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We examine the reporting of intangible assets and the disclosures on intellectual capital activities by listed
companies and public benefit entities in New Zealand and assess the usefulness of these disclosures. Comparing
trends in intangible asset disclosure frequency, we note that the most common is capitalised software costs,
followed by goodwill. For intellectual capital, we find that qualitative disclosures are more prevalent than
quantitative, with disclosure on relational capital being the most frequent. In addition, we find that intangible
assets are value relevant, and more intellectual capital disclosures increase the value relevance of goodwill.
Finally, we consider intangible reporting by public benefit entities and show that while the rate of intangibles
capitalised is similar, they are of less relative economic importance. Overall, our findings provide evidence of
divergence in intangible categorisation practice, highlight the absence of reporting digital technologies and call
for improved disclosure criteria for recognised and unrecognised intangibles.

Introduction

Accounting for intangibles has long been contentious,
with debate around the criteria for capitalising related
expenses as an asset, measurement of subsequent expen-
ditures, revaluation of intangibles and the divergence
between reported and market value, lack of comparabil-
ity of internal and externally generated intangibles, and
disclosure of information (Barker et al. 2022; EFRAG
2020; Garanina et al. 2021). As the global economy shifts
away from an industrial focus and into an era domi-
nated by technology and intellectual property, intangi-
ble assets are increasingly seen as a key driver of firm
value which is not accurately reflected by financial re-
porting, termed the missing intangibles gap (Lev 2018).
This gap is attributed to deficient reporting of intangi-
bles (Lev 2019), including strategic investments in fu-
ture value creation such as digital technology, human
capital, research and development (R&D), and brand
awareness being expensed rather than recognised as as-
sets. This can lead to an understatement of earnings and
assets for intangible-driven firms and an overstatement
for firms with a tangible asset base. Moreover, intangible
expenses (with the notable exclusion of R&D expendi-
ture) are often aggregated within broad categories, such
as cost of sales and sales and general and administra-
tive expenses, leaving stakeholders with no insights into
specific expenditure areas potentially relating to uncap-
italised intangibles. These lead to a declining relevance
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of reported earnings, particularly for firms with high
intangibles intensity (Lev 2018, 2019). Addressing con-
cerns (e.g., EFRAG 2021), the IASB has added intangi-
ble assets to its research project pipeline (IASB 2022).
Furthermore, a recent review by Hussinki et al. (2024)
emphasised the need for contemporary evidence on in-
tangibles disclosure practices, noting its relevance to en-
gaging with regulators, and calling for further research
in this area.

We draw upon these concerns and current regulatory
interests to drive our research objectives: to examine the
disclosures on recognised and unrecognised intangibles
and assess the usefulness of these disclosures. First,
we report on the frequency of capitalised intangibles
and expenditures that relate to future internal value
creation. By outlining the current state of what is recog-
nised on either the balance sheet or income statement,
insight is provided about current trends in recognised
intangible assets and, by their absence, unrecognised
intangibles. Second, we examine whether there is any
disclosure of information relating to intangibles that
could result in future value creation, that is, intellectual
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capital disclosures. Considering the rapid changes in
intangible assets, these research questions provide an
update on the work of Austin (2007), who examined
the frequency of different intangible assets in New
Zealand. They also broaden prior research by providing
a more comprehensive examination that includes ex-
pensing and intellectual capital disclosure to contribute
to research in other settings (Hussinki et al. 2024).
Third, we confirm recent research into the usefulness of
capitalised intangible assets by assessing whether they
are related to stock prices (e.g., Cordazzo and Rossi
2020; Dahmash et al. 2009; Mazzi et al. 2022); our study
extends this literature by examining the impact of the
extent of unrecognised intangible disclosure. Last, we
utilise a further advantage of the New Zealand setting to
examine intangibles in the public benefit entity sector,
where International Public Sector Accounting Standards
(IPSAS) are followed in New Zealand, contributing to
an economically important but under-researched area
in intangible assets (Guthrie and Dumay 2015).

Our main sample is based on 226 observations from
listed New Zealand companies between 2016 and 2021.
New Zealand is a strong setting for our research as it
provides generalisable insights by using IFRS and Inter-
national Standards on Auditing (ISA). Large charities
and public benefit entities (e.g., councils, government
departments, etc.) also use standards based on IPSAS.
Beyond accounting standards, policy implications from
New Zealand are highly generalisable as New Zealand
is ranked in the upper middle in terms of accounting
enforcement (Preiato et al. 2015). Furthermore, New
Zealand’s Exchange (NZX) is mid-sized globally (CIA
2023). As our main sample is based on the whole pop-
ulation of listed companies, it includes both large and
very small companies (our median sample company has
total assets of NZ$253 million)."! Sampling the whole
population of a mid-sized stock exchange provides im-
portant evidence on companies that would be excluded
from samples of the largest US or UK listed compa-
nies and is generalisable to other countries without a
large stock exchange or smaller companies in larger
markets.

We find that 88% of the companies report intangibles
and their average size stands at 20.50% of total assets,
almost double the 10.60% reported in 2005 by Austin
(2007). While the most frequently ‘capitalised’ intangi-
bles are software, website and database costs, followed
by goodwill and patents and trademarks and rights, the
largest intangible asset category in terms of size remains
goodwill (Austin 2007), followed by capitalised intellec-
tual property and R&D costs. Data is also collected on
expenditures relating to the development of intangibles.
We find 31% of companies disclose an advertising ex-
pense, relative to 23% and 17% that have capitalised
customer contracts & relationships or brands, respec-
tively.

© 2024 The Authors. Australian Accounting Review published by
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Our analysis of the data provides policy implica-
tions for unrecognised intangible assets. We first note
that the divergence in categorisation by companies sup-
ports calls by the European Financial Reporting Ad-
visory Group (EFRAG 2021) for a common terminol-
ogy and IFRS taxonomy. Second, our descriptive evi-
dence shows a lack of ‘digital technologies” being cap-
italised or expensed as intangibles, consistent with the
missing intangibles gap. If the gap is considered as re-
flected by the market-to-book (MTB) ratio, capitalised
and expensed intangibles are much smaller, although al-
lowing the capitalisation of intangibles-related expendi-
tures such as advertising expenses would reduce the gap.
One further reason for this gap, besides lack of recogni-
tion, is likely the lack of ability to determine a fair value
for intangibles, including those that would appear close
to having an active market, such as the fishing quota.’
Therefore, our third insight is to argue that aligning the
fair value requirements for intangibles to IFRS 13 Fair
Value Measurement may be a relatively low-cost solution
to partially reduce the gap.

We next examine unrecognised intangible assets by
collecting intellectual capital disclosures based on hu-
man, relational and structural capital examples outlined
by Li et al. (2008).> Qualitative disclosures are much
more common than quantitative, provided by almost
half of the sample relative to a third. We note that many
of these disclosures are found in extended external re-
ports (EER) (i.e., Integrated Report, Sustainability Re-
port, Global Reporting Initiative). Thus, our fourth im-
plication is that one potential avenue for disclosure of
information about EFRAG (2021) category C intangi-
bles (i.e., those with few control rights and no mar-
ket) is the integration of EER to include more indicators
that relate to future value creation. Developments in the
Global Reporting Initiative (GRI) or International Sus-
tainability Standards Board (ISSB) partly meet the in-
formation needs of unrecognised intangibles.

