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ABSTRACT 
 

 

 

 

In the new economy which is knowledge-based; value creation tends to be based on 

intangible rather than tangible assets, thus companies’ capital and resources depend 

more on intangible capital. This capital is called ‘Intellectual Capital’ (IC). The 

current study focuses on IC disclosure and has five objectives. Firstly, it aims to 

examine the extent of intellectual capital disclosure in the annual reports of Malaysian 

listed companies. Secondly, it aims to examine the trend of intellectual capital 

disclosure in the annual reports of Malaysian listed companies in the years 2002 and 

2006. Thirdly, it aims to examine the determinants (i.e. firm size, profitability, 

leverage, type of audit firm and industry type) of intellectual capital disclosure in the 

annual reports of Malaysian listed companies. Fourthly, it aims to examine the 

usefulness of intellectual capital disclosure information from the user’s perspective 

(i.e. management, analysts, banks, and academics). Finally, it aims to examine the 

effects of IC disclosure on the company’s market capitalization. The data was based 

on secondary data (i.e. the annual reports for the years 2002 and 2006 and Bloomberg 

database) and primary data (i.e. the questionnaire survey). The study used content 

analysis based on a disclosure index to measure the extent of intellectual capital 

disclosure in the annual reports. The main statistical techniques which were conducted 

in this study are: descriptive statistics, univariate tests (e.g. T-test, correlation) and 

multivariate analysis (i.e. regression). The study found that there is relatively low IC 

disclosure although there is a gradual improvement from 2002 to 2006. The listed 

companies disclosed more external capital information compared to other IC 

categories, consistent with users finding this information as more useful. Basically, all 

user groups perceived IC information to be generally useful, which is reflected by the 

market as this study found that the disclosure of IC information in the annual reports 

does affect market capitalization. The study also confirmed that in Malaysia, firm size, 

profitability and industry type are determinants of IC disclosure. These are interesting 

findings because if Malaysia wants to enhance transparency in its capital market, more 

IC disclosure should be encouraged, particularly those items which are deemed useful 

by the users, as identified by this study. Encouraging more IC disclosure is necessary 

since this study provides evidence that the hidden values of companies seem to be 

captured by the IC disclosure practices and reflected in companies’ market 

capitalization.  
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موسة مقارنة بالأصول قائماً على الأصول غير الملة خلق القيم اد الجديد القائم على المعرفة، يكونفي الإقتص
ورأس المال الغير . موسلكات تعتمد على رأس المال الغير مأموال الشرس ورؤ موارد ون إ ، حيثوسةملالم
ى الإفصاح عن المعلومات عن تركز الدراسة الحالية عل). آي سي(" كريرأس المال الف"وس هذا يطلق علية ممل

قارير أولاً، دف إلى إختبار مدى الإفصاح عن رأس المال الفكري في الت. خمسة أهداف ولها رأس المال الفكري
في ) التغير(ثانياً، دف إلى إختبار الإتجاه . وراق الماليةالمالية السنوية للشركات الماليزية المسجلة في سوق الأ

ثالثاً، . 2006و  2002للشركات للسنوات  لهذه في التقارير المالية السنوية الفكري الإفصاح عن رأس المال
له في حجم الشركة، الربحية، السيولة، نوعية مراجعي الحسابات، المتمث(دف إلى دراسة العوامل أو المحددات 

. للشركات لهذه في التقارير المالية السنوية الفكري  المؤثره في الإفصاح عن رأس المال) ونوع أو قطاع الصناعة
خدمي ترابعاً، دف إلى دارسة منافع أو فوائد الإفصاح عن المعلومات عن رأس المال الفكري من وجهة نظر مس

إختبار  إلى أخيراً، دف). الشركات، المحلليين الماليين، البنوك، الأكاديميين مديري في المتمثلين(التقارير المالية 
البيانات  على الدراسة أعتمدت بيانات .القيمة السوقية للشركة على الإفصاح عن رأس المال الفكري مدى تأثير
 )، بالإضافة إلى قاعدة البيانات بلومبر2006و  2002السنوية للسنوات  المتمثلة في التقارير المالية(الثانوية 
عن طريق قائمة  أستخدمت الدراسة طريقة تحليل المضمون). المتمثلة في الإستبيان(البيانات الأولية  وعلى

ومن ضمن طرق . للإفصاح وذلك لقياس مدى الإفصاح عن رأس المال الفكري في التقارير المالية السنوية
إختبار العوامل  طريقة الإحصاء الوصفي، طرق: اسةستخدمها في هذه الدرالتحليل الإحصائي الرئيسية التي تم ا

ولقد أظهرت الدارسة أن مدى الإفصاح عن رأس المال . وحيدة المتغير، وطريقة تحليل الإنحدار متعدد العوامل
. 2006الى عام  2002دريجي من عام و تقدم تأعلى الرغم من وجود تحسن  الفكري يعتبر نسبياً منخفض

