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Abstract: The success of companies no longer depends upon production facilities, financial capital, and ownership, but more and more upon intellectual capital. In the new economy, intellectual capital has become the one indispensable asset of corporation, a company's greatest competitive weapon. It is found in the talent of the people who work there; the loyalty of the customers it serves and learns from; the value of its brands, copyrights, patents and other intellectual property; the collective knowledge embodied in its cultures, systems, management techniques, and history. One of the major problems with today’s accounting systems is that they are still based on transactions, such as sales. The accounting system does not register any value created in contrast to the investments made into research and development, which are fully expensed. These vital assets are nowhere found on a balance sheet, only rarely managed, and almost never managed skilfully.
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1. INTRODUCTION

In the last decades we have noticed a lot of phenomena and processes which characterize the human society evolution on its whole and which indicate the fact that we are in the middle of a profound transformation period, transformations that define the transition from the industrial society to a new type of society – the society based on knowledge. Numerous attempts have been made to find ways of reflecting these intangible knowledge assets on financial reports. Unfortunately, the attempts to assign a valuation to software assets, trademarks, experience, and employee know-how have thus far run into the difficult problem of pricing such assets. It is now widely understood that the costs of acquiring knowledge and the profit-generation potentials of such knowledge are unrelated.
2. INTELLECTUAL CAPITAL – AN IMMATERIAL ASSET?
Accounting normalization bodies have imposed certain criteria that assets should fulfil in order to be registered into the balance sheet. According to IASC (IAS 38), on order to be recognized into the intangible assets category, an element should be „identifiable”, „controlled by the enterprise as result of prior events”, to have the probability that the company would obtain „future economic benefits possibly attributed to the respective asset”, and the asset cost „to be correctly measurable”.

But these criteria are fulfilled by very few of the intangible elements included in the intellectual capital. The result is that most of the intangibles acquired by transactions are registered into assets, while the similar elements internally generated are registered into period’s expenses. This treatment prescribed by the standardize body is justified by a series of characteristics of the intellectual capital elements and which should be considered when their capitalization is taken into account.

Unrecognizing the intellectual capital elements as assets affects the quality of the information provided by the balance sheet. But even more serious is the effect upon the result. Connecting the expenses to the incomes is e distorted by the immediate passing of intangibles to expenses and incomes registration into further non-exempted (unaffected) periods by the corresponding costs.

The problem that generates the intangible assets is that they are difficult to identify, and further benefits they generate are much more uncertain than in case of tangible assets. The current accounting treatment of intangibles, of immediate registration into the period’s expenses, is often augmented by prudence. Prudence requires that the incomes and assets are not over-estimated, and the depths and expenses are not under-estimated. Procedures resulted from the application of the prudence principle have as purpose the tamper the management tendencies to present a best image possible of the company.

Two Norwegian researchers proposed an interesting solution for accounting the intangible elements, which would solve at least the problem of connecting the expenses to the incomes generated by intangible assets. In case of an intangible resource acquired or created of which further benefits register within the limits of a “reasonable certainty”( Hoegh-Krohn, N. J. & Knivsfla, K.H.(2000), such as the assets recognition criteria to be fulfilled, its cost should be capitalized and depreciated during useful life. When the asset’s expected value becomes less than the accounting value, the accounting value should be brought to the level of the expected value. In case the expected value would further increase, the accounting value would be modified, but without exceeding the cost. If the intangible asset is correlated with other assets, all respective assets should be considered as a portfolio and accordingly registered. This treatment would be similar to the one applied to tangible assets, with the difference that the expected value is used instead of the recoverable value.

