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Abstract

This study examines the extent and quality of Intellectual Capital (IC) disclosure in the
financial reports of selected companies in Nigeria. IC disclosure index was constructed
to code items in the annual reports of 50 different Nigerian companies using content
analysis methods. The finding of the study is consistent with the previous studies,
revealing that the levels of IC disclosures in the financial reports of the sampled
companies are not high. Most of the reported IC drivers are expressed in narrative and
qualitative rather than in quantitative or monetary terms. Relational capital was the
highest reported in the financial statements of Nigerian companies as well as having
the highest quality of disclosure among the three main categories of IC. However, the
number of intellectual capital items disclosed by the sampled Nigerian companies is
high, indicating that there is a clear awareness of the importance of IC disclosure. Even
though the disclosure quality is low, the high volume of IC items being disclosed
suggests that Nigerian companies have a modest commitment in communicating their

IC information to the stakeholders.
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Introduction

In the information era where knowledge
asset is most important and considered as
having economic value that drives the
profitability and sustainability of a company
(Maditinos, Chatzoudes, Tsairidis and
Theriou, 2011; Calisir, Gumussoy, Cirit and
Bayraktaroglu, 2010; Salamudin, Bakar,
lbrahin and Hassan, 2010; Amir and Lev,
1996), the disclosure of such asset/ resource
is crucial. This knowledge asset includes
intellectual capital (employee (Human
capital), process (Structural capital) and

customer relationship (Relational capital)).
Researchers have stressed that non
disclosure of such asset will create
information asymmetry (Guthrie and Petty,
2000; Holland, 2009). In this era, the
competitiveness of a company is important
and has become a basic building block for
corporate excellence (Lim and Dallimore,
2004). The more a company measures and
discloses its intellectual resource/capital,
the more it becomes competitive and
retains the confidence of its stakeholders
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(investors and creditors). In other words, if
intellectual capital of a reporting entity is
not disclosed, the book value of its share
and market value will diverge (Okwy and
Christopher, 2010; Holland, 2009). Some of
the most successful companies are those
with significant intellectual capital but with
relatively fewer physical assets, such as
Google, Microsoft and Oracle (Yi and Davey,
2010).

With the increasing awareness of the
importance of intellectual capital, many
managers attempt to disclose the intellectual
capital of their companies in the annual reports
on a voluntary basis to reduce information
asymmetry and improve transparency between
management and the stakeholders (Holland,
2009; Vergauwen, Bollen and Oirbans, 2007,
Guthrie and Petty, 2000). However, intellectual
capital is difficult to measure, because there is
no consensus to its measurement and
acceptable accounting framework for its
disclosure globally (Salman and Tayib, 2012; Yi
and Davey, 2010; Lim and Dallimore, 2004).
Thus, the intellectual capital disclosure pattern
among companies, throughout the world, is
limited and significantly differs.

In the past two decades, intellectual capital
disclosure has increased tremendously which
calls for researchers’ interests in researching on
the topic. Several studies have been conducted
on intellectual capital disclosure in the
developed countries, but minimal researches
have been conducted in the developing
countries. Examples of studies on intellectual
capital disclosure in different countries are:
China (Yi and Davey, 2010), Spain (Olivers,
Gowthorpe, Kaperskaya and Perramon, 2008,
Sri Lanka (Abeysekera and Guthrie, 2005),
Oliveras, Rodgriques, and Craig 2006), USA
(Abdolmohammadi, 2005), Australia (Guthrie
and Petty, 2000), Canada (Bontis, 2003), Ireland
(Bremann, 2001), India (Kamath, 2008), Italy

(Bozzolan, Favotto and Ricceri, 2003), Japan
(Mavridis, 2004), Malaysia (Salamudin et al,,
2010; Goh and Lim, 2004), New Zealand (Wong
and Gardner, 2005), Singapore (Tan, Plowman
and Hancock, 2007), Taiwan (Chen, Cheng and
Hwang, 2005), UK (Willims, 2001). These
studies provide evidence on the awareness and
importance of intellectual capital disclosure on
the sustainability of a reporting entity.
However, to the best of the researchers’
knowledge, no similar studies have been
conducted on Nigerian.

