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Contabilidad y Finanzas

MOTIVOS PARA LA VALORACION FINANCIERA DE INTANGIBLES Y SU
RELACION CON EL DESEMPENO EMPRESARIAL DE PEQUENAS Y MEDIANAS
EMPRESAS

En conjunto con el enfoque en recursos de una firma, los activos intangibles se
han convertido en elemento clave para la generacion de ventajas competitivas,
especialmente, en pequefias y medianas empresas (Pymes), cuya ventaja competi-
tiva regularmente se centra en sus intangibles. A pesar de su importancia es poco
lo que se ha hecho para evaluar y medir el papel de los recursos intangibles de
las empresas, asi como los motivos que impulsan su proceso de valoracién finan-
ciera, teniendo en cuenta que la mayor parte de los estudios en este campo se
han llevado a cabo en grandes empresas. Mediante el estudio de aportes tedricos
y evidencia empirica, este articulo tiene como objetivo analizar la relacion entre
los motivos internos y externos que impulsan el proceso de valoracion de intangi-
bles, y el desempefio general de las Pymes analizadas. Partiendo de la informacién
presentada en hipétesis reconocidas, y con base en una muestra representativa
de 369 gerentes de Pymes en Espafia, e informacion financiera de las firmas que
representan, se examinG si los motivos que impulsan a las empresas a valorar eco-
némicamente sus intangibles se ven reflejados en el desempefio empresarial de
la firma, y si estos se encuentran condicionados por su estructura financiera y el
caracter mismo de sus intangibles. Los resultados indican que las Pymes consi-
deran relevante presentar el valor de sus intangibles a terceros, ya que estos se
ven representados en una capacidad de endeudamiento superior y un reporte de
mayores activos en sus balances generales, a lo que se suma una mejoria en el
desempeiio financiero en general. Finalmente, se discuten las implicaciones de los
resultados obtenidos por este estudio y se presentan ciertas recomendaciones para
investigaciones futuras.

PALABRAS CLAVE: Intangibles, valoracién financiera de intangibles, pequefas
y medianas empresas (Pymes), opinion de los directivos, desempefio de la firma

MOTIFS DE LA VALORISATION FINANCIERE DES RESSOURCES
IMMATERIELLES ET LEUR RELATION AVEC LA PERFORMANCE
ENTREPRENEURIALE DES PETITES ET MOYENNES ENTREPRISES

RESUME: Conjointement avec I'approche fondée sur les ressources de l'entre-
prise, les actifs intangibles (ou immatériels) sont devenus un élément clé pour la
génération d'avantages concurrentiels, en particulier dans les petites et moyennes
entreprises (PME), dont I'avantage concurrentiel réside habituellement en leurs
ressources immatérielles. En dépit de I'importance de ce type de ressources, peu
d'études ont cherché a évaluer et mesurer leur role et a préciser les motifs qui im-
pulsent leur processus de valorisation financiére; en outre, la plupart des études
menées en ce domaine portent sur de grandes entreprises. A travers une étude des
apports théoriques et des évidences empiriques, cet article se propose d'analyser
la relation entre les motifs internes et externes qui impulsent le processus de valo-
risation des ressources immatérielles et la performance générale des PME étudiées.
A partir de l'information présentée en hypothéses reconnues et sur la base d'un
échantillon représentatif de 369 dirigeants de PME espagnoles et de I'information
financiére des firmes qu'ils représentent, on examine si les motifs qui incitent les
entreprises a valoriser financiérement leurs ressources immatérielles se reflétent
dans la performance de la firme et s'ils sont conditionnés par la structure financiére
des entreprises et le caractére méme de leurs ressources immatérielles. Les résul-
tats montrent que les PME considérent comme important de présenter aux tiers la
valeur de leurs ressources immatérielles vu que celles-ci sont représentées dans les
bilans généraux par une capacité d'endettement supérieure et un rapport de plus
grands actifs, a quoi s'ajoute une amélioration de la performance financiére en gé-
néral. Enfin, I'article analyse les implications des résultats obtenus par cette étude
et formule quelques recommandations pour de futures recherches en ce domaine.
MOTS CLES: Ressources immateérielles, valorisation financiére des ressources im-
matérielles, petites et moyennes entreprises (PME), opinion des dirigeants, perfor-
mance de la firme.

MOTIVOS FINANCEIROS PARA AVALIAGAO DE INTANGIVEIS E DESEMPENHO
DOS NEGOCIOS PARA AS PEQUENAS E MEDIAS EMPRESAS (PMES)

RESUMO: Em linha com a Visao Baseada em Recursos (Resource-Based View —
RBV), os intangiveis tornaram-se o principal recurso para gerar vantagens compe-
titivas em uma empresa. Isso € particularmente importante no caso das Pequenas
e Médias Empresas (PMEs), cuja vantagem competitiva é frequentemente baseada
em recursos intangiveis. No entanto, tem havido pouco esforco para avaliar e
medir o papel dos recursos intangiveis no desempenho das empresas e dos mo-
tivos de dirigir seu processo de avaliacdo. Além disso, a maioria dos estudos tém
sido realizados em grandes empresas. Este artigo combina contribuicdes tedricas
e dados empiricos; tem por objetivo analisar a relacdo entre os motivos, internos
ou externos, a conducdo do processo de avaliacdo dos intangiveis e o desem-
penho obtido pelas pequenas e médias empresas. Considerando-se as hipdteses
reconhecidas e com base em uma pesquisa com uma amostra representativa de
369 gestores de PMEs espanholas, além dos dados financeiros obtidos a partir
dessas empresas, exploramos se os diferentes motivos de conducao das empresas
para realizar uma avaliacéo financeira de seus ativos intangiveis, sao refletidos no
desempenho dos negdcios, e condicionada pela estrutura financeira e o nivel de
intangiveis. Os resultados indicam que as PMEs consideram importante fazer re-
latério dos bens incorpéreos de valor para as partes interessadas externas porque
estas mostram um maior nivel de endividamento, bem como um maior nivel de
intangiveis contabilizados no balanco. Além disso, as PME consideram que con-
seguem um melhor desempenho da avaliacao financeira de seus intangiveis por
razoes internas. As implicacdes desses resultados sao discutidas, bem como sdo
dadas sugestdes para futuras pesquisas.