س المال الخارجي مقارنة ببقية فئات أبالاضافة إلى ذلك، أظهرت نتائج الدراسة أن الشركات تفصح أكثر عن ر
يعتبرون أن عام  وبشكلٍجميع مستخدمي التقارير المالية ن ظهرت النتائج أأ ،أساساً. رأس المال الفكري

ن النتائج أظهرت أن الإفصاح عن إلهم، وهو ما عكسه السوق حيث فيدة مالمعلومات عن رأس المال الفكري 
ن في ماليزيا، حجم الدراسة أكما أكدت . س المال الفكري تؤثر على القيمة السوقية للشركةأمعلومات ر

وتعتبر هذه . الشركة، الربحية، قطاع الصناعة تعتبر من العوامل المؤثره على الإفصاح عن رأس المال الفكري
من  نه إذا أرادت ماليزيا أن تعزز من الشفافية في سوق الأوراق المالية فأنه لا بدهتمام وذلك لإللا لنتائج مثيرها

من وجهة نظر  مفيدةالتشجييع على مزيد من الإفصاح عن رأس المال الفكري وبالخصوص البنود التي أعتبرت 
ن هذا الدراسة إحيث  لمال الفكري يعتبر ضرورياًأن التشجييع على مزيد من الإفصاح عن رأس ا. المستخدميين
الإفصاح عن رأس المال الفكري وهو ما عكس دراكها عن طريق إأن القيم الخفية للشركات يمكن  قدمت دليلاً

  .في القيمة السوقية للشركات
  



iv 

APPROVAL PAGE 
 

 

 

 

The thesis of Ousama Abdulrahman Anam has been approved by the following: 

 

 

 

 

___________________________ 

Hafiz-Majdi Abdul Rashid 

Supervisor 

 

 

 

 

___________________________ 

Fatima Abdul Hamid 

Supervisor 

 

 

 

 

___________________________ 

Nazli Anum Mohd Ghazali 

Internal Examiner  

 

 

 

 

___________________________ 

Norman Mohd Saleh 

External Examiner  

 

 

 

 

_______________________________ 

Nasr Eldin Ibrahim Ahmed Hussien 

Chairman 

 

 

 

 



v 

DECLARATION 
 

 

 

 

I hereby declare that this thesis is the result of my own investigation, except where 

otherwise stated. I also declare that it has not been previously or concurrently 

submitted as a whole for any other degrees at IIUM or other institutions.   

 

 

 

 

Ousama Abdulrahman Anam 

 

Signature…………………………..    Date……………………. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



vi 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

INTERNATIONAL ISLAMIC UNIVERSITY MALAYSIA 
 
 

DECLARATION OF COPYRIGHT AND 
AFFIRMATION OF FAIR USE OF UNPUBLISHED 

RESEARCH 
 
 

Copyright © 2009 by Ousama Abdulrahman Anam. All rights reserved. 

 

 

THE TRENDS, DETERMINANTS, USEFULNESS AND EFFECTS OF 
INTELLECTUAL CAPITAL DISCLOSURE:  

MALAYSIAN EVIDENCE 
 

No part of this unpublished research may be reproduced, stored in a retrieval 

system, or transmitted, in any form or by any means, electronic, mechanical, 

photocopying, recording or otherwise without the prior written permission of the 

copyright holder except as provided below. 

 

1. Any material contained in or derived from this unpublished research 

may only be used by others in their writing with due acknowledgment.  

 

2. IIUM or its library will have the right to make and transmit copies 

(print or electronic) for institutional and academic purposes. 

 

3. The IIUM library will have the right to make, store in a retrieval 

system and supply copies of this unpublished research if requested by 

other universities and research library. 

 

 

Affirmed by Ousama Abdulrahman Anam.  

 

 

 

 

  ……………………….            ………………………  

             Signature                                      Date 

 

 

 



vii 

 
 

 
 
 

 
 
 

 
This thesis is dedicated to:  

 

 All those who have been instrumental in shaping me the way I am, those, 

       at home,  

             at school, 

               at the university,  

                  to all those who lit a candle on the way of knowledge and science, 

                  especially to IIUM.    

 

 

  :يهدئ هذا البحث إلى

  

  ،كل من علمني       
  في البيت،               

  في المدرسة،                   
 في الجامعة،                        

  ، وبالخصوص الجامعة الإسلامية العالمية  المعرفةوإلى كل من أضاء شمعة على طريق العلم و                             
 .بماليزيا                              

 
 
 
 
 
 

 



viii 

ACKNOWLEDGEMENTS 
 

 

 

 

In The Name of Allah the Most Gracious the Most Merciful Praise be only to Allah, 

the Almighty, for His Bounty and Blessings upon us, and peace be upon Prophet 

Mohammed, his family, his companions, and his followers until the last day. 

 

First of all, if this piece of work is successful, it is by Allah’s (S.W.T.) grace and 

guidance and if it is unsuccessful, it is from the devil and myself, then I can only pray 

and hope that Allah (S.W.T.) will forgive me for my imperfect work and judgements. 

 

My sincere gratitude goes to my supervisors, Dr. Hafiz-Majdi Abdul Rashid and Dr. 

