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Abstract

Intangible assets, such as information, are becoming increasingly essential to companies. Intellectual
capital is another term for knowledge assets. The aim of this study is to find empirical evidence of the
influence of intellectual capital and intellectual capital disclosure on firm valuation, as well as to identify
the types of disclosures made by the banking industry listed on the Indonesia Stock Exchange from
2015-2019. The data used in the analysis were secondary data from annual reports. A six-way
numerical coding scheme determines the disclosure item index. With 36 disclosure objects, the
disclosure categories are divided into three categories: structural capital, human capital, and external
capital. Content analysis and multiple linear regression are two data analysis methods. The results of
the analysis show that an average of 49.91 percent is expressed in the form of a narrative, 16.44 percent
is in the form of a combination of qualitative and quantitative, 7.53 percent is in the form of numbers
and 1.44 items are expressed in the form of monetary units (rupiah). Meanwhile, an average of 24.33
percent of items of disclosure were not disclosed. Intellectual capital disclosure has a positive impact
on firm value, while intellectual capital has no impact. According to research, investors in the banking
industry consider intellectual capital disclosure when making investments.
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Introduction

The sudden shift phenomenon, which has caused a shift in the global business world, refers to the very rapid
fundamental change that occurs in the twenty-first century. Globalization, technological innovation, and
intense business competition are forcing companies to change their business practices. The shift from
industrial-based businesses to technology-based and knowledge-based businesses is a symptom of a
sudden shift. A company's existence is now determined by knowledge and technology, rather than traditional
capital such as natural resources, financial resources, and other tangible assets (Oktavianti and
Wahidahwati, 2014). Technology and company knowledge are stored in the intellectual capital they have, so
that intellectual capital becomes the heart of knowledge-based growth today (Rahim et al., 2011).

In order for an enterprise to survive, enterprises must swiftly transform the strategy from a labor-based to a
knowledge-based business to become a science-based enterprise. Alongside economic changes
characterized by a science-based economy with the application of knowledge management, a company's
prosperity will be dependent on a transformation of knowledge creation and capitalization itself
(Sawarjuwono, 2003).

Intellectual capital can help companies whose profits are influenced by innovation and knowledge-intensive
services increase their profits (Edvinsson and Sullivan, 1996). Companies, investors, and analysts want more
reliable information about managerial quality, expertise, experience, and integrity, customer relationships,
and personal competence, for example. These are intellectual capital-related factors. Today, there is a
greater appreciation for intellectual capital's ability to create and sustain competitive advantage and
shareholder value. For example, Apple Inc's global annual revenue in fiscal 2017 was $ 229 billion. Apple is
the world's largest information technology company in terms of revenue, as well as the world's third-largest
mobile phone manufacturer, trailing only Samsung and Huawei. In August 2018, Apple became the first
company in the United States to go public, with a market capitalization of more than $1 trillion. Apple's
company value is based on intangible intellectual assets rather than tangible assets.

Intellectual capital refers to a company's broad knowledge capacity. Many studies, according to Lev and
Zarowin (1999), show that the current accounting model cannot capture the key factor of a company's long-
term value, namely intangibles resources. Financial reports are thought to fail in describing a wide range of
intangible asset values (Lev and Zarowin, 1999), resulting in increased information asymmetry between
companies and users (Barth et al., 2001) and inefficiencies in the capital market's resource allocation process
(Li et al al., 2008). Accounting's failure to fully recognize intangibles (such as human resources, customer
relationships, and structural capital) confirms the claim that traditional financial reports have lost their
relevance as a decision-making tool (Oliveira et al., 2008). According to Chen et al. (2005), one of the
consequences of the emergence of intellectual capital is the existence of a more corporate award obtained
from investors. As a result, companies today primarily recognize intellectual capital in order to increase
company value. According to Utomo and Anis (2015), there are three types of capital that are critical for a
company to achieve its goals: physical capital, financial capital, and intellectual capital. Bukh et al. (2001),
Petty and Guthrie (2000), and Mourtisen et al. (2005) identify that the intellectual capital literature in
accounting mainly discusses external reporting. This information gap can cause a gap between the book
value of a company's equity and market value (Suhardjanto and Wardhani, 2010). Purnomosidhi (2006)
states that the information needs of users of financial statements can be met if companies disclose intellectual
capital voluntarily. Different characteristics between companies give rise to different interests related to the
disclosures made (Ahmad and Sulaiman, 2004) and become a differentiator between one company and
another (Suhardjanto and Wardhani, 2010).