We conclude our examination of listed companies by
showing that capitalised intangible assets are associ-
ated with market valuation. This confirms prior findings
(e.g., Cordazzo and Rossi 2020; Dahmash et al. 2009;
Mazzi et al. 2022) that current capitalisation practices
are viewed as ‘useful’ by market participants. We find a
stronger association between goodwill and market value
for companies with greater disclosures of unrecognised
intangibles. This highlights that additional disclosures
are complementary to recognition, as they provide fur-
ther insight into future value creation for market partic-
ipants via connecting financial and non-financial infor-
mation. Thus, our fifth key policy contribution is that
greater disclosure of unrecognised intangibles facilitates
a better understanding of capitalised intangible assets
via improved connectivity.*

Last, we examine intangible assets in a random
sample of municipal councils and large charities (not-
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for-profits) to provide insights for the public benefit
entity sector. We find that the frequency of intangibles
capitalised is similar to that for-profit sector. As New
Zealand councils must prepare a statement of service
performance (SSP), including disclosures about their
outcomes, they have 100% reporting of relational and
structural capital. Thus, our sixth insight is that intel-
lectual capital disclosures would appear to overlap with
SSPs in the public benefit entity space and discharge in-
formation requirements about unrecognised intangible
assets.

Our study contributes to the existing literature in sev-
eral ways. First, we add to the growing body of research
on intangibles (Castilla-Polo and Gallardo-Vazquez
2016; Ritter and Wells 2006) and intellectual capital
disclosures (Brennan 2001; Duff, 2018; Parshakov and
Shakina 2020; Sonnier 2008; Whiting and Miller 2008).
Prior studies predominantly examine specific intangi-
ble assets (e.g., R&D, goodwill), with a recent trend
emerging towards investigating intellectual capital dis-
closures, whereas our study focuses on the frequency of
capitalised, expensed and intellectual capital disclosures,
aiming to outline the current state of recognised intan-
gible assets, and by their absence shed light on the un-
recognised intangibles. Additionally, our study responds
to the call for more research on current disclosure prac-
tices by Hussinki et al. (2024). Our contribution lies
in providing evidence regarding the issues surround-
ing the disclosure of major categories of intangibles and
addressing the intangibles gap. Second, our study doc-
uments that intangible disclosures are value relevant,
consistent with extant studies (Aboody and Lev 1998;
Bauman and Shaw 2018; Chalmers et al. 2008; Higson
1998). We offer further insights into how enhanced dis-
closures on intellectual capital activities can benefit by
improving the relevance of goodwill to capital market
participants. Therefore, our findings are of interest to
standard setters, policymakers, managers and investors.

The rest of this paper is structured as follows. The next
section provides background to the study, leading to
identification of the research issues. We discuss the cur-
rent standard-setting developments and prior research
literature and develop our research questions. Then the
results are presented followed by discussion of intangi-
ble assets in public sector entities. The paper then con-
cludes and discusses the study’s limitations.

Background and Research Question
Development

Background

Intangible assets are defined as ‘an identifiable non-
monetary asset without physical substance’ in IAS 38 In-
tangible Assets (IAS 38, para 8) and IPSAS 31 Intangible
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Assets (IPSAS 31, para 16). This highlights a distinction
in accounting based on tangibility that is not grounded
in the conceptual framework (Lev 2018). With the in-
creasing pace of innovation in the area of intangible
assets in the ‘information age,” there has been further
pressure placed on IAS 38 to remain relevant for un-
foreseen technological developments such as account-
ing for the blockchain (Grant Thornton 2018; Jackson
and Luu 2023). Broadly speaking, IAS 38 adds an addi-
tional requirement for the recognition of intangible rel-
ative to tangible assets — that they are identifiable. An
intangible asset is identifiable if it is separable or arises
from contractual rights. Thus, there is a strong emphasis
on recognised intangibles having transferability or ex-
changeability, while tangible assets appear to carry the
presumption of transferability or exchangeability.

IAS 38 notes that it can be ‘difficult to assess whether
an internally generated intangible asset qualifies for
recognition’ (IAS 38, para 51) due to issues with iden-
tifiability, the realisation of future economic benefits
and measuring costs reliably. For some intangible as-
sets, directly measured costs arguably can never be dis-
tinguished from the overall business costs. Thus, their
recognition is prohibited, including brands, mastheads,
publishing titles and customer lists. Furthermore, even
for recognised internally generated intangible assets,
costs can only be capitalised if they are directly at-
tributable since it meets the recognition criteria. This
may mean that a substantial portion of the ‘related’ costs
cannot be recognised but rather only a fee to register a
legal right. This is highlighted in the requirements for
R&D expenditure, where research expenses cannot be
capitalised and development expenses only after a set
of criteria that highlights the feasibility of the project
are met, resulting in only a small proportion of the
total expenditures being recognised. However, identi-
fiable intangible assets arising from acquisition can be
recognised at the cost of their acquisition. Furthermore,
goodwill, the difference between the acquisition price
and identifiable assets of the acquiree, is recognisable.
Accordingly, there is a large difference in the account-
ing for internally generated versus externally acquired
intangibles, with internally generated goodwill not be-
ing recognised.

After their recognition at cost, a further complication
is that some intangibles may not have finite lives and
thus are not amortised. Those with indefinite lives (e.g.,
goodwill or brands) should be instead tested for impair-
ment annually and disclose supporting information.
In contrast to tangible assets, there is only the option
to use prices from an active market to fair value, as
opposed to the hierarchy of fair value measurements
outlined in IFRS 13 Fair Value Measurement, which for
tangible assets includes unobservable inputs to allow for
the use of discounted cash flows to arrive at net present
value. IFRS 13 Appendix A defines an active market

© 2024 The Authors. Australian Accounting Review published by
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as sufficient frequency and volume of transactions to
provide prices, and IAS 38 itself notes that ‘It is uncom-
mon for an active market to exist for an intangible asset,
although this may happen.” (IAS 38, para 78)

Literature review

Considering their importance, there is extensive litera-
ture examining attributes of intangible assets, includ-
ing several literature reviews (see Barker et al. 2022;
Castilla-Polo and Gallardo-Vézquez 2016; EFRAG 2020;
Garanina et al. 2021; Hussinki et al. 2024; Wyatt 2005).
One stream of research notes the general issue of non-
disclosed intangible assets, with a decline in the use-
fulness of accounting information in relation to mar-
ket value (Lev and Gu 2016; Lev 2018). However, using
Australian data, Davern et al. (2019) do not find a de-
cline to the same extent. Other research highlights the
value relevance of key non-financial information in spe-
cific industries, including telecommunications (Amir
and Lev 1996), semiconductors (Chandra et al. 1999)
and biotech (Guo et al. 2004). Thus, on balance, intan-
gibles seem to be the ‘gap’ on the balance sheet.

A second stream of research shows that disclosed in-
tangibles are generally value relevant (Ritter and Wells
2006; Wyatt 2005). For example, Oliveira et al. (2010)
show that disclosed intangible assets are value relevant
in Portugal and suggest a slight increase in their value
relevance after the adoption of IFRS. In Australia, good-
will is more value relevant post-IFRS, although there
is no change in other identified assets (Chalmers et al.
2008). Other studies on specific intangibles, such as cap-
italised software costs (Aboody and Lev 1998), goodwill
(Higson 1998) and R&D (Lev and Sougiannis 1996),
also highlight their value relevance. However, linking
the two streams of research it is evident that external es-
timates of intangibles can be more value relevant than
disclosed amounts, such as in the case of brands (Barth
et al. 1998).

A related question is whether intangible assets are
more value relevant when they are capitalised and thus
recognised as an asset or when they are immediately ex-
pensed. This has been examined in the context of R&D
expenditures, where there have been changes to the rules
on what could or could not be capitalised. Dargenidou
et al. (2021) show that capitalisation of development
expenditure is more value relevant than expensing un-
der UK GAAP than IFRS. They infer that the result is
driven by the uncertainty of realising capitalised costs.
Mohd (2005) documents that firms that opt to capitalise
their software development costs experience lower in-
formation asymmetry compared to those that directly
expense such costs, leading to reduced financing costs.
Further, the practice of capitalising software develop-
ment costs can reduce investors’ uncertainty regarding

© 2024 The Authors. Australian Accounting Review published by
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their associated future benefits. For a sample of French
listed firms, Cazavan-Jeny et al. (2011) find that when
firms both capitalise and expense R&D expenditures,
the expensed portion exhibits a stronger and negative
relationship with future performance. Wyatt (2005) ex-
amines the pre-IFRS setting in Australia, where capi-
talisation of applied development expenses was possi-
ble but not mandated, and finds they are not value rele-
vant. Wyatt’s (2005) study also shows that the capitalisa-
tion decision is affected by the quality of the technology
and the ability to derive benefits. Other pre-IFRS Aus-
tralian evidence shows that goodwill is more value rele-
vant than other identified intangible assets, while capi-
talised R&D is not (Godfrey and Koh 2001). The shift to
an impairment-based approach for goodwill is argued
to increase discretion, allowing managers to delay the
recognition of bad news (Li and Sloan 2017).