Fatima Abdul Hamid for their guidance, suggestions, comments, and patience from 

the early stage until the completion of this thesis. The fact is that, without them after 

Allah’s (S.W.T.) guidance, it would not be possible to produce this standard of 

research and I would not be able to improve my knowledge and skills. May Allah 

(S.W.T.) bless and grant them good health always.  

 

My thanks go to all my lecturers in the Department of Accounting at IIUM for their 

dedicated work and high standards in the postgraduate programme. My thanks go also 

to my sponsor Ibb University in Yemen.    

 

My gratitude goes to Prof. Dr. Obeid Sherim for his unlimited help and support since I 

knew him in 1996. However, it is not possible in this limited piece of paper to list all 

the names of those people who helped or supported me directly or indirectly to get my 

Ph.D. Degree. To those which I did not mention their names, deep in my heart, I am 

really grateful to all of you.  

 

On a much different level but equally important, my thanks, go also to Tajudin’s 

family, especially Puan Zaleha Binti Tajudin for her kindness, concern, help and 

unlimited support since my Master Degree. May Allah (S.W.T.) bless and reward her 

for all of that. 

 

Last but never least; my family is owed more thanks than I can possibly give them. I 

am truly indebted to my beloved and respected mother and father for their unremitting 

love and attention to my health and education anywhere I am. It is also to my brothers 

and sisters for their love, support and faith in me. Finally, I am thankful to my wife 

and son for their love, patience and support. May Allah (S.W.T.) bless all of them in 

this world and in the hereafter. 

 

Thank you all for the wonderful and unforgotten help and support.   

 

 

 

 

 

 



ix 

TABLE OF CONTENTS 
 

 

 

 

Abstract……………………………………………………..…………………… ii 

Abstract in Arabic……………………………………………..………………… iii 

Approval Page………………………………………………......……………….. iv 

Declaration Page…………………………………………………..…………….. v 

Copyright Page……………………………………………………...……...……. vi 

Dedication……………………………………………………………..………… vii 

Acknowledgements……………………………………….……………..………. viii 

List of Tables……………………………………………………………..……... xiii 

List of Figures……………………………………………………………..…….. xvii 

List of Abbreviations……………………………………………………..……...  xviii 

  

 

 

 

CHAPTER 1: INTRODUCTION….……………………………………...…... 1 

 1.1 Background………………………………………………………..…. 1 

 1.2 Study Objectives……..……………………………………………..... 3 

 1.3 Research Questions………………………..…………………………. 4 

 1.4 Motivation of the Study………………………………………………. 5 

 1.5 Contributions of the Study…..……………………………………..…  6 

 1.6 Organization of the Study…………………………………………..... 10 

  

 

 

 

CHAPTER 2: IC: A THEORETICAL BACKGROUND………...….……… 12 

 2.1 Introduction…………………………………………………..………. 12 

 2.2 The Knowledge-Based Economy…….………………...…...………...  13 

 2.3 The Malaysian Economy…………….………………………...……... 16 

 2.4 The History of and Movement in the Field of IC.…….………...……. 20 

 2.5 Definition and Classification of IC….…………………………..…… 24 

  2.5.1 Definition of IC...………………………………………..…… 24 

  2.5.2 Classification of IC………………………………..……...…... 26 

 2.6 Measurement of IC………………………………...……………….…  32 

 2.7 Management of IC………………….………………….…...………....  44 

 2.8 Summary of the Chapter...………………………………………….... 48 

  

 

 

 

CHAPTER 3: LITERATURE REVIEW: EMPIRICAL EVIDENCE…....... 49 

 3.1 Introduction………………………………………………………..…. 49 

 3.2 Literature on IC Disclosure………………...……………………….... 49 

 3.3 Literature on the Usefulness of IC Information……………..……..… 68 

 3.4 The Gap in the Literature…………………………………………..… 76 

 3.5 Summary of the Chapter…………………………………………..….  78 

  

 

 

 

 

 



x 

CHAPTER 4: THEORETICAL FRAMEWORK AND HYPOTHESES       
DEVELOPMENT………………………………...……………...  

 

80 

 4.1 Introduction……………………………………………..……………. 80 

 4.2 The Theoretical Framework of IC Disclosure……………...……...….  81 

  4.2.1 The Resource-Based Theory…………………………..……... 82 

  4.2.2 The Stakeholders Theory………….…...………………...…… 83 

  4.2.3 The Legitimacy Theory……………………………………..... 85 

  4.2.4 The Signalling Theory…………………...….……………..…. 86 

  4.2.5 The Agency Theory………….…..…………………………… 87 

 4.3 Hypotheses Development………………………………….……….....  90 

  4.3.1 Hypothesis Development of the Trend of IC Disclosure.....…. 90 

  4.3.2 Hypotheses Development of the Determinants……………..... 91 

   4.3.2.1 Firm Size…………………………………………..…. 92 

   4.3.2.2 Profitability……………...………………………...….. 94 

   4.3.2.3 Leverage………….…..………………………….…....  95 

   4.3.2.4 Type of Audit Firm...………………………..……..… 96 

   4.3.2.5 Industry Type………………………………..……….. 98 

  4.3.3 Hypotheses Development of the Usefulness of IC…...…...….. 100 

  4.3.4 Hypothesis Development of the Effects of IC on Market 

Capitalization..............……...………………….………...…… 

 

