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Abstract. Nowdays intellectual capital has become one of most important resources which provide
sustainable competitive advantage for a company. Despite it, intellectual capital in companies in Latvia
is limited. Previous studies, conducted by the authors, showed that one of the factors that influence
intellectual capital in companies is legal protection of intellectual capital. The purpose of the study is to
analyse the concept of intellectual capital in legislation in order to clarify the understanding of the con-
cept of intellectual capital. The following qualitative and quantitative research methods have been used:
logical and comparative analysis, the deductive method, the statistical method, the empirical method
and the induction method. The current study results show that an additional factor, which influences the
intellectual capital development in companies in Latvia, is lack of uniform approach to the concept of

intellectual capital in legislation.

JEL Classification: K11, K29, D23.

1. Introduction

In the era of rapid changes in the economic sys-
tems and development of management models,
the role of new sources of competitive advantage
is growing rapidly. Since the 1980s, scientists
have highlighted the importance of intangible as-
sets (Itami & Roehl, 1987; Reinhardt, Borne-
mann, Pawlowsky, & Schneider, 2003; Petrick,
Scherer, Brodzinski, Quinn, & Ainina, 1999;
Zack, 2003) and knowledge (Cohen & Levin-
thal, 1990; Grant, 1996) as well as intellectual
capital (Bontis, Chua, & Keow, 2000; Edvins-
son & Malone, 1997; G. Roos & J. Roos, 1997;
Stewart, 1991, 1997) for the competitiveness of
organizations.

The role of a company’s intellectual capital
has been recognized at the European Union level
(the European Commission has funded a number
of research projects on the issues of intellectual
capital) as well as at the level of various interna-
tional organizations (for example, the Organiza-
tion for Economic Cooperation and Develop-
ment — OECD) that calls for more attention to
efficient use of intellectual capital in business ac-
tivities. However, in the business environment,
the use of intellectual capital is associated with
difficulties that reduce its potential for use, such

as a common understanding of the concept of in-
tellectual capital, copyright protection mecha-
nisms, lack of financial resources for the acqui-
sition of the necessary amount of intellectual
capital, problems of recording these resources in
accounting, etc.

Over the last thirty years, there has been
a change in the research of intellectual capi-
tal: a shift from studies of the impact of intel-
lectual capital on the organization’s perfor-
mance to studies of intellectual -capital
management has taken place. In the studies
about the impact of intellectual capital on finan-
cial performance and value creation using a va-
riety of methods, many researchers demonstrate
both a positive impact of intellectual capital on
the organization’s financial performance (Bontis
et al., 2000, Pulic, 2000; Subramaniam, 2005;
Tseng & Goo, 2005; Zéghal & Maaloul, 2010;
Wang & Chang, 2005) and a neutral impact
(Puntillo, 2009). Some studies show that physi-
cal capital plays a decisive role in ensuring the
organization’s performance (Chan, 2009a,
2009b; Garanina, 2008). To this group also be-
longs the dynamic view on intellectual capital,
including determining its place in the value cre-
ation chain. Over the last ten years researchers
have paid special attention to the use of intellec-
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tual capital and its components in the organiza-
tional management and value creation, empha-
sizing that value is not just monetary, but incor-
porates worth and importance of the products
and services to customers and other stakeholders
(Dumay, 2009). Edvinsson (2013), who has ana-
lysed more than twenty years of intellectual cap-
ital research experience, concludes that “too
much focus on metrics and measurements means
that there is not enough focus on the real strategy
process”.

One of the burdensome factors of intel-
lectual capital management may be lack of a
common understanding and use of different
concepts. Despite the fact that several authors
have researched the nature of intellectual cap-
ital and proposed their definitions of the con-
cept of intellectual capital, there is no unified
approach to the understanding of intellectual
capital in the scientific literature. Several au-
thors are continuing research into the nature
and structure of intellectual capital, propos-
ing new definitions and structures resulting
from economic changes. Scientists include
not only elements that intellectual capital
consists of, but also aspects of value creation
and intellectual capital management into the
nature of intellectual capital. Kianto, An-
dreeva, and Pavlov (2013) believes that intel-
lectual capital comprises the valuable know-
ledge-based resources and the management
activities related to them. Today, an important
aspect of research is transnational differences in
the structure of intellectual capital and the use of
management models. Inkinen, Kianto, Vahala,
and Ritala (2017), when studying transnational
differences in the structure of intellectual capital,
discovered that these differences are minimal,
despite intercultural diversities. Consequently,
each country can use different management
models, the effectiveness of which will be more
dependent on institutional factors, such as com-
pany structure, organizational culture, etc.

