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Abstract

Now a day, the world has been experiencing the worst economic crisis since
1929, and this is considered as the “perfect storm” (Krugman et al, 2009). And
the business and organizations are trying to be safe at this context. This report
focus on a organization that have been experiencing a recession on its economy
since 2009, and also monitor how its intangible assets are becoming relevant
and having more precedence during this situation, especially right after the
business experienced some years of expansion and growth. This report also
identifies the expenditures and decisions made around Human Capital, Structural
Capital and Relational Capital, and which intangible and knowledge assets are

making precedence as well.

1. Organization Background Of The Case Study

This case study is about a company located in Mexico. The business focus is the
manufacturing of electrical machines; it is also a Joint Venture or JV, between a
Mexican group that holds the 50% of shares and the rest belongs to a global
business. The company started operations in 1969 and during the 1990’s
completed the JV. Moreover, during the year of 2008 the organization reported
on its financial annual report that had more than 5,700 workers and annual sales
around $1,150 million of dollars. Also the business started its global operations

after acquiring an enterprise in India in 2008.
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This case study is narrowed to a business unit of the organization and it is
organized as follows: one business director, some managers and more than 20

employees distributed among the management areas.

2. Resarch Case Srudy

Since 2008, the current global environment has been polarized due to economic
crisis and recession. This case study is of an organization that is not exempt of
this situation and it is experiencing a slope-down of its economy. Previous to this
current situation, the business was experiencing an impressive growth that
allowed expanding its operation to India and also to expand its portfolio, including

the design, manufacturing, and sales of new line of products and services.

For this case study, the current global economic turbulence started in 2008 but
affected the business in 2009 as shown in figure 1. Here, there are two cycles
identified; the first ended in 2004 and the second started in 2005. From 2005 to
2008 the business experienced a positive slope of operation profits, but in 2009
its economy started to diminish and it is estimated to continue with this trend in
2010.
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Figure 1: 10 Years Operation Profit

The shape of the graph in figure 1 is similar to the theoretical concept of an
economic cycle by Akerman (1960) shown in figure 2. If both figures are
compared, they have similar trend. Thus there is a growth period, a crisis phase

and then its recession or a slope down.
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Figure 2: 6 phases of Akerman’s economic cycle

The figure 2 indicates the 6 phases of the economic cycle as a reference for this

case study:

Phase 1: Lowest level of the depression, or cycle starts.
Phase 2: Change from a steady state to a growth period.
Phase 3: Time to growth and invest.

Phase 4: The economic crisis starts.

Phase 5: The economic crisis itself.

Phase 6: The recession.

The present research focus only on phases 4 to 6, and for the organization of this
case study such period of time is from 2008 to 2010. Moreover, the research goal
is to identify the intangible asset that are contributing to the organization in order

to make it survive and also be ready to start a new cycle as soon as it arrives.

So, to monitor the intangible assets during the crisis, the research question is

stated as follows:
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How are behaving and having precedence the intangible assets

of the organization during the current economic crisis?

To clarify the intangibles trends and organization priority on them, the

complementary questions are:

Q1. Which intangible assets are relevant during economic crisis?

Q2. How is the organization spending on intangibles during a downturn?
Q3. How are manager making decisions during the economic crisis and

recession to influence on intangible assets?

3. Primary assumptions

As mentioned previously for this organization, from 2008 to 2010 it has been
experiencing an economic crisis and recession phases. So considering relevant
elements found in literature review and some assumptions regarding intangible

assets, the complementary question could be completed as follows:

Q1. Which intangible assets are relevant during economic crisis?
Assumption: All intangibles related to Human Capital should remain secure
inside the organization. This means that the individuals of the organization
provide knowledge assets that turn into intangible assets to resolve problem
during though times (Harvey and Lusch, 1997; Schenker-Wicki at al., 2009;
Eliasson, 2005; Heylen et al., 2007).

Moreover, intangibles associated to Relational Capital have precedence due to
the need of the organization to access public founds and promote laws and
economic rules to facilitate the commerce and reactive local economy (Chin et
al., 1999; Ernst, 1998).
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Finally, intangible from Structural Capital should focus on activities that create
differentiators and innovations to the current portfolio of products and services,
while coming from R&D activities and cost-out projects (Tan and Mathews, 2009;
Pate & Narain, 2008; Moore, 2009).

In table 1, there are identified intangible assets that have more relevance under
economic crisis. This taxonomy comes from a literature review done and it has

moved toward a general IC taxonomy of any organization.

Q2. How is the organization spending on intangibles during a downturn?
Assumption: Based on relevant case studies, organizations tend to cut all costs
that are not related to the value generation such as organization imaging or non-
productive activities. Additionally, organizations spend only on activities that
reinforce competitive advantages. The business focuses on high profit product
and services while eliminating those that the revenue is low (Lafrenz, 2006).

Moreover, organization would use more resources on R&D activities to create
new products and services that satisfy current demand and market condition. For
example, devices based on high technology but low price. Thus implies from the
investment to make the business be ready while the phase 1 stars (Blausten,
2009).

Q3. How are managers making decisions during the economic crisis and
recession to influence on intangible assets?