PALAVRAS-CHAVE: Intangiveis, avaliacao financeira de bens incorpéreos, Pe-
quenas e Médias Empresas (PMEs), Gestores de Opinido, desempenho dos negdcios.
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ABSTRACT: In line with the Resource-based view, intangibles have become the key resource for
generating competitive advantages in a firm. This is particularly significant in the case of small
and medium enterprises (SMEs) whose competitive advantage is frequently based on intangible
resources. However, there has been little attempt to assess and measure the role of intangible
resources in firms' performance, and the motives driving their valuation process. Besides, most of
the studies have been carried out in large firms. This article, combining theoretical contributions
and empirical evidence, aims to analyze the relationship between the motives, external or internal,
driving the valuation process of intangibles and the performance obtained by SMEs. Consider-
ing the recognized hypotheses and based on a survey of a representative sample of 369 Spanish
SMEs' managers, in addition to the financial data collected from these firms, we explore whether
the different motives driving the companies to perform a financial valuation of their intangibles
are reflected in the business performance, and conditioned by financial structure and the level of
intangibles. Results indicate that SMEs consider important to report intangibles value to external
stakeholders as they depict a higher level of borrowing, as well as a higher level of intangibles
accounted in the balance sheet. Furthermore, SMEs that consider the financial valuation of their
intangibles for internal reasons achieve better performance. The implications of these results and
suggestions for future research are dicussed as well.

KEYWORDS: Intangibles, financial valuation of intangibles, small and medium enterprises (SMEs),
managers' opinion, business performance.
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Introduction

Intangibles are the major drivers of company growth (Lev
& Zambon, 2003). There are numerous studies that find
evidence of the positive relationship of investing in intan-
gibles and the value creation of the company (Firer & Wil-
liams, 2003; Riahi-Belkaoui, 2003; Saenz, 2005; Prieto &
Revilla, 2006; Tan et al., 2007).

Interest in intangibles is not limited to the academic field
and has arisen as a growing concern also detected in the
business world. Studies such as Hall (1992), Gray et al.
(2004), Gallego and Rodriguez (2005), or Lonnqvist et al.
(2008) show management conviction regarding the key
role that intangibles play in the development of competi-
tive advantages. This is particularly significant in the case
of SMEs whose competitive advantage is frequently based
on intangible resources, mainly those companies intensive
in knowledge that represent one of the principal revital-
izing elements of the economy. The importance of an ad-
equate management of intangible resources is clear, and is
especially relevant during economic crisis periods.

In order to adequately manage intangibles it is necessary
to get information relating to them. The constraints of the
information provided by the markets and accounting sys-
tems have fostered a research approach, which emerged
in the 1990s, to identify and value the intangible re-
sources of the companies. Nevertheless, the identification
and valuation of intangibles is not exempt from difficul-
ties: 1) it is necessary to acquire costs for obtaining the
information; 2) in most cases there are no standardized
processes to value them; 3) it results difficult to individu-
ally assess each intangible because of the existence of
synergies; 4) managers are afraid of providing competitors
with critical information.

What can lead the companies to incur in costs in order
to value their intangibles? The motives that drive com-
panies to value their intangibles can be internal -related
to generating information for managers— or external -re-
lated to the report on intangibles to external stakeholders.
Greater knowledge regarding intangibles and their value,
among other benefits, allows an efficient allocation of the
resources (Cafiibano et al, 1999), reduces the risk of op-
portunist behavior by managers (Abbody & Lev, 2000)
and reduces capital costs (Botosan, 1997; Lev, 2001). In-
dependently of the motive that drives the valuation of in-
tangibles, the generated information should contribute to
a better management and thus improve results. Neverthe-
less, the motive that stands out in each case can deter-
mine both the results obtained, and the intensity of the
obtained enhancement.
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There is ample literature on the measurement and valu-
ation of intangibles and their relationship with business
performance (Bontis et al., 2000; Bontis & Fitz-Enz, 2002;
Riahi-Belkaoui, 2003; Saenz, 2005; Chen, 2005; Chen et
al., 2005; Tan et al., 2007; Wang, 2008; Hang, 2009; Fran-
cisco et al, 2010; Garanina & Pavlova, 2011; Zerhri et al.,
2012). However, very few authors analyze whether there is
a relationship between the motives that may lead to a fi-
nancial valuation process of the intangibles and business
performance. Lonnqvist et al. (2008) find that companies
pay greater attention to internal motives, rather than ex-
ternal, when they measure their intangibles.

It is noteworthy that most of the studies so far conducted
focus on large companies, whereas SMEs are the mainstay
of the European business structure, and that is particularly
true in Spain (Eurostat, 2009). SMEs with fewer financial
and tangible resources should support their competitive
advantage in intangible resources.

In recent years, some works analyzing the importance of
intangibles in SMEs and their influence in management
have been published. Thornhill and Gellatly, (2005), Ya-
suda (2005), Calvo (2006) and Nunes and Almeida
(2009), establish a positive relationship between compa-
nies' investments in intangibles and their growth. Durst
and Gueldenberg (2009) found that, in the case of ex-
ternal succession in SMEs, intangible assets have a remark-
able influence decision-making on the external successor.
Bakar and Ahmad (2010) suggest that intangibles are
the main innovation drivers in Malaysian SMEs, and Pefia
(2002) concludes that intangibles in Spanish companies
are associated with the survival and growth of startups.