One of the factors that influence the devel-
opment of intellectual capital is copyright pro-
tection (Lev, 2000; OECD, 2013). This factor
significantly affects the entrepreneurs’ decisions
on investments in intellectual capital. According
to the authors’ previous study, copyright protec-
tion is one of the worst risks to the company’s
investments in intellectual capital (Lentjusen-
kova & Lapina, 2015).

The existing legal framework in the sphere
of copyrights is based on international norms,
but it is not always able to provide the necessary
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protection of intellectual capital of an organiza-
tion. One of the reasons is use of fragmented ter-
minology, which is significantly different from
the terminology used by scientists in researching
the nature and structure of intellectual capital.
Normative acts, including international ones, do
not mention the concept of intellectual capital,
but use the concept of intellectual property.

The purpose of the study is to analyse con-
cept of intellectual capital in legislation in order
to clarify the understanding of the concept of in-
tellectual capital.

To understand the concept of intellectual
capital, the interpretation of this concept in the
scientific literature and normative acts has been
analysed, and also a study on how Latvian entre-
preneurs perceive intellectual capital of has been
carried out.

2. The concept and structure of
the company’s intellectual capital in
the scientific literature

There are several definitions of intellectual cap-
ital in the scientific literature. The nature of in-
tellectual capital has changed due to economic
changes and change in the approach to company
management. In the 1990s, scientists defined in-
tellectual capital by including some elements of
intellectual capital or expanding the concept of
knowledge. Later, the nature of intellectual cap-
ital was related to the creation of value, including
the creation of intangible assets (see Table 1).
To understand the essence of intellectual
capital, it is important to analyse the structure of
intellectual capital. Today, scientists offer a va-
riety of structures of intellectual capital. The ex-
isting structures are mostly different in terms of
the degree of detail of components and elements
included (scientists divide intellectual capital
into a smaller or larger number of components)
and the names of the components, while the na-
ture of components is not changed (see Table 2).
When studying the structure of intellectual
capital, it can be concluded that intellectual cap-
ital at organisational level is traditionally divided
into three groups/components: human capital,
organizational capital and relational capital.
Sveiby (2001) offered another three-component
structure: external structure, internal structure
and individual competence. The external struc-
ture can be seen as a family of intangible rela-
tionships with customers and suppliers, which
form the basis for the reputation (image) of the
firm. The family of Internal Structure can be
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seen to hold patents, concepts, models, tem-
plates, computer systems and other administra-
tive more or less explicit processes. These are

Competence family consists of the competence
of the professional/technical staff, the experts,
the R&D people, the factory workers, sales and

created by the employees and are generally

marketing.

“owned” by the organisation. The Individual

Table 1. The concept of intellectual capital in scientific literature (some examples) (source: created by authors)

Author/Authors

Definition

Stewart (1991)

Intellectual capital is the total stocks of the collective knowledge, information, techno-
gies, intellectual property rights, experience, learning and competence, team commu-
nication systems, customer relations, and brands that are able to create values for a
firm.

Edvinsson and

Intellectual capital as knowledge that can be converted into value

Malone (1997)
Petty and Guthrie Intellectual capital is an indicator that has the ability to generate future earnings or fi-
(2000) nancial capital together with an organization

Jurczak, 2008

Intellectual capital is all connected with each other: knowledge resources that the or-
ganization disposes in creating value needed to gaining competitive advantage in long
term.

Gogan, Rennung,
Istis, and Drahici
(2014)

Intellectual capital is the way of organizations value creation through its monetary,
nonmonetary, physical and nonphysical resources that have to be identified (know),
use (exploit), measure (evaluate, control) and manage properly.

Lentjusenkova and
Lapina (2016)

Intellectual capital is the organization’s asset that includes the organization’s human
capital, business processes (procedures and their descriptions), technologies, and in-
tangible assets that can be transformed into tangible and intangible value.

