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KNOWLEDGE ACCOUNTING - EVALUATE AND CONTROL STRATEGIC
COMMUNICATION PROCESSES

Abstract

Purpose — Companies and their executive boards are challenged to develop and communicate knowledge
economy strategies. A consistent business strategy must not only - in the sense of an integrated corporate
communication - be presented and practiced in a uniform manner externally and internally. It must also address
and consistently develop the company's specific intangible assets, knowledge resources and unique selling
points.

Methodology — The basis and starting point of this study was the study of the interaction of strategic
management and corporate communication. An empirical study of existing literature on effective accounting of
intellectual capital was carried out. Kazakhstan's pilot project on knowledge accounting in small and medium-
sized enterprises is also described and the main results of the process of measuring the knowledge-based
economy are illustrated.

Originality/value — The document shows the relationship between the strategy process and integrated
corporate communications in terms of intangible assets. In addition, for the first time the management tool
"Declaration of intellectual capital" is presented for accounting of intellectual capital in the enterprise.

Findings — It has to be said that the method of knowledge accounting in SMEs is still in the (advanced)
stage of development. The successes in creating internal transparency for the targeted management of strategic
change must be supported in the next step by operational concepts for the successful implementation of
measures. Also, individual successes in external disclosure of intangible assets to reduce credit costs cannot
yet be interpreted as broad acceptance by banks and investors. It requires closer coordination with the needs
of the financial market. The experiences gained so far with the use of the method as well as the currently
existing limits of the instrument intellectual capital balance and the resulting need for further development are
presented.

Keywords — measuring intellectual capital, knowledge economy, efficiency of intellectual capital.

Introduction

A recurring question of communication management is: how do strategic management and corporate
communication relate to each other, and how should the interaction ideally work?

Not only new consulting concepts, which bring together strategy consulting and communication consulting,
but also current entrepreneurial challenges show the need to put this question again - and above all to develop
suitable tools.
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This has several reasons:

1. Increasing competitive pressure is forcing companies to sharpen their strategic positioning in the
marketplace. Here, knowledge as a central production factor and the so-called soft factors become the decisive
differentiating features.

2. Strategic unique selling points must be developed in a targeted manner and communicated to the
outside in order to convince both customers and investors of the particular efficiency of their own company.

3. This strategic orientation must not be limited to superficial advertising slogans, but must be expressed
in terms of an integrated corporate communication in all (perceptible) actions of the employees.

Knowledge accounting is one way to meet these challenges. The intellectual capital statement is an
instrument for structurally bringing together strategic management and internal and external communication.

It has long been demanded by various parties to integrate strategic management better with corporate
communications. The (rather academic) question in this discussion was whether corporate communication
is merely a one-sided "proclamation" of corporate strategy to the outside and inside, or whether a two-way
communication process is needed. So is corporate communication a subordinate process to the strategy, or
does it feed the strategy process with relevant topics from inside the company and its environment, and in turn
extracts decisions from the strategy process in order to prepare them for different target groups?

Beyond this communication-scientific discussion, it can first be stated: Strategy is communication. Even
if only one person in the company (the "boss") explicitly deals with "strategy", that person needs information
about opportunities and risks in the environment and about strengths and weaknesses within the company
(SWOT analysis). Regardless of how systematically this is done, it must then make decisions based on this,
at least in its own actions. If these actions are visible to internal and / or external audiences, communication
may already be available are spoken. But increasing complexity and ambiguity inside and outside the system
"organization" makes this process more difficult. [1].

Structured communication is necessary to reduce complexity so that meaningful and coordinated actions
are possible, ultimately leading to the business success of a business.