A final stream of research examines the disclosure of
information that relates to the generation of intangi-
ble assets — sometimes termed ‘intellectual capital’ dis-
closures. Reliability of the measurement of unrecog-
nised intangible assets is often questioned due to their
‘sunk’ nature and ‘spillover’ attributes (Lev 2019; Wyatt
2008). Yet, most studies find that unrecognised intangi-
bles have the potential to generate future economic ben-
efits and enhance financial performance of firms. For
example, Nadeem et al. (2018) demonstrate that proxies
for intellectual capital are associated with firm perfor-
mance. Ittner and Larcker (1998), Deng et al. (1999) and
Smith et al. (2010) document that favourable brand im-
age can bolster a company’s financial performance and
reduce its capital costs. Moreover, most studies show
that information on unrecognised intangible assets is
value relevant (Barth et al. 1998; Lev 2019; Raithel and
Schwaiger 2015) and that a higher level of disclosure on
them increases the value relevance of earnings and eq-
uity (Vafaei et al. 2011).

With the global increase in Integrated Reporting (IR)
and non-financial disclosures generally via either man-
agement key performance indicators, GRI reporting or
sustainability reporting, there has also been a growth in
the disclosure of information that relates to the genera-
tion of intangible assets (de Villiers and Sharma 2020).
Thus, with the rise in these reports, there has been an in-
crease in the disclosure of uncapitalised intangibles, al-
beit in a different format and with a different emphasis
than in the past.

Research question development

Following feedback on the IASB’s third agenda consulta-
tion, intangible assets were added to the IASB’s research
project pipeline (IASB 2022). Respondents noted that
the standard covered a variety of assets that were not
envisaged when the standard was developed and that it
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was restrictive in regard to internally generated assets,
resulting in differences between companies that grew or-
ganically or via acquisition (IASB 2021). Accordingly,
intangible assets were mooted in the IASB (2022) staff
paper as having several options for improvement, rang-
ing from smaller issues, such as enhanced disclosures
and software as a service, to reviewing the fundamental
principles of recognition, valuation and how to account
for digital intangible assets (Jackson and Luu 2023).
EFRAG (2021) expressed similar concerns and high-
lighted that intangible asset reporting could decrease fi-
nancial statement comparability and performance as-
sessment. EFRAG (2021) discusses the pros and cons of
asset recognition and different measurement basis op-
tions and outlines three options moving forward: (1)
amending recognition and measurement requirements
for intangibles; (2) providing information on specific
intangibles; and (3) providing information on future-
oriented expenses and risk/opportunity factors that may
affect future performance. The last approach echoes
Wyatt and Abernethy’s (2008) view on reporting dis-
aggregated intangible investment expenditure across the
value chain and IASB management’s comment and de-
velopments in IR. A survey of users by the AASB (2022)
shows that the majority of respondents believe there is
a problem with the usefulness of financial statements,
with the prohibition of the internally generated asset
recognition, although a majority still agree with the pro-
hibition. Furthermore, respondents were split between a
recognition or disclosure driven solution.

We use these issues to motivate our research, which we
state as research questions, considering the exploratory
nature of our paper. First, despite the concerns outlined
above that there is a ‘gap), there is a paucity of evidence
on what intangibles are currently capitalised and dis-
closed. By outlining the current state of what is recog-
nised on the balance sheet (or notes), we provide in-
sight into recognised intangible assets, and by their ab-
sence unrecognised intangibles. Although there is prior
research that documents the frequency of specific in-
tangibles across a market, or frequency of specific cat-
egories, research that seeks to note the frequency of all
intangibles is often dated and predates the emergence of
‘digital technologies’, including in New Zealand (Austin
2007). This leads to our first research question.

RQ1I: What is the frequency of reported capitalised in-
tangibles?

If expenditure relating to the development of intan-
gible assets is not capitalised, it is recognised as an ex-
pense when they are material (IAS 1, para 97). Exam-
ining expensed intangibles affords insight into unrecog-
nised intangibles as EFRAG (2021) outlines an approach
where information about intangibles is also provided
by a focus on future-oriented expenses and risk factors.
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Thus, we next examine the frequency of expensed intan-
gibles.

RQ2: What is the frequency of reported expenditures
that relate to future internal value creation?

Third, entities can make disclosures about intangi-
bles not capitalised in the balance sheet or disaggregated
and reported as an expense in the income statement (or
notes). Outlining what types of information, if any, are
being disclosed can provide insight into how companies
are currently disclosing to bridge the gap, and what cat-
egories of information are disclosed in current practice.
Furthermore, as there are suggested disclosures for spe-
cific intangibles by EFRAG (2021) and the AASB (2022),
we provide initial evidence on whether this information
is currently provided. This includes a description of the
asset, the reason it is considered to play a key role in the
pursuit of the entity’s objectives, the reason it failed the
recognition criteria in IAS 38, the operating segments in
which it is used and any legal restrictions on its title and
relation to the business models and strategies.

RQ3: What is the frequency of unrecognised intangible
disclosures in the annual report?

Last, we investigate if intangible assets are value rele-
vant, contributing to a long stream of literature on the
usefulness of intangibles (e.g., Cordazzo and Rossi 2020;
Dahmash et al. 2009; Mazzi et al. 2022). Research also
suggests that goodwill is more value relevant than other
capitalised intangibles assets (Chalmers et al. 2008; God-
frey and Koh 2001). However, it is important to con-
firm results still hold in the New Zealand context. Fur-
thermore, we utilise the unrecognised intangible disclo-
sures to provide evidence on whether such information
can ‘connect’ the importance of capitalised intangibles
or change their value relevance.

RQ4: Are intangible disclosures value relevant?

Results
Sample

Our main sample is based on all companies listed on
the NZX. To be included, companies must use New
Zealand TFRS, which excludes several large Australian-
based companies that are dual-listed on the NZX.> We
include financial companies and real estate property
companies in our sample but exclude listed funds. For
each company, we download the 2016 and 2021 annual
reports, and hand-collect recognised intangible assets
and other related information.® For the sample period,
we choose the year 2021 as the most recent year at the
time of the study, which is of interest to standard set-

© 2024 The Authors. Australian Accounting Review published by
John Wiley & Sons Australia, Ltd on behalf of CPA Australia.

85U SUOLUWLIOD SAERIO 3 |edl|dde aU) Ag paURAOB 812 A1 VO ‘88N J0'S3INI 0J ARIGIT 8UIUO B]IM UO (SUO1IPUOD-PUE-SWLBYWI0O A5 | 1M ARe.q1 U1 U0/ SCIL) SUOTIPUOD PUE SWIS 18U} 39S *[9202/70/9T] U0 AkIqIauliuO AB1IM ‘WIESH JO ANSIUIIN Ad 2252 T ene/TTTT 0T/10p/w0d A8 | AReiq1jpu1|uoj/Sdny WOl papeojumod ‘v ‘720z ‘T952SEST



L. Mehnaz et al.

Table 1 Sample selection process.

Industry N
Population at 2021 (per Refinitiv) 146
Less: ETFs —-20
Manged funds -13
Shells/No data -2
2021 Sample 111
Listed post-2016 -1
Delisted post-2016 +15
2016 sample 115
Total observations 226

Table 1 outlines the sample selection process.

