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Abstract:

The thriving research in the field of intellectual capital and intangibles is manyfold and shows a high level of variety, starting at the basic definition level. So far, literature and practice has developed many different attempts to define intellectual capital and intangibles, with no common result so far (Bontis 2001). For a successful continuation of intellectual capital research in both the measurement and management stream, and the disclosure and reporting stream, a common definition needs to be found. As Bontis (2001) claims, the applied concepts are all differently labelled, every researcher or practitioner who develops a new definition wants to establish her/his terminology, which is a major drawback for intellectual capital research. If a company doesn’t know what it is they are supposed to identify, measure, manage, and disclose, research will rather dissolve than come together. Therefore, this paper wants to discuss the different definitions of intellectual capital and intangibles so far. By deriving an extensive positive definition,, I find that a consensus about the terms intellectual capital and intangibles is possible and doesn’t need to rely on adding up components (Habersam/Piber 2003), thus enabling research to base their definitions on a common ground, derive comparable classifications of IC and IA, compare measurement and management instruments of IC and IA so far, and develop new ones.

1.
Introduction

Intellectual capital has always been present in a company’s operations and strategies, but only in the last 15 years it got into focus of research and practitioners alike. The importance of information outside the balance sheet not reflected in traditional financial statements has grown for a company’s performance, especially in, but not restricted to knowledge-intensive companies
. Research and practice has taken up this notion, trying to find and apply different concepts in order to measure and manage intellectual capital internally, and then disclose relevant information about intellectual capital to the capital market in order to attract additional financial resources.
Papers dealing with any side of intellectual capital do seem to share one problem: the lack of a common terminology for intellectual capital, intangibles, intangible assets and similar terms. As Bontis (2001) complains, the applied concepts are all differently labelled, every researcher or practitioner who develops a new definition wants to establish her/his terminology
. This dissent is somewhat of a hindrance right at the beginning of each research dealing with intellectual capital, and so far, there is no agreed-upon positive definition of intellectual capital. Research so far, it seems, would rather describe the components and structure of intellectual capital, than trying to say what one has to understand when discussing the topic.
Therefore, this paper is motivated by this dissent over the terms intangibles, intangible assets, and intellectual capital. In the following sections, I will discuss the abundance of terms used when talking about intellectual capital, presenting different positive and negative definitions of intellectual capital and intangibles along with the terms intellectual property, intangible resources, intangible activities, and intangible investments, the delimitation from goodwill, and the to reconcile the different definitions within an extensive positive definition of intellectual capital.
2.
Intellectual capital – an abundance of terms
There is an abundance of different definitions as to what intellectual capital and intangibles exactly are, which is both useful (one is able to find exhaustive and very limiting definitions of the term) and harmful (since there is no broad consensus what intangibles really comprise of, leading to basic definition problems especially for research). The lack of a common terminology causes confusion. For several terms it is unclear whether they are arranged in a synonymous or hierachical manner, since so far, neither literature nor practice has managed to find a common and clear differentiation
. The terms usually found in literature are

· intangible assets

· intellectual assets

· intellectual property

· intellectual capital

· knowledge based assets

· knowledge capital

As Bontis (2001) states that this hindrance is due to the embryonic state the research field is still in, many researchers develop their own terminology, and no one is willing to give up one’s own nomenclature
. This leads to the conclusion it will take a while until the researchers are able to draw from a common terminology
.

In the beginning of the major wave of intellectual capital research, many authors defined intangibles and intellectual capital according to the following equation
intellectual capital = market value – book value

which is according to Upton (2001) rather “ill-defined”
. The equation states that the entire difference of market value and book value can be attributed to intellectual capital and one is “done with the exercise”
. It seems apparent that users of financial reporting cannot use this “definition” for their decision, thus the decision-usefulness prerogative is failing at the definition level
. Habersam and Piber (2003) support this notion by claiming that intellectual capital is not composed of objects only in order to be added up
, something research seemed to have preferred so far
.
Defining the difference between market value and book value as intellectual capital is failing since this difference might be attributable to many other factors than “just” intellectual capital. As García-Ayuso (2003) states, there are many influental factors apart from intellectual capital, such as undervalued tangible and financial assets, intangible liabilities in stockholders’ equity reflected in stock prices, but not under prudent accounting, and stock prices biased by market anomalies such as the January-effect
. Due to these other factors, the “negative” definition of intellectual capital as stated above is rather misleading than helpful.
In addition to that, this definition seems also very “simple”, which would not fit to the complexity of the subject of intangibles.
Apart from the failed “negative” definition above, I find two ways of defining intellectual capital and intangibles in literature