The above submission indicates that
minimal researches have been conducted in
developing countries in general and Nigeria
in  particular. Therefore, this paper
investigates intellectual capital disclosure
practices of Nigerian companies. The paper
is divided into seven parts; this is the
introductory part. The second part is a
review of related literature. The third
delineates the research methodology. The
fourth part presents the results. The fifth
part is a discussion of findings, while the
sixth and the seventh parts present the
study conclusion and contribution.

Literature Review

Intellectual Capital

A standard definition of intellectual capital
has not emerged. Intangible asset is typically
described as good/asset without physical
existence but has economic value (Edvinsson
and Malone 1997; Berry 2004; Gerpoth,
Thomas and Hoffman 2008). Intangibles are
otherwise called Intellectual capital or
knowledge asset (Lev, 2001). Until now, a
standard definition of intellectual capital (IC)
has not been arrived at because scholars
define it in accordance with the way they
perceive it (Maditinos, et al. 2011). It is
against this background that Lev (2001)
defines intellectual capital/assets as “a claim
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to future benefit that does not have a
physical or financial (a stock or a bond)
embodiment.” Some have defined it by its
drivers. For example Gu and Lev (2001);
Chan and Lakonishok (2001) and Stewart
(1998) describe this set of assets as R&D,
Advertising, IT and Human Resource. Pablos
(2003) simply puts it as the difference
between market value and book value. As
plausible as these definitions are, it is
discovered that no widely accepted
definition of intellectual capital has emerged
(Gerpoth et al. 2008). However, there is an
agreement that IC covers three main capitals
which are Human Capital (HC), Structural
Capital (SC), and Relational Capital (RC)
(Bontis, 1998; Verguwen and Alem, 2005).

Human Capital (HC) is defined as the value
of all the employees in the organization and the
rewards that are attached to their utilization
(Verguwen and Alem, 2005). These include the
skills, knowledge, experience, ability,
competence and capability that employees
take with them when they Ileave the
organization (Roos, and Roos, 1997). Some
group considered it as what people are owned
from learning, experience and skill, while
another group delineated it as human
capability that is directly linked to the work (Al-
Maani, and Jeradat, 2010). Although,
organizations invest in the human capital that
does not belong to the organization (Verguwen
and Alem, 2005) but owned by the employees
(Roos, Roos, Dragonetti and Edvinsson , 1998),
nevertheless it is a source of wealth for an
organization (Bontis, 1999) and its ability to be
innovative (Ahangar, 2011). Therefore, Human
capital can be simply put as learning, training,
experience, knowledge, capabilities, capacities,
creativity, and core competencies of human
resources present in an organization
(Mahamad and Salman, 2011).

Structural Capital (SC) is the process, system,
procedure and practice of organization used
by the employees (Boisot, 2002; Ordonez de
Pablos, 2004). This component is viewed by
Maheran and Khairu (2009) as competitive
intelligence, formulas, information systems,
patents, policies, and others which resulted
from the products or systems the company
has created over time. Structural capital is
the supportive infrastructure for human
capital and unlike human capital, it is owned
by the company which can be traded,
reproduced and shared by, and within, the
organization (Ahangar, 2011; Mahamad and
Salman, 2011).

Relational Capital (RC) is defined as an
intellectual capital developed, maintained and
nurtured by an organization in order to sustain
its external relationship that influences
corporate performance (Eugstrom, Westnes
and Westnes, 2003). Thus, it is the strength and
networking of an organization through its
customers and external factors that develop
this important capital (Bontis, 1996; Stewart,
1997). Relational capital is sometimes called
Customer capital.

Intellectual Capital Reporting In Nigeria

It is a known fact that the ability of a firm to
create a rewarding value is directly drawn
from its capability to generate income above
its cost (Busacca and Maccarrone, 2007).
This means that the firm’s earning must be
above the market price average. The firm’s
achievement of this earning above the
market price falls on its capability to utilize
its total resources which comprise of both
tangible and intellectual capital (intangible)
that are pool together (Barney, 1991; Firer
and Williams 2003; Okwy and Christopher,
2010). Therefore, firm’s financial reporting
should include both tangible capital and
intellectual capital (intangible) in order to
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present the total resources that create value
to the users of accounting information.