In fact, not many companies in Indonesia disclose their intellectual capital in their financial statements.
Traditional financial statements as financial instruments have lost their relevance. Accounting Standards
Board (2007) in Rashid et al. (2012) state that there is an increase in demand for disclosure of intellectual
capital due to dissatisfaction with traditional financial reports. According to Lev and Zarowin (1999), this is
because the existing accounting model cannot reflect the main indicator of a company's long-term value in
the form of intangible resources. Investors will give high value to companies that have larger intellectual
capital (Yuniasih et al., 2010). The absence of standard standards regarding disclosure of intellectual capital
causes not all companies to disclose intellectual capital in their financial statements. If the company does not
disclose its intellectual capital, it is feared that it will create information gaps between users and the company.
This research is important to do to determine the disclosure of intellectual capital made by public companies
in Indonesia and its effect on company value. The company value is a reflection of the prosperity of the
shareholders.
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The concept of intellectual capital is increasingly developing along with the era of knowledge-based industries
to become a new economic center. Fixed assets and financial assets are increasingly displaced compared
to the effect of intangible assets for companies (Gogan, et al., 2016). During the last few years, research on
the effect of intellectual capital disclosure of intellectual capital on company performance and value has been
relatively small in Indonesia, such as Ulum, et al. (2008), Solikhah, et al. (2010), Yuniasih, et al. (2010);
Widarjo (2011), Suniari & Suaryana (2017). However, there are still inconsistent results. In addition, there
are relatively few that test the type of intellectual capital disclosure. This research is relatively different from
previous research conducted in Indonesia, namely in the measurement of intellectual capital disclosure items
that have been adjusted to the latest regulations in Indonesia and the six-point (0-5) scale scheme
determined by the six way numerical system, which has never been done by researchers. previous. Related
to the importance of information in an efficient market, disclosure of information about intellectual capital
plays a very important role.

This study aims to analyze the type of intellectual disclosure made by companies, to test empirically the effect
of intellectual capital on firm value and to test empirically the effect of intellectual capital disclosure on firm
value.

Literature Review

According to signaling theory, high-quality businesses will try to communicate their dominance to the
consumer. On the one side, the signal would cause investors and other stakeholders to increase the
company's valuation and, as a result, make more successful decisions. Information published as an
announcement will provide a signal for investors in making investment decisions (Jogiyanto, 2013). One type
of information released by a company and can be a signal for external parties, especially by investors, is an
annual report. The information disclosed in the annual report can be in the form of financial or non-financial
information. If a company wants its shares to be purchased by investors, the company must disclose
information openly and transparently.

In economics and finance, signal theory is developed to account for the fact that company insiders generally
have better and faster information about a company's current state and prospects than outside investors.
The emergence of this information asymmetry makes it difficult for investors to assess the company's quality
objectively. Based on signal theory, the company will attempt to send a signal to potential investors in the
form of positive information through financial statement disclosures.

The company discloses intellectual capital in the financial statements aimed at meeting the information needs
needed by investors to increase company value. Positive signals from the organization are expected to be
responded positively by investors so that they can increase the value of the company. Disclosure of
intellectual capital can distinguish them from companies with lower quality, because investors believe that
the company has good long-term prospects when the company discloses intellectual capital in its annual
reports.

Resource-based theory is a view in strategic management science regarding a company's competitive
advantage which is believed to be able to help companies win the competition with competitors. This theory
is widely used as a theoretical reference in research related to intellectual capital and firm value.

Hipothesis development based on literature findings

Belkaoui (2003) states that a potential strategy to improve company performance is to combine tangible
assets and intangible assets. Companies that have resources that can be used as competitive advantages
and are able to direct the company to have good long-term performance as suggested by the Resource-
based theory (Wernerfelt, 1984). Sources of a company's sustainable competitive advantage are assets that
are valuable, rare, immatability, and not substitute. If the company controls and is able to utilize resources
effectively and efficiently, this will lead the company to good long-term performance and increased company
value (Ulum, 2016).