Table 2. The components of intellectual capital in scientific literature (some examples)
(source: created by authors)

Author(s) The component of intellectual capital
Edvinsson and Customer Organizational capital .
. ; ; ; Human capital
Malone, 1997 capital Innovation capital Process capital

Sveiby, 2001 External Internal structure Individual
structure competence

Intellectual Capi-

tal Statement —

Made in Europe Relational . .

(InCaS) (Euro- capital Structural capital Human capital

pean Commission

project, 2006)

Ortiz, 2009 S

(CONICCVAL™ Radial di- Peripherial dimension Nuclear

model) mension dimension

Intellectus, 2012 Social

(Campos et al., . Organizational capital Technological capital Human capital

2012) capital

Ferenhof et al., Relational

2015 (IC Meta . Structural capital Social Capital Human capital

model) capital

Mkumbuzi, 2015 | External relational capital Internal structural capital Human capital

Lentjusenkova Intangible . . .

and Lapina, 2016 | assets Business processes Technologies Human capital

Inkinen et al., External Internal | Struc- Entrepreneur- | Trust capi- Re- Human
relational relational | tural cap- | . . newal .

2017 . . . ial capital tal . capital
capital capital ital capital
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A different approach to the structure of intel-
lectual capital is offered by Ortiz (2009) by creat-
ing the CONICCVAL™ model (contextual intel-
lectual capital components valuation). The
components are clustered in three dimensions: nu-
clear (the components “are intrinsic to the human
being and they can only be developed by hu-
mans”), radial (the components “are generated by
the human capacities”) and peripheral (the com-
ponents “arise as part of the organization’s pro-
cesses, they can be transferred and commercial-
ized”). The form of the model is shaped as a cone
where the tip represents the nuclear dimensions.

A seven-component structure of intellectual
capital is offered by Inkinen et al. (2017). Re-
searchers identified additional components of in-
tellectual capital: renewal capital, entrepreneurial
capital and trust capital. Renewal capital describes
the organization’s capacity to renew through
knowledge-related activities, such as learning and
creativity. Entrepreneurial capital consists of the
competence and commitment related to entrepre-
neurial activities within the organisation. Trust
capital is an integral part of the organizational cli-
mate and culture.

Table 3. The elements of the intellectual capital
components (source: Lentjusenkova & Lapina,
2016)

. Organizational | Relational
Human capital . .
capital capital
Education Patents Consumer
“Know-how” Trademarks loyalty
Professional Licenses Cooperation
qualifications Management Consumer
Professional model database
knowledge Organizational | Supplier da-
Competency culture tabase
Entrepreneurial | Management Partnership
ability processes Reputation
Creativity Information
Ability to and communi-
change cation systems
Ability to act Computer net-
work systems
Technologies
Computer soft-
ware

In previous studies conducted by the authors
a four-component structure of intellectual capital
was offered. At organizational level, the authors
offered to structure intellectual capital into four
components, which would allow the organization
to easily enter them in the accounts, use them and
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analyse their changes: human capital, business
processes, technologies and intangible assets
(Lentjusenkova & Lapina, 2016).

Each of these components is formed from a
variety of elements: knowledge, intellectual prop-
erty, computer networks, brand, qualification etc.
(see Table 3).

Human capital includes elements that are
mostly knowledge and knowledge-based. The or-
ganizational capital includes those elements that
are created using the company’s human capital, as
well as those elements that may be created outside
the company. Relational capital consists of ele-
ments that ensure successful sales of the com-
pany’s products in the market, incl. in the long
term.

3. Understanding of intellectual capital in
legislation

When analysing legislation documents (domestic
and international laws and regulations, interna-
tional conventions) it can be concluded that they
do not mention intellectual capital, but use the
term “intellectual property”.

Rozenfelds (2004) has defined intellectual
property as a form of property rights that regulates
the rights to non-material things — the products of
mental activity, giving the owner monopoly rights
to these products of mental activity, and also de-
fining the limits of this monopoly.