Nigeria issued its first accounting
standards on intangible assets only in June,
2006 and the effective date started from
December, 2006. Before then, Nigeria did
not have accounting standard on intangible
assets and did not adopt the International
Accounting standard (lAS) 38. The release of
Statement of Accounting Standard (SAS)
number 22 by Nigerian Accounting Standard
Board (NASB) in June, 2006 marks the
beginning of reporting of intellectual capital
by companies in the country. Nigerian
Accounting Standard Board (NASB) is a
regulatory body that was set up to handle
the affairs of public listed companies in
Nigeria specifically on matters that has to do
with acceptable accounting principles. This
body is in charge of issuance of accounting
standards for compliance by companies in
the preparation of publishable financial
statements to guide informed decisions by
users.

The NASB is a thirteen member body
comprising organizations and establishments in
both the public and private sectors of the
Nigerian economy. Specifically, the Board
issued SAS No 22 out of realization of the
importance of intellectual capital in emerging
economy (Olaofe, 2006) which the former
system of accounting standards did not cover.
This becomes imperative because most of the
Nigerian companies’ productive resources are
averagely basically tangible and intangible in
nature (Salman and Mahamad, 2011; Okwy
and Christopher, 2010).

Prior Intellectual Capital Disclosure
Researches

There are several studies conducted on
intellectual capital disclosure. Some are
based on intellectual capital management,

measurement and reporting in different

countries and different sectors with
different tools and applications. The
commonly used methods by these
researchers are content analysis and

disclosure indices. For example such
previous researchers are: Guthrie and Petty,
2000; Brennan, 2001; Abeysekera and
Guthrie, 2005; Abdolmohammadi, 2005;
Oliveras, et al., 2006, 2008; Schneider, 2006;
Yi and Davey, 2010; White et al.,, 2010.
Guthrie and Petty (2000) constructed 24
intellectual capital disclosure items to measure
disclosure pattern of Australia companies. The
results provide that there was a correlation
between intellectual capital disclosure index
and company performance. The results further
reveal that there is no consistent framework for
companies in Australia to disclose their
intellectual capital. In the same line, Schneider
(2006) supports the use of intellectual capital
disclosure index as a measure of intellectual
capital components/drivers. Their study was
carried out on annual reports of 82 local
government authorities in Zealand between
2004 and 2005. The study constructs 26 items
as intellectual capital disclosure index to
measure the disclosure level of the three
categories.

In addition, White et al. (2010)
constructed 78 items as intellectual capital
disclosure index in which 27 items relate to
employee, 14 items for customer, 15 items
for process, 8 items for R&D while the
remaining 15 items for strategy statement.
The finding of the study from the regression
analysis shows that the extent of ICD has a
significant relationship with country and size
of company.

Oliveras et al. (2008) examine
intellectual capital disclosure of 12 Spain
companies using content analysis with 28
items. The findings reveal that there is a
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greater disclosure in the area of external
capital than internal and human capital of
the sample companies. Brennan (2001)
examined 11 knowledge-based Irish listed
companies using content analysis with 24
items of measurement. The study reveals
that the intellectual capital disclosure level
is low, and there is a significant difference
between the market and book values of the
assets of the sampled companies, except
two companies.

Yi and Davey (2010) used disclosure
index with 16 items to investigate the
disclosure practice of Chinese (mainland)
companies. It was revealed that intellectual
capital disclosure of the sampled companies
is not high. Abdolmohammadi (2005)
examines intellectual disclosure practice of
500 fortune companies in UK, and submits
that “new” disclosed intellectual capital than
the “old” companies. The result further
provides evidence that there is a significant
relationship between intellectual capital
disclosure and market capitalization of the
sample companies.

This study adopts Yi and Davey (2010) by
expanding IC item from 16 items to 17 times
to measure the three categories of
intellectual capital. Structural capital has five
items; relational capital has seven while,
human capital also has five items. It is also
noted that many prior studies lack measures
of quality of intellectual capital. This study
attempts to address this in terms of the level
of intellectual capital disclosure in the
financial reports of 50 Nigerian companies.