Table 2 Sample distribution by investor industry

Industry N %
Energy & materials 14 6%
Consumer 73 32%
Industrials 33 15%
Fin. & property 25 11%
IT & Comm. 40 18%
Utilities & Health 41 18%
Total 226

Table 2 provides the sample distribution by industry groupings.

ters as well. Considering that disclosure patterns do not
change significantly from year to year, we then select the
year 2016 to allow us capture any changes in the dis-
closure trend over the 5-year period. Companies can be
listed in either 2021 or 2016 to avoid survivorship bias.
This process is shown in Table 1 and results in a final
sample of 226 observations. Table 2 shows the sample
breakdown by Global Industry Classification Standard
(GICS). The most common industries are consumer
(32%), while energy & materials (6%) are the least com-
mon.

Analysis of capitalised intangible disclosures

For each company, we hand collect capitalised intan-
gible assets from the financial statements and notes.
We then report the frequency with which companies
disclose a capitalised intangible asset for each category
in Table 3 to provide evidence for our first research
question.” In regard to more common intangible assets,
some may report ‘Patents’ and some “Trademarks’, while
others may report both or combine with ‘Rights’® For
uncommon intangibles, a power company is the only
one to report ‘Grid connections’ as an intangible asset.
Thus, although we believe there is value in our categori-
sation, our process for doing so suggests that calls for a
common terminology in intangible assets tied to IASB
work on an accounting taxonomy would result in im-
proved understandability for users, as long as there was

© 2024 The Authors. Australian Accounting Review published by
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still sufficient flexibility for material or entity specific
uncommon intangible assets to be reported.

Table 3 shows that 88% of the sample has at least
one capitalised intangible asset. The most common in-
tangible asset is capitalised software, website and URLs
or database expenditure (65%), followed by goodwill
(59%). Other common intangibles are patents, trade-
marks & rights (31%), customer contracts, relationships
& acquisitions (23%), and brands (17%).> ‘Other in-
tangibles’ category include both infrequent intangibles,
which are specific to an individual company (e.g., syl-
labus materials by Evolve Education group, restraint
of trade by Accordant Group, capacity by Spark, cap-
italised employee benefit by Ikegps Group, Bartercard
Trade dollars by General Capital), and unspecified in-
tangibles. We characterise our recognised intangibles as
‘traditional’ intangibles that, besides emissions & car-
bon units, would be similar to those reported in the past.
Thus, our investigation of current recognised intangible
assets highlights the unrecognised intangible gap as dig-
ital technologies are not currently recognised (Jackson
and Luu 2023).

We also consider trends in disclosure frequency
among different industry groups, and while there are
no distinct sector-wide patterns, it appears that the IT
& communication and utilities & health sectors tend to
have the highest frequency of capitalising intangibles,
particularly software, patents, WIP and R&D-related in-
tangible assets. The consumer industry frequently re-
ports goodwill and brands, while industrials commonly
report customer contracts and acquisitions. Emissions
and carbon units are predominantly reported by the IT
& communication sector, followed by energy & mate-
rials. Moreover, the financial and property sector ap-
pears to have the lowest frequency of capitalising in-
tangibles. However, what is the unrecognised intangi-
ble asset gap? The average MTB ratio for our sam-
ple companies is 3.3, increasing from 3.1 to 3.5 from
2016 to 2021. This suggests that the market considers
there is a greater value than recognised for our sample
companies — which is potentially the gap of unrecog-
nised intangibles. For companies with capitalised intan-
gibles, intangible assets average 28% of market capital-
isation (untabulated), highlighting that the gap as per
the MTB ratio is bigger than currently capitalised intan-
gibles. Moreover, the range in the importance of capi-
talised intangibles is shown by Evolve Education Group
having 80% intangibles in 2016, with 77.23% of total as-
sets being goodwill,'* while NZME, a media company,
reports 43% of total assets as a brand, while Truscreen,
a healthcare manufacturing company, has 51% of total
assets as intellectual property.

Another reason that might explain the gap is that
the vast majority of capitalised intangibles are recorded
at cost, and they can only be revalued if there is an
active market.!! This can create a significant mismatch
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Evidence from New Zealand

Table 3 Recognised intangible asset frequency

L. Mehnaz et al.

Sample (226) Industry
Energy & Consumer Industrials Fin. & IT & Comm. Utilities &
Materials Property Health
N % % % % % % %
Intangible assets 198 88% 93% 92% 79% 60% 95% 95%
Software, website, URLs & 146  65% 14% 66% 67% 44% 75% 80%
database
Goodwill 134 59% 43% 68% 64% 52% 45% 63%
Patents, trademarks & rights 69  31% 21% 42% 15% 8% 45% 27%
Customer contracts, 53  23% 14% 21% 42% 16% 25% 37%
relationships & acquisition
Brands 38 17% 14% 23% 21% 16% 5% 15%
WIP intangibles 25 1% 0% 7% 9% 8% 10% 27%
Capitalised development 23 10% 7% 4% 9% 0% 18% 22%
Licenses 15 7% 7% 7% 3% 4% 0% 17%
Intellectual property 14 6% 21% 4% 6% 0% 8% 7%
Emissions & carbon units 10 4% 14% 3% 0% 0% 15% 0%
Franchise network & agency 7 3% 0% 4% 6% 0% 5% 0%
agreements
Other 53  23% 21% 16% 39% 8% 30% 27%

Table 3 shows the frequency of intangible categories for the whole sample. Frequencies are also by industry groupings.

between recognised and economic value. For example,
the seafood company Sanford recognises the fishing
quota, but upon selling part of its lobster quota for
$52.7 million, it recorded a gain of $43.7 million,
suggesting it was recognised at less than a fifth of its
economic value — a greater difference than the average
MTB ratio in our sample. The fishing quota and the
rights to quota can be and are traded in New Zealand;
however, it would not appear to meet the definition of
an active market as the prices are not publicly available.
We suggest that considering the growing use of over-
the-counter markets to trade rights, there could be a
relaxing of the strict requirements for an active market
for intangibles to be publicly available.'!* Thus, aligning
the fair value requirements for intangibles to IFRS 13
may be a relatively low-cost solution to reduce the gap.

What is the quality of information disclosed alongside
recognised intangibles? We consider this question by fo-
cusing on goodwill, where disclosing additional quanti-
tative information is more straightforward. Untabulated
results show that, of the 134 firm-years with goodwill,
100 (75% of those with goodwill) disclose the discount
rate, while 90 (67%) disclose the growth rate. However,
when we investigate a subsample of companies with a
recent material acquisition, we find there is typically no
clear disclosure of what the goodwill represents. Acqui-
sitions are often described as ‘strategic’, with reference to
access to markets, customers or technologies, but with-
out accompanying information or details. Thus, the ma-
jority of companies provide useful quantitative disclo-
sures about the impairment of goodwill, but there is still
room for market-wide improvement.
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Analysis of expensed intangible disclosures

If expenditure relating to the development of intangi-
ble assets is not capitalised, any expenditure relating to
it would be recognised as an expense, with IAS 1 Pre-
sentation of Financial Statements requiring the separate
disclosure of expenses when they are material (IAS 1,
para 97) . Examining expensed intangibles affords in-
sight into unrecognised intangibles as EFRAG (2021)
outlines an approach where information about intan-
gibles is also provided by a focus on future-oriented ex-
penses and risk factors. Thus, to address our second re-
search question we next examine the frequency of ex-
pensed intangibles. Based on prior research on New
Zealand expense disclosure (Crawford et al. 2014) and
our pilot sampling, we focus on five expense categories
that are directly related to a capitalised intangible asset
category in Table 4, namely: donation, sponsorship or
community expenses (brands or customer contracts &
relationships); adverting, marketing expenses (brand);
R&D, research or development expenses (capitalised de-
velopment); IT, ICT, software expenses (software, web-
site & database assets); and entertainment or business-
related expenses (customer contracts & relationships).
The most common expense disclosed is donations
(46%), which is a mandated expense in New Zealand,
followed by advertising (31%), R&D (16%) and IT ex-
penses (14%). Would capitalising expensed intangible-
related activities resolve the gap of unrecognised intan-
gibles? Untabulated results show that advertising (the
largest expense) is on average under 6% of market capi-
talisation. If we assumed a 10-year life, this would not

© 2024 The Authors. Australian Accounting Review published by
John Wiley & Sons Australia, Ltd on behalf of CPA Australia.