102 

 4.4 Summary of the Chapter…………………………………………..…. 104 

  

 

 

CHAPTER 5: RESEARCH METHOD….……..…………………………..… 106 

 5.1 Introduction………………………………………………………..…. 106 

 5.2 Research Design..………………………………………...………..….  106 

 5.3 Sample Selection…...……………………………………………..…..  109 

  5.3.1 Sample Selection for the Secondary Data………………...….. 109 

  5.3.2 Sample Section for the Primary Data………...……………..... 116 

 5.4 Data and Data Collection Techniques....……………………..……….  121 

  5.4.1 The Secondary Data…………………………………..……… 121 

  5.4.2 The Primary Data………………………………………..…… 122 

 5.5 Variables Measurement….………………………………………...….  123 

    5.5.1 Measurement of Usefulness of IC Information……………….  123 

   5.5.1.1 Questionnaire Design…………………………..……..  124 

    5.5.2 Measurement of the Dependent Variable in the Determinants 

Model………………..……..…………………………….……  

 

125 

   5.5.2.1 Content Analysis…………………………………..…. 125 

   5.5.2.2 The Disclosure Index……………………………….... 127 

   5.5.2.3 Measurement of Extent of IC Disclosure…………..…   130 

  5.5.3 Measurement of the Dependent Variable in the Effects on the 

MCAP Model.………..………..…………..………………… 

 

134 

  5.5.4 Measurement of the Independent and Control Variables.......... 135 

   5.5.4.1 Independent Variables in the Determinates Model…... 135 

   5.5.4.2 Independent and Control Variables in the Effects on 

the MCAP Model…………………...………………..………. 

 

136 

 5.6 Statistical Techniques...…………………………...……...…………... 137 

  5.6.1 Reliability and Validity Tests...…...…………...………...……  137 

  5.6.2 Descriptive Statistics Analysis…………………..…………… 140 



xi 

  5.6.3 Bivariate Correlation Analysis……………………..………....  141 

  5.6.4 Univariate Analysis……….…...……………………..………. 142 

  5.6.5 Multivariate Analysis…………………………………..…….. 143 

   5.6.5.1 Regression Model for the Determinants……..…...…...  143 

   5.6.5.2 Regression Model for the Effects on MCAP…..…..… 144 

   5.6.5.3 Specific Tests for the Multiple Regression 

Assumptions………………………………………………..…  

 

145 

 5.7 Summary of the Chapter...………………….……………………..….  149 

  

 

 

 

CHAPTER 6: ANALYSES, EMPIRICAL RESULTS AND DISCUSSION 
(1)……...………………………………………………...………..   

 

150 

 6.1 Introduction…………………………………………………..………. 150 

 6.2 Reliability Test………………………………………………..……… 151 

 6.3 Extent of IC Disclosure Results and Discussion………………..……. 152 

  6.3.1 Descriptive Statistics……………………………………...….. 152 

 6.4 Trend of IC Disclosure Results and Discussion……...……………..... 165 

  6.4.1 Normality Test………...………………………………...……. 166 

  6.4.2 Paired-Sample T-Test……………...……………………...….. 167 

 6.5 Determinants of IC Disclosure Results and Discussion……...……..... 170 

  6.5.1 Correlation Analysis………...…………………………...…… 170 

  6.5.2 Regression Analysis………………………………………..… 174 

 6.6 Effects of IC Disclosure Results and Discussion………………..…… 183 

  6.6.1 Correlation Analysis……………...…………………...……… 183 

  6.6.2 Regression Analysis……………………………………..…… 185 

 6.7 Specific Tests for the Regression Models………………………..…... 190 

  6.7.1 Normality Test………………………………...…………...…. 190 

  6.7.2 Collinearity/ Multicollinearity Test………………...…...……. 192 

  6.7.3 Linearity Test……………………………………………..….. 192 

  6.7.4 Residuals Tests…………………………...……………...…… 193 

   6.7.4.1 Normality Test of the Residuals……………...…...….. 193 

   6.7.4.2 Autocorrelation Test…………………………...…...… 193 

   6.7.4.3 Heteroscedasticity Test……………………………..... 193 

 6.8 Summary of the Chapter...………………….………………..………. 194 

  

 

 

CHAPTER 7: ANALYSES, EMPIRICAL RESULTS AND DISCUSSION 
(2)…………...……………………………………………...……..   

