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Intellectual Assets as a Source of Competitiveness (D

Figure 2.1.2 Changes in the ratio of intangible assets to total assets (Japan)
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Note: Intangible assets are calculated as the portion remaining when tangible fixed assets are subtracted from total share
value, n:-::urp::-rate bonds, convertible bonds, and long-term loans. The “all industries” classification inchides 169 Japanese
compames, and the “manufactomng ndustry™ classification includes 104 COmpanies.

Source; MNikkel WEEDS.
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Intellectual Assets as a Source of Competitiveness 2)

.. |Infangtble asset- || Capital nvestment | Total amount
_ , R&D expenses|  Advertising . -

Industry type Company name N _ h related  ((tangible assef-related) of mvestments
(4 expnses () mvestments (%) || nvestments) (%) | (billion yen)

Parmacetticd Takeds Ph;rmteutical Co.| 701 16.] 86.2 138 1133

Fisat Co, 750 124 8.3 117 63

Conmugicafons and oames NTT Corp. 30.7 1] 319 181 2557

; Square Co. 143 11§ 36.2 118 106

Flectical Toshiba Corp. (4.0 4] 68 318 436.8

Fwjitsu Ltd. 673 43 121 210 488.6

Atomofive Toyota Motor Comp. 38 124 68.] 318 1673

Mazda Motor Comp. 400 158 65.7 #3 1374

Average of each company 673 09 11 20 2850




The View Point of Knowledge Economy

The resource base of the 21°' century enterprise

'Iangible_ as_-;ets where Rights that can be bou:ghi_. Z\_on—pr.ic_e factors of Potentially unique

ownership is clear and sold. stocked and readily competitive advantage competition factors

enforceable traded in disembodied form that are within the
and (generally) protected firm’s capability to

bring about

“Hard™

Commodities - > ‘Soft” - difficulr to

(disembodied) isolate and value

TANGIBLE INTANGIBLE INTANGIBLE

PHYSICAT. ASSETS MATERIAL SUPPLY COMPETENCY MAP CAPABILITIES
CONTRACTS

PP&E Distinctive competences Leadership
Licenses. gquotas &

Inventory e ] Core competences Workforce calibre

Other RECISTRABLE IPR Routine competences Organizational (including

P ) ) networks)
FINANCIATL ASSETS Copyright or patent
Cash & equivalents protected originals - film, Market/ reputational

music, artistic. scientific. Innovation’/ R&D in-process

Senibes etc. including market

Investments software Corporate renewal
Trademarks
Designs
OTHER IPR

Brands, know-how & trade
secrets

Source: Eustace & Youngman in WP1.7 “The shifting corporate asset base”’
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12 Interest Points of Fund Managers in Japan

Japanese Academic Society of Investor Relations, 2003
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Intellectual Assets and
the Value Creation Capacity of Companies

Components of Intellectual Assets

1. Business structure reform capacity

Changes 1n the turnover ratio of total capatal (the latest term ~ -2 terms)
Changes 1n the ratio of operating profit to sales (the latest term ~ -2 terms)

2. Bustness efficiency

Inventory turnover ratio (sales / mventory assets)
Turnover ratio of tangible fixed assets (sales / tangible fixed assets)

3. Technological capacity

Comulative R&D expenses from 3 latest terms

Sales from 3 latest terms / cumulative R&D expenses (-3 ~ -3 terms)

4. Marketing capacity

Credibility (trade payables / trade recetvables)
Sales share (sales / total sales of companies with two-digit US-SIC codes)

3. Organizational capacity

Employee productivity (sales / number of employees)
Changes 1n the number of employees (Number of employees <the latest term + -1 term™ / number of employees =-1 term + -2

term=)

Source: Intellectual Assets Study Group.
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Relationship between Intellectual Assets,

Business Model and Corporate Value (Figure 1)
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Scenario When Stakeholders
Do Not Participate in Value Creation  (Figure 1)
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The Case of Stakeholder Participation
iIn Value Creation (Figure 2)
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Subcommittee on Management & Intellectual Assets,
Industrial Structure Council, METI - Launched in Feb., 2005

- Members & Observers

Industries Financial Sector, Consultants, etc. Academics
AEON Actcell Corporation Asia Univ.
Fuji Xerox Development Bank of Japan Meiji Univ.
Hitachi Fidelity Investments Japan Senshu Univ.
Nissan Motors IR Japan, Inc. Tokyo Univ.
NTT Communications Waseda Univ.

