam-
ples and indicates how specific analysis
results from different intellectual capital
statements can be compared.




Chapter 1. Principal Analysis Questions

The analytical method's goal is to create
sufficient distance from the intellectual
capital statement figures that a company has
chosen to present in text and illustrations.
The starting point is to group intellectual
capital statement figures in such a way that
the three general questions can be answered.
The table below shows that the same types
of questions are found in financial statement
analysis.

Financial statement

What are the company’s assets and liabilities?

What has the company invested?

What is the company’s return on investment?

Intellectual capital statement

How is the company’s knowledge resource
comprised?

What has the company done to strengthen its

knowledge resources?

What are the effects of the company’s knowledge
work?

These two sets of questions are fully parallel,
as they relate to the same management
problems. They are, however, not identical
as their answers are based on different types
of data.

Financia reporting is based on the double
entry system, which ensures that assets and
liabilities always balance. This makes it
technically possible to carry out uniform
financial analyses, which has resulted in the
development of strong institutions within
auditing, in the financial markets and in
banking. Financial statement analysisis
systematic and provides solutions when
interpreted by trained experts. Methods and
conventions have been developed that ensure
that companies and analysts both know how
financial statements should be read.

Intellectual capital reporting is not based on
the double entry system, which can ensure
that assets and liabilities balance. It is based
on asingle entry system and ‘assets’ can

therefore exceed ‘liabilities'. Many readers
will therefore see intellectual capital state-
ments as giving aless credible and less rele-
vant company evaluation. This problem with
the data does exist. Not all financial state-
ment figures are, however, as unambiguous
and informative as one would like to think.
Therefore, a detailed gridwork of accounting
standards has been established over time that
specifies the correct use and interpretation of
figures and concepts. A similar set of stan-
dards needs to be developed for intellectual
capital statement transactions.

It will probably be some time before there
is established a generally accepted set of
figures that can give an intellectual capital
statement bottom line. To achieve this, the
first requirement isthat it is possible (in
principle) to read from statements a com-
pany’s handling of the previoudy mentioned
questions in an analytical way.




The intellectual capital statement model
The model below (figure 1) shows the four
intellectual capital statement elements,
knowledge narrative, management chal-
lenges, initiatives and indicators. The ele-
ments are explained in detail in ‘ Intellectual
Capital Statements— The New Guideline'.

Most companies use this model to write
their intellectual capital statements, adapting
element content and interrelationships to the
company’s particular situation. As intellec-
tual capital statement content is therefore
determined by the characteristics of the
individual company, intellectual capital
statements show wide variations, which

also reflects the differences in how compa-
nies use their knowledge resources to create
value for their users. The knowledge narra-
tive, management challenges, initiatives and
indicators are in principle unique to each
company.

Readers interested in the analytical aspects
will, however, not only be interested in the
unique but want a more general insight into
a company’s knowledge resources based on
the three previously mentioned evaluation
criteria of resources, activities and effects.

This s the point where the reader encounters
the problem that intellectual capital state-
ments are built on a company’s (knowledge)
management challenges. Figures reported in
intellectual capital statements inform the
reader of management challenges, initiatives
implemented and their success in achieving
the company’s knowledge management strat-
egy goals over time. In this way, the figures
‘illustrate’ the intellectual capital statement
text. The figures act to support the manage-
ment’s claims of what has been done or

what should be done to utilise, acquire and
strengthen key knowledge resources.

Critical evaluation is therefore dependent on
the reader’s ability to systematically analyse
the information given in intellectual capital
statements, analysis being based on state-
ment figures. The goal of such an anaysisis
to evaluate whether the information provided
by the company is relevant and whether the
development in company activities is reason-
able. An analytic tool should therefore be
able to provide an overview of the compa-
ny’s knowledge resources, including current
knowledge resource stock, development ini-
tiatives and their effects. Thisis the topic
that the remainder of this report will address.

Figure 1: The intellectual capital statement model

Knowledge narrative

Management challenges

Initiatives
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Chapter 2: The Analysis Model as an Accounting System

The ability to analytically read intellectual
capital statements is dependent on the ability
to develop a general method for understand-
ing their common characteristics, made pos-
sible by an accounting system.

Such a system has to be based on the intel-
lectual capital statement figures, which
should be classified into categories across
the intellectual capital statements. The ana-
lytic model below, which can be used to
interpret different companies’ intellectual
capital statements, has used this approach.
The model can help identify where the core
of an intellectual capital statement lies.

Separating the figures from the text, structure
and internal logic of the intellectual capital
statement gives a new and more generalised
picture of the knowledge management than
the company itself presentsin the statement.

The analysis model

The analysis model is an accounting system
where intellectual capital statement indica-
tors are positioned with respect to two dimen-
sions. One dimension is the four types of
knowledge resources, the other is the three
evaluation criteria that arise out of the prin-
cipal analysis questions.