Still, there are very few studies on the valuation of SMEs'
intangibles, the possible motives behind this valuation and
their effect on results. Salojarvi (2004) found that Finnish
SMEs that implement active practices to manage their in-
tangibles obtain better results in innovation and devel-
oping new products.

Because of this lack of empirical studies we analyze the
relationship between the motives driving the valuation
process and the results obtained by companies. The study
shows that SMEs that consider the financial valuation of
their intangibles to be important for internal reasons get a
better performance, with a statistically significant growth
in profits. On the other hand, SMEs that believe the finan-
cial valuation of their intangibles is important in order to
facilitate information for external stakeholders are pres-
sured to do so, because they have higher levels of leverage,
and because of the load of the intangibles resources in re-
lation to total resources with the weight of intangible re-
sources is statistically significant.
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INNOVAR

The study is structured as follows. First, the role that SMEs
intangibles play in determining business competitiveness
is justified, using the Resource-based view. Subsequently,
the advantages and difficulties generated by the financial
valuation of intangibles are analyzed. The third section
considers the hypothesis of this study, namely, whether the
different motives driving companies to perform a finan-
cial valuation of their intangibles are reflected in business
performance and conditioned by financial structure. In the
following section, the methodology to test the proposed
hypothesis is described. The results are then explained and
the main conclusions presented.

Intangibles as Strategic Resources and the
Reasons for their Financial Valuation

Intangible Resources as a Source
of Competitive Advantage

Bettis and Hitt (1995) state that the traditional limits of
sectors have become blurred, and markets are intermingled
and overlaid in highly volatile environments. It is therefore

REV. INNOVAR VOL. 25, NUM. 56, ABRIL-JUNIO DE 2015

now more difficult and less evident to determine what con-
stitutes a sector. Therefore, a strategy must be defined in
terms of what the company is capable of doing, instead
of using the customers and their needs as the benchmark
(Quinn, 1992). Management strategy must consider the
impact on the adjustment of the company's resources and
capabilities to respond to the opportunities that emerge
from its environment (Grant, 2002).

All the same, not all resources are equally important for
business success. Barney (1991) argues that those re-
sources that provide a competitive advantage, and there-
fore determine value creation in the firm, must be valuable,
rare, inimitable and non-substitutable. A competitive ad-
vantage is sustainable when based on heterogeneous and
imperfectly transferable resources (Lippman & Rumelt,
1982; Grant, 1991; Barney, 1991; Amit & Schoemaker,
1993). With rare exceptions, the resources that fulfil these
criteria are usually intangibles (Itami & Roehl, 1987; Hall,
1992; Barney, 1991; Crant, 1991; Boisot, 1998; Kristand|
& Bontis, 2007). Their specific characteristics provide
them with substantial differentiating potential (Villalonga,
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2004), that competitors find difficult to imitate (Kaplan &
Norton, 2004; Rodriguez & Ordéfiez, 2003).

The Resource-based view has evolved in recent years and
mainly focuses on three dimensions: the Knowledge-based
approach, the Relational approach and the Intellectual-
capital approach. The Intellectual-capital approach (Reed
etal., 2006) involves the primacy of intangibles in achieving
better and sustainable business performance. This prag-
matic-theory approach represents a focalization or special-
ization of the Resource-based view on those intangibles or
factors that may lead to business success. This trend, that
emerged from professional practice, distinguishes different
categories of intangibles: 1) human capital, or knowledge,
skills, experiences and attitudes held by the members of an
organization (Bueno, 2003; Subramaniam & Young, 2005);
2) structural capital, which includes the knowledge that
provides coherence and a common thread to the whole or-
ganization (Edvinsson & Malone, 1997); and 3) relational
capital, which emerges from the ability that the organiza-
tion needs to have relationships with its external stake-
holders (Bueno, 2003; Reed et al,, 2006).

Reed et al. (2006) point out that the different types of in-
tangibles are complementary resources, so that an alloca-
tion to one increases the allocation to the others, resulting
in a new indivisible resource that directly affects the per-
formance of the organization. This characteristic precisely
increases the difficulty of valuing intangibles, as it is not
easy to attribute performance to a specific intangible.

The Resource-based view approach gives a general expla-
nation of business success, but does not establish differ-
ences between SMEs and large companies; their size is the
only difference?. Deloof (2003), Rogers (2004) and Fong
(2008) conclude that intangibles are a fundamental ele-
ment for the survival and the growth of SMEs. The study by
Hyvonen and Tuominen (2006) shows that innovation ca-
pability and relationships with customers and supply chain
partners are the key determinants of competitive advan-
tage and performance in SMEs.

Financial Valuation of Intangibles

The importance of intangibles as determining factors of
competitive position come up against the difficulty in-
volved in trying to quantify them (Guthrie et al., 2006).
Nonetheless, in the last two decades the measurement and
evaluation of intangibles have played a prominent role in
academic research.

2 Works as Bakar and Ahmad (2010), Aragén-Correa et al. (2008),
Fong (2003) and Rangone (1999) consider this approach for SMEs.
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In regard to measurement, great progress was made in
1995, with the publication by Skandia of the first report
on intellectual capital. Other pioneering studies were pre-
sented by Brooking (1996), Kaplan and Norton (1996),
Edvinsson and Malone (1997), Sveiby (1997), Bueno
(2003), and more recently Lépez and Nevado (2008). Mea-
surement basically consists of two tasks: on the one hand,
identification and classification of intangibles; and on the
other, a search for indicators that enable the intangibles
to be measured, that is, to monitor their development and
compare the situation of the company with other bench-
marked firms.