 

196 

 7.1 Introduction……………………………………………………..……. 196 

 7.2 Reliability Test…………………………………………………..……  197 

 7.3 Questionnaire Survey……………………………………………..….. 197 

 7.4 Respondents’ Background……………………...…………………......  198 

 7.5 Descriptive Statistics………………………………………………..... 202 

 7.6 One-Sample T-Test………………………………………………..…. 212 

 7.7 Independent-Samples T-Test……………………...………………...... 215 

 7.8 One-Way ANOVA……………………………………………...……. 220 

 7.9 Summary of the Chapter......…….………….………..………………. 230 

  

 

 



xii 

CHAPTER 8: CONCLUSION, LIMITATIONS AND SUGGESTIONS 
FOR FUTURE RESEARCH……………….…..……………….  

 

232 

 8.1 Introduction……………………………………………..……………. 232 

 8.2 Summary of the Main Results……………………………..…………. 233 

 8.3 Integration between Index and Questionnaire Results……..….……...  236 

 8.4 Overall Results and Implications……………………………..……… 241 

 8.5 Limitations and Suggestions for Future Research……………...……..   243 

   

BIBLIOGRAPHY…..……………………………………………………..……   246 

  

 

APPENDIX I: A Summary of the Literature on IC (1997-1999)……………….. 264 

APPENDIX II: A Summary of the IC Measurement Models………...……...….. 267 

APPENDIX III: List of Companies…………………………………………..…. 271 

APPENDIX IV: List of Equities Brokers as at April 5, 2007…....……...……..... 274 

APPENDIX V: List of Commercial Banks as at April 17, 2007……….…..…… 275 

APPENDIX VI: Questionnaire Survey………………...……………………...… 276 

APPENDIX VII: Intellectual Capital Disclosure Index with Sub-Categories’ 

                            Operational Definitions……………...……….……………….. 

 

288 

APPENDIX VIII: Additional Results from Chapter 6……………...………….... 297 

APPENDIX IX: Additional Results from Chapter 7…………………………..... 316 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



xiii 

LIST OF TABLES 
 

 

 

 

Table No.  
 

Page No. 

2.1 Characteristics of the Knowledge Economy 

 

15 

2.2 History of and Movement in the Field of IC from 1980 to 

2002 

 

21 

2.3 Classification of IC Components 

 

27 

3.1 A Summary of the International Literature on IC 

Disclosure 
 

59 

3.2 A Summary of the Malaysian Literature on IC Disclosure 

 

66 

3.3 A Summary of the Literature on the Usefulness, 

Importance and Awareness of IC Information  

 

73 

5.1 Classification of the Main Board Listed Companies  

 

113 

5.2 A Summary of the Population 

 

113 

5.3 The Sample Size and its Distribution based on Sectors for 

One Year 

 

115 

5.4 Total Number of Annual Reports 

 

116 

5.5  User Groups and their Possible Respondents 

 

117 

5.6 Sample of the User Groups  

 

118 

5.7 Number of Accounting Lecturers at some of Public 

Universities in Klang Valley 

 

121 

5.8 Distributed and Received Pilot Questionnaires  

 

139 

5.9  Reliability Test of the Pilot Questionnaires   

 

140 

6.1 Reliability Test of the Disclosure Index  

 

151 

6.2 Descriptive Statistics of the Extent of IC Disclosure  

 

152 

6.3 Comparison of the Extent of IC Disclosure between some 

Malaysian Studies 

 

156 



xiv 

6.4  Means Disclosure and Rank of the Sub-Categories of IC 

Categories 

 

159 

6.5 Means of the Extent of IC Disclosure based on Sectors 

 

164 

6.6 Descriptive Statistics of the Extent of IC Disclosure  

 

167 

6.7 Paired-Samples T-Test of the Trend of the Extent of ICD 

 

168 

6.8 Correlation Analysis of the Variables (Year 2002) 

 

171 

6.9 Correlation Analysis of the Variables (Year 2006) 

 

173 

6.10 Regression Model of the Determinants of the Extent of IC 

Disclosure (Year 2002) 

 

175 

6.11 Regression Model of the Determinants of the Extent of IC 

Disclosure (Year 2006) 

 

181 

6.12 Summary of Hypotheses Testing and Results of Regression 

Model of the Determinants of the Extent of IC Disclosure 

 

182 

6.13 Correlation Analysis of the Variables (Year 2002) 

 

184 

6.14 Correlation Analysis of the Variables (Year 2006) 

 

185 

6.15 Regression Model of the Effects of ICD on MCAP (Year 

2002) 

 

186 

6.16 Regression Model of the Effects of ICD on MCAP (Year 

2006) 

 

188 

6.17 Summary of Hypotheses Testing and Results of Regression 

Model of the Effects of ICD on MCAP 

 

189 

6.18 Descriptive Statistics of the Variables (Year 2002) 

 

191 

6.19 Descriptive Statistics of the Variables (Year 2006) 

 

191 

6.20 Descriptive Statistics of the Variables (Year 2002) 

 

191 

6.21 Descriptive Statistics of the Variables (Year 2006) 

 

192 

6.22 Test of Homogeneity of Variances of Standardized 

Residual (Levene’s Test) in the Regression Models  

 

194 

7.1  Reliability Test of the Questionnaires  

 