Methodology

Data Source

The annual reports for 2010 financial year of
the 50 Nigerian companies were used as
sources of data in this study. The annual
report is an important medium through

which managers commonly signal what is
important (Abeysekera and Guthrie, 2005;
Firer and Williams, 2005; April, Bosma and
Deglon, 2003; Guthrie and Petty, 2000). It is
a communication medium connecting a
company with its stakeholders (Yi and
Davey, 2010). The 50 top companies were
selected based on price index report given
by the Nigerian Stock Exchange (NSE) in
their monthly report of July, 2011. All the
companies used in this study were fully
listed in the Nigerian Stock Exchange and cut
across the sectors of the Nigerian economy.
These companies comprise of Oil and Gas,
Manufacturing and others, except banking
industry  whose financial information
disclosure is different.

Content Analysis

The Intangible Asset Monitor developed by
Sveiby (1997) replicated by Guthrie and
Petty (2000) and modified by Guthrie et al.
1999 was used as a guide for the content
analysis to capture and codify intellectual
capital items disclosed by the sampled
companies, but this study adopted Yi and
Davey (2010) IC framework. Content
Analysis involves codifying qualitative and
guantitative information into pre-defined
categories based on specific criteria in order
to derive patterns in the presentation and
reporting of information (Guthrie et al.,
2004). Content analysis is a technique that
is widely wused in intellectual capital
disclosure studies. For example: Yi and
Davey, 2010; Oliveras, et al., 2008; Biesso
and Kumar, 2007; Abeysekera and Guthrie,
2005; April et al. 2003; Bozzolan et al. 2003
and Brennnan, 2001) have used this method
to capture the level of voluntary intellectual
capital disclosure by companies at different
countries and different industry type and
size.
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Construction of the Intellectual Capital
Disclosure Index
A disclosure index is “a qualitative-based
instrument designed to measure a series of
items whose score for the items, as aggregated,
gives a surrogate score indicative of the level of
disclosure in the specific context for which the
index was devised” (Coy, 1995, p. 121). Several
previous researchers have constructed and
used disclosure indices to examine the
voluntary disclosure of intellectual capital in
annual reports. For example: Al-Mamum, 2009;
Schneider, 2006; and Firer and Williams, 2005.
The construction of intellectual capital
index was in three phases. The first phase
was the listing of intellectual capital items
according to their drivers/indicator in the
annual reports of the sampled companies.
There were thirty three items (human
capital, 11 items, structural capital 12 and
relational capital 10 items). Twenty four
items (human capital 6 items, structural

capital, 9 items and relational capital, 9
items) were found drawing from previous
literature (Abeysekera and Guthrie, 2005;
Bozzolan et al.,, 2003; Guthrie and Petty,
2000). In order to simplify this study
framework, similar items were merged into
a single measure. For example, copyrights,
trademarks and patents were combined
under the heading of intellectual property;
management philosophy and corporate
culture combined under the heading of
management philosophy/corporate culture;
information system, information technology
and networking under the heading of
information system; education, vocational
training under the heading of education/
vocational training; work-related knowledge
and work-related competencies under the
heading work-related knowledge. The final
intellectual capital categories and their
indicators were shown in table 11.

Tablel. Intellectual capital disclosure items based on the prior literature

Structural capital Relational capital Human capital
Patents Brands Know-how

Copyrights Company names Employees
Trademarks Customers Education qualification

Management philosophy
Corporate culture
Management processes
Information systems
Networking systems
Financial relations

Customers’ loyalty
Distribution channels
Business collaborations
Favourable contracts
Licensing agreements

Vocationa qualification
Work-related knowledge
Work-related competencies
Entrepreneurial spirit

Source: Guthrie et a., (1999); Brennan (2001
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Table Il Intellectual capital disclosure items for this study

Structural capital Relational capital Human capital
Intellectual property Brands Employees
Management  philosophy/ Customers Education/Vocational
Corporate culture qualification

Management processes
Information systems
Financial relations

Distribution channels
Business collaborations
Licensing agreements

Work-related knowledge
Entrepreneurial spirit
Know-how

Franchising agreements
Customers’ loyalty

Source: Authors’ adjustments

The weighting of importance was then
assigned in accordance with the frequencies
of intellectual capital disclosure in three
main categories, which were structural
capital 31percent, relational capital 40
percent and human capital 29 percent. To
assign score to individual items in the annual
reports of the sampled companies, four
point scales were used. The quality criteria
on a four point scale (0 to 3) were
established from prior literature, e.g Cornier
and Magnan (2000); Guthrie et al., (1999);
Walden and Schwartz (1997). The four (4) point
scales of intellectual capital disclosure were
used in the following manner: 0 - Non
disclosure, 1 - Narrative disclosure, 2 -
Qualitative and 3 - Quantitative disclosures. The
average score per item/driver was normalized
to a scale of 0 to 1 for comparability (note 1).