The rapid development of markets and customer requirements, technologies and business models as a
complexity in the corporate environment is a well-known fact. By contrast, the internal complexity of the
"organization" system is not generally accepted in classical management concepts. Clearly structured
organizational charts (organizational structure) and process models (process organization) suggest that
everything runs smoothly and is "under control". However, considering the much cited "soft factors", such
as Expertise, motivation, communication and cooperation or internal and external knowledge exchange, with
one, becomes clear: reciprocal

Dependencies between these factors and their complex interrelationships with performance processes and
business successes in no way allow a clear functioning of the organization to be assumed. If, in the context of
strategic corporate development, one asks which of these intangible factors are of particular strategic importance
and in which one should best invest in order to achieve the greatest possible success, the entrepreneur faces an
almost unsolvable challenge, which has hitherto only been achieved through the famous "gut feeling" could
be lifted.

Taking into account that the so-called intangible assets are increasingly being used by investors and lenders
to determine enterprise value and investment risk, the need to systematize such networks and entrepreneurial
decisions based thereon becomes apparent [2-4].

To summarize: Soft factors must be made as "hard facts" as possible in order to feed them into strategic
management.

As already indicated, the solution is: communication. Subjective perceptions of individual intangible
factors and their impact on the business result must be transformed into collective thought patterns and made
verifiable by means of indicators. According to the old controlling wisdom, "only what can be measured
can be managed", within the organization, a common understanding of the specific functioning of one's own
organization and the nature of the relevant intangible factors has to be created in order to achieve coordinated
actions to achieve strategic goals enable. And on the other hand, to communicate a coherent picture of the
organization and its strategy to the outside world [5-6].
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The decisive factor is - as with all communication measures of a company - which goal is pursued. If
you want to impress only external stakeholders in the short term, you could probably leave this process to
individual communication specialists. However, if the messages developed here are to be expressed in the day-
to-day actions of employees, and if the development measures referred to deliver the desired results in the long
term, it is essential for a sustainable strategy and credible communication that both the top management and
the workforce are in an appropriate position To involve form in this communication process.

Methods and Research

The goal of a consistent and credible external representation is thus directly related to the strategic
orientation of the behavior within the company.

This is one of the essential aspects of integrated corporate communication [7]. However, a corresponding
attitude and behavioral change of the employees can only be achieved through the already mentioned collective
awareness raising. In other words [8], it is necessary to establish a common understanding of the relationships
in the company in order to develop the intangible success factors in a targeted manner. Because these
factors include the knowledge and skills of the employees as well as the type of cooperation and necessary
communication structures.

How can this "big picture" be established and anchored in the mind? And how can concrete measures be
deduced from this?

A participatory approach serves two purposes: The management gains insights into the employees' view
of their own organization in order to obtain valid knowledge about the strengths and weaknesses of intellectual
capital, which otherwise remains hidden. On the other hand, employees gain insights into higher-level
objectives and jointly construct a coherent picture of the complex relationships between the organization's
intangible resources. Only in this way can targeted, strategic changes be sustainably implemented [9-10].

In this respect, the intellectual capital statement is to be understood as an instrument that integrates the
strategy process and internal and external communication management. It serves both as a structured basis for
decision-making for management and transparency about intangible value drivers for employees and external
stakeholders such as owners, investors or banks. As part of the intangible resources, the daily internal and
external communication processes are examined with regard to their strengths and weaknesses as well as their
relevance for future business success (see section 4).

The following section outlines the approach to knowledge accounting in small and medium-sized
enterprises (SMEs), which was developed and tested as part of the pilot project «Business incubator”.
Funded by the National Agency of Technological Development, over 50 SMEs are already creating their own
intellectual capital statements on this basis. Under the scientific leadership the working group Knowledge
Balance accompanies the pilot companies

Results

Intellectual Capital Model

The basis of knowledge-based accounting is a structural model that sees the organization as a social
system in which business processes take place, the results of which have a specific effect on the organizational
environment (see Figure 1):

The starting point is the vision and strategy of the organization with regard to the opportunities and
risks in the business environment. The organization derives a series of measures on how to position itself
according to its intellectual capital. By capturing the interactions between the individual types of intellectual
capital (knowledge processes), it becomes clear what significance the individual intangible factors have
for the organization, which are particularly good and which are rather weak. Their interaction with the
business processes together with the other resources leads to business success (or failure). From this result,
the organization derives consequences for the future, which can lead to a change of vision and strategies.
The knowledge gained about the knowledge processes and the relevant resources facilitates the derivation of
measures in a new cycle and thus the sustainable orientation of the organization to the specified strategy [11].
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Business Environment