The mode! thereforeis a4 x 3 matrix. See
figure 2.

Thefirst dimension groups intellectual
capital statement figures according to the
knowledge resource they relate to. These
will typically be employees, customers,
processes and technol ogies. The knowledge
resource list is, however, not fixed or final.
New resources can be added, such as sup-
pliers, management and universities. Others
may lose significance over time. Experience
does however show that (at this point in
time) the four types encompass nearly all
key knowledge resources for most compa-
nies.

The second dimension, through the three
evaluation criteria, is used to show the com-
pany’s knowledge resource composition,
acquisition and use, which in other words
are ‘the resources the company has', ‘what
the company does with them’, and ‘what the
company gets out of them’. Each indicator
should therefore be positioned with respect
to which of the three knowledge resource
aspects it relates to. Evaluating whether re-
source composition, acquisition and use is
appropriate requires examination of indicator
development over time.

Figure 2: Analysis model for intellectual capital statements
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Evaluation criteria

The analysis model’s evaluation criteria
are based on the figures linked to the three
principal questions:

Resource figures are the portfolio of com-
pany knowledge resources, which is the
stock and composition of resources within
employees, customers, processes and tech-
nologies. These figures represent the com-
pany’'s ‘stock’ of knowledge resources and
define which ‘resource building blocks
the company has at its disposal. The fig-
ures relate to relatively stable units such as
‘acustomer’, ‘an employee’, ‘a computer’,
‘aprocess etc. They answer questions
such as “how many?’ and ‘what propor-
tion’ and show how large, how varied,
how complex and how intertwined these
knowledge resources are. Linked to this
are management actions, which are port-
folio decisions determining how many
knowledge resources of each type the
company isto own.

Activity figures describe the company’s
activities for upgrading knowledge resour-
ces, which are activities implemented to
upgrade, strengthen or develop the resource
portfolio. The figures also answer ques-
tions such as ‘what is being done?’ For
example, what does the company do to
develop and improve its knowledge re-
sources, through further training, invest-
ments in processes, activities to educate
or attract customers, presentations etc?
The management actions linked to these
are therefore upgrading activities.

Effect figures express the consequences or
the total effect of the company’s devel op-
ment and application of knowledge resour-
ces. Just as in an accounting system, the
model only shows the effects and does not
attempt to explain where they come from.
Such explanations are for the analyst to
find based on the model but not within it.

The analysis model as an accounting sys-
tem is not a narrow input-output model.

There is not necessarily a direct relation-
ship between initiatives and effects in the
same area, for example developing em-
ployees and increased employee satisfac-
tion. The effect of such an initiative may
arise as a customer effect. Employees
become more skilled and are able to pro-
vide customers with better service. The
analysisis designed to define these ‘ many-
to-many relationships’ in the model. The
classification itself does not explain these
relationships, in the same way that in-
creased R& D expenses do not result in
increased turnover in financial accounting
systems.

Classification of indicators

Idedlly, intellectual capital statement indi-
cators aready contain the information
required to classify them in both dimen-
sions. The dimensions can be considered
to be inherent in the figures, which always
refer to a particular aspect of a particular
type of knowledge resource. Thisis often
the case, but in practice it is often difficult
to set boundaries. Rules of thumb, as are
also used in accounting standards to clas-
sify financial transactions, are used to
classify in several ways.

For resource figures, classifying the in-
dicators according to type of knowledge
resource usually will not present any
major problems.

Activity figures often create confusion,
because some activities upgrade two (or
more) different types of knowledge resour-
ces at the same time. For example, sending
employees on process optimisation cours-
es can qualify as both an employee and
process activity. The rule of thumb in this
case can be to position the figure on the
knowledge resource which is put most in
focus. Customer group meetings should
therefore be positioned under customer
resources and not under employee resour-
ces. This also applies to conference repre-
sentation, because the company’s image
(customer resource) isin focus. The em-




ployee resource is not in focus even though
employees represent the company at the
conference.

Special problems can arise where effect
indicators are to be positioned in the
model, because they may relate to more
than one type of knowledge resource. For
example, where ‘employee satisfaction
with technologies’ and ‘ customer satisfac-
tion with employee competencies are to
be positioned. The rule of thumb is that
the figure should be classified according to
the qualities it describes. This means that
‘employee satisfaction with technologies
should be considered to be a technology
quality and should therefore be positioned
as atechnology resource. Applying the
same principle means that ‘ customer satis-
faction with employee competencies should
be classified as an employee resource.

Many intellectual capital statements use
abstract categories which are not suitable
for indicator classification. For example,
‘innovation’, ‘flexibility’, ‘ customer-orien-
tation’ and ‘strong culture’ are all abstract
concepts not initiatives, and are rather
knowledge narrative elements. Some com-
panies for example measure ‘innovation’
as ‘the proportion of turnover generated
by new products'. Others use ‘the R&D
expenses/turnover ratio’, ‘the number of
patents' and even employees formal edu-
cational qualifications.