197 

7.2 Distributed, Received, and Useable Questionnaires  198 



xv 

7.3 Distribution of the Respondents Among the User Groups  

 

199 

7.4 Distribution of the Respondents by Gander 

 

199 

7.5 Distribution of the Respondents’ Age 

 

200 

7.6 Distribution of the Working Experience of the 

Respondents  

 

200 

7.7 Distribution of the Specialization Areas of the Respondents  

 

201 

7.8 Distribution of the Respondents of the Companies User 

Group based on Sectors  

 

202 

7.9 Descriptive Statistics of the Questionnaire Data based on 

the User Groups and IC Categories   

 

203 

7.10 Descriptive Statistics of the Perception of the Usefulness  

of IC Information  

 

204 

7.11 Descriptive Statistics of the Perception of the Usefulness of 

IC Information based on User Groups and IC Categories   

 

206 

7.12 Overall Mean Scores and Rank of the Sub-Categories of IC 

Categories  

 

208 

7.13 Mean Scores of the Companies User Group based on 

Sectors 

 

211 

7.14 One-Sample T-Test of the Perception of the Usefulness of 

IC Information (Overall) based on User Groups  

 

213 

7.15 One-Sample T-Test of the Perception of the Usefulness of 

IC Information based on User Groups and IC Categories 

 

214 

7.16 Test of Homogeneity of Variances (Levene’s Test) of the 

Paired User Groups based on IC (Overall) Means  

 

216 

7.17 Independent-Samples T-Test of the Paired User Groups 

based on IC (Overall) Means 

 

218 

7.18 Test of Homogeneity of Variances (Levene’s Test) 

 

221 

7.19 One-way ANOVA of the IC Categories and User Groups 

 

222 

7.20 ANOVA LSD Multiple Comparisons based on IC 

(Overall)  

 

 

226 



xvi 

7.21 ANOVA LSD Multiple Comparisons based on Internal 

Capital  

 

227 

7.22 ANOVA LSD Multiple Comparisons based on External 

Capital  

 

228 

7.23 ANOVA LSD Multiple Comparisons based on Human 

Capital  

 

229 

7.24 Summary of Hypotheses Testing and Results of Usefulness 

of IC Information 

 

230 

8.1 Integration between IC Categories Results of the 

Disclosure Index and the Questionnaire Survey   

 

237 

8.2 Integration between IC Sub-Categories Means and their 

Rank of the Disclosure Index and the Questionnaire Survey  

 

238 

8.3 Integration between the Mean Results of the Disclosure 

Index and the Questionnaire Survey based on Sectors 

 

240 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



xvii 

LIST OF FIGURES 
 

 

 

 

Figure No.  Page No. 

2.1 

 

The Classification of Resources Framework 29 

2.2 

 

The Three Categories of Knowledge Framework  30 

2.3 The Balance Scorecard Model 
 

34 

2.4  

 

The Value Platform Model 

 

35 

2.5 

 

The Technology Broker Model 

 

36 

2.6 

 

The Intangible Asset Monitor Model 

 

37 

2.7  

 

The Skandia Market Value Scheme Framework 38 

2.8 Skandia Navigator Model 

 

39 

2.9 The Value Distinction Tree 

 

40 

2.10 The Process Model 

 

41 

2.11 

 

Dow IC Management Model 46 

2.12 Skandia IC Management Navigator Model 

 

47 

3.1 A Summary of IC Disclosure Literature   

 

75 

4.1 The Theoretical Framework  

 

89 

4.2 The Research Framework  

 

104 

5.1  The Research Design   

 

108 

5.2 The Coding System  

 

134 

7.1 Means Plot of the IC (Overall) 

 

223 

7.2 Means Plot of the Internal Capital  

 

223 

7.3 Means Plot of the External Capital  

 

224 

7.4 Means Plot of the Human Capital  

 

224 



xviii 

LIST OF ABBREVIATIONS 
 

 

 

 

ANOVA Analysis of Variance 

ASB Accounting Standards Board 

ASSC Accounting Standards Steering Committee 

AUDIT Type of Audit Firm  

BSC Balance Scorecard  

BV Book Value 

BVALUE Book Value 

CEE Capital Employed Efficiency  

CEO Chief Executive Officer 

CFO Chief Financial Officer 

CSR Corporate Social Responsibility 

DF Degree of Freedom  

DICM Dow IC Management 

D-W Durbin-Watson 

EICD Extent Intellectual Capital Disclosure  

EICR European IC Reports  

EVA
TM

 Economic Value Added 

FASB Financial Accounting Standard Board  

FRS Financial Reporting Standards 

HCE Human Capital Efficiency  

IAM Intangible Asset Monitor 

IAS International Accounting Standards 

IASB International Accounting Standards Board 

IASC   International Accounting Standards Committee 

IC Intellectual Capital  

ICD Intellectual Capital Disclosure  

ICI Intellectual Capital Index  

ICT Information & Communication Technology 

IFRS International Financial Reporting Standards 

IICR Indian IC Reports  

IIUM International Islamic University Malaysia 

INDUSTRY Industry Type  

IPO Initial Public Offering  

IT Information Technologies  

KE Knowledge-Based Economy 

KEMP Knowledge-based Economy Master Plan 

LSD Least-Significant Difference  

LSE London Stock Exchange 

MASB Malaysian Accounting Standards Board 

MBA Master of Business Administration  

MBV Market-to-Book Value  

MCAP Market Capitalization  

MCCG  Malaysian Code on Corporate Governance 

 