Most of the models do not assign financial value to in-
tellectual capital using financial indicators to measure it
(Ciprian et al., 2012), so this measurement does not permit
monetary valuation of intangibles, nor determine their po-
tential to create value in the firm; thus managers must con-
sider whether the decisions being adopted are increasing
the value of the firm's intangibles and firm performance.
Subsequently, attempts to measure the contribution to the
value of the company of intangible resources in monetary
terms have been made, receiving the name of “financial
valuation”. The main methods developed along this line
can be grouped into:

e Those methods based on the efficiency of stock
markets?;

* those based on cash flow discounting;
¢ and those supported by option theory.

They all have pros and cons?, and as a result, it is not an
easy task to look for straightforward and accurate methods
and models for the financial valuation of intangibles. Ac-
cording to Olivé Tomds (2008), there are no standardized
procedures for the majority of intangibles, but rather each
intangible has to be analyzed in depth considering it is
context-specific. This makes it difficult to apply generally
accepted models.

Most attempts at implementing intangible valuation
models have involved large companies. Very little research
has focused on valuation methods that might also be
applicable to small and medium enterprises. SMEs have
fewer resources to identify and manage intangibles and
they usually have less developed information databases.
Therefore, additional costs associated with gathering

3 In case of the SMEs most of them do not quote on stock mar-
kets, making it necessary to apply the analogical-stock exchange
method (Caballer & Moya, 1997).

4 Areview of the different methods for the financial valuation of in-
tangibles can be consulted at Rodriguez-Castellanos et al. (2007).
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information are expected, making it particularly difficult
to isolate the effects generated by each intangible, and
thus requiring a frequently global valuation (Martin &
Hartley, 2006).

As Johanson et al. (2001) point out, the lack of reliable fi-
nancial information about intangibles is one of the main
problems for their management. Ross and Ross (1997),
and Liebowitz and Suen (2000) state that in order to
better manage such resources, it is necessary to count on
a method to measure them. Therefore, a valuation pro-
cess for the intangible resources of a company will im-
prove knowledge and management. In the same way,
Garcia-Merino et al. (2008) point out that managers of 75
percent of medium enterprises, and 73 percent of small
enterprises, consider the financial valuation of intangibles
to be highly important.

Motives for the Financial Valuation of
Intangibles: External and Internal

The motives behind a company beginning a valuation pro-
cess of intangibles are determining factors, both to es-
tablish the valuation methodology to be applied, and the
expected results of this process. Specifically, Marr and Gray
(2002) and Marr et al. (2003) put forward the following:

1. Strategy formulation. In order to formulate a strategy, it
is fundamental to establish the available resources, the
existing relations between the intangibles and other re-
sources, and the connection between intangibles and
the performance (Grant, 1991).

2. Strategy assessment and execution (Neely et al.,, 1996;
Kaplan & Norton, 1996; Bassi & Van Buren, 1999). In-
tangibles are part of the inputs that a company has to
use to develop a specific business strategy, but they are
also outputs once the strategy is implemented.

3. Defining compensation systems. The majority of com-
panies have realized that trusting only in financial
measures may encourage operations to be seen from
a short-term perspective (Johnson & Kaplan, 1987),
particularly if the incentive systems are linked to them
(Bushman et al, 1995). The incentive systems need to
be established according to the way the company is
managed with the purpose of increasing its capacity to
generate value in the future, which is going to depend
in great part on the development of its intangibles.

4. Strategic development, diversification and expansion
(Teece, 1980). In order to better exploit their resou-
rces many companies plan to diversify, merge or join

REV. INNOVAR VOL. 25, NUM. 56, ABRIL-JUNIO DE 2015
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in partnership agreements with other companies. Lev
(2001) suggests that the network economies and sy-
nergies associated to research and development (R&D)
investments and other intangibles are very important.
Morck and Yeung (2003) find that diversification gene-
rates value in the presence of intangibles such as R&D
or advertising, but in turn destroys value in other cases.

5. Communicating the value of the company’s resources to
stakeholders. The lack of information on a firm's intan-
gibles has a negative effect due to: (i) insider trading
(Aboody & Lev, 2000); (ii) excessive volatility and un-
dervaluing of firms; and (iii) an increase in the cost of
capital (Leadbeater, 2000; Gu & Lev, 2001). In general,
the dissemination of information about intangibles has
a positive impact on the image of the company (Cafii-
bano et al, 2002).

Marr and Gray (2002) argue that the motives behind a
valuation process are divided into external and internal.
A financial valuation process could improve knowledge
about a firm's intangibles towards two directions: internal
and external agents. External motives are those related to
the report on intangibles to external stakeholders: share-
holders, borrowers, suppliers, possible partners and, in
general, society. The fifth of the above motives and also
the fourth, insofar as they refer to possible mergers, come
under the external category. Internal motives are related
to generating information for internal stakeholders, mainly
managers. Lev (2001) considers that managers show a sig-
nificant lack of information on firms" intangible resources.
This internal category includes the first three motives set
out above, and also the fourth with regard to internal
growth strategies.

Methodology
Hypothesis

Valuing Intangibles for External Motives

As previously indicated, external motives are those re-
lating to generating information for external stakeholders.
In the greatest number of cases financial statements are
their fundamental source of information, though many au-
thors stress on the shortcomings of these, especially with
respect to intangible valuation (Lev, 1989; Lev & Zarowin,
1998; Martinez Ochoa, 1999).

In this context, companies intending to reduce information
asymmetry must disclose voluntary information about their
intangibles. Following this approach, the RICARDIS Re-
port considers that directives for publishing standardized
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reports on SMEs intangibles need to be developed (Euro-
pean Commission, 2006).