‘Innovation’ is such a broad concept that
it isimpossible to say where ‘innovation
figures belong in the model. They should
be split with respect to the activities and
knowledge resources they relate to. Turn-
over from new products is a customer fig-
ure, asis the proportion of customers con-
tributing to high technology projects. The
number of patentsis a process figure and
the number of employees with aPhD isan
employee figure. The ‘innovation’ figure
does not exist in its own right. ‘ Innovation’
isastrategy that isillustrated using a series
of diverse indicators, which should be

interpreted as a whole. The same applies
to other combined concepts such as ‘flexi-
bility’, which may range across numerous
activity types and therefore be represented
by many different indicators.

Goal of the analysis
An analyst's view of the model isthat it
should usually be read in ‘columns'.

* The knowledge resources column provides the
basis for a ‘portfolio assessment’ of the company.
The analyst will determine whether the company’s
knowledge resource portfolio is competitive and

can meet the future.

* The activities column allows the management’s
ability to develop the employees, the organisation

and customer relationships to be evaluated.

¢ The effects column provides the basis for
assessing whether the company’s knowledge
management set-up and activities work, giving

an assessment of company stability.

The columns can be read in random order,
as they are not closely interlinked. The
columns only become interlinked when
the three statements given by the columns
are set side by side and a reader begins to
use them to develop his own version of
what is going on in the company.

Analysts will probably lay particular
emphasis on an overall assessment of the
company and its management. The ques-
tion therefore becomes whether intellec-
tual capital statements can show to what
extent a company is able to meet the
challenges of the future, through develop-
ing a suitable knowledge resource, through
developing it and through using it wisely.

An analyst would also be interested in
what makes short supply knowledge re-
sources want to be a part of the company’s
life. The knowledge resources column
can indicate what the company can offer
current and potential employees in terms
of exciting colleagues, good educational




opportunities, challenging technologies or
innovative customers and projects. The
activities column can form the basis for
evaluating employee devel opment oppor-
tunities. The effects column can measure
current employee satisfaction with the
company as aworkplace and how effective
the company’s knowledge management is.
Experience with intellectual capital state-
ments has shown that they can be powerful
tools for the expression of a company’s
identity and position to current and poten-
tial employees.

An analyst will also usualy attempt to
evaluate the company from the current
and potential customers' perspective. The
knowledge resource column will be rele-
vant in evaluating how many and which
customer relations the company has and
how this changes over time. This reflects
the company’s (continued) ability to sup-
ply valuable services to its customers.
The activities column gives the basis for
assessing customer and user relationship
development initiatives, and the knowl-
edge resource portfolio shows whether
there are any risks in the customer base.
Finally, the effects column provides the
basis for assessing whether customers are
satisfied with the company’s goods or
services and how stable the company is.

How to use the analysis model
The analysis model can be used in three
phases.

1. Firstly, visual clues are used to detect any ‘blank
spots on the company’s intellectual capital state-
ment map’. All fields in the model do not have to
be filled in, but fields which no indicators drop into
are likely to be areas not covered by the figures in
the intellectual capital statement. These are the
areas analysts ask the company about. Some
intellectual capital statements only relate to em-
ployees, others cover a broader range of knowl-
edge resources. This is of course dependent on
knowledge management strategy. If statements
only relate to employee development, a one re-
source intellectual capital statement can be con-
sistent. The reader will, however, try to develop
an impression of whether the strategy chosen is

the most relevant.

2. The model is then used to read development over
time. This is based on the model’s evaluation
criteria, the three columns of knowledge resour-
ces, activities and effects. The three columns can
be read in random order, but conclusions can be

drawn across them.

3. Finally, the analysis model can be used to classify
activities that are described in the text but have
not been measured. The classification can be used
to compare the figures with the company’s knowl-

edge narrative.




In all three stages, the reader should con-
tinuously ask him or herself whether the
company’s strategy is right and whether

the results of this strategy are good enough.
To be able to answer questions such as
these, the reader should take into conside-
ration al other knowledge of the company
and its situation. This could be future indus-
try trend scenarios or principal market scena-
rios, competitor strategies and information
on the company from other sources.

A final conclusion will be arrived at where
the intellectual capital statement analysisis
compared with a personal qualified assess-
ment of how the company should or could
look. The limited experience with the model
shows that this can open up important new
perspectives on the company’s situation and
future prospects.

Note that the conclusion is a qualitative
assessment of the company and cannot be
converted into a forecast of future growth
and profitability. In the many surveys con-
ducted, no general relationship between
non-financial information and financial
results has been documented. There are
examples of both positive and negative re-

| ationships between (for example) employee

or customer satisfaction and financial results.