Coding the Annual Reports

Full sentence, rather than phases, word and
paragraph, were chosen as the unit of
content analysis in this study. The reason for
using sentences compared with phases,
words or paragraphs is that individual words
might have different meaning in different
context, but when full sentence is taking the

meaning is much clearer and will not be
difficult to code (Milne and Adler, 1999). In
addition, the following rules were also
adhered with strictly during the course of
coding following the steps of Yi and Davey,
2010; Schneider and Samkin, 2008; Wong
and Gardner, 2005.

e Only voluntary disclosure of intellectual

capital were taking into consideration;

e Do not code graphs, picture or
diagrams;

e Do not code if the concept is only
implies

Results

Intellectual Capital Disclosure by items

The mean scores (note 1) for all items of
disclosure are shown in table I, normalised
to a scale of zero to one for comparison
purposes. The top four items of disclosure
were business collaboration, employees,
customers and financial relations. The least
disclosed items are management
philosophy/corporate culture, work-related
knowledge and customers’ loyal items.
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Table 1l Disclosure items with their mean scores

Items

Business collaboration
Employees

Customers

Financial relations
Information system
Brand

Entrepreneurial spirit
Management processes
Intellectual property
Education/vocational training
Distribution channels
Know-how

Franchising agreements
Licensing agreements

M anagement philosophy/corporate culture

Work-related knowledge
Customers’ loyalty

Source: Authors

Structural Capital Indicators

This category of intellectual capital is also
internal capital. Its indicators disclosed were
shown in table I. Information system was
the most frequently reported structural
capital item, with the highest mean score of
(0.46) in this category, shown in table II.

Disclosure Score (0 to 1)
0.79
0.76
0.61
0.47
0.46
0.45
0.37
0.31
0.30
0.29
0.28
0.27
0.19
0.18
0.12
0.09
0.08

Management philosophy/corporate culture
and Intellectual property are least
frequently reported items in the financial
statements of Nigerian companies with
mean score of 0.12 and 0.30.

Table IV Disclosure of performance of structural capital items

Frequency
Structural capital 0 1 2
Intellectual property 29 6 5
Mgt philosophy/culture 32 18 n‘a
Management process 3 47 n/a
Information system 20 10 0
Financial relation 11 15 16

Note: n=50
Source: Authors

Mean score
(Oto1)
3 Total
10 21 0.30
n‘a 18 0.12
n/a 47 0.31
20 30 0.46
8 39 0.47
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Relational Capital Indicators

This category of intellectual capital is also
referred to as external capital. Items
disclosed under this category were shown in
table Ill. Customer was the most frequently
reported item under this category, with a

mean score of 0.61. Customer loyalty was
the least disclosed under this category with
a mean score of 0.08.

Table V. Disclosure performance of Relational capital items

Frequency
Relational capital 0 1 2
Brand 15 10 17
Customers 2 17 19
Customers’ loyalty 38 12 n/a
Distribution channels 21 20 5
Business collaboration 5 1 15
Licensing agreement 34 8 5
Franchising agreement 28 10 7

Note: n =50
Source: Author

Human Capital Indicators

This is the third category of intellectual
capital and table IV presents items disclosed
by the sampled Nigerian companies under
this category. Employee item has the highest
frequency (0.76) in this category, as well as

Mean score
(0Oto1)
3 Total
8 35 0.45
12 48 0.61
n/a 12 0.08
4 29 0.28
29 45 0.79
3 16 0.18
5 22 0.19
the highest reported by all the 50

companies. Work-related knowledge has the
lowest mean score and reported by 12
companies.

