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Abstract

Intangible assets in general, and intellectual capital specifically, are now recognized to be at least as important as tangible assets for most organizations. Intellectual
capital is not simply the difference between book value and market value. The absence of reliable measurement processes has made the management of
intangibles a very difficult task. Many approaches have been proposed but they have failed to bridge the gap between knowledge of the asset and the metrics

nceded to facilitate market place transactions.

he generation and use of intellectual capital is the lifeblood of research

organizations. The development of consistent processes for selecting projects,

adopting best practices and evaluating and transferring developed technologies
has been the focus of attention for R&D managers for many decades. This is the first
in a series of articles describing a unique made-in-Canada methodology for carrying
out these functions, called ProGrid®. It is being used by many Canadian R&D entities,
including the Ontario Centres of Excellence, the Canada Foundation for Innovation
and a number of R&D agencies in Alberta and Ontario. The initial stage of
development of the ProGrid approach was described at the R.S. Jane lecture at the
1993 Canadian Chemical Engineering Conference, with an update at the 1999
Conference.

1. Importance of Intangible Assets

In the past, tangible assets were assumed to represent the majority of the wealth of
companies. These were readily amenable to accurate assessment, “bean counting”
to use a somewhat derogatory expression. The accountants’ view of the world has
been an important feature of national and international commerce. Their metrics
have provided the framework for transactions among commercial enterprises.

It has been realized in the last few decades that tangible assets were only one part
of the wealth of a company or a nation. The book value of a company frequently has
badly represented its strength, either by overlooking future potential or in some cases
by assuming unrealistic longevity of its current manufacturing processes and products.
Of the Fortune 500 companies in the first listing in 1954, 360 would not appear in
a similar listing of industrial companies today.! Would better knowledge of the
strength of their intangible assets, such as intellectual capital, have predicted their
demise?

There is an important distinction between tangible assets and intellectual capital.
Tangible assets have an intrinsic value independent of the observer. The value of
intellectual capital, however, depends in large measure on the values, priorities and
expectations of the observer. There is another distinction — a dimensional issue,
one of time. Many tangible assets devalue over time. Intellectual assets often realize
their value only over time.

2. Measurement Approaches
The challenge to measure intellectual assets is formidable. Various tools have been
developed which have been useful for specific applications. These include:

The Risk Management Matrix of the Boston Consulting Group

This is a technique that uses four-quadrant grids for displaying performance, for
example, with Relative Market Share and Growth as the two axes. As noted in the
review by Millet and Honton?, these terms represent cash gencration and cash use,
respectively. Thus, these two axes are not independent variables. Further, Millet and
Honton note that the portfolio analyses methods, of which the Boston Consulting
Group Risk Management Matrix is an example, are “not only highly judgmental,
but also highly arbitrary”.

The Kepner-Tregoe Decision Process’®

This technique lays out key criteria for a selection process and uses a numerical scale
to rank alternative choices. This methodology is particularly useful in problem-
solving by identifying the likely cause of an undesirable event by listing and weighting
potential causes. This approach illustrates the importance of having clearly defined
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criteria and separating them into “musts” (overarching criteria)
and “wants” (desired goals that cumulatively contribute to the
final decision).

The Blake Managerial Grid*

The Blake grid is used to optimize the balance between people-
focused and production-focused human resource practices.
This technique uses a grid that displays and compares different
personnel behaviour practices. Although not quantitative, it
shows how subjective factors can be organized into meaningful
patterns.

The Myers-Briggs Personality Test®

This evaluation test ascertains the personality traits of individuals
by the selection of preferred statements to define personality
traits. It is useful in improving group dynamics by valuing
different approaches to solving problems.

These methods have been useful in identifying and describing
the characteristics of various components of intellectual capital,
and in some cases included numerical ranking scales. However,
the metrics needed to move back and forth across a transaction
interface were not established. It seems that the developers of
these methods stopped short of the goal — tantalizingly close,
but the bridge was not made.

3. The Missing Bridge

Commercial transactions involving tangible assets are facilitated
by the ability of the transferor and transferee to agree on the
value of the asset, using well accepted accounting principles.
However, for intangible assets the difficulty in determining the
value impedes the transaction. It has been difficult to define
the total valuc of a group of intangibles or to compare several
different groupings of intangibles. In order to accomplish this,
metrics must be established and agreed upon.

Consider the case of a technology that is to be transferred
from an inventor to a venture capitalist. The value of the
technology can be represented by a number of factors, such as
the strength of the patents, the level of validation and the
expected market demand. The challenge is to determine how
these factors influence the value of the technology and how
this compares to other technologies being considered by the
venture capitalist.

The key to developing the metrics is through the establishment
and calibration of a precise language to express the value of the
assct under consideration (the Language Ladder in ProGrid
terms).

4. Components of Intellectual Capital

The components of intellectual capital that are highly relevant
to a research organization are shown in Figure 1. There are
many excellent references that help in understanding this
complex subject, including the book by Tom Stewart.