According to the World Intellectual Prop-
erty Organization (WIPO) intellectual property
refers to creations of the mind, such as inven-
tions; literary and artistic works; designs; and
symbols, names and images used in commerce.
The Convention Establishing the World Intel-
lectual Property Organization (WIPO), con-
cluded in Stockholm on July 14, 1967 (Article
2(viii)) provides that “intellectual property shall
include rights relating to: literary, artistic and
scientific works, performances of performing
artists, phonograms and broadcasts, inventions
in all fields of human endeavor, scientific dis-
coveries, industrial designs, trademarks, service
marks and commercial names and designations,
protection against unfair competition, and all
other rights resulting from intellectual activity
in the industrial, scientific, literary or artistic
fields.” (WIPO, 2004). The structure of intellec-
tual property significantly differs from the
structure of intellectual capital which exists in
the scientific literature. The intellectual prop-
erty includes copyright, patents, trademarks, in-
dustrial designs, geographical indications.
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In Latvia, there are seven laws and more than
fifteen regulations which regulate intellectual
property rights. These laws and regulations are de-
veloped in accordance with international regula-
tions and conventions; that is why the main com-
ponents of intellectual property are similar. Each
component of intellectual property and its protec-
tion is regulated by separate laws, for example,
Copyright Law, Industrial Design Law etc.

However, the law related to intellectual prop-
erty defines some types of intellectual property
which are not mentioned in WIPO. For example,
the Commercial Law (Article 19) defines a com-
mercial secret. The status of a commercial secret
may be assigned by a merchant for such matters
of economic, technical or scientific nature and in-
formation, which is entered in writing or by other
means or is not entered and complies with the fol-
lowing features: 1) it is contained in the undertak-
ing of the merchant or is directly related thereto;
2) it is not generally accessible to third parties; 3)
it is of an actual or potential financial or non-fi-
nancial value; 4) its coming at the disposal of an-
other person may cause losses to the merchant; 5)
in relation to which the merchant has taken rea-
sonable measures corresponding to a specific sit-
uation to preserve secrecy.

In the theory of accounting, the concept “in-
tellectual capital” is hardly ever used. Instead,
there are the concepts of “intangible assets” and
“intangible investments”. In the Latvian law
which regulates accountancy intangible invest-
ments are included in the annual financial state-
ment as part of long-term investments (Law On
the Annual Financial Statements and Consoli-
dated Financial Statements, 2015). Intangible in-
vestments are intangible properties other than fi-
nancial assets and complying with both the
following classification criteria: 1) they can be
separated or divided from an undertaking and
sold, transferred, licenced, rented out or ex-
changed (individually or together with another li-
ability or asset) or they have arisen from an agree-
ment or other rights regardless of whether such
rights are transferrable or separable from the un-
dertaking or from other rights and obligations,
2) an undertaking intends to use them for more
than one year and expects that economic benefits
will be received from holding of such properties.

The main parts of intangible investments as
part of long-term investments of the organization
are: 1) development costs, 2) concessions, patents,
licences, trademarks and similar rights, 3) intan-
gible value, 4) other intangible investments, 5) ad-
vance payments for intangible investments.

219

International Accounting Standard 38.SGS
(IFRS, 2002) defines an intangible assets, as an
identifiable non-monetary asset without physical
substance.

The structure used in 38.SGS and the Latvian
Law On the Annual Financial Statements and
Consolidated Financial Statements is based on the
investment object, i.e. how or where the organiza-
tion’s financial resources are spent.

When comparing the use of concepts in nor-
mative documents, it can be concluded that it is
significantly different from the use of concepts in
the management literature and economic litera-
ture. It should be noted that there are differences
in the application of the concepts in the normative
acts protecting intellectual property and in the
normative acts that regulate accounting in the or-
ganization. In addition, different terms are used —
such as “intangible investments” in Latvian legis-
lation and “intangible assets” in international
standards.

4. Empirical research about the concept
of intellectual capital: the view of Latvian
entrepreneurs

Within this study the authors conducted a survey
with the purpose to determine the opinion of re-
spondents about the nature of intellectual capital
and the importance of intellectual capital elements
in the perception of respondents.