Organisation
Intellectual capital
e T financial External Effect
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Initial Situation E Capital capital capital
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and | Kmawledee Success

Goals Strategy

Knowledge Process

Figure 1 — Intellectual Capital Model of the Knowledge Base Working Group [11]

Intellectual capital represents all relevant intangible resources of an organization and is divided into three
types:

— Human capital (HC) characterizes the competences, skills, motivation and learning abilities of
employees.

— Structured Capital (SC) encompasses all the structures, processes and processes that employees need
to be productive and innovative in their entirety, i.e. all the intelligent structures that persist when employees
leave the company.

— The relationship capital (RC) represents the external relations with customers and suppliers as well as
with other partners and the public.

Knowledge accounting as a structured communication process

As an integrated strategy and communication process, the knowledge balance project in the respective
company must first be prepared conscientiously in order to ensure the desired quality of the results. There are
some principles to be followed, which are presented in the following section [12].

1 Project preparation

The framework and starting point for the entire knowledge balance project are the project objectives.
These are determined in initial discussions with the overall supervisor. In medium-sized organizations, these
are usually the CEO and the first management level. In order to define the project goals, different methods can
be used. Workshop methods have proven to be useful in which the most important decision-makers jointly
discuss benefits, opportunities and risks as well as expenses and weigh them up against each other. The result
is a prioritized list of project objectives that answer the following questions for knowledge accounting [13]:

— Is the entire organization in focus or just parts?

— Is the knowledge balance aimed at improving internal management or external communication of
intellectual capital?

— What are the target groups: management, employees, the knowledge balance team, banks, customers,
owners, the public or others?

— What benefits are expected in detail?

— Is a complete intellectual capital statement prepared or should only individual modules be developed?

— Are the required resources available?
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— Who is responsible for the project management?

The knowledge balance team, representative of the entire organization, carries out much of the work.
The team must therefore reflect the different views on the organization. Representatives of all parts of the
company and hierarchy levels have to be integrated. Both senior management and operational staff should be
represented on the intellectual capital statement team to balance strategic view and operational business [14].

The representatives from the different functional areas of the organization bring the subject-specific
perspectives from sales, production, marketing, controlling and research and development. Their task is to
show the special requirements, opportunities and risks of their area. They have the opportunity to openly
address difficulties in cooperation and to discuss with representatives from other areas.

This can help to foster understanding of one's own view and situation in others and to build an understanding
of the problem contexts. All participants have to represent a whole group of employees and perspectives. It is
their task to bring in as many well-known arguments as possible without reservations. According to her deputy
role, this also applies to arguments that she personally does not represent, but they are aware of. This places
not insignificant requirements on the social competence and communication ability of the individual team
members. The following basic principles support the workshop:

— For the time of the workshops, the hierarchical authority to issue instructions is suspended.

— All unfounded statements are not considered and discussed further.

— All participants seek a consensus based on the argumentation.

In principle, it is important that it is comprehensible to all employees at all times who is involved in
the knowledge accounting and what is discussed and worked out in the individual workshops. The project
manager therefore has the function of informing the other employees, in which e.g. the intermediate
results and protocols are visible to everyone. What is important is that it becomes transparent to all
employees how the team composition has come about. This promotes the acceptance of the results among
those who are not involved and is therefore an important component in the implementation of knowledge-
based measures [15-16].

A suitably trained moderator has the task to strive for the equal distribution of the speech parts and to
adhere to the principles of the workshop work. If an external consultant takes on this function, the greatest
possible neutrality and unconditional control of the group process can be guaranteed.