It is therefore possible to have satisfied em-
ployees and happy customers without earn-
ing money, at least in the short term. These
interrelationships may vary from one com-
pany to another as well as over time for a
specific company, dependent on its situation
and strategy.




Chapter 3: Analysis of Three Intellectual Capital Statements

Using three examples, this chapter shows
how the systematic analysis model can be
applied to a company’s intellectual capital
statements. The examples are the intellectual
capital statements from Systematic Software
Engineering A/S, Coloplast A/S and COWI
A/S.

The interpretations presented in this chapter
are given to illustrate how the model works.
They do not represent any form of compre-
hensive analysis of the three companies intel-
lectual capital statements or their strategies.

Systematic
Systematic is a privately owned Danish soft-
ware and systems company based in Aarhus,

Figure 3: The analysis model as applied to Systematic

Employees

Customers

Processes

Technologies

Effects 97 98 99 00

Satisfaction with:

e Culture 39| 38 40
* |Immediate superiors 33| 34 36 35
* Assignments 36| 37 36
e Top management 34| 35 36
* Management values 3.8
* Employee conditions and

development 3.7
Employee loyalty 4,1
Number of unsolicited job

applications 59
Sickness absence 34| 40 38 38
Total satisfaction with

development opportunities 36| 37 37 38

Proportion of employees

considering SSE as a

good/very good workplace 88 93 95 89
Loss of software engineers 8 1 16 21

Number of new strategic

project customers 3 3 3
Overall customer satisfaction 4,2
Number of customers who will

recommend Systematic

unreservedly 97
Employee satisfaction with

customer relations 3.6
BOOTSTRAP measurement 2 23 25 25
Customer satisfaction with quality 3.9
Telephone service index (%) 92 95

Employee satisfaction with:

* processes and infrastructure

* quality and efficiency in work
processes

e ‘Time allocated in the project
to process improvement’

01

3.6

39

39

4,2

49

4,0

93
18

39

Activities 97

98 99 00 01

Development:

Course days per employee 36 52 78 64 85
Investment in education per
employee in thousand DKK n 10 20 11 135

Number of participants in
Solveig's breakfast buffet 776 1225

Process improvement (thousand

hours) 1.2 32 43 48 108
Product development (million DKK) 33, 67 75 114 97
Process improvement (million DKK) 0.5 13 1.7
Innovation as % of turnover 61 102 103 10.9
Total innovation investment

(million DKK) 38 8 92 144
Number of project progress

measurements introduced 70




Denmark. The company develops and sells
technical system solutions, products and
support to the Danish armed forces and to
the industrial, transport and service sectors.
The group has around 260 employees, 230
of whom work in Denmark. Turnover is
DKK 133 million. Systematic has subsidi-
aries in the UK and the USA which manage
sales, marketing and support outside Scan-

Resources

Recruitment:

Number of employees in Denmark

Number of software engineers

New software engineers

Prof. software competency
(total years)

Prof. software competency
per software engineer

Bachelors, masters and PhDs (%)

Number of certified employees:

Microsoft

® Professional

® Solution developer

Sun Microsyst.

e Java Programmer

e Java Developer

Oracle

e Database Adm.

* Developer

Number of active project
customer’s

Active armed forces customers

Active industrial customers

% turnover from civil projects

Duration of customer relationship:

e 0-3years

® 4-6years

e 7-13years

5 largest project customers,
proportion of turnover

5 largest licence sales,
proportion of turnover

Number of countries whose
defences use IRIS

Active project customers in the
health care sector

Number of licences sold

Number of requirements in
Business Manual:

¢ CMM

* 1S0 9001:2000

* Aqgap 110 & 150

Number of PCs per employee
Number of servers

97 98 99 00 01

Employees
98 124 137 139 187
69 90 103 112 154
22 32 29 26 60
362 485 534 574 775
48 5 52 55 56
66 69 61
31 7
0 9
22 63
0 5
2 5
4 8
Customers
23 26 28 32 36
9 8 8 7 10
14 18 20
23 39 52
13 15 16 18 21
5 5 7 7
5 5 7 8
77 73 63 65 48
66 60 47 30 24
23 26 26
0 2 3
241 116 160
Processes
1741
1247
180
314
13 1.4 1.8 Technologies
13 19 32

dinavia and Germany. The company’s core
areais currently the development of systems
for the armed forces. Systematic does, how-
ever, want to increase the number of custo-
mers outside the armed forces, for example
through providing solutions in electronic data
interchange (EDI), electronic data security
and systems integration.

Between 1999 and 2002, Systematic pub-
lished three intellectual capital statements.
Some of the figures are given as five-year
time series. The latest intellectual capital
statement was a document of 36 pages.
The table below shows the development

of anumber of selected indicators. The
number of indicators have been reduced

on the grounds of space, as some indicators
require detailed explanations. The analyst
has already used his skills to screen the fig-
ures, reducing the analysis model’s extent
and complexity.