The respondents’ database was built on the
basis of information provid ed by the Latvian As-
sociation of Personnel Management, Latvian
Business Efficiency Association, Latvian Em-
ployers’ Confederation Vidzeme Division and
Latvian Quality Association. The total number of
respondents is 203 companies. Respondents are
clusterred by economic sectors. The largest part of
respondents are companies from the service sector
(57.64%). Respondents from other sectors:
20.20% from the trade sector, 19.70% from the in-
dustry sector, 2.76% from the construction sector.

When analysing the respondents according to
the sector of the company’s activities and the
number of employees (using the crosstabs op-
tion — see Table 4), the authors conclude that the
majority of respondents from the industrial sector
are enterprises with the number of employees
ranging from 50 to 249, while the majority of re-
spondents from the services sector are enterprises
which according to the number of employees
could be micro enterprises (the number of em-
ployees up to nine). In the trade sector, the major-
ity of respondents (according to the number of
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employees) belong to the group of small busi-
nesses.

Table 4. Respondents by number of employees
(source: created by authors)

Sector* To-

I C T S tal

<9 2> 217 4| 57
Num-

ber of ig“’ 1213 253 7

cm- 50

ploy- 249“’ 6| 0| 3|19/ 38
€cs

>50 |11 ] 0 | 0 | 18 | 29

Total 41 | 5 |35 [122] 203

* [ —industry, C — construction, T — trade, S — service

The distribution of respondents according to
the criterion “length of business operations” in all
economic sectors is uniform: almost all respond-
ents have been operating for some time; there is
almost the same number of respondents in the
groups of companies operating for five to ten
years and in the group of companies operating for
more than ten years. The number of start-ups is
very small — four companies in the services sector.
Companies from various parts of Latvia partici-
pated in this survey. The authors divided all re-
spondents into two groups: Riga (58.13%) and re-
gions (41.87%).

According to the criterion “annual net turno-
ver”, the highest number of respondents is in the
services sector. Most of the respondents from the
service sector are companies with the lowest net
turnover, in the industry sector with an average
net turnover, and in the trade sector with a low net
turnover (See Table 5).

Table 5. Respondents by number of employees
(source: created by authors)

Sector*
Total
C T S
<2 mln eur 9 3 21 | 80 | 113
An- - |2mineurto |4, | 4| gy | o5 | 5
nual |10 mln eur
net 10 mln eur to
sales |50 mln eur 16 |1 21625
>50 min eur 4 0 0 11 15
Total 41 5 35 | 122 | 203

* [ — industry, C — construction, T — trade, S — service.
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The survey results show that what most Lat-
vian entrepreneurs understand by intellectual cap-
ital is the knowledge of the company employees.
A relatively small share of respondents (13.3%)
agrees with the authors’ definition of intellectual
capital — the company’s asset that can be trans-
formed into value (both tangible and intangible).
Some entrepreneurs indicated that what they un-
derstand by intellectual capital is both the employ-
ees’ knowledge and the company’s non-financial
and intangible resources (see Figure 1).

The authors conclude that the majority of en-
trepreneurs do not have an in-depth understanding
of the nature of intellectual capital — what they un-
derstand by intellectual capital is only one ele-
ment of intellectual capital. This limited under-
standing can create stereotypes about the role of
intellectual capital in the company’s activities,
limiting the company’s development potential.
There is a risk that the company might not pay
enough attention to the intellectual capital in their
possession because it is not considered as an asset
that can create value. One of the reasons could be
difficulties in evaluating this asset, as well as
problems in calculating the return on the asset.

2.96%

13.30%

26.60%

® the company employees’ knowledge that can be
transformed into value

the company’s non-financial and intangible resources
that are completely or partly controlled by the

company and that rise the company value
® the company’s asset that can be transformed into value

(both tangible and intangible)

m other

Figure 1. Entrepreneurs’ opinion of the concept of
intellectual capital (source: created by authors)