Table VI. Disclosure performance Human capital items

Frequency

Human capital 0 1 2
Employees 2 10 10
22 16 12

Education/vocational training 26 10 8
Work-related 40 6 4
Entrepreneurial spirit 15 12 23

Note: n =50
Source: Authors
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Extent and Quality of Intellectual

Capital Disclosure by Companies
Extent

Figure 1 shows the extent of intellectual
capital disclosure of the 50 companies in
Nigeria. Relational capital was the highest
reported IC category with almost half of the
total disclosure scores (40 percent). Human
capital was the least reported for IC
disclosure (29 percent), while structural
capital accounted for 31 percent of the total
IC disclosure. Going by the intellectual
capital disclosure performance within the
categories, “management process” and
“financial relations” accounted for 55
percent of the structural capital disclosure
(figure 2), “customers” and “business
collaboration” accounted for half of the

Figurei

relational capital disclosure (figure 3),
“employees” and entrepreneurial spirit
accounted for over half of human capital
disclosure (figure 4). With regard to
structural capital disclosure, the most
frequency number of items disclosed per
company is 2.74 out of a possible 5. All the
items under this IC category were reported
by sampled companies except one company.
As to relational capital disclosure, the most
frequent number of items reported per
company is 4.48 out of a maximum possible
of 7. While the most frequently reported
number of human capital is 2.78 out of a
possible 5. With regard to the total
intellectual capital disclosure the average
number of items reported per company was
9.98 out of 17, that is 58.70%.

M Structural capital
H Relational capital

k Human capital

Note: Structural capital 31%
Relational capital 40%

Human capital 29%

Figure 1 Intellectual capital disclosure by categories (frequency) (Bar chart)
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H |ntellectual property

® management
philosophy/culture

“ management
processes

H information systems

= financial relations

Figureii
Note: Intellectua property 14%

Management philosophy/corporate culture 12%
Management processes 30%
Information systems 19%

Financia relations 25%

Figure ii Structural Capital Disclosures (frequency) Bar chart
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M Brand

M Customers

M Customers Loyalty

H Distribution channel

M Business collaborations
i Licensing agreements

M Franchising agreements

Figureiii
Note: Brand 17%
Customers 23%

Customers' loyalty 6%
Distribution channels 14%
Business collaborations 21%
Licensing agreements 8%
Franchising agreements 11%

Figure iii Relational Capital Disclosures (frequency bar chart)
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i Employees

H know-how

d Education/vocational
training

M Work-related knowledge

M Entrepreneurial spirit

Figure iv

Note: Employees 33%
Know-how 19%
Education/vocational training 17%
Work-related knowledge 7%

Entrepreneurial spirit 24%

Figure iv Human capital disclosures frequency bar chart

4.2.2 Quality

The gap in disclosure quality between the
three categories was 0.12 with scores of
0.42 for relational capital (the highest score)
to 0.28 for structural capital (Table VII).
Comparing the frequency data with the
mean disclosure quality scores of the

sampled Nigerian companies, it shown that
the high frequency of intellectual capital
disclosure the higher the quality of
disclosure. The relational capital has the
highest IC disclosure frequency as well as
the high level of quality of disclosure.
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Table VII. Comparing IC disclosure frequency and mean disclosure quality scores

Structural capital Relational capital Human capital
(5 items) (7 items) (5 items)
Category
Mean quality score (Oto 1) 0.28 0.42 0.30
Frequency of Disclosure 0.31 0.40 0.29
Table Vill: Medium of Disclosing Intellectual Capital
Medium of Reporting No of information Percentage
reported
Statement of financial position 3 17.60
Income statement 4 23.50
Notes to the Accounts 5 29.50
Directors’ Report 3 17.60
Chairman’s Report 2 11.80
Total 17 100

Source: Authors

Table VIII: Shows that 29.50% of the total
disclosed Intellectual Asset information is
reported in the notes to financial statements
and less than 12% is reported through
chairman’s report which is informal. 41.10%
is reported formally through income
statement and statement of the financial
position (balance sheet) of the companies.