Assumption: The relevant literature around decision-making during economic
crisis mentions that organizations decision-makers put together conclusion faster
than ordinary times and the decisions are based majority on their instinct and

experience. This means that during expansion or growth time, decision-makers
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have more time to analyze the situation and choose considering the majority of

information and data available (Bonn et al., 2006; Sayegh et al., 2004; Lee et al.,

2008; Santella et al., 2009)

IC for Economic

Crisis

Intangible Assets

1. Huma Capital

2. Structural Capital

3. Relational Capital

1.1 Knowledge
1.2 Skills

1.3 Innovation
1.4 Values

1.5 Experience

2.1 Investment in R&D

2.2 Investment in technology
2.3 Process and procedures
2.4 Innovation process

2.5 Intellectual property

2.6 Cut cost

3.1 International and local providers
3.2 Customer

3.3 Government participation

Table 1: IC for Economic Crisis context
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4. Research Schema

To answer the primary question and its complementariness, the research is

conducted base on the following diagram in figure 3.

Theoretical I Economic Crisis
Framework Intangible Assets
-/ g
AN
- M
Sales Expenditures Decision- LN Business intangible Monitor Intangible Assets
making —/ assets —|  during Economic Crisis

Figure 3: Research diagram

5. Research Method

Identifying intangible assets that are relevant during economic crisis has different

aspects to consider. The first is to clarify where and when the economic crisis is

in the economic cycle. As mentioned in previous paragraphs and referring to

Akerman’s (1960) economic cycle; it starts in phase 4 and continues in phase 5

to change into recession in phase 6. Also, this case study considers the last ten

years, where a complete economic cycle has been identified, but for the

economic crisis and clarity/quality of the information and data available, the

research focuses on the last 5 years (2005-2010).

Although the economic cycle has been associated to the business operational

profit, this research considers the sales (billing) trend because it has a similar

trend and shape like the economic cycle.
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After identifying the phases of the cycle using the sales (billing) trend as base
line, the next step is to compare that trend to the expenditures of the business.
To perform this activity, the information regarding expenditures is classified in
two mayor categories: the first is related to tangible and material assets and the
second is for intangible activities. The first category is no considered in this
research and the second is grouped in 3 types: those account terms related to

Human Capital, related to Structural Capital and related to Relational Capital.

The last activity of this method consists on identifying more intangible assets but
while reviewing the decision-made during the related period of time. To gather
this information, periodical interviews with decision makers are conducted. The
answer will be compared to the IC taxonomy of table 1 and relevance of
intangible assets would be identified. This information is compared to the result

of sales trend and intangible expenditures during the same period of time.

In order to contextualize the economic downturn of the case study, next are

some relevant elements that influenced during 2009:

0 Global economy downturn: for the business implied a 50%
reduction on sales to overseas and market participation reduced to
30%.

o Indian Enterprise acquisition: represented more than $ 4 million of
dollars.

o Quality crisis in complex exported product.

Moreover and to keep monitoring the intangible assets during the current crisis

and recession, the next considerations are in place:

e Monthly interviews with decision-makers to clarify more intangibles

trend.
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¢ Monthly sales report to identify the recession trend and compare to
intangible trends.
e Monthly expenditures per Human Capital, Structural Capital and

Relational Capital to validate intangible relevance.

6. Research Findings

Additional to the graphs presented on figure 1 that shows the profit of the
business, the next figure 4 indicates the annual sales from 2006 to 2010
estimated. Also and to compare the information in the same dimension, the next
figure 5 shows the monthly sales (billing) trend of the business but until March
2010.
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Figure 4: Annual sales (note: 2010 is estimated)
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Flgure 5. Monthly sales from 2005 to 2010

Furthermore, if figure 5 is compared to the Akerman’s economic cycle of figure 2,
the phases 3 to 6 are identified as follows in figure 6 (phase 1 and 2 are previous
to 2006 as described in previous paragraphs): Phase 3 for growth starts in 2005
through 2008, phase 4 for economic crisis beginning is from May 2008 to
October 2008. The economic crisis per-se for phase 5 is from November 2008 to
December 2008, and the last phase 6 or recession starts on January 2009 and

would be present during 2010 (estimated).
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Figure 6: Case study economic cycle phases
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So far, the economic crisis has been recognized for this case study but the
guestion regarding the relevance of intangible assets is still open. To address
this answer, it is important to identify in which intangibles is the organization
spending and then clarify to which is giving some precedence. After this, more
research is needed to identify other intangibles not accounted but with high
priority for the organization; this would come after some decision made are

identified. The findings are reported next.

Next in table 2 there are enlisted the organization expenses in intangibles and
also they are classified in Human, Structural and Relational Capital categories.
This information comes from the accounting systems of the organization and its

expenses during the same time span (2005-2010).

Thus and with the expenditures on a monthly bases, they are compared to the
economic cycle of the figure 6 in order to contrast the relevance based on trends
and confirm where the organization is cutting cost during the economic crisis and
also to identify in which areas is investing more. The theory found says that cut
cost are related to those activities that do not generate immediate value, and the
investments are primarily in R&D and Human Capital development (Blausten,
2009; Lafrenz, 2006; Tan and Mathews, 2009; Pate & Narain, 2008).
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Intellectual Capital Concepts

Human Capital or 1. Headcount and people with certification
HC on Core Competences (1) or HC asset

2. Personnel Extraordinary Expenditures

Structural Capital or
SC

Non-Deductive Expenditures
Variable Expenditures

Office Related Expenditures

> wDn P

Services and Taxes Related to the

Product

m,

Telephone and Computer

.