2. The eight steps of knowledge accounting

The actual creation of the intellectual capital statement takes place in eight steps, which subdivide the
project into clearly defined work units. This ensures that meaningful intermediate results are achieved and that
the process can be interrupted after each step, without endangering the overall result or causing duplication.
This tool can also automate the most important evaluations and the final document "Intellectual Capital Report"
can be generated.

Step 1: Describe Business Model

In order to set the framework for all subsequent steps, the following questions about the initial situation
of the company must be answered:

— Accounting area. Which parts of your organization do we want to look at with the knowledge balance?

— Business environment. What opportunities and risks influence our business? What current developments
in the business environment (new competitors, new technologies, new laws, ...) are there? What opportunities
are seen to improve the market? What are the risks in the business environment that can negatively impact the
business? What does the market look like for prospective and prospective employees?

— Vision. How do we want to position ourselves in the long term? Which overall goals are we pursuing?

— Strategy. What has made us strong in the past? Which medium-term goals are we striving for to
achieve the vision? What are new products or business areas that are to be expanded or expanded in the
future? What knowledge do we specifically need to be able to provide our services and implement the business
strategy? What of our knowledge is unique and absolutely necessary to succeed in the market? How should it
be developed in terms of customers and competitiveness? The most important reference points for the analysis
of intangible factors remain

Defining business processes as well as the desired business results:
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— Business Success (GE). What business results do we need to secure in the medium term to achieve our
vision and fulfill our strategy? How is the success of our company measured?

— Business Processes (GP). Which central service processes are used to create our business results?
What are the key products or product groups (services) that make the money? What are the main processes
necessary to create and market the products and services?

Step 2: Define Intellectual Capital

In the second step, the company-specific intangible resources are defined and defined as precisely as
influencing factors as precisely as possible and delimited against each other. As part of the first workshop,
each team member submits suggestions on moderation cards, which are then combined into clusters, creating
a maximum of 5-6 influencing factors per type of capital. After evaluation of the first 14 pilot companies, the
following typical influencing factors for the three types of capital result [8]:

— Human capital. Employee qualification, employee experience, social competence, employee
motivation, leadership skills.

— Structural capital. Corporate culture, cooperation and communication within the organization,
management process, information technology and explicit knowledge, knowledge transfer and quality
assurance, product innovation, process and process innovation customer relations, supplier relations, public
relations, relations with investors, investors and owners, relations with partners.

Step 3: Valuation of Intellectual Capital

In the so-called QQS assessment, the knowledge balance team discusses the current manifestation of all
influencing factors of intellectual capital according to the three evaluation dimensions: quantity, quality and
systematics. It tries to reach a consensus on the status quo, which is documented with justifications from the
discussion. Importantly, the frame of reference is always clear, i.e. the nature of the respective influencing
factor must refer to the strategic framework established in step 1.

The self-assessment in the workshop begins by asking the following questions for each influencing factor:

— Quantity / Quantity: How much do we have from it?

— Quality: What is the quality of what we have?

— Systematics: How systematically do we deal with the influencing factor in order to maintain it and
develop it in a targeted manner?

The benchmark is a percentage scale of 0-120%, divided into five rating levels:

— 0% = the quantity / quality / classification is not sufficient.

— 30% = ... partially sufficient.

—  60% = ... mostly / mostly sufficient.

—  90% = ... completely sufficient.

— 120% = ... better or more than necessary.

The 120 percent rating enables factors with rationalization potential to be identified, ie areas that are
more pronounced than operationally and strategically required. They may have been caused by changes in the
direction of the organization or by the fact that they have received a lot of attention in the past.

The result of this step is a strength-weakness profile of the most important intangible value drivers of the
organization.

Step 4: Measuring Intellectual Capital

In order to put the self-assessment from step 3 on a sounder footing, indicators should be defined for the most
important influencing factors. Thus, the valuation of intellectual capital can be made quantitatively verifiable,
which increases the significance of an intellectual capital account, especially for external communication to
investors and banks.

An indicator is composed of a key figure that is always calculated in the same way and an interpretation
framework that determines the significance of the key figure in relation to the matter to be measured. Ideally,
the knowledge-based team will find at least one indicator for each of the three assessment dimensions of the
QQS assessment.