Even so, as Rylander et al. (2000) indicate, there are curbs
on publishing this type of information: 1) managers are
afraid of providing competitors with critical information,
and 2) there are additional costs associated with gathering
and disclosing the information. In the case of SMEs these
difficulties are higher than in large companies, because
SMEs have fewer resources (Blaug & Lekhi, 2009). Further,
Ittner (2008) believes that more research about the effect
of the valuation of intangibles on performance is required.
We consider that SMEs that voluntarily disclose informa-
tion about their intangibles must have concrete incentives
to do so. Therefore, the following hypothesis is advanced:

H,: SMEs that consider external motives as driving forces for
a financial valuation of their intangibles have incentives to
disclose the value of the intangibles to external stakeholders.

In order to test this hypothesis, it is necessary to set out
the characteristics of the companies that can generate
those incentives. A characteristic that is widely reported
by the literature is the standard of leverage. Thus, ac-
cording to agency theory, the higher the leverage in a
company, the more likely are the conflicts between in-
ternal and external stakeholders, which imply greater
agency costs (Kim & Sorensen, 1986; Brennan, 1995); the
higher the debt, the greater the tendency of managers to
disclose information on intangibles as they aim to reduce
agency costs. Vicente (2001) found that highly specific
and opaque resources (he analyzed internal investments
in R&D and investment in specific human capital) limit
the leverage capacity of the company.

In the case of SMEs, there is general consensus regarding
the financial restrictions faced, taking into account that
their fragile nature represents a highly perilous invest-
ment compared with large companies (Blaug & Lekhi,
2009). These difficulties have been a serious problem in
SMEs during the current crisis, particularly in those whose
majority of resources are intangibles, because they need
to show more guarantees to obtain financing. Therefore,
where there is higher leverage, the managers will be more
likely to disclose information regarding intangible re-
sources in order to reduce agency costs.

We now put forward the following secondary hypothesis:

H,, SMEs that consider external motives as driving forces
to develop a financial valuation of their intangibles have
a higher level of leverage.
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For an intangible asset to be accepted as collateral, this
must be easily identifiable and preserve its value when dis-
entangled from the firm (Guimén, 2005). Bezant and Punt
(1997), and Blaug and Lekhi (2009) conclude that intan-
gibles are accepted as guarantees on very few occasions;
thus we can state that the value of intangibles tends to
be context-specific. This situation causes a higher finan-
cial cost to firms. For the listed companies, Shi (1999) ex-
presses that an increase in R&D expenses is associated
with an increase in the cost of debt. Lev et al. (2000) con-
clude that the companies with a high rate of growth of in-
vestments in R&D are systematically undervalued, and this
undervaluing implies a higher capital cost.

This fact is aggravated in the case of the SMEs that wish
to finance projects linked to intangibles, such as innova-
tion activities. The difficulties attached to quantifying in-
tangible assets, information asymmetries and perceived
risks weigh very negatively against these companies when
looking for funding. This is even more pressing in the case
of technology-based SMEs (Bank of England, 2001). The
only way that they have to improve this situation and re-
duce their information asymmetries is to report information
on all their resources, and particularly, on their intangibles.
SMEs with higher level of intangibles will have more incen-
tive to know the value of their intangibles.

Even though it is difficult to measure the magnitude of
intangibles, one possibility might be to use the Market
Value/Book Value ratio as proxy. However, this is only
possible with listed companies, while the great majority
of SMEs are not listed. As Spanish accounting legisla-
tion allows some intangibles to be included on the bal-
ance sheet, such as R&D expenditure, patents, licenses,
brands, etc., we use the book value of these intangibles as
a proxy (Intangible Assets). Thus, we suppose that SMEs
with a higher proportion of intangibles accounted for in
the balance sheet, have an incentive to disclose informa-
tion about them. Therefore, we have formulated the fol-
lowing secondary hypothesis:

H,,- SMEs that consider external motives as a driving force
to develop a financial valuation of their intangibles have
a higher level of accounted intangible assets.

One of the predictable consequences of disclosing informa-
tion on the value of intangibles will be the reduction in the
cost of financial resources that should lead to an increase
in the return on equity (ROE). Therefore, the following hy-
pothesis is advanced:

H,: SMEs that consider external motives as driving forces to
develop a financial valuation of their intangibles obtain a
higher ROE.
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Valuation of Intangibles for Internal Motives

These motives prevail in companies which prioritize im-
proving their management. Given the information short-
comings noted by Lev (2001) and the managers' need for
this information, the development of a financial valuation
process of the business intangibles should increase com-
panies’ profits. Efficient strategic management must be
supported by quantitative and qualitative information re-
garding intangibles (Vitale et al,, 1994).

Most of the literature finds a positive relationship between
the development and formalization of the strategy and
the performance of SMEs (Bracker & Pearson, 1986; Ran-
gone, 1999; McKiernan & Morris, 2005). Implementing a
process to financially value intangibles as the most impor-
tant strategic resources, is an example of this strategic
thinking process. Therefore, we believe that SMEs that
consider knowledge of their intangibles to be important
for an improvement in their management, should achieve
better performance.

In that respect, it does not seem that one way of measuring
performance is more appropriate than another, therefore
the following hypothesis and sub-hypotheses considering
different valuation measures are proposed®.

Hs: SMEs that consider internal motives as driving forces to
develop a financial valuation of their intangibles will ob-
tain better performance:

H,,- SMEs that consider internal motives as driving forces
to develop a financial valuation of their intangibles will
obtain higher ROE.

H,,; SMEs that consider internal motives as driving forces
to develop a financial valuation of their intangibles will
obtain higher return on assets (ROA).

H,.. SMEs that consider internal motives as driving forces
to develop a financial valuation of their intangibles will
obtain greater growth in profits.

H,,s SMEs that consider internal motives as driving forces
to develop a financial valuation of their intangibles will
obtain greater growth in turnover or sales.

Figure 1 graphically represents all the hypotheses
put forward.