During the survey, respondents evaluated the
importance of intellectual capital elements ac-
cording to their understanding of the nature of in-
tellectual capital and its structure, indicating
which of the intellectual capital elements in their
company are more important. The authors have
processed the results and created the ranking of
these elements according to their importance (1 —
most important, 2 — important, 3 — least important,
4 — not included).
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Respondents consider the most important el-
ements to be employees’ knowledge and experi-
ence, which coincides with the majority of re-
spondents’ understanding of the nature of
intellectual capital — intellectual capital is employ-
ees’ knowledge (see Table 6). The survey data on
the entrepreneurs’ understanding of the im-
portance of intellectual capital elements shows a
contradictory trend: employees’ knowledge and
experience, as well as scientific studies and their
results are considered significant, whereas labour
and R&D costs in Latvia are among the lowest in
the European Union. On the one hand, entrepre-
neurs are aware of the importance of these ele-
ments, on the other hand, funding for these ele-
ments is low. One explanation might be that
statistics can only see official data on company
expenses, but in Latvia there is a sufficiently large
proportion of shadow economy that prevents an
objective assessment of the situation. The size of
these costs may also be due to lack of financial
resources in companies, especially for scientific
research. The third reason, which is difficult to
prove and requires additional research, is entre-
preneurs’ fear that a trained employee can leave
the company and start working for a rival com-
pany, and that an invention or research results will
not be protected from competitors.

Table 6. The importance of elements of intellectual
capital in the perception of entrepreneurs (source:
created by authors)

Importance
Element of intellectual capital (average
statement)

Employees’ knowledge 1.18
Employees’ experience 1.30
Scientific research and its results 1.84
Software 1.88
Brand 1.92
Patents 1.93
Data bases 1.97
Licenses 1.98
Information and communication

. 1.98
technologies
Production technologies 1.98
Sales and marketing technologies 2.08
Business processes, models and

2.08

manuals
Partnership 2.50
Customer loyalty programs 2.55
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In the last three rows of Table 6, there are de-
scriptions of business management processes, co-
operation agreements with partners and customer
loyalty programs. These elements of intellectual
capital were evaluated by entrepreneurs as signif-
icant, but they are less significant in comparison
with other elements. The authors assume that en-
trepreneurs do not associate these elements with
their understanding of the nature of intellectual
capital, and therefore give them relatively less im-
portance.

The main problem identified by the authors’
study is the understanding of the concept of “in-
tellectual capital”: most entrepreneurs do not in-
clude the aspect of value creation in it. Therefore
it can be concluded that entrepreneurs lack a suf-
ficiently deep understanding of intellectual capital
and its role in the company development.

5. Conclusions

Summing up the definitions and interpretations of
the concept of intellectual capital in the scientific
literature and normative documents with the re-
sults of the survey of Latvian entrepreneurs, the
authors conclude that various concepts are used.

The concept “intellectual capital” is used in
the management literature and economic litera-
ture, the concept “intellectual property” is used in
normative acts regulating the protection of intel-
lectual property, the concept “intangible invest-
ments” is used in Latvian normative acts regulat-
ing accounting, the concept “intangible assets” is
used in international accounting standards, and
the Commercial Law of Latvia includes the con-
cept “commercial secret”. These concepts are not
synonymous but complementary.

In both Latvian and international normative
acts, the concept of intellectual property is part of
the concept of intellectual capital. In addition, in-
tellectual property is included and described in the
normative documents from the point of view of
legal protection of property. Therefore, its struc-
ture contains elements that can be easily identified
and it is also possible to determine the usage rights
of this intellectual property. This approach has
also been used in the normative documents and
standards that regulate accounting, further empha-
sizing the object and purpose of investments.

In the scientific literature, intellectual prop-
erty is part of intellectual capital. However, when
creating a structure of intellectual capital, scien-
tists often include not intellectual property, but its
individual elements, such as patents, trademarks,
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copyrights, etc. Intangible assets are also consid-
ered as part of intellectual capital, whereas intan-
gible investments are expenses that provide intel-
lectual capital formation and development within
the company.

The results of the survey of Latvian entrepre-
neurs indicate that entrepreneurs lack a deep un-
derstanding of the nature of intellectual capital.
By intellectual capital entrepreneurs most often
understand the employees’ knowledge. But when
looking at the structure of intellectual capital, they
also think that other elements are significant, such
as software, scientific research and patents, brands
etc.

In the present situation, when there is no con-
sistency in the use of the concept of intellectual
capital in the scientific literature and normative
acts at the national and international level, it is dif-
ficult for an entrepreneur to understand its nature
and role in the company development. Conse-
quently, it would be wise to regulate the use of the
term in the Latvian normative acts in accordance
with internationally recognized terminology.
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