xix 

MERITUM Measuring Intangibles to Understand  and Improve Innovation 

Management Project 

MIA    Malaysian Institute of Accountants  

MICPA      Malaysian Institute of Certified Public Accountants  

MMU Malaysian Multimedia University  

MOM Master of Management  

MP Malaysian Plan 

MRDI Maximum Relevant Disclosure Items 

MV Market Value 

NACRA National Annual Corporate Report Awards 

NDP National Development Policy 

NEP New Economic Policy 

NETPROFT Net Profit  

NVP National Vision Policy 

NZSX New Zealand Stock Exchange 

OECD Organization for Economic Co-operation and Development  

OLS Ordinary Least Square  

PN4 Practice Note 4 Companies  

PROFIT Profitability  

R&D Research and Development 

RO Research Objective  

ROA Return on Assets  

ROE Return on Equity  

RQ Research Question 

SCE Structure Capital Efficiency  

SEC Securities and Exchange Commission 

SFAC Statement of Financial Accounting Concepts 

SICMN Skandia IC Management Navigator 

SIZE Firm Size  

SMVS Skandia Market Value Scheme 

SN Skandia Navigator 

SPSS Statistical Package for Social Sciences   

TADS Total Actual Disclosure Score 

TB Technology Broker 

TSR Transferable Subscription Right 

UiTM Universiti Teknologi Mara 

UKM Universiti Kebangsaan Malaysia  

UM Universiti Malaya 

UPM Universiti Putra Malaysia 

VA Value Added 

VAIC
TM

 Value Added Intellectual Coefficient 

VDT Value Distinction Tree 

VIF    Variance Inflation Factor 

VP Value Platform  

VW Van der Waerden  

 



 1

CHAPTER 1 

INTRODUCTION 

  

  

  

  
1.1 BACKGROUND  

In the new economy which is knowledge-based (or the knowledge economy); value 

creation tends to be based on the knowledge of people rather than on tangible 

(physical) assets (Whiting and Miller, 2008). According to Al-Ali (2003), companies 

depend on both their tangible and intangible capital and resources to create value and 

achieve their goals. Al-Ali argued that formerly companies’ resources consisted of 

80% tangible capital and resources and 20% intangibles; recently (in the knowledge 

economy), these figures have changed to become 80% for intangibles and 20% 

tangibles. Nevertheless, the calculation of the figure for intangibles is based on the 

differences between the market and book values of the companies, which reflects the 

hidden values (i.e. hidden resources) that are recognized and valued by the market 

(Stewart, 2000; Al-Ali, 2003). Based on a broad definition, the hidden values can be 

called ‘Intellectual Capital’ (IC) (Ordoñez de Pablos, 2003). This high percentage of 

IC knowledge-based resources reflects the important role that IC plays in the 

company’s performance and in achieving the companies’ objectives and strategies 

(Abeysekera, 2006; Whiting and Miller, 2008).  

Despite their contributions to the value creation of a company, IC as an 

intangible or invisible resource continues to be disregarded in the current accounting 

systems and does not appear in the financial statements (Ordoñez de Pablos, 2003; 

Abeysekera and Guthrie, 2005), even though some recognition is given to certain IC 

components, such as goodwill (Abeysekera and Guthrie, 2005). Such limitations in 
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these systems have motivated companies to find out methods to measure and report IC 

to satisfy the information needs of various stakeholders. The popularity of IC as 

companies’ capital and resource in the new knowledge economy and the lack of 

recognition and reporting have attracted researchers (both practitioners and 

academics) to study it. Thus, IC has become an attractive area with a growing number 

of studies over the last fifteen years. According to Serenko and Bontis (2004), the 

number of papers on knowledge management and IC has increased at an average 

annual rate of 50%. However, this large body of the literature on IC has focused: 

firstly, on informing, describing and exploring IC; secondly, on measuring it, 

(Ordoñez de Pablos, 2003; Whiting and Miller, 2008), and finally, on disclosing and 

reporting it.   

