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EXECUTIVE SUMMARY

This study investigated the following aspects of the 100 most entrepreneurial
firms, widely known as the fastest growing firms in Australia. Firstly, the
study analysed the relationship between intellectual capital disclosure types
(narrative. visual and numerical) on company-sponsored websites using
content analysis and the corporate growth aspect of reputation of these
firms over a three-year period (from 2005 to 2007). There are many facets to
reputation. The process aspect that is not translated into financial output
is part of intellectual capital and is distributed across a wide range of
intellectual capital resource items. Secondly, the study investigated the
perceptions of directors about the importance of intellectual capital resource
items in enhancing corporate reputation. Thirdly, the study identified
motivations behind the extent of intellectual capital resource items
disclosure on company-sponsored websites when the director perception
survey was inconsistent with such disclosures. A firm’s reputation plays an
influential role in its capacity to generate greater profits and long-term
growth. Because corporate reputation has many facets, and many studies
have not separated out aspects of corporate reputation in their investiga-
tions, some authors have criticised the findings of previous corporate
reputation research. This study investigated the revenue growth aspect of
corporate reputation, as it is one of the major contributors to corporate
growth in firms.

Five major factors motivated the examination of intellectual capital in the
fastest growing 100 firms in Australia. Firstly, firms cannot show forward-
looking information such as intellectual capital on financial statements due
to restrictions imposed by accounting standards. Firms can disclose this
information voluntarily, using narrative, visual and numerical data to
inform stakeholders about the value relevance of intellectual capital and.
in this study. to the corporate growth aspect of reputation. Secondly.
the fastest growing firms have demonstrated accelerated revenue growth
over the three years of this study, and, of them, the top 100 represent an
empirically fruitful site for the examination of corporate reputation.
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Thirdly, a review of the fastest growing firms of 2007 indicates that 83%
(87% in 2006 and 91% in 2005) belonged to the knowledge-based service
and technology industry sectors. The literature claims that the knowledge-
based sector is more dependent than other sectors on intellectual capital
items for corporate performance, although this has yet to be verified for the
fastest growing firms. On the balance sheet, intellectual capital has lost
much of its status as a useful option due to the limitations on measurement
and valuation criteria imposed by the accounting standards in force.
Additionally, firms may be looking beyond the balance sheet to increase any
prospect of reporting intellectual capital. Although most of the information
found on company websites might also be available from other sources, it is
more convenient, less costly and less time-consuming for stakeholders to
access it there. Fourthly, the review of the fastest growing firms of 2007
indicates that (90% in 2006 and 91% in 2005) none is listed on the stock
exchange. In Australia, unlisted firms are not required to submit a detailed
annual report if they are classified as firms having no stakeholders who
would depend on a general purpose financial statement to make resource
allocation decisions about the firm. This is coined as the reporting entity
concept in Australia. Furthermore, along with their rapid growth, the
affairs of such companies change quickly. Therefore, it is logical for these
firms to be more reliant on their websites than on traditional annual
reports to communicate their affairs. Fifthly, the recent changes to
industrial laws in Australia, allowing more flexibility for firms to manage
their human capital items of intellectual capital, may have influenced their
human capital disclosure.

At times, the literature has defined intellectual capital as capturing
all intangibles, regardless of whether they are separately identifiable and
controllable by firms. The literature offers a number of definitions of
intellectual capital. Some consider intellectual assets as synonymous with
intellectual capital, whereas others take the view that intellectual capital
comprises intellectual assets as well as intellectual liabilities. Most of the
definitions encompass the idea that benefits from intellectual capital are not
necessarily immediately identifiable, but rather accrue over the long term.

Intellectual capital is a fragile concept and, according to some authors,
needs continuous support and must be held together by a whole array of
interrelated elements. Debate about both the composition of intellectual
capital and its broad categorisation continues. It has been broken down
in several ways for the purpose of analysis and interpretation.