In case of an intangible resource acquired or created, but of which future benefits are under a „reasonable certainty”, the costs should be registered into the period’s expenses. If, within a further period, the economic benefits start to „flow” and come to frame within the limits of „ reasonable certainty”, the costs prior incurred should be capitalized and depreciated during the useful remaining life. Capitalization should be made at the initial acquisition or production cost from which the accumulated depreciation from the moment of spending till the moment of capitalization was deducted.
3. THE EVALUATION & MEASUREMENT OF IC 

As a result of the properties of knowledge, its value can only be measured inadequately using the tools of classical accounting, or perhaps even not measured at all. From the investors perspective (who wants to invest in an enterprise) there is a strong demand for methods compatible with already established methods to assess the financial value of the enterprise. From the perspective of corporate governance there is a need for a broad and reliable information base that determines the daily decision processes. 
The true value of intangible assets becomes apparent only within a specific context. Investments in human capital - such as additional training - generate reduced costs or increased revenues only when combined with such other factors as reengineered business processes or the availability of appropriate information systems. Accordingly, the entire enterprise value creation model within which the intangible assets are created and - in particular - utilized must be taken into account. In this process, it is important to develop a strategy for bundling all of a company’s sources of value creation potential into a single "recipe for adding value” (Reilly, R.F. & R.P. Schweihs, 1998). It follows that the traditional financial accounting process must be built up into an extended business accounting function that reflects the company’s specific business model. In addition to manufacturing costs, financial statements should separately identify the costs of such value-creation activities as product development, investments in human capital, etc. Expenditures, which provide investment character, could be capitalized as assets as soon as the sustainability of the created potential is secure. This would both increase the transparency of financial statements and provide information about the intangible return on investment.
Many methods for the valuation or measurement of Intellectual Capital can be characterized as ‘solutions in search of a cause’. It is often unclear what the organizational problem is the methods intent to solve. In general, the field of IC performance measurement has paid little attention to organizational diagnosis. In the past ten years we have witnessed an explosion of new methods for the valuation or measurement of intangibles.
Consequently, the productivity of an enterprise is measured only in terms of the productivity of its capital, such as return-on-assets or return-on-investment. The providers of capital are then entitled to the surplus, called profit or rent. If knowledge happens to be necessary for labour to make better uses of capital, that becomes the justification for a higher wage rate for labour. By this reasoning, those performing the actual labour are not entitled to collect rent from the knowledge they have accumulated. Labour can receive only fair compensation for the time worked. The most they are allowed to claim is to be awarded premium wages and a bonus here or there.

Karl-Erik Sveiby proposes the establishment of a monitoring system for the intangible assets held by a company, which includes a table grouping a series of indexes by which the assessment of intangible assets value is made. In the paper, Methods for Measuring Intangible Assets, Karl Sveiby proposes assessment methods grouping for the intangible assets encountered in practice in: direct methods of assessment of the intellectual capital, methods of assessment based on stock exchange capitalization, methods of assessment based on assets efficiency, methods of assessment based on the board panel.

 Another model of global measuring of the intellectual capital value was expressed within the Swedish company Skandia. According to this model, the intellectual capital on la organization level results from multiplying the optimal value of the intellectual capital expressed in monetary units, by the utilization coefficient (efficiency) of the intellectual capital. This evaluation method is global and insignificant in measuring the individual and corporate efforts of the employees.

By comparing and hierarchy the indexes, the managers have the possibility to assess more objectively the work of each employee and each team and, based on it, to elaborate stimulating and benefit policies of administrating the intellectual capital for co-interesting the personnel and developing the enterprise culture. This way, a real process of implementation of the concepts and precepts regarding the knowledge and competence based management can be initiated.

Under the conditions of automatic data processing, the presented algorithm can be easily programmed using an organizational matrix within which the elements represent values of decisional criteria selected per employees.
4.  THE BALANCE SHEET - WHERE IC MIGHT BE PLACED?
The fundamental objective of the financial accounting is to provide the users of the financial statements useful information in order to efficiently fundament the e decisions. On one hand, the actual and potential investors and creditors base their investment and crediting decisions on the enterprises’ financial reports. On the other hand, the accounting information is essential for the adoption of de efficient decisions by the managers. Consequently, any event that might affect the company’s financial position or future performances should be reflected into the annual accounts.