1. descriptions of the characteristics, or

2. descriptions of the components

of intellectual capital and intangibles. Since there is no common positive delimitation so far
, many authors and workgroups rely on describing the nature of intangibles by suggesting categorizations of intangibles and taxonomies, thus working around a definition. The question “What are intangibles and intellectual capital?” is often replaced by trying to answer “What categories of intangibles and intellectual capital are there?”. This seems to miss the point since, by providing, for instance, three categories of intellectual capital like human capital and structural capital
 , one still doesn’t know the characteristics of the term intellectual capital. It is like asking “What is a car?” and giving the answer “Off-roaders, limousines, lorries and vans!”, one still has no idea what a car is. It seems to be more sensible trying to find a definition of the characteristics of intangibles and intellectual capital first in order to know what we are dealing with, and defining the various possible elements and components of the terminology afterwards.
3.
Positive and negative definitions

When defining intellectual capital, literature mostly seems to rely on a negative delimitation from tangible assets
, that is defining intangible assets in what they are not, namely tangible. Therefore, definitions for intangible assets are very often “anti-definitions” of tangible assets
. The delimitation from financial assets, themselves being “intangible”, happens with the possibility to put a (more or less) objectifiable monetary value on them
, something quite difficult for intangibles in the absence of a market mechanism.

The following table conveys the idea of how many different definitions of the terms in question can be found in the literature

	Source
	Described term
	Description

	IAS 38 (Epstein/Mirza (2005))
	intangible assets
	Nonfinancial assets without physical substance that are held for use in the production or supply of goods or services or for rental to others, or for administrative purposes, which are identifiable and are controlled by the enterprise as a result of past events, and from which future economic benefits are expected to flow

	Blair/Wallman (2001)
	intangibles
	nonphysical factors that contribute to or are used in producing goods or providing services, or that are expected to generate future productive benefits for the individuals or firms that control the use of those factors

	Intangibles Research Center, New York University

	intangible assets
	Broad definition: Intangibles are nonphysical sources of probable future economic benefits to an entity or alternatively all the elements of a business enterprise that exist in addition to monetary and tangible assets

Narrow definition: Intangibles are nonphysical sources of probable future economic benefits to an entity that have been acquired in an exchange or developed internally from identifiable costs, have a finite life, have market value apart from the entity, and are owned or controlled by the entity

	Sullivan (1998)
	intellectual capital
	knowledge that can be converted into profits

	Upton (2001)
	non-financial disclosures
	index scores, ratios, counts, and other information not presented in the basic financial statements

	
	intangible assets
	assets that are neither tangible nor financial instruments; items that fail the definition of an asset, but are important elements of business success, are merely non-financial information (see above)

	Stewart (1997)
	intellectual capital
	the sum of everything everybody in the company knows that gives the company a competitive advantage in its marketplace 

	Roos/Roos (1997)
	intellectual capital
	the sum of the hidden assets of the company not fully captured on the balance sheet, and thus includes both what is in the heads of organizational members, and what is left in the company when they leave

	Edvinsson/Malone (1997)
	intellectual capital
	the possession of the knowledge, applied experience, organizational technology, customer relationships and professional skills that provide [a company, ed.] with a competitive edge in the market

	Brooking (1998)
	intellectual capital
	term given to the combined intangible assets which enable a company to funtion, consisting of market assets, intellectual property assets, human-centred assets and infrastructure assets

	Sveiby (1998)
	intangible assets
	invisible assets that include employee competence, internal structure and external structure


	Lev (2001)
	intangibles; synonymous use of intangibles, knowledge assets and intellectual capital
	a claim to future benefits that does not have a physical or financial (a stock or a bond) embodiment