The more recent literature, in general, has categorised intellectual
capital along three dimensions: (1) ‘internal capital’, (2) ‘external
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(relational/customer) capital’ and (3) ‘human capital’. Although the
tripartite categorisation for intellectual capital disclosure is prevalent,
the intellectual capital items included for measurement and disclosure in
these studies differ. Among them, Abeysekera’s book, Intellectual Capital
Accounting (2007), has provided a more comprehensive list of intellectual
capital items, with the external capital category comprising 10 intellectual
capital items, the human capital category comprising 25 intellectual capital
items and the internal capital category comprising 10 intellectual capital
items. The study reported here conceptualises intellectual capital according
to the categorisation provided by Abeysekera (2007).

Until recently, researchers investigating the value relevance of non-
financial variables in firm performance have mainly used annual reports
to obtain data; however, the use of company-sponsored websites as a
commercial tool is expanding rapidly. More specifically, there are three
key potential benefits from disclosure on company-sponsored websites to
firms and investors. First, it reduces the costs of information gathering and
dissemination. Second, it provides a forum in which to communicate with
stakeholders, such as investors. Third, it enables firms to provide more
timely (e.g. weekly or monthly) non-financial information to stakeholders.

This use of company-sponsored websites has provided stakeholders,
such as investors and customers, with much speedier access to timely data
previously obtained from published financial statements. Many companies
are becoming aware of the ability corporate websites have to foster
reputation, to contributing to firm performance (through corporate growth),
and to be vehicles through which non-financial information such as
intellectual capital is disclosed. Researchers have examined this aspect only
sparingly, and most interest to date has remained with financial reporting.

Using narrative, visual and numerical types of intellectual capital
disclosures, firms can signal their corporate reputation as measured by
growth in revenue. The signalling of corporate reputation may result from
each disclosure type (i.e. narrative, visual and numerical), and its interaction
with the other types. The selection and integration of both narrative
and visual engage the reader as co-creator of a story. When disclosing
intellectual capital, the interplay of signals between narrative, visual and
numerical is important. The narrative provides the mechanisms, visual the
wholeness and numbers the seriousness of the information. This study
builds the theoretical variables based on the three types of intellectual
capital disclosure signals and those resulting from the interaction amongst
them. The analysis of content disclosed in company-sponsored websites
reveals these signals.
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This study has analysed content in company-sponsored websites using
a coding framework with 45 intellectual capital items. These pre-defined
intellectual capital items were entered into the coding sheet using both
sentence count and frequency count, as the literature considers both
important (Campbell, Beck, & Shrives, 2005; Linsley & Shrives, 2006). The
sentence count is the volume occupied by intellectual capital items disclosed.
However, numerical intellectual capital disclosure requires assigning weights
to correspond with information condensed into a smaller space. If this is
expressed in parrative or in visual signals, more space for their commu-
nication is required. One limitation in sentence count measurement is
that numerical disclosure signals occupy a smaller count of line space.
Therefore, this study has disregarded numerical disclosure signals and their
interaction with other types of disclosure signals in analysing sentence count
measurement.

As mentioned earlier, this study first recorded the frequency and sentence
counts of intellectual capital as narrative, visual and numerical disclosures.
It then built a model to determine the interaction of each intellectual capital
disclosure type with the corporate growth aspect of reputation. A model
was then devised to examine if intellectual capital disclosure associates
with the corporate growth aspect of reputation. This model included six
mediating variables to ascertain if managers’ self-interest has any effect on
the corporate growth aspect of reputation and intellectual capital disclosure.
These mediating variables were the number of voting shareholders, the type
of ownership (whether a firm is listed or unlisted), the firm size measured by
total revenue, whether or not the website has an e-commerce site and the
proportion of direct and indirect director ownership in the firm.

The models indicate that, independently, narrative and visual disclosures
can decrease corporate reputation. However, combining them can increase
corporate reputation. The reputation of the previous period does not
necessarily assist firms in enhancing their current status. Thus, companies
have to work continually to enhance their public image.