5 These variables have been widely used in the literature to assess
the performance of companies, e.g., Bontis et al. (2000), Chen et al.
(2005), Maditinos et al. (2011) and Fathi et al. (2013).
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FIGURE 1. Study Hypotheses

Incentives to reveal
H, the value of intangibles
[ Level of accounted
Level of leverage . .
intangibles
Hla . . .
H Motives for the financial
1 valuation of intangibles
Y
»| External motives Internal motives
Hz H3a Hs
3b Hzc
Y
Growth Growth in
ROE ROA in profit turnover

Source: Own elaboration.

Process for Obtaining the Data

Presentation of the Process

In order to obtain the necessary data to test the hypoth-
eses, two types of information are necessary: on the one
hand, the information relative to the importance assigned
by the managers of the companies to the motives, internal
orexternal, for the financial valuation of intangibles; and on
the other, financial information about the results and the
economic and financial structure of enquired SMEs.

Information about the motives to value the intangibles,
was obtained by conducting a telephone survey with chief
financial officers (CFOs)® about aspects relating to business
intangibles and their valuation, the degree of knowledge
that they had about them and their motives for valuing
them. To carry out the fieldwork we prepared the question-
naire, selected the population and obtained the sample.

With reference to the questionnaire, the research team pre-
pared a preliminary proposal. Consequently, in order to be
able to improve this scheme and check its validity, a pre-
test was carried out in conjunction with the members of
the Basque Country Finance and Management Forum, con-
sisting in semi-structured interviews’.

The study focused on companies of the Basque Country.
As Garcia et al. (2010) have justified, the relevance of this
geographical area was based on several reasons relating
to its differentiating characteristics:

& The survey was focused on CFOs or the person that the company
considered more suitable to answer it.

7 Any additional information relative to the study and the question-
naire can be requested to the authors.
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* The Basque Country, located in the North of Spain, is
an autonomous community with legislative capacity in
certain areas and its own government.

» The three provinces in this region have tax autonomy
as they collect all taxes, in addition to have the capa-
city to establish tax characteristics.

* The Basque Country, despite of its lack of natural resou-
rces, has been one of Spainsh regions with a strong busi-
ness and industrial tradition. Given precisely this lack of
natural resources, we estimate that Basque companies
will give special value to their intangible resources.

Information on the companies was obtained from the SABI
(Sistema de Andlisis de Balances Ibéricos) database, that
gathers data on all the Spanish companies. Out of the ini-
tial population, consisting of 44,424 SMEs®, micro-compa-
nies (those with less than ten employees or annual turnover
of less than two million euros) were excluded, obtaining a
final population of 3,264 SMEs for the purpose of this re-
search. We obtain a random sample of 463 firms which pro-
vided a level of confidence of 95 percent, and a maximum
error rate of 4.2 percent. The fieldwork was carried out be-
tween November 20, 2007 and January 14, 2008.

The data about economic and financial results of the SMEs
was obtained from available information in the SABI data-
base in January 2011. On this date, for most of the compa-
nies, the last information available was from 2008. For this
reason, the empirical study has been done with the avail-
able five year period, 2004-2008.

The companies whose data was not available for at least
four years were excluded from the analysis. Very extreme
cases, with more than five deviations from the mean, were
likewise eliminated. The total number of companies to be
analyzed was reduced to 369, which provided a maximum
error level of 4.8 percent, for a confidence level of 95
percent. The basic characteristics of the process are sum-
marized in Table 1.

Information about the Importance of
Internal and External Motivations

In order to determine the type of motives that can drive
an SME to financially value its intangibles, was first nec-
essary to know whether the CFO considered the valuation
as an important matter. If the response was affirmative,

8 In order to select the SMEs population we chose the first of the
three criteria most often used (number of employees, turnover and
total assets), as we consider this criterion is more stable over time
and less subject to situational factors. Under this criterion a SME is
a company with 249 employees or less.
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TABLE 1. Technical Details of the Study

Questionnaire

3,264 SME domiciled in the Basque
Country

Population

Sample 463 valid questionnaires to CFOs

+4.2 percent, with confidence level

Random error of 95 percent, p=q=0.5

Interview data collection

. Telephone interviews with CFOs
technique

November 20, 2007-January 14,
2008

Financial Information

Calendar

Financial performance data

collection technique SABI database

Calendar January 2011

369 firms

Final sample

+4.8 percent, with confidence level

Final random error of 95 percent, p = q = 0.5

Source: Own elaboration.

we asked the CFO about the motives which drove them to
value their intangibles.

Different motives were set to the managers in the ques-
tionnaire, to determine whether the financial valuation of
the intangibles was important from an internal or external
point of view. The quantification of the importance granted
to motives by the managers, was carried out by calculating
the average valuation obtained for the external and in-
ternal motivations, being understood that managers con-
sidered the internal (or external) motives to be important
if the average value was, at least, of 4 (the importance is
measured on a scale of 1 to 5, with 1 corresponding to
“unimportant” and 5 corresponding to “very important”).

Information about Business Performance

In order to check the H,, hypothesis, the level of leverage
was measured using the liabilities to equity ratio. In order
to check the H,, hypothesis, the level of intangibles was
defined as the ratio of intangible assets to total assets.
The operating profit was used to calculate the ROA and
the growth in profits. In all cases, the mean value of the
variables in the analysis period (2004-2008) was taken in
order to test the hypothesis.

Statistical Analysis

First of all, a descriptive analysis was carried out to estab-
lish to what extent the data met the relationships specified
by the hypotheses. Secondly, statistical hypothesis testing
was performed.
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When checking H,,, the normality of “logarithm of leverage”
variable was not rejected at a 5 percent level according to
the Kolmogorov-Smirnov test. Once verified there is not
homoscedasticity using the Levene statistics, the Welch
test was performed to analyze the mean difference. With
the other variables, the Mann-Whitney U test has been
used because of the abnormal distribution of the variables.
When the relationships proposed in each hypothesis were
statistically significant, we proceeded to model such rela-
tionships in order to assess their magnitude.