The following questions help with the collection of indicators:
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Which indicators are suitable for describing the individual influencing factors and evaluation criteria?
Which indicators do we already use that can be used? How do we define the indicators and what is the exact
measurement procedure for calculating the values? How are the indicators collected and from which data
source do they come from? How should the indicators be interpreted in their respective meaning context (when
is a value "good", when "bad")? What values do the indicators have? Are there already time series?

Step 5: Capturing effects

In order to grasp the complex interactions of intangible resources in the business processes in a structured
way, the so-called impact analysis can be carried out in the next step [9]. In this case, the effect of one influencing
factor on all other influencing factors is recorded in a matrix. In the workshop, the knowledge balance team
agrees on the strength of each individual connection in 4 stages:

0 = no effect, 1 = weak effect (less than proportional influence), 2 = mean effect (proportional influence),
3 = strong effect (disproportionate influence)

Step 6: Evaluation and Interpretation of Results The analysis of intellectual capital from steps 3 to 5 can
now be evaluated in different diagrams and reports in order to interpret the analysis results.

The aim is to identify those influencing factors of intellectual capital that have the greatest potential for
development. For this purpose, the QQS assessment from step 3 is combined with the influence analysis from
step 5 in order to filter out influencing factors with the greatest potential for improvement (low QQS rating)
and the greatest influence (many and powerful effects are derived from the influencing factor). From both
aspects, the "development potential" of each influencing factor results.

Once the best levers have been identified for the development of intellectual capital, it is now possible to
examine in detail how changes in the affected influencing factors will affect the overall system of the company.
Through so-called networks of action, the relationships between the factors influencing intellectual capital
in business processes and their influence on business success can be deduced. This also makes it possible
to identify generators - self-reinforcing control circuits that can be expected to have particularly effective
developments (see Figure 2).
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The influencing factors with the greatest potential for development should now be used to plan and
implement targeted measures for the strategic development of intellectual capital. Target values can be defined
for the affected influencing factors and the indicators assigned to them in order to monitor the measure progress
in the next balancing cycle by means of a target / actual comparison. Thus, the intellectual capital statement
also helps as a controlling tool to validate the effectiveness of knowledge management measures and other
development projects in the company.

Step 8: Create Intellectual Capital Report

In the final step, the actual intellectual capital statement is compiled as a document. It can consist of all
the elements of the previously described steps, lists of the assessed influencing factors and indicators, different
visualizations and diagrams, interpretations of the analysis results and the consequences and measures derived
from them. Anecdotes can help to fill the quantitative assessments with life and make them vivid. The content
that should be included ultimately depends on the audience and their expectations. It may be useful to create
a more detailed version for internal communication, which above all highlights weaknesses and potential
for development, and to create an external version for investors and / or customers, which contains above all
measurable indicators and in a corresponding layout as a supplement of the classic annual report can be used.

Evaluate and control communication processes with the knowledge balance

From the point of view of corporate communication, one can understand the two types of capital, structural
capital and relational capital, also as the results of previous communication processes, which in turn are used
as resources ("assets") in future value creation.

Structural capital includes, among other things, how employees share important information and knowledge
with one another, how decisions are made, and what information channels are used to make decisions. Thus,
structural capital represents the internal communication processes in the company.

The relationship capital refers to the external communication processes. This refers to the management of
external relationships and the way in which the company communicates with customers, suppliers, lenders, as
well as with other partners and the public (see Figure 3).
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Figure 3 — Internal and external communication processes as the object of analysis of the intellectual capital
report
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In the QQS score (see steps 3), the status quo is detected, i.e. which results the daily running internal
and external communication processes have brought. Here, a structured analysis is made of the intangible
resources in which the company is well positioned quantitatively, qualitatively and systematically, and where
there is potential for improvement.

Underpinned by verifiable key figures (step 4) and weighted according to power of influence (step 5),
the strategically important communication processes in the context of the entire intellectual capital can be
evaluated.