Okaya Electric

Shiseido

TAKEDA Pharmaceutical
Toppan Printing

Morgan Stanley

Pension Fund Association
SHODANREN (Consumers Japan)
Tokyo Stock Exchange

Observers

Financial Services Agency
Nippon Keidanren

Japan Research Institute

Japan Machinery Center for Trade and Investment
Japanese Standards Association

RENGO (Japanese Trade Union Confederation)

- Now under the process of Public Comment on "Tnterim Report” (draft)

disclosure guideline” (draft) until Jul., 2005

Yokohama Nat’l Univ.

Accounting Firms

Azusa (KPMG)
Chuo Aoyama (PwC)
Shin Nihon & Co. (E&Y)

“IA based management

- Publication of “Interim Report” & “IA based management disclosure guideline” in summer, 2005

- Study on Internal control and audit of IA based management from autumn, 2005

Y.HANADO, GSAPS
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H Objective of Promoting IA based Management H

Corporate Value /

Enhance Intellectual
Assets based \ Vitality of

Management to / Economy /
Efficiency in utilizing

create more Values
of Resources /

Definition of Intellectual Assets (IA) based Management

ﬁ:/lorporate y Recognize lts own unique 1A
anagtemen t 0 . through | Internally control and value chain

generate sustaine Utilize thereof

profits *

* Corporate value is generally recognized based on future profits. Therefore,
companies as well as stakeholders have specific attention to them, especially to
the sustainability of them.

Intellectual Assets do not generate any value by themselves.
Management for utilizing them alone can generate value.
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Necessity of IA based Management Disclosure H

No matter how important IA based management is, Corporate
can not continue its |A based management without
stakeholders’ understanding and appreciation, concerning the
contents of its IA based management.

v

Shared views on its IA based management with stakeholders
are essential to sustain the I1A based management.

v

Adequate disclosure for stakeholders on |IA based
management is inevitable.
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A Schema of |A based Management Reports H

<Principal Part>
Story on value creation with critical indicators

/" Past to Present
-past investment & management
-accumulated unique intellectual assets
-unique value chain constructed
-financial output (corporate profit)

7~ Present to Future

<Appendix>
Common IA Indicators

-how to use the value chain and intellectual assets
-how to maintain, improve and utilize them in
creating values in the future, while dealing with
uncertain environments in the future

-expected mid-term corporate profit /

See Next Slide




Elements and Indicators of IA based Management H

Key Elements of Corporate Value

-

mCorporate Philosophy

&Leader ship

(2) Selection & Concentration

(3) Advantageous status

vis-a-vis trading partners

(4) Knowledge Creation

m—

(Capability, Speed & Efficiency)

(5) ‘All for one’ and ‘One for all’ —

Organization

(6) Risk Management —

(7) Social Acceptance and
\\Reputation N
HANADO, G

Examples of Indicators

e A
*Frequency and ways of top manager’s
addresses to stakeholders
\ J
4 )
*Degree of R&D Concentration
*Average Market Share of Main Products
\ J
4 )
*Degree of Customer Satisfaction
Elasticity of Product (output) Price compared
to material (input) price
" /
O )
*Number of Citation of Patent and other
achievements
*Expenditure to training per employee
\ D%
4 )
*Degree of Employees’ Satisfaction
*Number of proposed in-house process
innovation
N J
e )
*Transparency of negative information
*Portfolios (trading partners, products,...... )
\ 9%
4 )
*Counts of Website Access
*Number of adoption by SRI funds e
- J
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