Results

Regarding the first two hypotheses, H, and H,, the de-
scriptive analysis (Table 2) shows that companies consid-
ering external motives as important driving forces for a
financial valuation process have greater incentives to ini-
tiate such a process. Their level of leverage and the weight
of intangible assets to total assets are greater than in the
case of the SMEs that consider the external motives less
important. Further, such companies obtained an improve-
ment on their financial performance.

The statistical test of the hypothesis H,, (Table 4) shows
that the difference in the accounted intangible assets
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level is significant at the 5 percent level. Nonetheless the
difference in the logarithm of the leverage level is not
significant (Table 3). Therefore the H,, hypothesis is ac-
cepted, but it is not possible to accept H,, hypothesis.

The propensity to disclose information about the compa-
ny's intangibles is not transferred to the financial results.
Even though the financial return is higher, the differences
are not statistically significant (Table 4), thus the H, hy-
pothesis cannot be accepted.

A possible explanation may be that the SMEs with more
leverage or that have greater value of intangibles in the
balance sheet, start from a situation with high financial
costs. Under these circumstances, the improvement in
the financial cost, as a result of facilitating information
about their intangibles, does not enable them to achieve
better financing conditions than the SMEs with less le-
verage or less weight of intangible resources on their bal-
ance sheets.

With regards to internal motives, the descriptive analysis
shows that the performance obtained by the SMEs that
consider these motives important to carry out a financial
valuation process of intangibles is better than those who
do not (Table 5).

TABLE 2. External Motives for Valuing Intangibles and Business Performance. Descriptive Statistics (2004-2008)

N Mean Sta|_1dai1rd
deviation
Mean leverage (percent) 124 260.42 268.35
C'on5|dler financial valuation of mFan- Mean intangible assets / Total assets (percent) 133 3.74 5.39
gibles important for external motives
Mean ROE (percent) 125 11.37 13.73
Mean leverage (percent) 221 253.80 253.69
N.Ot co.n51der financial valuation O.f Intan- Mean intangible assets / Total assets (percent) 231 2.52 4.21
gibles important for external motives
Mean ROE (percent) 222 10.51 15.08

Source: Own elaboration.

TABLE 3. Intangible Valuation Driven by External Motives Related to Logarithm of Leverage and Business Performance

gl

g2 F

Asymptotic Sig. (2-tailed)

Logarithm of the leverage (H;,) 1

280,602

0.715 0.399

Source: Own elaboration.

TABLE 4. Intangible Valuation Driven by External Motives Related to Intangible Assets

Mann-Whitney U test Wilcoxon W test z Asymptotic Sig. (2-tailed)
Mean intangible assets/Total assets (H,,) 12,990 39,786 -2.455 0.014
Mean ROE (H,) 12,813 37,566 -1.184 0.236

Source: Own elaboration.
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TABLE 5. Intangible Valuation Driven by Internal Motives and Business Performance. Descriptive Statistics (2004-2008)

N Mean Standard deviation
Mean ROE (percent) 136 11.32 14.73
Consider financial valuation of intangi- Mean ROA (percent) 144 554 731
bles important for internal motives. Mean growth in operating profit (percent) 139 5.92 163.92
Mean growth in turnover (percent) 144 3.38 14.81
Mean ROE (percent) 21 10.50 14.52
Not consider financial valuation of intan- | Mean ROA (percent) 223 5.52 6.98
gibles important for internal motives Mean growth in operating profit (percent) 220 -27.40 130.77
Mean growth in turnover (percent) 217 4.41 11.60

Source: Own elaboration.

TABLE 6. Intangible Valuation Driven by Internal Motives and Business Performance. Test Statistics for H,

Mann-Whitney U test | Wilcoxon W test z Asymptotic Sig. (2-tailed)
Mean ROE (H,,) 13,771 36,139 -0.633 0.527
Mean ROA (H,,) 16,139 4,115 0.084 0.933
Mean growth in operating profit (H,.) 12,780 36,433 -2.43 0.015
Mean growth in turnover(H,,) 16,198 40,508 0,365 0.715

Source: Own elaboration.

However, only the differences of growth in operating profit
are statistically significant, so we can only accept the H,,
hypothesis. According to the Mann-Whitney U test (Table
6) the sub-hypotheses H;,, H,, H;4 cannot be accepted.

A possible explanation of these results is that firms can
take decisions to strengthen their intangibles, which are
detrimental to their more immediate performance. Many
of the investments in intangibles are considered expenses.
Training policies, advertising costs, etc., increase the value
of the resources of the SMEs and its capacity to generate
profits, in spite of affecting negatively the most imme-
diate results. The positive impact on the performance is
therefore tempered over the early years. The prudent ap-
proach of accounting methods when profits are measured
tends particularly to undervalue the return on investment
in intangibles (Vicente, 2001).

On the other hand, as argued by Rodriguez (2004), though
the valuation of intangibles is considered fundamental,
in many cases this option is not accompanied by an ac-
tive management. The concern with valuing intangibles
involves a change in the approach of the SMEs, but if it is
not applied to specific practices, it will be difficult to ob-
tain a notably better performance.

A third justification for the results is that carrying out
a financial valuation process of intangibles presents
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theoretically internal and external advantages. However,
the deployment of a valuation process can incur in a series
of costs. Aside from the costs of identifying and collecting
information, there are others related to the disclosure of
that information. As far as intangible assets are strategic re-
sources for the SMEs, the dissemination of information may
lead to a loss of competitive advantage (Macagnan, 2005).
This threat arises both from the risk of being imitated by
competitors, and from the fact that the causal ambiguity is
often the strength that converts intangibles into competi-
tive advantages. As Gray et al. (2004) indicate, SMEs only
collect information on their intangibles and therefore ac-
quire expenditures, when they are forced to do so.