	MERITUM (2003)
	intangibles
	non-monetary sources of probable future economic profits, lacking physical substance, controlled (or at least influenced) by a firm as a result of previous events and transactions (self-production, purchase or any other type of acquisition) and may or may not be sold separately from other corporate assets. 



	
	intellectual capital 


	embraces all kinds of intangibles, either formally owned or used, or informally deployed and mobilized; it is more than the sum of the human, structural and relational resources of the firm, but also how to employ them to create value (connectivity capital)


	
	intangible assets
	representing the set of intangibles or elements of intellectual capital, that are susceptible of being recognized as assets in accordance with the current accounting model

	OECD (1992; as given in Johanson (2000), p.58)
	intangible investments
	covering all long-term outlays by firms aimed at increasing future performance other than by purchase of fixed assets


Table 1: Definitions of intangible assets, intellectual capital and knowledge capital

As Johanson (2000) points out, the same intangibles could be interpreted in different ways
. Intangibles are partly consisting of objective facts, conscious cognitive interpretations, and unconscious interpretations. Therefore, although there might be a chance for a common definition and classification of intangible assets and intangible investments for accounting and statistical purposes, finding such a common basis for intangible phenomena as cognitive or unconscious structures and processes in a company might be unlikely
.

4.
The same or not the same, that is the question

As can be seen from the table above, there seems to be a broad dissent about the use of the terms intangibles, intangible assets, intellectual capital  and knowledge capital/assets. Lev (2001) for instance uses some of the terms synonymously, claiming that they “refer essentially to the same thing: a nonphysical claim to future benefits”
. 

Andriessen (2004) connects the use of the terms intangible assets and intellectual capital to the audience using and considering them
. Whereas the term intangible assets is applied by the accounting, valuation, and performance measurement community, the term intellectual capital was first used in the human resource field, and is spreading into other disciplines
. Andriessen (2004) also claims that the term intangible assets is more narrow than then intellectual capital concept
. Lev (2001) for on the other hand claims that the terms “are widely used – intangibles in the accounting literature, knowledge assets by economists, and intellectual capital in the management and legal literature – but they refer essentially to the same thing: a nonphysical claim to future benefits”
.

The synonymous use of the terms intangibles, intangible assets and intellectual capital is quite popular in research
. Fincham and Roslender (2003) see a danger in the synonymous use of intangible assets and intellectual capital
. They present
 the solution of the MERITUM (2002) project the authors of which apply the same arguments as Lev (2001, see above) when arguing why the terms are interchangeable
. Whereas the term intellectual capital originates from the human resources literature, the term intangibles comes from an accounting perspective. The term intangible assets is much more restrictive and is referring to the recognition-criteria of the current accounting system
 and often does not cover all components of intellectual capital
. This is in accordance to the definition of MERITUM (2002) which claims that “intellectual capital is embracing all kinds of intangibles”. 

If one applies the definition of intangible assets as stated by standardsetters such as the IASB and the FASB, then is becomes evident that most authors who employ the term intellectual capital refer to information which is as well as which is not represented in a balance sheet. This helps putting the two terms in a hierarchical order, putting intellectual capital above intangible assets, but intangibles being equivalent to intellectual capital, or in other words, intangible assets become a component of intellectual capital.

Other terms in the context of intangibles and intellectual capital are less common.

· intellectual property are those items of IC with legal/contractual boundaries, assets to which a company has property rights and whose ownership is granted to them by law
 such as patents, trademarks, registered designs, and copyrights

· intangible resources are intangibles such as intellectual property rights, trademarks or information technologies, i.e. intangibles that can be measured at any time in a company due to their static nature
; the concept of resources is seen by some as being wider than assets, whereas others state that it is the other way round
; the term intangible resources is suggested as an overall term
; Hall (1992) divides them into assets (trademarks, patents, copyrights, registered designs, etc.) and skills (know-how, culture)

· intangible activities are activities in a company in order to develop or acquire new intangible resources, to increase the value of the existing intangible resources, or to evaluate and monitor intangible activities
;
· intangible investments are 
”[…]  all new goal-oriented activities to a firm or disembodied tools used by a firm, on strategic and tactical level, during the reference period. On the tactical level, they are aimed at a quantitative change or extension of existing knowledge, while on the strategic level they are aimed at the acquisition of completely new knowledge.