85U SUOLUWLIOD SAERIO 3 |edl|dde aU) Ag paURAOB 812 A1 VO ‘88N J0'S3INI 0J ARIGIT 8UIUO B]IM UO (SUO1IPUOD-PUE-SWLBYWI0O A5 | 1M ARe.q1 U1 U0/ SCIL) SUOTIPUOD PUE SWIS 18U} 39S *[9202/70/9T] U0 AkIqIauliuO AB1IM ‘WIESH JO ANSIUIIN Ad 2252 T ene/TTTT 0T/10p/w0d A8 | AReiq1jpu1|uoj/Sdny WOl papeojumod ‘v ‘720z ‘T952SEST



L. Mehnaz et al.

Table 4 Expensed intangible asset frequency.

Evidence from New Zealand

Sample (226) Industry
Energy, Consumer Industrials Fin. & IT & comm. Utilities &
materials property health
N % % % % % %
Donation, Sponsorship or 103 46% 43% 42% 52% 45% 37%
Community Expenses
Advertising, Marketing 71 31% 21% 21% 20% 18% 51%
Expenses
R&D, Research or 37 16% 29% 3% 0% 28% 22%
Development Expenses
IT, ICT, Software Expenses 32 14% 14% 6% 24% 10% 29%
Entertainment or 4 2% 0% 0% 0% 0% 7%

Business-related Expenses

Table 4 shows the frequency of intangible categories for the whole sample. Frequencies are also shown by industry groupings.

offset the MTB gap we document above but allowing
the capitalisation of intangible-related expenses would
reduce the gap, especially as a brand may have an indef-
inite life. However, Crawford et al. (2014) and our own
evidence does not show that future-oriented expenses,
as outlined by EFRAG (2021) are being disclosed. We
infer that current practice in expenses related to intangi-
bles does not offset the gap from unrecognised intangi-
ble assets. As we find the highest disclosure in the man-
dated donations category, if standard setters choose to
go down an expense driven approach such as outlined
by EFRAG (2021), expenses may need to be specifically
mandated to ensure they are disclosed at a sufficiently
disaggregated level (Crawford et al. 2014).

Analysis of unrecognised intangible disclosures

Next, we address our third question on the disclosure of
unrecognised intangible assets. We piloted data collec-
tion based on suggested disclosures for specific intan-
gibles by EFRAG (2021) and the AASB (2022), namely,
a description of the asset, the reason it is considered to
play a key role in the pursuit of the entity’s objectives,
the reason it failed the recognition criteria in IAS 38,
the operating segments in which it is used, and any le-
gal restrictions on its title and relation to the business
models and strategies. However, in our pilot sampling
of 20 companies, we found no instances of these disclo-
sures. Thus, our first observation on unrecognised in-
tangible assets is that there is a large disconnect between
proposed approaches at the higher end of required dis-
closures and current practice.

Instead, we draw on the intellectual capital litera-
ture. Garanina et al. (2021) note that the intellectual
capital and intangibles literature have developed con-
currently, discussing similar issues but with different
terms, and attempt to synthesise the findings from these
two streams. Furthermore, differences in meaning per-

© 2024 The Authors. Australian Accounting Review published by
John Wiley & Sons Australia, Ltd on behalf of CPA Australia.

sist across disciplines with knowledge assets more com-
mon in economics and intellectual capital in manage-
ment, while intangible assets are in the financial report-
ing literature. Stewart (1998) conceptualises intellectual
capital as value creating knowledge resources, broadly
categorised as human, structural and relational (Petty
and Guthrie 2000). Thus intellectual capital disclosures
would incorporate the IAS 38 definition of intangible
assets as ‘an identifiable non-monetary asset without
physical substance’ (IAS 38, para 8), which is also con-
ditional on meeting the asset being identifiable and un-
der the entities control. Thus, companies could comply
with accounting standard intangible asset criteria with-
out making intellectual capital disclosures (Vergauwen
and van Alem 2005). However, both would seem to meet
the definition proposed by Lev (2001) of ‘future bene-
fits that are not embodied materially’ Thus, for the pur-
poses of this study we consider intangible assets and in-
tellectual capital to be related terms, and, for the sake of
clarity, intangibles currently recognised in the financial
statements, while intellectual capital are additional dis-
closures in the annual report not incorporated into the
financial statements.

Table 5 shows that almost half of the companies
disclose qualitative information in each category, while
around a third disclose a quantitative measure. This
suggests that Whiting and Miller’s (2008) observation in
2006 that New Zealand companies predominantly make
qualitative disclosures on intellectual capital remains
relevant to date. Structural capital appears to be the
least common area for quantitative disclosures. For
human capital, common qualitative and quantitative
disclosures are about employees and, in particular,
quantitative metrics around workforce diversity (e.g.,
gender, age and ethnicity) and numbers. Qualitative
disclosures are most frequent for relational capital,
particularly in the areas of customer relationships,
community involvement and market presence. This
aligns with recent trends that prioritise optimising
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Evidence from New Zealand

Table 5 Intellectual capital disclosures.

L. Mehnaz et al.

Sample (226) Industry
Energy, Consumer  Industrials Fin. & IT & Comm. Utilities &
materials property health
N % % % % % % %

Human Capital — Qualitative 100 44% 36% 40% 61% 32% 63% 32%
Human Capital — Quantitative 84 37% 36% 33% 33% 24% 53% 41%
Relational Capital — Qualitative 114 50% 50% 48% 45% 32% 75% 46%
Relational Capital — Quantitative 76 34% 21% 36% 27% 32% 43% 32%
Structural Capital — Qualitative 106 47% 36% 38% 52% 48% 65% 44%
Structural Capital — Quantitative 66 29% 43% 23% 36% 24% 48% 15%
Awards 48  21% 7% 22% 6% 20% 30% 29%

Table 5 shows the frequency of intellectual capital disclosures for categories for the whole sample. Frequencies are also shown by Industry

groupings.

distribution channels, reconfiguring value chains,
reevaluating customer value and placing a strong em-
phasis on expanding and segmenting global markets
to increase market share (Guthrie and Petty 2000).
Lastly, structural capital is often about improvements in
carbon or waste. Full examples are shown in Appendix
B. Moreover, the IT & communication sector has a
greater frequency of intellectual capital disclosures
across all categories when compared to any other sector,
confirming extant findings that tech industries tend to
disclose more than traditional industries (Boesso and
Kumar 2007; Sonnier 2008; Whiting and Miller 2008).

We also observe that many intellectual disclosures are
related to the GRI, sustainability reports or integrated
reports. Many of the disclosures would be due to GRI
requirements and, in particular, the emphasis on future
value correction and connectivity in integrated reports
would result in disclosures particularly relevant to in-
tangibles such as brands, customer relationships and in-
tellectual properties. Thus, we observe that calls for re-
porting across the value chain have been subsumed by
the increase in EER. As we note poor disclosures cur-
rently based on the suggested disclosures for specific in-
tangibles by EFRAG (2021) and the AASB (2022), we
suggest that one potential avenue for disclosure of in-
formation about EFRAG (2021) category C intangibles
is the integration of EER to include more specific indi-
cators that relate to future value creation. Thus, we sug-
gest that any future intangible standard carefully consid-
ers whether developments by the GRI or the ISSB partly
meet information needs around unrecognised intangi-
bles.