The first visual observation isthat Syste-
matic’s figures show indicators that are con-
centrated on employee resources and their
effects, customer resources and their effects,
and process activities and their effects. Up-
grading activities are concentrated on em-
ployees and processes (even though the
activities are carried out by the employees
and the customers). There are some *blank
spots' in Systematic’s intellectua capital
statement. For example, the reader will be
wondering why so little has been invested in
acquiring new customers, particularly as the
company states it wants to develop new cus-
tomer groups.




The next series of observations look at figure
development. The most important character-
istics are as follows.

1. Resources:
Systematic’s staff size is growing, particularly
the number of software engineers. Software

competency is growing.

The company’s customer relationships are very
long term but projects are large and few in
number. The company is becoming less and less
dependent on each customer, which is reducing
risk.

The company has begun to describe the extent

of elements in their internal processes and pro-
cedures. However, as there are no time series, no
conclusions can be drawn on their development.

It can only be stated that this information is now
considered to be important for understanding how

the company works.

2. Activities:
Systematic focuses on developing its employees.
High levels of resources have been invested in the

company’s process and product development.

3. Effects:
There are a wide range of effect indicators for
employees. These show that employees are very
satisfied with working for the company. A set
of indicators has been developed for customer
related effects. Their development has been
described very briefly, with the exception that
there has been a stable influx of strategic
customers. Process effect figures are, however,
very much in focus. These show that Systematic

is gradually improving its project management.

Systematic’s intellectual capital statement shows
a company that is focused on developing its own
processes, which it successfully achieves. It aims
to recruit more software engineers, which it also
successfully achieves, and continuously invests in

employee development.

Overall, this indicates that the company’s pro-
cesses and procedures match the company’s

growth and that employee development initiatives

also partly are aimed at training the employees in
the company’s processes. This hypothesis can be
used in more detailed analysis work. In addition
to this, the company has very long-term customer
relationships. The customer portfolio is not ex-
panding, but is not contracting either. This could
mean that growth is from increased business
with existing customers. This can indicate that
the company has succeeded in creating a strong
knowledge of the needs and problems of each of

its customers.

This brief analysis provides a framework,
a hypothesis, which can be built on when
reading the intellectual capital statement.
The analysis gives the reader the ability to
quality check the intellectual capital state-
ment’s text and evaluate whether a company
is sound. This evaluation arises where the
intellectual capital statement text and the
analyst’s skill and ability to understand the
company meet. The analyst him or herself
must provide a gauge of what development
is healthy or unhealthy for the company.

For example, isit ‘healthy’ that Systematic
writes so little about customers and markets
and so much about processes? |'s the most
important challenge in the company to
become certified? The intellectual capital
statement can give the impression that Syste-
matic is attempting to develop a technology
push company, and that this intense focus
on technology takes some of the company’s
attention away from its markets and custo-
mers. Whether this is a necessity for the
company or whether it represents a problem
is for the analyst to decide.

The analysis indicates that the company con-
centrates on its processes, and there may be
good reasons for doing this. For example, it
is probably correct that good processes are
needed to establish large projects, which is
Systematic’s business. It is aso probably
wise not to leave the operation of such large
projects to the whims of the individual. Allo-
cating considerable resources to stabilising
the organisation in a period of exceptional
growth is also probably a wise step.




However, determining which of these ex-

plains the concentration on processes will be

found by searching through the intellectual
capital statement text.

The disadvantage with this prioritisation is
that other segments in the private and health
care sectors, that the company wants to nur-
ture, very much remain in the shadows. The
intellectual capital statement also does not
show that the company is allocating resour-
ces to the development and expansion of its
market base.

These ambiguities may be due to the inabili-
ty to find ‘good figures' for al the activities
that the company implements. By taking a
closer look at the intellectual capital state-
ment text, the analysis model can be used

to summarise any initiatives described in

the text that are not presented in the figures.
For Systematic, the initiatives are as follows.

Employees

Customers

Processes

Technologies

Effects Activities

Resources

‘Meet the customer’ project
Workshops with customers

Customer visits to Systematic

.
.
* Participation in international seminars
.
.

Annual performance dialog with

large customers

User group seminars

The model can therefore also be used to struc-
ture the activities (and effects) described in
the intellectual capital statement without
attaching any figures. For Systematic, this
supplementary analysis shows that the figures
do not cover everything contained in the
intellectual capital statement. The above
table shows that the company probably does
more to develop customer relations than it
has figures for. Such information is of course
less certain than other information that is

substantiated by figures. This, however, can
form the basis for the analyst’s dialogue with
the company on itsinitiatives in this area.