They refer to services or output indicators of these services that can be bought from third parties or produced for their own use, and normally embrace a certain degree of risk. They include marketing, technological, informational and organisational activities or tools. These activities or disembodied tools have to be separately identifiable and measurable in financial terms. The results are reflected by expected pay-off in the near future. They are assets concerning the stock of knowledge or power on the market or strength of the internal organisation, having a useful life of more than one year.

These investment activities are measured by their expenditures, occurring in the present.

Purchases of small, disembodied tools or minor activities, which are not capitalised, are considered expenditures on an operational level and are included under current expenditures. Assets acquired through restructuring (such as mergers, take-overs, break-ups, split-offs) are excluded”

Therefore, the terms intangibles and intellectual capital are often used as being equivalent, depending on the view the specific area of research is taking
. The term intangibles itself can be regarded from a process standpoint when regarding resources and activities, a legal standpoint when discussing property rights, a standardsetting standpoint when thinking about recognition criteria, and investments from a managerial standpoint.

5.
Goodwill versus intangibles

It is necessary to state that the broadly defined concept of intellectual capital and intangibles is not to be confused with the term goodwill 
. Goodwill contains some items that are also intangibles, but also some that are not. Goodwill is only recognised under current regulation when a company is acquired
. There is a price after a negotiation process, being a result of the negotiation skills between the acquired and the acquiring companies, tactics and strategies being applied.
 Goodwill also does not comprise of intangibles being recognised in the balance sheet, as the following figure shows
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Figure 1: Definition of intangibles vs. Goodwill (source: SG (2005), p.69)

6.
Lessons learned

The previous sections have discussed different approaches when it comes to defining the terms intellectual capital, intangibles, intangible assets and other, similar terms. Trying to put them into a system leads to the following figure presenting the organisation of the terms defined above. 
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Figure 2: Arrangement of terms used

Apparently, definitions for intangibles overlap, depending from the viewpoint taken. Note that these viewpoints should not be regarded as classifications of intangibles, but a mere arrangement of terms.

From the discussion above, an attempt to define intangibles can be made:
Intangibles
1) are nonfinancial, nonphysical, monetary or non-monetary factors, that
2) have been acquired or internally developed
3) are held for use in the production or supply of goods, services, rental to others, or administrative purposes
4) have finite or infinite life
5) are able to represent a company’s combined knowledge, skills and other soft factors
6) can be presented either as index scores, ratios, or counts
7) may or may not be sold separately
8) are not represented in financial statements
9) can be expected to be converted into profits and/or give the company a competitive advantage in its marketplace
if conditions 1) – 7) and 9) are met, and
10) the company has control over the item
11) the item is a result of past events or transactions,
12) and the item has identifiable costs
then the intangible is an intangible asset
the terms intangibles and intellectual capital refer to the same contents, but from different points of view, thus the abovementioned conditions 1 – 11 are valid for the term intellectual capital as well.

The definition above has some limitations and therefore needs further discussion. Limitations concern the problem that some are not delimitations, but all-embracing statements (e.g. numbers 2, 4 and 7). This shows the problem of delimiting something that cannot be touched, measured, or observed directly. Nonetheless, the definition should be viewed as a list of requirements in order to regard something as being intellectual capital or intangible. In spite of the fact that intellectual capital is (and needs to be) very broadly defined, research should attempt to find a common definition.
7.
Conclusion
This paper attempts to find a positive definition of the terms intellectual capital, intangibles, and intangible assets for application within future research, dealing with different questions and problems regarding intellectual capital. I show that it is possible to find a consensus by putting terms and definitions into a hierarchy first, and then assigning them to different points of view, depending on the discipline and the context within which intellectual capital is applied and discussed. Whereas a mere negative definition of intellectual capital by subtracting a company’s book value from its market value must fail, an applicable definition by listing several (possible) components is also not defining what intellectual capital is. By listing requirements for something to be intellectual capital, a consensus is possible. Nevertheless, much more discussion on the definitory level is necessary, so researchers and practitioners mean the same thing when trying to research measure, manage, and disclose intellectual capital, rather than trying to come up with another terminology to be added to the many before.
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