Rent Of Special Equipment

Relational Capital or
RC

Meetings

Expos And Conferences
Travel Expenditures
Marketing And Promotion
Assessors And Consultants
Inscription To Public Bids

N o g~ w DN P

Clubs And Associations Fees

8. Technical Assistance For Imports

Table 2: Intangible catalog of concepts from accounting system

(1) A person with a core competence certification is consider as 1.25, because the certification process reinforce the

knowledge part of the competence (knowledge, skills, attitude and experience)
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7. Research Finding: Intangible Expenditures and Decision Made to Identify

Intanqgible Assets

Warning: For confidentiality of the information, the following figures and tables

are represented only as tendencies and not real amounts.

Because this research focus on the identification and monitoring of intangibles
based on their tendencies and relevance during an economic crisis and
recession of the organization, in the next figure 7 is shown the expenditures on
all intangibles relevant to the organization. Herein the tendency is to reduce the
expenditures in a time previous to the phase 4, but here that tendency stops.
However, in phase 5 there is increase of expenditures until the 2" half of 2009,
where a new contraction in expenditures start. Thus the expenditures had major
amplitude than previous years. At the next figures, there is detailed information
per capital such as Human, Structural, and Relational, in order to understand
better the tendency and moreover to identify to which intangibles the organization
is expending more during the economic crisis of 2009 and made the general

tendency to expand and later to contract during the recession phase.
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Figure 7: All expenditures related to intangible assets.

However to understand better and have more clarity on which intangibles the
organization is making their decision and making them more relevant during the
economic crisis, in figure 8 there is the more relevant decisions made that
influenced in the intangible assets. In this figure 8, there are identified the months
when the organization made the majority of the decisions, that happened at the
very beginning of the phase 6 of recession; this situation implied that the
organization made many things to counter-cycle the recession and made the
business safe while increasing the sales amounts. Also, and after the decisions
were made, in the figure 8 there is a tendency to diminish the decisions made
that meant that the organization was waiting until those actions had some effect
on the slope-down. Moreover and due to the fact that the sales still are going
down, the organization made more decision by the end of the year 2009 and it is
expecting to see more result by the beginning of 2010. Despite the decisions
made, the business is living an outside-in effect that is pulling down the sales and
internal activities are not being very effective, but they have diminished the
impact to the business.
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Figure 8: All decision made related to intangible assets.

As mentioned in previous paragraphs, next are detailed figures with the decisions
made per intellectual capital. Also, the intangibles aligned to the table 2 of this

report are identified and monitored for this analysis.

8. Human Capital Aspects

For those expenditures and decisions made related to Human Capital or HC, in
the figure 9 is shown the headcount of this organization. Also in figure 10 are
shown all the decisions made related to HC. Herein it is displayed that during the
month of December 2009 there is a relevant diminish or laid-off of the headcount.
This is because in November 2009, the organization decided to eliminate the
Service Business that was implemented in 2007, but under the current context,

the organization is focusing only on products sales.
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Figure 9: Headcount of the organization

In figure 9 is included the core competency certification program and is reflected
as adding a 0.25 per person that achieved that. This fraction comes based on the
organization definition of a core competency that is made of: 1) knowledge, 2)
skills, 3) attitudes and 4) performance. So, if a person achieves a certification, it
means that his performance had been improved and consequently contributes

with more value to the organization.
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Figure 10: Decisions made related to HC
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In figure 11, there is a comparison of more intangible assets of the Human
Capital in 2 scenarios. The intangibles are regarding the distribution of the people
regarding the years of experience and their scholar degree. The first scenario is
previous to the decision made to laid-off personnel by removing the Service
Business and the second scenario is after the change and also shows the part

that was removed.

Experiencie Previous Experience Removed
m0-5years m6-10years O11-15years O more than 16 years DO0-5years M6-10years O11-15years O more than 16 years

11% 0
6% 6%

13%

58%

75%

People with a bachelor or higher degree: 95.45% People with a bachelor or higher degree: 100.00%

a) l b)

01Q10 Experience
[@0-5 years W 6-10 years [011-15 years O more than 16 years

14%

14%

25%

People with a bachelor or higher degree: 92.86%

c)
Figure 11: a) Human Capital experience distribution previous to the organization

change. b) Human Capital experience removed, and ¢) Human Capital
experience after the organization change.

It is relevant to identify that in figure 11 and after comparing part a) and c), there
is not a relevant change on the distribution of people experience and scholar
degree, but decreased from 95.45% to 92.86% of people with a bachelor or
higher degree. Also and after comparing the amount of people more

experienced, it changed from 11% to 14%. So far, it could be considered that
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there is not change on the level of the personnel as well as the experience,

however there is a down-size of the organization.