Coloplast

Coloplast is a stock market listed group
based in Humlebaek, Denmark. The com-
pany employs 5,515 people, with 2,300 of
these being employed in the Danish division.
The remainder are employed in subsidiaries
and sales officesin 26 countries. Coloplast
develops, manufactures and markets medical
disposable products for the physicaly dis-

abled, such as products within ostomy, conti-
nence, wound care, breast and skin care and
consumable items. The company’s core com-
petence is the ‘ non-abrasive adhesive', which
isapart of very many of the company’s pro-
ducts. Coloplast has an annual turnover of
over DKK 5 billion, exports accounting for

around 97 per cent.

Figure 4: The analysis model as applied to Coloplast

Employees

Customers

Processes

Technologies

Effects 97 98 99 00 Ol
Commitment to job 4,26 431 - 42| 443
Correlation between

responsibilities and skills 373 379 - 378
Performance review evaluations - - - 358 3.65
Absence of production employees 6.8 51 58 58 63
Staff turnover
e salaried employees 9.6 63 7.8 9.9 9.0
e production employees 173 158 161 167 157
Employee satisfaction:
e Denmark 359 3.5 - 3.6 -
e Other countries - - 358 38 375
Number of unsolicited job

applications:
e salaried employees 450 600 820 616 677
* in production 2500 2600 2800 2426 2335
Total customer satisfaction 935 961 92 992 978
New product proportion of

turnover 335 263 223 274 316
Customer loyalty - - - 92

Number of work related accidents
with working days lost

in proportion to hours (million) 23 17 16 18 15
Complaints (index) 100 132 153 | 160 147
Variance on audit of quality

assurance system 3 3 0 2 0
Number of orders delivered

on time (%) 985 955 978 98 97.9

Activities 97 98 99 00 O
Job rotation in 7% n 10 13 16 16
Training days per employee 53 4 46| 4T L4
Training costs per employee 4541 | 4741 | 4056 5689 | 6855
Proportion of performance

reviews held in 7% - - 90 -
Proportion of employees having

performance reviews with

immediate superior in % - - - 81
Participation in job and education

fairs 1 2 2 2
Meetings with users and health

professionals (index) 39 49 98 | 100 156
Number of customer satisfaction

measurements 10 8 1 4 19
R&D costs as % of turnover 49 5 48 42 39
Number of products in

development in accordance

with Coloplast’s product

development model 12 17 40 52 46
New patent applications for

the year 26 24 26 15 23
Internal audits 75 75 67 -
Cost of clinical documentation

(index) 100 103 113 -
IT costs in % of turnover 25 3 3 -




Coloplast has published four intellectual
capital statements so far. Most of the indica-
tors published are available in five-year time
series. The latest intellectual capital state-
ment has been integrated into the 2000/2001
annual report and is a document of 18 pages.
Coloplast’s intellectual capital reporting has
its basis in its stakeholders, customers, em-
ployees, society and shareholders. These are

Resources

Number of employees

/- in Denmark

Employees > 3 years of further
education

e 7 of salaried employees

e 7% of all employees

Production employees in
self-managing groups (%)

Total number of patent rights

Number of times a year that
Lloyd audits

Number of internal auditors

97 98 99 00 01

2888/ | 3269/ | 3745/ 3771/ 4203/ Employees
1476 1683 1974 2048 | 2281
223 253 337 -
44 46 62 -
15 15 18 -
40 50 60 60 65
Customers
122 143 167 170 180 Processes

25 25

Technologies

converted into analysis model categoriesin
the table below.

The firgt visual observation is that Coloplast’s
intellectual capital statement does not have
many ‘blank spots'. Except for information
on its customer base structure, Coloplast
provides a very wide range of data.




A figure-based interpretation can look like
this.

1. Resources:
Coloplast is not only a company in growth, but it
is also a company that is active with patents. The
company is also experiencing rapid change, with
the development of self-managing working groups
being the principle on which production organisa-
tion is based.

2. Activities:
Job rotation is important for developing and
diffusing knowledge throughout the company.
Investment in employee training is also in-

creasing.

There has been an enormous increase in the
co-operation with users index. This is important
in the work to get to know end-users’ needs.
Coloplast has also an increasing interest in

customer satisfaction.

Investment in company processes does not only
relate to R&D’s costs proportion of total It can
be more important to ensure that more product
development activities are managed via a formal

product development model.

3. Effects:
The employee indicators show a high level of

commitment, although staff turnover is also high.

Customer satisfaction is high, and customers like
the new products even though the complaints

index increased during the year.

Processes are documented through focusing

strongly on quality and delivery performance.

Overall, this shows that Coloplast builds up its
knowledge in three fields in particular. Focus on
systematic product development and patenting,
focus on making production self-managing and
focus on co-operation with customers and users
to find out how their products work. The figures
show that there is in all areas good, long-term
development. The intellectual capital statement

signals that these elements are clear strategic

decisions that the company keeps a close watch

over.