Furthermore, this study administered a questionnaire survey about
intellectual capital resource items used in the content analysis framework
for the purpose of discovering the extent to which they may or may not
enhance corporate reputation. The questionnaire survey covered 40 of the
45 intellectual capital resource items mentioned in the coding framework
adopted to analyse website content. The intellectual resource items covered
in the survey comprised 10 items from the internal capital category, 10 from
the external capital category and 20 from the human capital category.
Respondents noted corporate culture as the most important item in
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enhancing corporate reputation, followed by management philosophy and
management processes in the internal capital category of intellectual capital
classification. In relation to external capital, respondents reported that
customer satisfaction is the most significant factor in enhancing corporate
reputation. Following this are the favourable contracts received from
external parties and the quality of products and services. The respondents
stated that the expertise of their staff contributed most to enhancing
corporate reputation. They reported that training programs and the
entrepreneurial spirit of staff were the next most important items of human
capital that contributed to enhancing corporate reputation.

As an additional exercise, this study compared intellectual capital
resources perceived by directors of firms as enhancing corporate reputation
with intellectual capital disclosure from the content analysis measured by
frequency count. This analysis highlighted that disparities exist between
intellectual capital resource items disclosed on company-sponsored websites
and perceptions among directors of firms regarding the extent to which they
enhance corporate reputation.

The main purpose of the survey questionnaire was to ascertain directors’
perception of the importance of intellectual capital resource items in
enhancing corporate reputation. However, since previous studies have not
examined the extent to which corporate growth enhances firm reputation,
this study also explored directors’ level of agreement of this hypothesis.
Respondents ranked its importance at 89 on a scale of 100 (i.c. 446 on a
five-point scale), confirming that growth in revenue strongly contributes
to enhancing the corporate reputation of firms.

This study focused on interviews with directors who agreed to provide
details. The main purpose of the interview was to explore the motivations
that give nise to disparities between intellectual capital resource items
disclosed on company-sponsored websites and director perception about
whether or not they enhance corporate reputation. Directors’ responses
revealed that the aim of intellectual capital disclosure is to appear to their
major stakeholders as leaders or differentiators of their industry. The major
stakeholders, both existing and potential, for the majority of firms were
customers and staff. Firms considered several factors in making decisions
about disclosing inteliectual capital resource items on their websites. Some
inevitably influenced disclosure and others were considered by directors as
relevant in making disclosure decisions. The ultimate intent of the firm is
to minimise distraction and maximise favourable impact on their targeted
stakeholders. Ownership type, the criticality of the website as a disclosure
tool for firms, and competitor pressure were factors considered by firms
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when disclosing intellectual capital on company-sponsored websites.
Products and services provided by a firm and how search engines rank
websites inevitably influenced the composition of intellectual capital
disclosure.

Although the main purpose of the focused interviews was to ascertain the
motivations behind the differences between company-sponsored intellectual
capital disclosure and director perceptions about intellectual capital
resource items, they also probed into factors other than the corporate
growth aspect that may contribute to reputation. The focused interviews
revealed that while other contributors of reputation enhancement vary,
they all remain within the attributes of clients (customers), staff and the
independent accreditation of aspects of the entire business.

This study is one of the very few on intellectual capital disclosure and their
implications on the corporate growth aspect of reputation. As such, it can be
considered a benchmark by which to compare corporate reputation studies
with different types of firms. The findings of this study offer a standard for
future research into directors’ perceptions about intellectual capital as
resources enabling firms’ corporate reputation. The study also highlights
the role that the accountancy profession can play in bridging the gap of
resources undisclosed in financial statements. It highlights how fastest
growing firms are disclosing their unaccounted resources in order to meet
regulatory limitations in reporting formats. Stakeholders can benefit from
this information. The study demonstrates the benefit of using narrative and
visual signals in disclosing capital unaccounted for in financial statements.

POLICY RECOMMENDATIONS

This study gave rise to four policy recommendations. First, firms are
encouraged to use both narrative and visuval forms of disclosure to
complement one another in disclosing intellectual capital resource items
on websites. Secondly, it is important to conduct an awareness program
about intellectual capital disclosure on websites so that small firms become
aware of the positive impact such disclosure can have in enhancing
corporate reputation. Thirdly, firms should prepare guidelines for intellec-
tual capital disclosure on websites so that they can favour a best practice
model. Finally, fostering a dialogue between stakeholders and the
accounting regulators can help to streamline intellectual capital disclosure
for more value relevant, forward-looking information. These points are
claborated in the following.