Considering the elements of table 1 and the decisions made on figure 10, in the
next figurel2 are the radar identification and relevance of the intangible assets
related to Human Capital. The criterion used for this case and forward is as
follows: after the decision makers made a relevant decision in a specific month or
guarter, it is mapped to the elements of table 1. If it hits a particular asset, then it
is accounted as 1, but if it does not match then it is considered a 1 in the other
group. Also and for clarity of the data, the information has been grouped per

guarters previous to the crisis, during the crisis and then during the recession.
Also, in the next figure 13 are identified in a 3-D graph the tendencies of the

intangibles, also are identified those relevant to table 1, and those that belong to

the other category. The elements accounted are enlisted on the next Table 3.
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1. Human Capital 1. Human Capital
1.1 Knowledge 1.1 Knowledge
1ES 1
0g
1.2 Skills Other D'i 1.2 Skills
1.3 Innovation 5 Experiences 1.3 Innavation
1.4 Walues 1.4 Walues
a) Phase 3 b FPhase 485
1. Human Capital 1. Human Capital
1.1 Knowledge 1.1 Knowledge
1 .

1.2 Skills

0.8
Other f 2 Skills Other

5 EXperiencea\ 1.3 Innovation 5 Experiences

1.3 Innovation

1.4 Values 1.4 Values
cj Phase 6 1009 cjPhase 6 2009
1. Human Capital 1. Human Capital
1.1 Kpowledge 1.1 Knowdedge
4
E!A n/
Othe T 1.2 Skills Othe / 1.2 Skills
21 1
i I
.5 Experiences 1.3 Innovation .5 Enperiences 1.3 Innovation
1.4 Walues 1.4 Yalues
cj Phase 6 32039 cj Phase 6: 4009

1. Human Capital

1.1 Knowledge

1.4 Walues

c) Phase 6 1210

Figure 12: Relevant Intangible Assets related to Human Capital: a) During phase

3, b) during phases 4 & 5, c¢) during phase 6 but in quarters since 2009 to 2010.
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7. loyalty
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Phase 6 2Q09

" Phase 6 1010
Phase 6 4Q09

hase 6 3Q09

e 6 1Q09
485

Figure 13: All intangibles related to Human Capital

So far, the information gathered in previous figures 12 and

13 from the

organization, there are more intangible assets that are becoming relevant during

the current downturn. This means that assets more relevant are those related not

only to the employees’ knowledge, skills, innovation and experience (this group

belong to the table 1 taxonomy), but also know-how and people performance.

Moreover, those intangibles related to employee values are

not becoming

relevant during the recession phase. This new taxonomy is consistent to the

headcount and especially to the more experienced people remaining inside the

organization, right after the downsizing of the organization.
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1. Huma Capital

2. Structural Capital

3. Relational Capital

1.6 Know-how
1.7 Loyalty

1.8 Performance
1.9 Development
1.10 Attitude
1.11 Other

2. 6 Culture

2.7 Administration and
management

2.8 Information technology
2.9 Routines and practices
2.10 Publications

2.11 Business strategy
2.12 Other

3.5 Partners

3.6 Stakeholders

3.7 Stockholders

3.8 International policies

3.9 International operations

3.10 Consultants and assessors

3.11 Other

Table 3: All other intangible assets taxonomy
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9. Structural Capital Aspects

Next in this report is the chance to analyze the Structural Capital intangibles
behave during economic crisis of the organization. Considering the figure 14, it
shows the expenditures related to this capital. After comparing it to figure 7 of all
intangible expenditures, this type of expenditures is responsible of “pulling-up”

the graph.

Phase 485
— Foly. (S EXPENDITURE)
I N\
mmmmmmmmmmmm EggﬁggzggggmmmuamzﬂzmoOQﬂﬂggggzgggggmownwzﬁzmooggﬁg
2006 2008 2009 2010
Phase 3 Phase 6

Figure 14: Expenditures related to Structural Intangibles

Before analyzing the organization decision making regarding this Intellectual
Capital, it is relevant to review the organization expenditures, and find which
intangible expenditure is the most relevant during this downturn (Abdul-Shukor et
al, 2009). To perform this activity, the monthly amounts are compared using

different statistical tools as follows.

9.1 Quantitative Analysis

As mentioned in previous paragraphs, expenditures related to intangible assets
such as Structural Capital have a particular trend during the economic downturn,
as shown in figure 14, especially at phases 3, 4&5 of the expansion and

economic crisis and also at the phase 6 of recession too. Moreover, it is relevant
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to find which intangible asset related to appropriate account of table 2 is having
more relevance during the economic crisis while comparing their trends to the

sales trend in figure 6.

To find out which expenditures are having a precedence during the downturn,
some statistical tools were used to compare the different data series of
expenditures and also to the sales from 2005 to 2010. The fist step was to
identify per data series the median, average, minimum, maximum and standard
deviation (MathlsFun, 2005) but grouping them in the 3 groups regarding phase

3, phases 4&5 and phase 6, as shown in the next table 4.