Analysis of Coloplast’s intellectual capital
statement shows how knowledge can flow.
Through co-operating with customers, the
company creates a basis for product develop-
ment. As quality is essential, emphasis has
been laid on organisational methods such

as self-managing groups, which are quality
focused.

A critical analyst might see alack of infor-
mation in Coloplast’s intellectual capital
statement on the knowledge that Coloplast
should have. It is a summary, reporting on
broad and general indicators. However, it is
aso comprehensive, covering everything.

It isatotal description of the company’s
knowledge resources, and the time series
demonstrate that there could be a manage-
ment interest behind this. They could other-
wise not be commented on, neither could
goals be set for them year after year. There
are therefore very few grounds for disputing
the seriousness of its intellectua capital
statement. An analyst will still however want
anumber of questions answered in-depth.
Such as, what type of patents does the com-
pany hold? What does the company get out
of co-operating with customers? How do the
self-managing groups work with respect to
quality?

The intellectual capital statement text gives
more detailed information on how Coloplast
works. Here the story of product develop-
ment with a view to creating quality of life
for users takes up quite alot of space.
Coloplast emphasises the importance of
understanding users' needs through co-oper-
ating with healthcare professionals and user
groups and of understanding market condi-
tions through measuring customer satisfac-
tion. This provides supports for the account-
ing figures, which show that Coloplast has
over the last five years quadrupled the number
of meetings with healthcare professionals
and user groups.




Coloplast also describes, in the statement
text, initiatives that do not have indicators.
Using the analysis model to classify these
initiatives, we get the following picture.

Employees

Customers

Processes

Technologies

Effects Activities

* Participation in job fairs

* Stories about quality of life * Project on ‘customer activity cycles’

e Codification of knowledge

Resources

* Customer centre for training employees
and for CRM

* Co-operation with job centres

¢ Partnerships for delivery and for
R&D activities

Thisis a further example of how there are
more resources and more activities than are
described by the figures. In this case, the
table shows that Coloplast has more process
related resources than the analysis model
indicated in the first round. A deeper insight
into customer and employee relations is also
achieved. These are conditions that can add
new dimensions to the interpretation of the
company and that can make the company’s
knowledge management strategy even clearer.




cowl

COWI is a Danish owned consulting com-
pany operating in the international industrial,
construction, transport and environmental
areas. The company was established in 1930
and has today over 2,800 employees, around
2,000 of these working in Denmark. Most of
the employees have received some form of
further education.

Group turnover for 2000/2001 was DKK
1,720 million. COWI’s intellectual capital
statement only includes the parent company,
COWI A/S. Theintellectual capital state-
ment for 2000/2001 is COWI’s third intel-
lectual capital statement.

Figure 5: The analysis model as applied to COWI

Employees

Customers

Processes

Technologies

Effects 97 98 99 00
Job satisfaction index 65 68
Sickness absence 21 25 22 26
Loss of employees in % 13 13 1
Proportion of employees

with COWI shares (%) 79 70
Image among engineering students Nr.2 Nr.2
Media exposure 238 131
Percentage of new customers 24
Percentage loss of customers 8
Remarks per QA audit 51 57

Activities
Number of professional networks 29 33 32
Degree of organisation 7.4 8 13
Proportion of working hours

used on further training 06 05 1.1 1.1

Number of presentations

per 100 employees 7.5 35 19 13
Number of publications
per 100 employees 8.8 6.2 17 6

Proportion of time used on

development 73 57 59
* of which internally financed 52 58 41 4,2
* of which externally financed 14 1.6 1.7
QA audits carried out 49 83
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Thefirst observation is that COWI’s figures The next observation is a direct interpre-

are distributed broadly across the whole tation of COWI’s figures with respect to
area covered by the analysis model. The the evaluation criteria.

figures can therefore be considered to be

al inclusive. 1. Resources:

The company’s employee resource is very stable
in terms of age and education. The high level of

employee loss is also stable. The number of pro-
fessional networks is increasing. which indicates

that the company is strengthening its professional

development.