In addition, the entire knowledge-sharing process, in particular the workshops, should be understood
as an internal communication process that promotes engagement with the critical factors that are critical to
success and establishes a common understanding of the functioning of one's own organization. In particular,
the strengths and weaknesses analysis in the QQS assessment promotes the involvement and involvement of
workshop participants through structured reflection on their own knowledge, corporate structures, strategies
and goals. Ideally, each workshop participant should bring the results of the workshop back into the different
areas and get feedback, ensuring the widest possible inclusion and integration of the different (internal) target
groups and viewpoints. Thus, the knowledge balance can be understood as an internal communication tool
that supports the development and implementation of knowledge strategies to secure future business success.

Conclusions

The previous pilot companies, which have created their own intellectual capital statement according to the
procedure described here, consistently emphasize the effects that have been achieved through the structured
communication and creation process. The participants of the knowledge balance teams benefited from the joint
development of a coherent picture of the functioning of their own organization. The management thus received
a valid basis for the strategic development of the most important intangible factors in the company. Almost
more important was the further development and clarification of the corporate strategy, which can be further
adapted to changes in the business environment and in intellectual capital with the help of the knowledge
balance in the following fiscal years and accounting cycles.

At the same time, however, it has to be said that the method of knowledge accounting in SMEs is still in the
(advanced) stage of development. The successes in creating internal transparency for the targeted management
of strategic change must be supported in the next step by operational concepts for the successful implementation
of measures. Also, individual successes in external disclosure of intangible assets to reduce credit costs cannot
yet be interpreted as broad acceptance by banks and investors. It requires closer coordination with the needs
of the financial market.

The external communication of intangible assets, which are not included in the annual financial statements
or other traditional accounting reports, is becoming increasingly important. For example, financial market
regulators and accounting authorities in Europe and North America have issued recommendations to report on
a qualitative report on intangible assets and their development in addition to the financial statements.
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Pe3rome

OCHOBOM U OTIIPABHOM TOYKOM HACTOSIIETO UCCIEAOBAHUS BHICTYTIIIIO N3yUYCHNE B3aUMOICHCTBUE CTpa-
TETHYECKOTO YIPABICHUS U KOPIIOPATUBHOTO 001IeHMs. [I[poBeneHo sMmuprudIeckoe UCCIeN0BaHNE CYIICCTBY-
ToIIeH JIuTepaTyphl 110 3Q(HEKTUBHOMY yUETy MHTCIICKTYaIbHOTO KanuTajia. TakkKe ONMUCaH Ka3axCTaHCKUH
MAJIOTHOTO TIPOEKT M0 YYETY 3HAHUM Ha MaJIbIX M CPEAHUX HPEANPUATHUSIX U WIUTFOCTPUPYETCS OCHOBHBIE pe-
3yJIBTaThl IPOLIECCa U3MEPEHUSI SIKOHOMUKH, OCHOBAHHOM Ha 3HAHUSIX.

Tyiiin

3epTTeyiH Heri3i jkoHe Oacramachl CTPaTETHSUIBIK MEHE/DKMEHTTIH JKOHE KOPIOPATHBTIK KapbIM-
KaTBIHACTBIH ©3apa OPEKETTECYiH 3epTTey OOJAbl. SUSTKEPIIIK KalUTaJIAbl THIMJI €CENKe any OOWbIHIIA
KOJIJIAHBICTAaFbl 9JICOMETTEPl AIMITUPUKANBIK 3epTTey Kyprizingi. [llarelH KoHE opTa KoCIMOpBIHAAPIAFEI
OuTiMII ecenke any keHiHaeri KazakcTaHHBIH MUJIOTTHIK K00AChI Ja CUIIATTAJIFaH KoHEe OUTIMIe HEeri3/1ereH
9KOHOMUKAHBI OJIIIIeY YIEePICiHIH HeTi3Tr1 HOTHKenepi OeiHeIeHTeH.
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