Phase 3 (Jan05-May08) Phase 485 {Jun08-Decl§) Phase 6 (Jan09-May10)
Mean ‘Me{lian| St Dev ‘ Min | Max | Mean |Metlian‘ StalDev ‘ Min | Max_| Mean |Me{|ian| StelDev | Min | Max
% |1 Mon-Deductive Expendtures 01579 0432 01807 00021 10000) 07583 07362 04371 06012 10000) 04347 03930 02404 09295 1.0000
E 2. Variahle Expendtures 02854 01854 02532 00000 10000) 03897 03623 03530 00516 10000) 00825 00286 02917 00000 1.0000
%g 3. Office Related Expendtures 05830 05703 01965 01558 10000) 05562 06237 03273 07022 10000) 06013 05929 02906 0.213¢ 1.0000
gu 4. Services and Taxes Related tothe Product | 04766 00875 02307 00000 10000) 02636 00402 04198 00057 10000) 02373 04383 03058 00039 1.0000
2 |3 Telephone and Camputer 04862 04532 01684 02300 10000) 07730 07561 02044 04207 10000) 02667 02282 02181 00807 1.0000
v §. Rent Cf Special Equipment 03200 02797 01902 00030 10000) 04738 04361 02933 00039 10000) 03169 04393 03319 0.0010 1.0000
TOTAL SCEWPENDITURE| 02653 01721 02142 00G03 10000] 03103 00963 03952 00454 10000 02600 04525 03020 00385 1.0000
TOTALSALES| 05121 05121 02427 01200 10000 0891 07808 02247 04085 10000] 06043 06084 02345 02750 1.0000

Table 4: Structural Capital and Sales standard deviation

Warning: all data has been normalized to the unit

The tools used to identify which data series became relevant was the t-Test or
Student’s test (GraphPad, 1999; Trochim, 2006; Diaz et al, 2001), the F-Test and
the ANOVA (La Brake, 1992). These tools are used to compare two standard
deviations. However, and after reviewing the results using a p=0.05 for the 3
tools, the preliminary conclusion is that they were useful to identify how spread
are the data (expenditures) among them but the relevance in the period or
phase. So, they are not appropriate to the porpoise of this research. Also, a
comparison of the standard deviations respect to its average and then identify
which data series has more spread expenditures. Again, this approach did not
reveal good information to identify which expenditure is more relevant during

phases 4&5 and phase 6.
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Despite the reported results, the previous analysis of the standard deviation is
useful to clarify the monitor phases of the economic crisis and downturn, but
reviewing only with the sales data series. This means that the mentioned phases
4&5 and 6 are identified while comparing the average data and standard
deviation. For example, the average and the data spread of phase 3 implies a
higher value than the amount indicated in phase 4&5 and phase 6. But during
phase 4&5 the average is high but the spread is also high; this could be
interpreted as the sales varies considerably, implicating a period of time with
inaccurate growth. However, during phase 6, the average data is lower than
previous phase, but the standard deviation shows that the data has a trend and
is stable. If this information is compared to figure 6, the phase identification is
accurate and has been confirmed the average of time estimated per phase.

Moreover to the previous analysis, another test was performed to identify which
expenditure is having more relevance during the economic crisis, but this time
was using Pearson correlation tool. This was elected due to the fact that
compares not only two standard deviations of data series, but also its trend. So,
the analysis was performed comparing all the expenditures in intangibles to the

sales, but in the three phases of this research (3, 4&5 and 6).

The Pearson correlation analysis was elected because its simplicity to find if two
data series have a similar trend gives a number close to +1, but if the analysis
gives a correlation number of —1 implies that both data series are running in
opposite ways. Additionally, if the result is close to 0, means that both data series
are completely different. Considering this criteria, next are some other

considerations for the analysis:
1. An expenditure account is considered relevant when its Pearson

correlation analysis respect to sales is close to +1 during phases 3 and
phases 4&5.
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2. An expenditure account is considered relevant when its Pearson
correlation analysis respect to sales is close to —1 during phase 6. Due to
the fact that during this phase the sales are going down while the
expenditure is expected to increase. This means that both are running in
opposite trends.

3. But if the Pearson correlation analysis has a result close to O, it is
considered as a-non-relevant date because the expenditure and the sales
trend are both running different.

After running the analysis among all the expenditures and also to the sales trend,

in next table 5 is shown the result, and also it is marked the account that

complies with the criterion mentioned in the previous paragraph.
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Pearson correlation

1. Non Deductive Expenditures 2. Variable Expenditures

Structural Capital: Phase 3 (Jan05-May08)

3. Office Related
Expenditures

4. Services and Taxes
Related to the Product

5. Telephone and

Computer

6. Rent Of Special
Equipment

0.-Sales 0.42383 -0.07369 0.09608 039127 -0.37114 0.21714
1. Non-Deductive Expenditures 1.00000 0.06211 0.13847 026263 -0.24157 -0.07376
2. Variable Expenditures 1.00000 037027 0.01360 -0.20825 -0.31049
3. Office Related Expenditures 1.00000 011178 0.02706 -0.18766
e elated 1.00000 017122 0.05364
5. Telephone and Computer 1.00000 -0.08974
Structural Capital: Phase 445 (Jun08-Dec08)
Pearson correlation De — Snts
0 (039815 (0.36943 -0.56543 -0.04015 -0.24819 -0.47633
De 1.00000 (0.00638 0.16097 064954 -0.74666 -0.03452
1.00000 -0.39014 -0.09637 -0.01665 -0.13469
Off 1.00000 0.19873 -0.37640 -0.19336
1.00000 -0.38546 0.12162
1.00000 0.41185
Structural Capital: Phase 6 {Jan09-May10)
Pearson correlation 1. Non Deductive Expenditures 2. Variable Expenditures Z'El:::i::dli!;l::d I‘:‘elsa:::::!t::‘:’l:t‘lx::l % Tz':;::::r!"d e RE::i[;fms::l:i!I
0.-Sales 016720 0.20839 038193 0.04676 0.07333
1. Non-Deductive Expenditures 1.00000 0.63010 056653 051165 -0.004394 0.47261
2. Variable Expenditures 1.00000 0.27528 0.45221 0.00999 0.51947
3. Office Related Expenditures 1.00000 036853 -0.28131 -0.01082
S el 1.00000 000625 010122
5. Telephone and Computer 1.00000 -0.03837

Table 5: Pearson correlation analysis

From table 5, it is shown that during phase 3 the expenditure related to Non-

Deductive Expenditures, Services and Taxes Related to the Product, have a

close relationship to sales trend. However, this research focuses on intangible

assets during economic downturn. So next is the comparison to phases 4&5

related to the crisis and phase 6 related to recession, as follows.