In looking at the literature on IC, it was found that several definitions and 

classifications of IC exist. These definitions and classifications are considered briefly 

here
1
. Broadly, IC can be defined as the differences between the company’s market 

and book values (Stewart, 2000; Brennan, 2001; Ordoñez de Pablos, 2005). On the 

other hand, from the perspective of wealth creation, IC is defined as “intellectual 

material -knowledge, information, intellectual property, experience- that can be put to 

use to create wealth” (Stewart, 2000: xi). Generally, IC is found to be classified into 

three main categories, following one of the most popular classifications by Sveiby 

(1997), who classifies IC as internal structure, external structure, and employee 

competence. Sveiby’s (1997) classification has been adopted widely by the IC 

literature (e.g. April, Bosma and Deglon, 2003; Abeysekera and Guthrie, 2005; Wong 

and Gardner, 2005; Whiting and Miller, 2008), although the terminology of the 

categories has been slightly modified to be: internal capital, external capital and 

                                                
1
 The IC definitions and classifications will be discussed in detail in Chapter 2 (i.e. IC: A theoretical 

background).     
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human capital. Internal capital consists of innovations, technological infrastructure, 

internally generated intangible assets (e.g. patents, brand names, trademarks, 

copyrights), quality, processes, and management philosophy (Sanchez, Canibano, 

Covarsi, Chaminade, Olea, Escobar and Pacheco, 2000; Guthrie and Petty, 2000; 

Bontis, 2002; Seetharaman, Low and Saravanan, 2004). On the other hand, external 

capital consists of business partnering and alliances, business combination, 

information about customers (e.g. information about the customers number or market 

share), customers’ satisfaction, suppliers (e.g. information about suppliers), 

distribution channels, marketing, market value and share price, and shareholders 

(Sanchez et al., 2000; Brennan, 2001; Bontis, 2002; Seetharaman et al., 2004; Olsson, 

2004), whereas, human capital refers to the individual’s education, skills, training, 

values, and experience (Sanchez et al., 2000; Guthrie and Petty, 2000; Bontis, 2002; 

Seetharaman et al., 2004).  

After a brief introduction about IC, which included some background 

information and definitions, the following sub-sections will provide the objectives and 

research questions of the study. Furthermore, it will elaborate on the motivation and 

contribution of the study. Finally, it will give an overview of the organization of the 

study.    

 

1.2 STUDY OBJECTIVES 

The study aims to examine the issues of disclosure of IC information. There are three 

main objectives of this study. The first main aim is to investigate the extent, trend, and 
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determinants of IC in the annual reports of Malaysian listed companies in Bursa 

Malaysia
2
. Therefore, the specific objectives of this part are:  

(1) To examine the extent of IC disclosure in the annual reports of Malaysian 

listed companies. 

(2) To examine the trend of IC disclosure in the annual reports of Malaysian 

listed companies in the periods 2002 and 2006.  

(3) To examine the determinants (i.e. firm size, profitability, leverage, type of 

audit firm and industry type) of IC disclosure in the annual reports of 

Malaysian listed companies. 

The second main aim of the study is to investigate the issue of usefulness of disclosing 

IC information. More specifically, the objective of this part is (i.e. the fourth objective 

of the study):  

(4) To examine the usefulness of the disclosure of IC information from the 

user’s perspective.  

The third main aim of the study is to investigate the effects of IC disclosure on Market 

Capitalization (MCAP). More specifically, the objective of this part is (i.e. the fifth 

objective of the study):    

(5) To examine the effect of the disclosure of IC on a company’s market 

capitalization in the periods 2002 and 2006.  

 

1.3 RESEARCH QUESTIONS 

Based on the above objectives, the following research questions are formulated:  

(1) What is the extent of IC disclosure in the annual reports of Malaysian 

listed companies?  

                                                
2
 Bursa Malaysia (Bursa Malaysia Berhad), formerly known as Kuala Lumpur Stock Exchange 

(KLSE), is the Malaysian Stock Exchange.  
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(2) Is there any improvement in the IC disclosure in the annual reports of 

Malaysian listed companies in the years 2002 and 2006? 

(3) What are the determinants (i.e. firm size, profitability, leverage, type of 

audit firm and industry type) of IC disclosure in the annual reports of 

Malaysian listed companies? 

(4) What are the user’s perceptions of the usefulness of IC information?  

(5) What is the effect of the disclosure of IC on a company’s market 

capitalization in the years 2002 and 2006? 

 

1.4 MOTIVATION OF THE STUDY  

IC has grown in significance as an important component of a company’s value, hence 

there has been a rapid increase in the literature on IC disclosure (e.g. Guthrie and 

Petty, 2000; Brennan, 2001; Williams, 2001; Bontis, 2002; Olsson, 2004; Ordoñez de 

Pablos, 2005; Vergauwen and Alem, 2005; Abeysekera and Guthrie, 2005; 

Abdolmohammadi, 2005; Whiting and Miller, 2008). All potentially useful 

information has to be disclosed in the annual reports or other forms of reports. As a 

result, many companies, especially in the West (e.g. the USA, UK, Australia, Canada, 

Ireland, and Sweden) have started to disclose information about their IC in the annual 

reports or IC reports. However, there is a dearth of similar literature in Asian 

countries, including Malaysia.  

Even though IC disclosure may have been researched in other countries and a 

few studies in Malaysia, there is a need to continually research this area. This is 

because the disclosure practices in Malaysia differ from developed countries (although 

most adopt the international financial accounting standards). Also, disclosure 