As seen in Figure 2 the univariate analysis shows that the
Intangible assets/Total assets ratio, a proxy for the level
of accounted for intangibles, is the only factor significantly
related with external motives. We measured this relation-
ship using a logistic regression, because the dependent
variable is categorical.

(pJYin:}’Jin+ﬁY+ﬁjyz (])

Where,

Y is external motives (value = 1 if external motives are im-
portant; value = 2 if external motives are not important).
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FIGURE 2. Study Results
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Z is level of accounted intangibles (value = 1 if Intangible
assets/Total assets is greater than mean; value = 2 if In
tangible assets/Total assets is not greater than mean). The
results are presented in Table 7.

With a beta of 0.47, significant at the 10% level, the Odds
ratio is €®¥ = 1.6; based on this numbers we can affirm
that in the case when the accounted for intangibles level is
greater than average, the probability that external motives
are important is 1.6 times greater than the case when the
level is below the average.

As seen in Figure 2, the relationship between internal mo-
tives and the growth in operating profit is statistically sig-
nificant as well. Since the dependent variable, growth in
operating profit, fulfills the hypothesis of homogeneity of
variances, and the independent variable, the importance of
internal motives, the Univariate General Linear Model can
be applied. The results are as follows (Table 8):

TABLE 7. External Motives (EM) and Accounted Intangibles (Al)
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TABLE 8. Growth in Operating Profit and the Internal Motives

Confidence interval 95%
Internal M Standard
motives ean error Lower
limit Upper limit
Notimportant | -0.274 0.098 -0.467 -0.081
Important 0.059 0.123 -0.182 0.300

Source: Own elaboration.
Then, it can be stated that:

Growth in Operating Profit =-0.274 + 0.333 Internal
Motives

Since the value of b is significant at the 95% level, we can
affirm that when managers considered internal motives
important, on average, growth in profit was 33,3% higher
than when these motives are not regarded as essential.

Conclusions

Intangibles have become a fundamental element for com-
petitiveness in SMEs. For their management, it is necessary
to have the information on how these resources contribute
to value creation. However, accounting information is in-
creasingly less representative of company value and intan-
gibles are invisible resources many times. The intangibles
valuation could provide useful information for making de-
cisions regarding the allocation of intangible resources and
their management. Then, performance of firms that are in-
terested in their valuation will prove better.

Difficulties for the valuation of intangibles are even more
relevant in SMEs, as firms have fewer means to value them.
This shows that valuation models should be adapted to the
needs of these companies, assisting managers in the task
of identifying and knowing the contribution of intangibles
to the company value.

Motives that drive managers of SMEs to value their intan-
gibles could be internal —related to generating information

Aikm BY BY, Intan oYki Estimate Freq. (%) | Real Freq. (%)
EM Important 4.53 -1.22* 0.47** 3.77 44.84 44.79
Al > mean
EM not important 5.20 -1.22 3.98 55.16 55.21
EM Important 4.53 4.53 33.76 33.70
Al < mean
EM not important 5.20 5.20 66.24 66.30

* Significant at the 1% level ** Significant at the 10% level.
Source: Own elaboration.
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for managers— or external -related to reporting on in-
tangibles to external stakeholders. Independently of the
motive that led to the valuation of their intangibles, a pro-
cess of financial valuation that improves knowledge of in-
tangibles should help obtain a better performance. This
study is an attempt to measure the existing relationship
between the concern of SMEs to financially value their in-
tangible resources, the reasons behind that valuation and
firm's performance.

Accordingly, results show that SMEs' interest in providing
information about intangibles is greater as the weight of
the intangible assets increases and there is a higher le-
verage, although the second possible explanatory vari-
able is not significant. The presentation of reports on
intangibles generates advantages for the companies that
do so. The report reduces information asymmetries and
agency costs, which should result in an improved company
image, in particular, for creditors. Providing information
about intangibles to external stakeholders facilitates the
attainment of financial resources. Going further, the im-
provements to the image of the SMEs are not only limited
to those companies with high levels of leverage and sig-
nificant intangible resources, but rather to every company.
Therefore, reporting on the intangibles of the company
should be a recommended widespread practice.

Those SMEs that consider important to value their intan-
gibles and take into account the possibility of increasing
their knowledge of these resources, should be able to
better manage them and thereby obtain better results.
Nonetheless, the analysis of the data in this study shows
that only the improvements obtained in profits growth are
momentous. Implementing a valuation process generates
costs, reducing the potential positive impact of a better
knowledge of intangibles. These costs depend on the com-
plexity of the valuation methods applied, whose majority
have been developed in large companies that own more
resources. SMEs' information systems are less developed so
is more expensive to obtain the information. We consider
vital to develop methods for financial valuation of intangi-
bles adapted to SMEs that enable an easy implementation
taking into account the limitations of their information sys-
tems, at a reasonable cost. To the extent that the applica-
tion of these methods will result in a better understanding
of intangibles, their use will become widespread and con-
sequently improve the competitiveness of SMEs.

This study only considers the effect that a greater interest
in the financial valuation of intangibles has on the ac-
counting results. The practical basis of accounting methods
to measure profits tends particularly to undervalue the
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return on the investment of intangibles. It would also be of
interest to consider subjective performance measurements
in future studies.

We consider that further research is of a great interest in
order to establish to what extent SMEs with greater con-
cern in their intangibles perform better during the last
economic crisis. The hypothesis should then be that a de-
cline in performance of SMEs that consider important to
carry out a financial valuation process of their intangibles,
should be smaller.
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