For phases 4&5, the relevant expenditures are Non-Deductive Expenditure,

Variable Expenditures, because these accounts are closer to 1 respect to the

others.
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For phase 6, the relevant expenditures is Telephone and Computer, because it
Pearson correlation analysis result is closer to —1 respect to the others. Also, and
after interviewing relevant actor about this finding, it made sense due to the fact
that during the recession they are spending more time at the telephone looking
for more deals and also to counter-cycle the decision to minimize travels.

The previous analysis represent that for this case study, during the economic
crisis the expenditures around Telecommunications and Information Technology
is more relevant than the other, but when the crisis started, the expenditures
related to activities that are non deductive such as any activity that is not directly
associated to the business or the operation; also the variable expenditures such
as activities that are not in the expenditure catalog and are not fixed to the

business operation became relevant.

9.2 Qualitative Analysis

After the crisis phase is ending and the recession is taking place, the
expenditures are increasing, but in certain time of the year 2009 they increased
to get contracted later. But, if this trend is compared to figurelb, this situations is
due to the fact that he organization is making the majority of its decisions
considering intangibles related to structural capital, such as process, procedures

or cost reductions.
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Figure 15: Decisions made related to SC

In this figure 15, it is relevant to mention that previous to the crisis, the
organization made some decisions related to this group of intangibles, but the
majority were made right after the recession started in 2009. During this period,
the organization made some decisions, and expected to see the consequences
on the economical situation then, and after the critical part is no getting better,
the business made more decisions that are under evaluation and progress during

this first quarter of 2010.

As the previous group of intangibles, in figures 16 are shown the intangible
assets that are taking a relevant role during the crisis and recession phases.
Herein, the assets related to R&D, Process and Procedures, cost reduction and
other to be defined have been very active. But at the economic crisis, the

organization only considered those related to Process and Procedures.

Moreover and during the beginning of the recession, the intangibles related to
innovation as a process, cost reduction, Process and Procedures and other to be
defined are having more precedence. In spite of this situation, the Process and
Procedures intangible assets are relevant the most. The interpretation of this

situation is that the organization is changing their own process to confront the
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situation, meaning that is focusing more on quotation and pricing process to
participate in a market that now a day is making decisions on price than quality.
Even though, the organization is not considering relevant those assets such as

R&D, Patents and Intellectual Property matters.

Similar to the previous group, there are relevant activities around other
intangibles not listed in table 1 but in table 3. Those assets are clearly identified
in next figure 17. Herein there are identified assets that are having more
relevance during the context, such as those related to administration and
management of the business, routine & procedures, and business strategy. But
those related to Information Technology activities only became relevant just at

phases 4&5 and not during phase 6.
Additional, if these group of assets are compared to those related to Human and

Relational Capital, then the amount of decisions made here are up to 8, while to

the other two the maximum are 3.
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15

0.5
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2. Structural
Capital

Other

2.6 Cost
Reduction

2.1 R&D 2.2 Tech

2.3 Process &
Procedures
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b) Phase 4&5

2. Structural 2.1 R&D 2.2 Tech
Capital
1.5
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Otherg Procedures
0.5
2.6 Cost 2.4 Innovation
Reduction as Process
2 5intellectualPrope.

c) Phase 6: 2Q09

2. Structural
Capital

Other

2.6 Cost
Reduction

2.1 R&D 2.2 Tech

2.3 Process &
Procedures

2.4 Innovation
as Process

2 SintellectualPrope

c) Phase 6: 4Q09

2. Structural
Capital

Other

2.6 Cost
Reduction

2.1 R&D 2.2 Tech
8

2.3 Process &
Procedures

2.4 Innovation
as Process

2 SintellectualPrope

c) Phase 6: 1Q10

Figure 16: Relevant Intangible Assets related to Structural Capital: a) During

phase 3, b) during phases 4 & 5, c) during phase 6 but in quarters since 2009 to

2010.
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Figure 17: All intangibles related to Structural Capital
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10. Relational Capital Aspects

Finally and regarding the Relation Capital group of intangibles, in the next figure
18 are identified the expenditures related to this group. Thus, the graph trend is
to diminish this type of expenditures right after the phase 3 or the expansion was

coming to an end.