Discussion

Quality of Intellectual Capital Disclosure
This research provides that the level of
intellectual capital disclosure by 50 Nigerian
companies is low since the highest quality
score among the categories of disclosure for
all the companies in the sample was 0.42
less than 50 percent and the highest
frequency was 0.40 still less than 50
percent. The medium of disclosure of the
intellectual capital items by most of the
sampled companies were in narrative form
presented in the notes to the account in the

financial statements. These findings are not
unexpected as there is no currently established
and generally accepted framework to quantify
intellectual capital information in Nigeria, and
any quantification might give rise to inaccurate
meaning (Abeysekera and Guthrie, 2005;
Guthrie et al., 1999). The deficiency of a
quantitative expression of intellectual capital
items indicates that Nigerian companies are still
at the stage of simply understanding where the
real value of the company lies, rather than
qualifying the drivers/indicators (Guthrie and
Petty, 2000). The findings of this study are
consistent with the following previous
research works. Brennan (2001) conducts a
study on knowledge based Irish listed
companies and finds out that the intellectual
capital disclosure of sampled companies were
low despite the fact that their production
resources were intangible/knowledge or
intellectual capital based. The same thing goes
for the work of Pablos (2005). Pablos (2005)
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examines Indian companies and concludes
that Indian companies fail to report
intellectual capital appropriately, because
their intellectual reports were merely
narrative. In addition to this is the research
work of (Abeysekera, 2007). Abeysekera
(2007) examines intellectual capital
disclosure of developed and developing
countries and finds out that intellectual
capital disclosure of most of the companied
sample in developing were very low
compare to the developed countries. He
conducted a study on Sri Lanka companies.
The study reveals that Sri Lankan companies
do not have framework for intellectual
capital disclosure. Lim and Dallimore (2004)
conducted a study on 36 top management
participants with at least 20 years of
experience. The study found out that the
management appeared to show a better
understanding than the investors on human
capital indicators of value.

In addition, although the research
findings indicate that all the companies
reported on some aspects of intellectual
capital, the extent and quality of disclosure
varied greatly. The drivers of intellectual
capital disclosed by any individual company,
in general, were haphazardly distributed in
various parts of the annual report. This
suggests that there is no systematic way of
reporting IC for Nigerian companies because
there is no accounting standard on IC
disclosure in Nigeria except SAS 22 on
research and development. No accounting
standard on disclosure of other internally
developed IC. Therefore, companies in
Nigeria chose any method convenient to
disclose their IC information. More than half
of the companies in the sampled disclosed
information on 7 items to 16 items out of 17
items. This level of disclosure shows there is
a clear awareness of the importance of

intellectual capital disclosure. The overall
disclosure quality score is not high, but there is
an indication that the companies have at least a
modest commitment in communicating their
intellectual capital information to their
stakeholders (Guthrie and Petty, 2000). In
summary the overall ICD of the sampled
companies is above average 58.70%, based on
17 items, the sampled companies disclosed
9.98 out of 17 items in their annual reports.

Conclusion

Going by the findings, most of the
companies that have high disclosure items
are pharmaceutical companies Fidson, Evan
and Pharma-Deko and emerging companies
(Tripple, M-tech communication and Grief.
Companies with lowest scores are
manufacturing companies (Avon Crown cap
and flexible packaging). There is need for
improvement for the two groups (high
scores and low scores) to keep pace with the
global world in term of their intellectual
capital disclosure. Investors would assess
each company by their disclosure of
financial information useful for their rational
decisions (Okwy and Christopher, 2010);
likewise their share value will be assessed in
capital market by their disclosure of financial
information. It is suggested that individual
company should disclosure what is signally
important to their stakeholders at the same
time with what will keep them competitive
in the market.

Contribution of the Study

This study is an exploratory research
regarding intellectual capital disclosure by
50 Nigerian companies. In this regards this
study fills a research gap in the area of
intellectual capital disclosure in developing
countries generally, and Nigeria in particular.
Secondly, this study examines both the extent
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and quality of intellectual capital disclosure by
constructing an intellectual capital disclosure
index while many of the previous studies in the
field only examined the extent of intellectual
capital disclosure. This study can be replicated
by other researchers in other developing
countries.

Future research can extend the scope by
expanding the sample size beyond 50

companies, and financial institutions that
are excluded in this study can be examined
separately to investigate their intellectual
capital disclosure pattern too. In addition, a
longitudinal study could be conducted for
capturing the trend of reporting practices of
intellectual capital reporting during different
periods.
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Note
1 “Mean score” is a quality measure for the collaboration: 0.79 = (0*5) + (1*1) + (2*15)
disclosure of intellectual capital items. +(3*29)/3*50.
Calculation  for  example: Business
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