As another measure, we also separately collect whether
the company has won an award. Awards are an exter-
nal validation of a value creation activity that is likely
to lead to future value (Xia et al. 2016; Zhang et al.
2014), and thus may partly reflect the gap of unrecog-
nised intangibles. About a fifth of our sample disclose
winning an award, with many winning multiple (see
examples in Appendix C). The most common award
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type would be a winning product, followed by the most
trusted brand/best customer service. These two types of
awards would appear to relate directly to product in-
novation and brand/customer relationships, highlight-
ing that awards can provide insight into unrecognised
intangibles. Other awards can be about infrastructure,
efficiency gains, or team focus. In general, we observe
that companies tend to make useful disclosures about
awards. Awards would appear to disclose good news
about EFRAG (2021) category C disclosures that users
would view as credible (based on the awarding organi-
sation), can verify and are understandable relative to the
suggested disclosures for specific intangibles by EFRAG
(2021) and the AASB (2022). Considering we observe
that awards are an area in which companies are currently
disclosing making future value creation, we encourage
standard setters to consider if there are other examples
of where useful disclosures can be made about unrecog-
nised intangibles in a similar manner.

Value relevance of intangible assets

We next test whether recognised intangible assets are
value relevant using the Ohlson (1995) model to address
our fourth research question. We specifiy Equation 1 as
follows:

Price; = By + Bi NI, + B, BVE; + B3 Loss; +¢ (1)

where Price; is the share price of firm i three months
after its balance date, NI; is the reported net profit af-
ter tax, and BVE; is the book value of equity. Consistent
with prior literature that highlights the importance of
the deflator (Barth and Clinch 2009; Easton 1999), vari-
ables are scaled by the number of shares outstanding,
and we include the binary variable Loss; to control for
losses (Burgstahler and Dichev 1997; Hayn 1995). We
then separate the intangible assets (IA) from BVE and

© 2024 The Authors. Australian Accounting Review published by
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L. Mehnaz et al.

Table 6 Tests of value relevance.

Evidence from New Zealand

Panel A. Descriptive statistics

Variable Mean Median SD Min Max
Price 3.452 1.955 4.871 0.004 31.120
NI 0.146 0.099 0.324 -0.762 1.868
BVE 1.599 1.124 1.795 —0.043 8.360
Loss 0.283 0 0.452 0 1.000
IA 0.504 0.100 1.039 0 6.448
A 0.174 0.034 0.328 0 1.960
GW 0.299 0.022 0.764 0 5.480
HIGHIC 0.195 0 0.397 0 1.000
Panel B: Value relevance regressions
(1 ) 3) (4) (5) (6)
Constant —0.592 -0.672 —0.669 -0.762 -0.815 —0.360
(—1.103) (—1.310) (—1.314) (—1.446) (—1.577) (—0.715)
NI 5.877""" 5.691™"" 47917 5.910™"" 4907 4,697
(5.594) (5.710) (4.743) (5.917) (4.857) (4.838)
BVE 1.197""" 0.873"" 0.986""" 0.799"" 0.920"" 0.892"""
(6.822) (4.865) (5.518) (4.373) (5.118) (5.148)
Loss 0.901 0.901 0.796 1.136"" 1.114™" 0.791
(1.564) (1.634) (1.470) (1.995) (2.006) (1.472)
A 1.958"" 1.754""
(8.238) (5.544)
A 2197 1.855 1.536""
(3.264) (1.636) (2.217)
GW 2.523"" 2.525"" 1.907"""
(7.549) (7.361) (5.196)
HIGHIC 0.989 1.581"" 0.668
(1.534) (2.369) (1.126)
HIGHIC*IA 0.180
(0.439)
HIGHIC*IIA —0.493
(—0.359)
HIGHIC*GW 1.990"""
(3.657)
Year FE Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes
F 34.90 36.31 36.12 30.91 31.74 34.74
Adjusted R—squared 0.576 0.611 0.632 0.615 0.640 0.661
N 226 226 226 226 226 226
BVE =IA —1.084™""
(—4.58)
A = GW —0.554
(—0.68)

Table 6 presents the descriptive statistics and analysis of the value relevance. Panel A reports sample descriptive statistics and Panel B shows
value relevance regressions. Two-tailed tests of significance: *** = <0.001, ** = <0.01 and * = <0.05. Where Price is the share price of
firm i three months after its balance date in year t, BVE and NI are the book value of equity and reported net profit after tax of firm j as
in the annual report of year t scaled by the number of shares outstanding of firm /, Loss is a binary variable equal to one if net profit after
tax is negative, /A is intangible assets scaled by the number of shares outstanding. G\W is goodwill and /IA is IA less goodwill scaled by the
number of shares outstanding. HIGHIC is a binary variable equal to one for companies in the highest quartile in terms of intellectual capital

disclosures each year.

include them as a separate component of the model. All
market data is sourced from Refinitiv.

Table 6 Panel A presents descriptive statistics for the
variables used in this analysis. The average share price
is $3.452, while the median is $1.955. The book value
of equity is on average $1.599 per share, with average
earnings per share (NI) $0.146.

© 2024 The Authors. Australian Accounting Review published by
John Wiley & Sons Australia, Ltd on behalf of CPA Australia.

Table 6, Panel B presents the value relevance regres-
sions. Column (1) presents the base regression without
separating intangible assets from the book value of eq-
uity. The book value of equity and net income are both
significantly positively associated with higher market
value. In Column (2), we separate intangible assets
from the book value of equity and find that it is also
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Evidence from New Zealand

significantly associated with market value. Thus, cur-
rently capitalised intangible assets are relevant to the
stock market. An equality test of coefficients between
book value of equity (excluding intangibles) and intan-
gibles shows that the two coefficients are statistically
different, indicating that the market values intangi-
bles higher than tangible assets. Next, we separate
intangibles into goodwill (GW) and other recognised
intangibles (IIA) in Column (3). We find that both are
value relevant, and a test of equality of coefficients is
insignificant. Thus, the market does not value good-
will and other intangible assets differently. Our result
that intangible assets are value relevant is consistent
with prior literature (e.g., Cordazzo and Rossi 2020;
Dahmash et al. 2009; Mazzi et al. 2022).

To address whether capitalised intangible assets are
valued differently by the market based on unrecognised
intangibles, we include a binary variable equal to one if
the company is in the top quartile of intellectual capi-
tal disclosures (HIGHIC) - per Table 5. While we find
no significant coefficient estimates for HIGHIC*IA or
HIGHIC*IIA in Models (4) and (5), respectively, results
in Model (6) shows a positive and significant coefficient
for HIGHIC*GW. Prior literature finds that goodwill is
more value relevant than other identified intangible as-
sets (Godfrey and Koh 2001) and that this difference
increased post-IFRS (Chalmers et al. 2008), our results
suggest that this is driven by intellectual capital disclo-
sures that explain the value drivers of the goodwill, or its
‘connectivity’ to market value. This highlights the com-
plementary role disclosures about goodwill have in facil-
itating the market’s understanding of capitalised intan-
gibles and that an additional benefit of greater disclo-
sure of unrecognised intangibles is improved valuation
of capitalised intangible assets. We also examine (unt-
abulated) if any component of intellectual capital drives
the results. We find the strongest results for quantitative
structural capital disclosures, suggesting that these best
facilitate understanding of goodwill.

International Public Sector Accounting
Standards

Public sector entities in New Zealand must use accrual
accounting that complies with accounting standards
based on either IFRS or IPSAS.!? Furthermore, there is
an alignment between the standards for intangible assets
(TAS 38 and IPSAS 31). Financial statements are audited
in accordance with the Office of the Auditor-General’s
Auditing Standards, which incorporate ISA. Thus, an
additional benefit of examining intangibles in the New
Zealand setting is that it facilitates comparison between
public and private sector entities through the investiga-
tion of public sector intangibles. Considering the public
sector is one of the least addressed areas of intangibles
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research (Guthrie and Dumay 2015), we consider this an
exploratory investigation and, thus, randomly select ten
municipal councils and ten Tier 1 not-for-profit chari-
ties for 2016 and 2021.'