—Fly. (RC EXPENDITURE)
—
cla|gls =|5 alz|z|ole slsl =g = alt|zele|le| g5l 5l =lcl5|=la|clzle|ele| g5l =53] =|alz]|z2|e|le|l=| 52 cls|=|alzl|z2|e]cla|g
:|£|§|=?§1-=,—»§1$823£:§2{;:—»;:;823&&Efr?gf,ﬁ:f::;823:‘:|§|f£|g:ﬁ§$823:|£|§|§?§13,—»ggéég:&%
a0 206 a7 2008 209 2010

Figure 18: Expenditures related to Relational Intangibles

10.1 Quantitative Analysis

Considering the same analysis and criteria done in the previous part 9.1, the t-
test, F-test and ANOVA tools (GraphPad, 1999; Trochim, 2006; Diaz et al, 2001;
La Brake, 1992) were implemented to find out which expenditure account has
more relevance during the economic crisis of this case study and like in the

Structural Capital none of them were useful for this research.
In the next table 6 are shown the statistic analysis of the expenditures related to

this group of Relational Capital. Here it is also shown the economic downturn

considering the sales standard deviation at the 3 phases.
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Phase 3 {Jan05-May08} Phase 485 (Jund3-Dec8) Phase 6 {Jan03-May10}
Mean |Me{|ian| Std.Dev | Min | Max_| Mean |Me{|ian| Std.Dev | Min | Max_| Mean |Me{|ian ‘ Std.Dev | Min | Max
1. Meetings 03362 0332 01883 00000 1.0000( 04186 02160 04024 00000 100000 02875 04786 02971 00000 71.0000
2.Expos And Conferences 023 0178 02538 00000 10000 03803 03708 03235 00605 10000 03838 03440 02891 00305 1.0000
3. Travel Expenditures 02773 02401 02270 00000 10000 0480 00000 03778 00000 10000 00574 00000 02579 00000 .0000
4 Marketing and Promdtion 02415 01279 02657 00000 100000 D260 (00518 03523 OOME 100000 02315 02119 03504 -04943 10000
5. Agzessors And Conzuttants 00825 00000 01850 00000 1.0000( 03479 04013 04534 00000 100000 00841 00000 02545 00000 1.0000
8. Inscription To Public Bids 01804 00607 02338 00000 1.0000( 03742 03048 03078 00385 100000 02750 0Z62 03042 00000 10000
7. Clubs And Associstions Fees 0A811 00183 02581 -04314 10000 07805 00000 03730 00000 10000 01063 00000 Q2737 00000 1.0000
&. Technical Assistance For Imports 00300 00000 04534 00000 100000 00000 00000 00000 00000 00000 00835 00000 02574 00000 f.0000
TOTALRCEXPENDITURE| 02558 01797 02028 00259 10000) 04276 03781 02843 04506 10000) 04605 04256 02444 04231 1.0000
TOTAL SALES) 03121 05121 02427 041200 10000 06681 07806 02247 04065 10000 06043 0OA0G4 02345 02730 1.0000

Table 6: Relational Capital and Sales standard deviation

Warning: all data has been normalized to the unit

Moreover and after doing the same considerations of the Pearson correlation

analysis described in the previous section, next are the same criteria used in

order to identify which intangible expenditures are relevant during the economic

crisis and downturn.

An expenditure account is considered relevant when its Pearson

correlation analysis respect to sales is close to +1 during phases 3 and

An expenditure account is considered relevant when its Pearson
correlation analysis respect to sales is close to —1 during phase 6. Due to
the fact that during this phase the sales are going down while the

expenditure is expected to increase. This means that both are running in

1.

phases 4&5.
2.

opposite trends.
3.

But if the Pearson correlation analysis has a result close to O, it is
considered as a-non-relevant date because the expenditure and the sales

trend are both running different.

In the next table 7 is the Pearson correlation analysis of all the expenditures

compared to the sales.
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Pearson comelation

Relational Capital: Phase 3 Jasds Mayl®)

4. Marieting and Fromotion

5. Assessors And Consultants

6. Inscription To Public Bids

7. Clubs And Associations Fees

Conferences 3, Travel Expenditures 9. J:ln-:‘:;:_ s . Inseriptien 1o Public Bids T. Cluba lnFﬂ.:‘-aallllum B rnmel:;::‘nu. tar

017055 01279 0.29694 014083

Q.rmn Lo 01805 REL

4.00039 02220 006385 006003

005028 013397 006835 022571

05160 L1 Laman 05570

o0 000772 00a837 012085

ELLLEE] AR ] L1673

b oo 006892

0. Sales

1. Mastings

onferances 3. Travel Exponditures

Relational Capitak: Phase 485 (JunlE Deold)

4. Marketing and
Fromotion

5. Assessors and
Comsultans

6. Inscriptien 1o Public Bids

1. Clubs and Associations
Faus

8. Technical Assistance lor
Imparts

2. Expos And Conferences

3. Travel Expandilures

4. Marketing and Promotion

5. Assessors And Consullants

6. Inscription To Public Bids

7. Clubs And Assaclations Fees

D760 £ O

1.00000 0694 4026962 0679 03 08417 HD
1.00000 0752 052255 o 093004 ND

1 00000 017804 031487 007342 HO

1.00000 083103 05483 i}

100000 0gress HD

1. oooco HO

0.- Sales

7. Expos an

onferances 3. Travel Exponditures

Relational Capitak: Phase 6 Rlandd-May 1)