The customer resource reflects a slow but stable

Resources 97 98 99 00 increase, and COWI is gradually augmenting the
number of processes and methods described.
Number of employees 1563 1544 1571 1667 Employees
Average age 42 42 42 421 2. Activities:
Average years of education 5.8 59 6.7 6.7 i . i . ,
Written off value of years There is a slight increase in COWI’s focus on
of education 43 42 46| 46 profiling the company towards customers, and
Proportion of employees .
with top education W4 47 the proportion of resources used on development
Work experience 162 16,2 activities is fixed. This indicates that the company
No. of years service 10.2 9.8 . . -
Y . . has organised its development activities syste-
Number of employees with project
management experience 56 58 57 matically.
Travel activity proportion 4,1 41 52 64
Proportion of employees posted
abroad long term 18 38 28 3. Effects:
Cross-disciplinary co-operation COWI has a stable workforce. The number of
(% working hours) 29 30 30 30 X , .
remarks in the company’s QA audit is also stable.
Customer’s distribution, proportion Customers
of private sector customers 33 26 24 . R
Number of individual customers 1274 1484 The number of customers have increased signifi-
Number of on-going projects 5152 5102 cantly during the year, but there is no time series
Ave. turnover per project
(thousand DKK) 75| 1010 that can show a stable customer base.
International customers 15 17
International projects Even though the market is in some areas turbu-
(% working hours) 29 30
Number of best practices Processes lent, COWI's intellectual capital statement shows
on the intranet 612| 99 773 a stable company and that the company has even
Number of projects per employee 17 18 . A ) .
Trade within the COWI group 23 27 experienced major growth in the last year. With
Exchange of employees with regard to organisational development, the com-
the COWI group 1.1 1.1

T : pany looks as though it is in a long, hard haul.
echnologies

All figures vital to development activities are
stable. Stable development, stable upgrading
investment and (in general) stable effects as far
as these are reported. Stability in activities should
not be mistaken for stagnation. It is change at a
constant rate. Whether these rates are fast enough

is, however, another matter.
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The reader is left with questions around sta-
bility and development after reading COWI’s
intellectual capital statement. Is the company
so stable that it can hinder future develop-
ment? To find an answer to this question,
that which is stable in the company should
be looked at more closely. This shows that
COWI is stable in its development and its
organisational structure, as activity goals
remain unchanged from year to year.
However, the number of customers has
fluctuated lately. The proportion of private
sector customersis relatively low, meaning
that alarge proportion of the company’s
turnover is dependent on public budgets.
This may be arisk.

Screening the intellectual capital statement
text for initiatives without figures, the ana-
lysis model generates the following.

Employees

Customers

Processes

Technologies

Effects Activities

* Stories about how services benefit
the user

¢ Introduction of management
processes etc.

Resources

As can be seen from the table, thereislittle
that has not been presented by the figures.
This could be because the company has
decided to reflect the figures directly in the
text. However, it could also be due to the
intellectual capital statement being written as
apart of the annual report, where a number
of the company’s other challenges and initia-
tives are described.
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Chapter 4: Comparing Companies Using Intellectual Capital Statements

The previous chapter’s intellectual capital
statement analysis shows three companies
in quite different situations.

e Coloplast links collection of knowledge on
customers with R&D investments and a highly

decentralised production organisation.

e Systematic is moving towards increasingly
systemised processes. The axis is the develop-
ment of the company’s project management
system, which requires training and education

of the rapidly increasing workforce.

e COWI has development activities across a wide
front, which shows that the company is in a long,
hard haul.

A reader can interpret these differencesin a
number of ways.

A critical analyst will notice that COWI is
a mature company, whereas Systematic is
still struggling to control growth so that it
can become efficient.

A potential employee will interpret the sig-
nals relating to the company’s development
rate, to determine career opportunities or
personal learning in that company. Systema-
tic can therefore be viewed as being more
active and dynamic than COW!’s stable de-
velopment. Coloplast’s intellectual capital
statement is, however, clearly formulated to
appeal to the large proportion of production
employees in the company.

These interpretations may well be wrong.
But they are plausible, based on the figures
that the companies have presented in their
intellectual capital statements. What this
shows is that figures provide associations
to the redlity they represent. That is why
selecting figures is so important. Thisis
particularly true when reading intellectual
capital statements using an analytic method
such as the one described in the previous
chapters. The figures are allowed to begin
to talk for themselves.

To make pointers in the figures come alive,
their significance must be analysed, they
should be put together in new ways and
compared with the text and other knowledge
of the company. This process tests the knowl-
edge narrative, which is the objective behind
analysing intellectual capital statements.
After the figures from the intellectual capital
statement have been extracted and analysed
in isolation, the main trends revealed by fig-
ure analysis should be related back to that
company’s particular situation.

On this point, the analysis and comparison
of intellectual capital statement figures are
fully paralel to the financial statement fig-
ures. It is this which gives meaning to the
total picture of the company.

This analysis shows how intellectual capital
statements can be compared. The compari-
son is obviously a general one. However,

it shows that conclusions drawn about indi-
vidual companies can (with alittle creati-
vity) be brought together with conclusions
about other companies. It is possible to have
a discussion around whether there can be
any interest in comparing these three compa-
nies which are seen to produce very different
products. The analysis does, however, pin-
point what has to be done to make such a
comparison work. Comparison is dependent
on the ability to express each company in

a statement that is more general than the
figures and words in its intellectual capital
statement. Thisis possible, although more
experimenting with the method is required
before it can be said to suffice.
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