The results in Table 7 show the entities have a simi-
lar frequency of capitalised intangibles to the for-profit
sector; 85% and 80%, respectively. Again, the most fre-
quent intangible asset is capitalised software, website
and database costs. Public sector entities have a much
lower rate of goodwill recognition than for-profits, al-
though it is disclosed by 15% of the council sample. Mu-
nicipal councils can operate council-controlled organi-
sations that can acquire other entities resulting in good-
will (e.g., events management/tourism companies or
rubbish collection services). Unsurprisingly customer-
related intangibles are absent, and there are intangibles
that would be unusual to separately recognise in the for-
profit sector, such as e-book licences or easement rights.
Additional information disclosed is typically less than
in the for—profit sector, and it can be difficult to know
what some intangibles are exactly — for example, one
charity disclosed an internally generated intangible as-
set with no further information. We also find that there
is a much lower frequency of expensed-related intangi-
bles, as we observe no separate disclosures in the council
sector and the expense disclosures in the charity sector
being driven by one entity that manages and researches
farm animal diseases.

However, the magnitude of intangibles is much
smaller in councils than in our listed company sam-
ple above, with the average being below 0.21% of to-
tal assets. This is driven by both the intangibles being
smaller and the tangible assets base being much larger,
with mean total assets of NZ$2,400 million from sub-
stantial infrastructure assets (e.g., road and water ser-
vices). Intangibles are a larger proportion of total assets
in the charity sector, although this is driven by a few
outliers. For example, intangible assets arising from the
fishing quota and treaty settlements managed on behalf
of the impacted Iwi,'> made up a third of Kahungunu
Asset Holding total assets, shrinking in proportion to
27% in 2021. This decrease reflects the inability to ap-
ply fair value to the fishing quota despite likely rises
in value. As recognised intangible frequency is similar
to the for-profit escort, but capitalised intangibles are a
smaller proportion of total assets, we infer that the mag-
nitude of the gap of intangibles in the public sector is at
least equivalent to for-profits.

New Zealand councils must also report a SSP, which
aims to provide qualitative and quantitative informa-
tion on an entity’s performance with regard to its supply
of goods and services and to communicate the effects
an entity has on the community. Reporting entities
are required to apply the qualitative characteristics
identified in the Public Benefit Entities’s Conceptual
Framework, and their reports should provide a mix of
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Table 7 Recognised intangible assets under IPSAS.

Evidence from New Zealand

Council sample (N = 20)

Charity sample (N = 20)

Capitalised N % N %
Intangible Assets 17 85% 16 80%
Software, Website, URLs & Database 14 70% 12 60%
Goodwill 3 15% 2 10%
Patents, Trademarks & Rights 6 30% 4 20%
Brands 3 15% 0 0%
WIP Intangibles 4 20% 1 5%
Emissions & Carbon units 4 20% 4 20%
Other 2 10% 1 5%
Expensed

Donation, Sponsorship or Community Expenses 0 0% 0 0%
Advertising, Marketing Expenses 0 0% 0 0%
R&D, Research or Development Expenses 0 0% 2 10%
IT, ICT, Software Expenses 0 0% 1 5%
Entertainment or Business-Related Expenses 0 0% 0 0%

Table 7 shows frequencies and size (as scaled by total asset) of intangibles for a random sample of councils and charities.

Table 8 Intellectual capital disclosures under IPSAS.

Council sample (N = 20)

Charity sample (N = 20)

N % N %
Human Capital — Qualitative 0 0% 1 5%
Human Capital — Quantitative 0 0% 1 5%
Relational Capital — Qualitative 20 100% 2 10%
Relational Capital — Quantitative 20 100% 2 10%
Structural Capital — Qualitative 20 100% 2 10%
Structural Capital — Quantitative 20 100% 2 10%
Awards 0 0% 2 10%

Table 8 shows frequencies of intellectual capital disclosures for a random sample of councils and charities.

quantitative and qualitative performance measures and
qualitative descriptions (XRB 2016). The Public Benefit
Entities’ Conceptual Framework defines elements of
service performance as inputs, outputs and outcomes.
Inputs are resources used to produce outputs, outputs
are the goods and services produced and outcomes
are the impacts an entity has on the community (XRB
2016). Considering this, it is unsurprising that there
is 100% reporting of structural and relational capital
(Table 8). However, we note that councils do not appear
to disclose information about an important attribute
that generates value for the community under this
framework — its own workforce. Our finding is consis-
tent with that of Schneider and Samkin (2008), who
noted the absence of human capital reporting within
the New Zealand local government sector.

In contrast, Tier 1 Charites in our sample were not
required to prepare SSP and thus have relatively poor
intellectual capital disclosures. However, some charities
may view the financial statements from a compliance
lens rather than an accountability lens (Yang and North-
cott 2019). Many of the charities in our sample ful-
fil accountability through other reports, which include

© 2024 The Authors. Australian Accounting Review published by
John Wiley & Sons Australia, Ltd on behalf of CPA Australia.

intellectual capital disclosures, although we are unable
to source an accurate count through not keeping his-
toric versions online. As Tier 1 charities in New Zealand
are required to produce SSP after 2022, we argue that
charities’ disclosures about unrecognised intangible as-
sets via the SPP will improve. Specifically, Public Benefit
Entity Financial Reporting Standard 48 Service Perfor-
mance (PBE FRS 48, Para. 20) notes ‘The service per-
formance information needs to be linked to the finan-
cial statements to convey a coherent picture about the
performance of an entity’. Put another way, SSP report-
ing reduces the gap by providing information about the
achievement of its goals through quantitative and qual-
itative information. We conclude that any intangible as-
set revisions in the public benefit entities space should
also bear in mind SSP reporting as there is the reporting
of future orientated key value creation activities in this
area already.

Conclusion and Limitations

In this paper, we examine the disclosure of recognised
and unrecognised intangibles and assess the usefulness
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Evidence from New Zealand

of such disclosures, using a sample of all NZX listed
companies and a random sample of public benefit enti-
ties in New Zealand for 2016 and 2021. This study is mo-
tivated by the IASB’s upcoming agenda consultation on
intangibles, concerns raised regarding the discrepancies
between the accounting for acquired and internally gen-
erated intangibles by EFRAG (2021), and the recent call
for research by Hussinki et al. (2024) emphasising the
relevance of evidence on the current disclosure practices
on intangibles to the regulators. We believe, the findings
of this study are timely, add to the understanding of dis-
closure on recognised and unrecognised intangibles in
several ways, and therefore, are of interest to the stan-
dard setters, policymakers, managers and investors.

First, as we identify the major categories of intangibles
capitalised or expensed, we grapple with the issue that
a wide array of terminologies is used in categorisation
of intangibles. While some may report ‘software’, some
‘website’ or ‘URL’ others may report both or combine
with ‘databases’ Such variations emphasise the need for
a standardised terminology and taxonomy within the
IFRS framework. Adoption of digital reporting formats
like Core & More reporting, which offer structured ap-
proaches to enhance consistency in financial reporting,
could be one potential solution to this issue.

Second, our descriptives show a lack of capitalisation
or expensing of digital technologies, consistent with the
gap in the recognition of intangibles. We note that im-
plemented blockchain technologies, cybersecurity sys-
tems and other emerging technologies are yet to be
incorporated in financial reporting. While an expense
disclosure approach would require mandating specified
categories to ensure disclosure, capitalising currently ex-
pensed intangible-related activities would reduce but
not offset this gap. We suggest that aligning the fair value
requirements for intangibles to IFRS 13 Fair Value Mea-
surement could be a relatively low-cost solution to re-
duce the gap.