The Financial Accounting Standards Board (FASB) offers some guidance as to how intangible assets should be accounted for in financial statements. In general, legal intangibles that are developed internally are not recognized and legal intangibles that are purchased from third-parties are recognized.
While, internationally, attempts to solve such controversial problems of intellectual capital accounting are manifested, in Romania an attempt to harmonize the accounting regulations with the IV directive of the European community and the international accounting was made by the Order no 94/2001 of the Minister of Finance. But, although it was thought that this new regulation will eliminate any difficulty in the interpretation of asset and will bring this concept to the recognized acceptation within most of the world’s countries, in brings a contradiction, determined by the adoption within the same referential of two very different approaches: a continental one, existing in our country, juridical-patrimonial (in which the asset is defined as the element with a positive economic value) and an Anglo-Saxon one, base on the prevalence of the economic upon juridical, approach felt on international level.

In case most of the elements included in the intellectual capital are not reflected in the balance sheet, the investments in such elements being integrally registered within expenses mean that both the company’s profit and the accounting value of the shares are under-estimated due to the current accounting system. For this reason, it is practically impossible for the investors and managers to:

• determine the profitability rate of the intellectual capital and time change in the company’s efficiency of the investment activity;

• evaluate the changes in the characteristics (passing from long term research to short term development or from product development investment to cost reduction research);

• determine the intangible capital of the company and the useful life of such elements.
The true value of intangible assets becomes apparent only within a specific context. Investments in human capital - such as additional training - generate reduced costs or increased revenues only when combined with such other factors as reengineered business processes or the availability of appropriate information systems. Accordingly, the entire enterprise value creation model within which the intangible assets are created and - in particular - utilized must be taken into account. In this process, it is important to develop a strategy for bundling all of a company’s sources of value creation potential into a single "recipe for adding value” (Reilly, R.F. & R.P. Schweihs, 1998). It follows that the traditional financial accounting process must be built up into an extended business accounting function that reflects the company’s specific business model. In addition to manufacturing costs, financial statements should separately identify the costs of such value-creation activities as product development, investments in human capital, etc. Expenditures, which provide investment character, could be capitalized as assets as soon as the sustainability of the created potential is secure. This would both increase the transparency of financial statements and provide information about the intangible return on investment.
5. CONCLUSION

What is needed is an enhanced concept for corporate reporting and new management tools that will enable companies to manage these new value drivers in a systematic way. Companies like Skandia in Sweden, have adopted the concept very early in the form of a supplementary IC report to the annual financial reports. Since then companies are obliged to report on their intellectual capital if they own significant knowledge assets and their auditors have to certify this report. This should enhance the capability of investors to better understand the value and the potential of the hidden intellectual resources of an enterprise in order to make better judgments about its capabilities to perform in the future.
At the moment none of the accounting standardization bodies (FASB, ASB or IASC) provide the possibility of capitalizing the IC elements initially registered in expenses when fulfilling the requirements to be recognized as assets. All these lead to the situation when the market value of such a company is much higher than its accounting value. This tendency will increase in the future and there is the risk for the traditional financial statements to mostly become useless for the users.
A very quick development of the IC, which tend more and more to take the place of the tangible assets within enterprises, both as percentage, as well as in importance, seem to have taken by surprise the accounting professionals. Therefore, they cannot stop upon a common point of view either in relation to the concept of intangible investments and, mostly on choosing an assessment policy. Neither the International Institute of Accounting Standardization, through the model provided by norm IAS 38, can cope with this economic reality of intangible investments and their need to be activated. The solution proposed by the norm makes nothing more but to exclude from the balance sheet an important part of them.
          Therefore it is more and more considered a norm’s reviewing. Although a large spreading is manifested both by the intellectual capital, and by the researches in the field, the problem of their identification and accountability is nevertheless solved. 

          The intangible is an accounting field, where conflicts of interest are important and where technical solutions are only in an early stage. In order to accomplish a considerable improvement of the information provided by accounting regarding the enterprise value, an important volume of work is needed in order to build the assessment concepts and methods. By understanding the position of the intangible capital within the life of enterprises a first step was taken towards reviewing a traditional approach regarding accounting and towards recognition of the necessity of changing the accounting principles and practices.
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