4. Marketing and
Premol tion

1. Mastings

5. Assessors and
Comultants

6. Inscription 1o P

ublic Bids

7. Clubs and Associations 8. Technical Assistance for
Faus Imparts

2. Expos And Conferences

3. Travel Expendilures

4. Marieting and Fromotion

5. Assessors And Consullants

6. Inscription To Public Bids

051514 020155 013806

065357 4117847 oI

1,00000 0.30450 05104 +0.08837 009043 0119% 0512
10000 57856 L0952 03893 .13359 00580

1o 1. 1906a £1.16497 Rilircrs] Eik

1.00000 40.23350 007595 011482

100000 0:20591 032503

100000 Q075

7. Clubs And Associations Fees

Table 6: Pearson correlation analysis

From this table 6, the next expenditures are relevant during the different phases:

For phases 4&5, the Meetings, Expos and Conferences, and Assessors and

Consultants are the relevant expenditures on intangibles.

For phase 6, the Marketing and Promotion, as well as Assessors and

Consultants expenditure is the relevant. Also and after interviewing relevant

decision makers, the confirmed that these variables made sense because during
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the difficult part, they are trying to promote the brand in international markets and

also are asking professional advisor to overcome the current situation.

The previous analysis represent that for this case study, during the economic
crisis the expenditures around business exposure while promoting the business
product and services is more relevant than the other, but when the crisis started
the expenditures related to assessor, consultants and participating in expos

activities became relevant.

10.2 Qualitative Analysis

As seen in the next figure 19 and compared to figure 18, the explanation of the
critical diminish of this expenditures is due to the fact that the organization is
making decisions related to cutting travel expenditures while reducing them. This
situation implies that the travels used to include many employees visiting
customers, conventions, forums; but now, they only send one employee to the
minimum travels. Also, this contraction implied to cut-off expenditures related to

consults and assessors.
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Figure 19: Decision made related to SC

Like the previous intangibles, it is relevant to review figure 20 to identify to which
intangibles the organization is making relevant. Thus all the intangibles are not
considered but the relation to customers is the primary one. This is because the
organization wants to keep fresh and in a high level the relationship to customers

and getting more orders and sales during the current recession.

Moreover, in figure 21 are identified the following assets that are becoming
relevant during the downturn context: Relationship with local and international
providers, government related activities, and the relationship to customers is the
asset more relevant during the 2009 and 1Q10. However, assets related to
consultants, assessors and international policies became relevant just at the
beginning of the crisis context but no more decisions have been done during the

recession part.
Moreover, all the intangibles identified in table 1 are really the asset more

relevant during the recession phase, but the other assets that are identified in

table 3 have not been identified as relevant, at least as of 1Q10.
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Figure 20: Relevant Intangible Assets related to Relational Capital: a) During
phase 3, b) during phases 4 & 5, c) during phase 6 but in quarters since 2009 to
2010.
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Figure 21: All intangibles related to Relational Capital

11. Relevant Comments Regarding Intangible Asset Monitor

With the information found on this report, it is relevant to mention the following

comments:

1.- At the beginning of the recession, the organization made more decision

related to Structural Capital and Relational Capital, but while the recession and

slope down increased, the organization prioritizes decision on Structural Capital

and Human Capital. Because of this trend, the decision makers confirmed that

the organization decided to diminish al expenditures to consultants and also to

activities out of the business such as customer visits (reduce the amount of

delegates per trip), expos on summits and others.
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2.- The organization intangible assets that are being more relevant are those
related to internal process, procedures, systems, cut-cost and other that are part
of the business or Structural Capital. This is also confirmed with the expenditures
related to this type whereas the organization is spending more on internal
process and procedures than other. But their expenditures are more inverse
correlated to the sales in the matters of telecommunications and telephone

services.

3.- At the beginning of the recession, the organization made many decisions
related to the Relational Capital, but after the time passed, the organization
decided to stop more expenditures on this chapter (as described en previous
paragraph). However, the decision makers are considering relevant action
around local and international providers, as well as customers. Moreover, and
regarding their expenditures, the organization is considering more relevant during
the recession all expenditures related to the re-position of the brand and also to
hire assessors and consultants to help the organization restructure inside the

business.

4.- A new taxonomy of intangible assets during economic crisis is found for this
case study. It is similar to the table 1, but has at least less assets for Human
Capital, more assets found for the Structural Capital and reminds equal to those
related to Relational Capital. But considering the expenditures mentioned in

previous paragraphs.

12. Highlight related to Decision Making

The questions made to the decision makers are as follows and also some

comments are reported .
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1.- During the last year, which were the most relevant decisions made?
Comment: The answer to this question provided relevant activities to the
organization, and this information is compared in a matrix that includes the
intangible assets identified on table 1. After several interviews during the
recession of year 2010, the intangibles are monitored.

2.- What did influence on the decision made: experience, intuition or any
other?

Comment: During the interviews conducted, the decision makers concluded that
the decisions made were mostly based on data and information coming from
different sources inside and outside the organization. Due to the culture of the

organization, the decisions were less based on intuition and more on hard data.

3.- During the same period of time from 2008 and 2009, were the meetings
and team backs more intense and change focus?

Comment: The decision-makers commented that the amount of interviews and
meetings have not changed on frequency, duration and participants. They only
adjust the focus of the meetings making them with more intensity and focus on
sales level, new opportunities to sell and new orders entry. This happened on all

daily meetings.
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