Next, analysing the disclosures on intellectual capi-
tal activities, including human, relational and structural
capital, we provide evidence that qualitative disclosures
are more prevalent than quantitative, with almost half of
the sample providing qualitative disclosures compared
to a third that provide quantitative disclosures. We note
that many of these disclosures are found in EERs, that
is, IR, sustainability reports and those developed in line
with the GRI. Consistent with the views of Adams et al.
(2016) and Melloni et al. (2017), we see the wider adop-
tion of IR as a promising way forward, which allows
companies to identify and disclose their non-balance
sheet intangibles and how they create value more com-
pletely. Given the recent findings suggesting the defi-
ciency of IR in assessing firm value (Garanina et al.
2021), we propose a more detailed analysis in the dif-
ferent parts of IR with particular emphasis on the per-
formance of IR content.
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Finally, Higson we show that capitalised intangible
assets are viewed as ‘useful’ by market participants
(Aboody and Lev 1998; Chalmers et al. 2008; Higson
1998). However, goodwill is more value relevant than
other intangible assets, suggesting that it captures the
unrecognised intangibles of the acquired firm at the
time of acquisition. Furthermore, we find that compa-
nies with greater disclosures on unrecognised intangi-
bles have a stronger association between goodwill and
market value, highlighting the complementary nature
of additional disclosures to recognition. This indicates
that increased disclosure of unrecognised intangibles
can improve market participants’ understanding of cap-
italised goodwill and facilitate insight via connecting fi-
nancial and non-financial information.

Additionally, we examine intangibles disclosures by
public benefit entity sector based on a random sample
of municipal councils and large charities and document
that the frequency of capitalised intangibles is similar to
that of the for-profit sector. Interestingly, the SSP pre-
pared by councils includes disclosures about their out-
comes, resulting in 100% reporting of relational and
structural capital and serving as a way to provide in-
formation about unrecognised intangible assets. Over-
all, our findings provide initial evidence in this under-
researched area and highlights the potential for greater
disclosures in this sector.

The results and interpretation of this study must be
considered alongside its limitations. Firstly, our find-
ings are constrained by our reliance on the New Zealand
sample. The small number of firm-year observations in
our analyses, stemming from our focus on only 2016
and 2021 sample years, reduces the statistical power of
our tests. We acknowledge that our extensive reliance
on hand-collected data limits our sample size. There-
fore, we advocate for further research on intangible dis-
closures across diverse institutional contexts with more
coverage of years. Secondly, our study exclusively ad-
dresses investors as financial statement users. Future re-
search could broaden its focus to include other stake-
holders such as creditors or financial analysts, thus en-
hancing our understanding of the usefulness of intangi-
ble disclosures. Thirdly, in the public benefit entity sec-
tor, our observations are drawn from a random sam-
ple comprising municipal councils and large charities.
Consequently, these findings may not be generalisable
to smaller entities or public entities operating under dif-
ferent regulatory environments.
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Notes

—

This is equivalent to US$169 million or EURE145 million.

2 Under the quota system, a total catch of fish is set. Individuals
or organisations are allocated the right to catch certain quanti-
ties of a species. Quotas then could be leased, bought, sold or
transferred.

This checklist overlaps with examples of disclosures for specific
unrecognised intangibles provided by EFRAG (2021).

4 The IFRS Foundation places importance on the idea of ‘con-
nectivity’ in reports, emphasising that the connectivity between
financial statements and sustainability-related financial disclo-
sures can offer a holistic, comprehensive and coherent picture of
the company (IFRS Foundation, n.d.).

This ensures a more comparable enforcement regime between

W

w

companies.

6 We translate all financial variables into New Zealand dollars us-
ing Inland Revenue Department | Te Tari Taake exchange rates
when available.

~

Categories for intangibles are based on aggregation and cate-
gories found in our pilot sampling of 20 observations. Pilot sam-
pling was conducted by all researchers, with the remainder car-
ried out by one researcher and with random checks and any
flagged areas of concern discussed with the research team.

We note there is significant diversity in how companies disclose

oo

both what we found to be common and uncommon intangible
assets. Companies also use different headings to report common
intangibles. For example, ‘customer relationships’ are reported as
‘customer lists), ‘customer retention assets), ‘customer acquisition
costs, ‘customer contracts’ and so on.

9 Only seven of the 38 observations with brands have amortisation
expenses (untabulated).

10 This reflected a growth strategy of acquiring other childcare cen-
tres and recognising large amounts of goodwill.

11 One exception is Seeka, an agriculture company that provides
fair value for irrigation water rights. Based on the purview of the
Victorian Water Register these assets would meet the criteria (see
https://www.waterregister.vic.gov.au/).

12 This could include situations whether entities swap, sell or rent
the use of their rights between one another via a market mech-
anism. A further example of an intangible asset that would fit
under this criterion is airport landing slots or rights.

13 The Public Finance Act (1989) requires government entities to
prepare financial statements in accordance with generally ac-
cepted accounting practices (which include IFRS and IPSAS).
The move to accrual accounting in 1990 was part of a set of fi-
nancial reforms of the government, including the flow of private
sector talent, experience and resources (Warren, 1994).

14 Tier 1 not-for-profit charities are defined as those with over
NZ$30 million in expenses in New Zealand (see https://www.
charities.govt.nz/reporting-standards/tier- 1-and-tier-2/).

15 Iwi are the largest social units in Maori society, often translated
as tribe or nation.
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Appendix A: Research instrument - intellectual capital checklist

L. Mehnaz et al.

Human capital

Relational capital

Structural capital

Number of employees
Employee age
Employee diversity
Employee equality
Employee relationship
Employee education

Skills/know-
how/expertise/knowledge
Employee work related
competences
Employee work-related
knowledge
Employee
attitudes/behaviour
Employee commitments
Employee motivation
Employee productivity

Employee training

Vocational qualifications
Employee development

Employee flexibility

Entrepreneurial spirit
Employee capabilities
Employee teamwork

Employee involvement with
community
Other employee features

Customers
Market presence
Customer relationships
Customer acquisition
Customer retention
Customer training &

education
Customer involvement

Company image/reputation
Company awards
Public relation

Diffusion & networking
Brands
Distribution channels

Relationship with suppliers

Business collaboration
Business agreements

Favourite contract
Research collaboration
Marketing
Relationship with

stakeholders
Market leadership

Intellectual property
Process
Management philosophy
Corporate culture
Organisation flexibility
Organisation structure

Organisation learning
Research & development
Innovation
Technology

Financial dealings
Customer support function
Knowledge-based

infrastructure

Quality management &
improvement
Accreditations (certificate)
Overall

infrastructure/capability

Networking
Distribution network

Source: Li et al. (2008)
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Appendix C: Award examples

Two awards at the 2020 Best in Biz International Awards, including two silver awards in the ‘Most Customer-Friendly
Company of the Year’

Awarded New Zealand's number 1 most trusted vehicle dealership brand two years in a row

Best Choice ‘Buy First': Rating by Monterey Bay Aquarium’s highly regarded Seafood Watch program for all of our
farmed mussels

Xero TaxTouch has only been in the market since early March 2016, but we've already had positive feedback,
including receiving an award at the Barlow Research’s 2016 Monarch Innovation Awards for the app

Barossa Valley Estate Cabernet Sauvignon 2019 was awarded 95 points and a gold medal at the 2021 International
Wine Challenge, London

Australian Reserve Mortgages award Your Mortgage Magazine's 5-star lender award InfoChoice’s best reserve
mortgage Award

This year, our Predictive Analytics team won the Innovation category at the national Energy Excellence Awards for a
project that saw two key people from different teams identify an opportunity to improve the operation of our sites

Deloitte Energy Excellence Award for Health and Safety Initiative of the Year, which recognised Contact’s successful
culture and Learning Teams as an important enabler

The Sylvia Park solar array and EV charging stations project was awarded a ‘Judges’ Commendation’ in the ‘Impact
Renewables’ category of the 2015 NZI Sustainable Business Network Awards/Our flagship office asset, VE

Best Corporate Treasury 2007, 2008, 2011, 2015
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