Firer and Williams (2003), Chen et al. (2005) and Tan et al. (2007) have proven empirically that intellectual
capital has a positive effect on the company's financial performance. Ulum et al. (2008) conducted a study
on intellectual capital using a sample of banking companies in Indonesia. The results of these studies state
that intellectual capital is measured by Value Added Intellectual Coefficient (VAICTM) was proven statistically
to have an effect on company performance and future company performance. The results of research
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conducted by Isnawati and Anshori (2007), and Sianipar (2009) also show that there is a significant influence
between value added intellectual capital and company performance. Widarjo (2011) examined the effect of
intellectual capital at the time of IPO, intellectual capital as measured by VAICTM had no significant effect
on firm value. The results of this study indicate that the market, in this case potential investors, does not give
a higher value to companies that have high intellectual capital. Based on these results the research
hypothesis is:

H1: Intellectual capital has a positive effect on firm value

Intellectual capital is an intangible asset owned by a company and is believed to be able to provide added
value to the company in creating innovative products and services that are sold to customers. This innovation
will create a competitive advantage that is believed to be able to make the company dominate market share.
The advantages of intellectual capital in creating competitive advantages and added value are considered
capable of contributing to increasing company value. Ownership and use of intellectual resources allows
investors to reward companies that are able to create added value in a sustainable manner (Oktari, et al.,
2016). Signal theory provides the view that companies will provide more voluntary disclosure of information
than they should to provide a positive signal, so that companies tend to increase the information provided to
stakeholders by making disclosures in annual reports. The effect of disclosure of intellectual capital and firm
value is explained in research conducted by Jihene and Paturel (2013). Information on intellectual capital
disclosed in annual reports contributes to the creation of firm value. Intellectual capital information is
considered as one of the important information in making decisions regarding investment and funding. The
company will report intellectual capital to provide signals and attract potential investors to invest. The capital
market accepts intellectual capital as an opportunity for companies to grow in the long run, and as a strategic
indicator or measure the value and condition of the company in the future. These results are also supported
by research conducted by Berzkalne and Zelgalve (2014), Nimtrakoon (2015), Holienka, et al. (2016) and
Sardo and Serrasqueiro (2017) who state that intellectual capital has a positive and significant effect on firm
value. Investments in intellectual capital allow companies to innovate and provide signals to the market about
growth opportunities, which in turn drive the increase in company value. Based on the results of the study,
the research hypothesis is:

H2: The disclosure of intellectual capital has a positive effect on firm value

Research and Methodology

The research was conducted at the Indonesia Stock Exchange through downloading the official IDX website,
namely www.idx.co.id. The companies studied are companies that are included in banking companies listed
on the Indonesia Stock Exchange in 2015-2019. The population in this study were companies in the banking
industry group that were listed on the Indonesia Stock Exchange in 2015-2019. The selection of the study
period was based on the availability of up-to-date data and in accordance with the concept of time series in
calculating the variables studied. The object of research is limited to the type of industry because the
characteristics of the industry depend a lot on intellectual capital, namely employees in the form of
competence and knowledge as well as technology and information systems (Basuki & Sianipar, 2012; Firer
& Williams, 2003; Sutanto & Siswantaya, 2014).

The selection of the research sample was based on the purposive sampling method, which is a sampling
technique with certain criteria or considerations (Sugiyono, 2017). The criteria used to select the sample in
this study were the sample companies registered consecutively during the observation period, namely 2015-
2019. The consecutive use of registered companies is related to the tests carried out, namely to test the
impact of intellectual capital on firm value. The company did not earn negative profits during the observation
period. This requirement is applied because the researcher predicts the positive effect of intellectual capital
on firm value. Negative profit will cause the value of the company's intellectual capital to be negative.
Logically, the intellectual capital of the company should be positive so that companies that have negative
intellectual capital value are excluded from the sample.
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Table 1: Variables Measurement

Variable Definition Measurement Source

Intellectual capital Creation of value Firer dan  Williams
obtained from the VAICTM = VACE + VAHC + (2003), Tan et al
management of VASC (2007), Ulum et al.
intellectual capital. (2008), Sianipar (2009),

Yuniasih et al. (2010),
and Solikhah et al.
(2010) dan widarjo

(2011)
Disclosure of intellectual The number of ZIJMItem Ulum, et al. (2014);
capital intellectual capital items W“:m Wang, et al., (2016)
disclosed in the annual M
report.
Firm Value The ratio of the stock closing stock price Solikhah, et al. (2010);

PBV

price to the company's = book value per share Yuniasih, et al. (2010)

book value

The hypothesis was tested using multiple linear regression with the OLS model. Therefore, so that the
regression results cannot be carried out a classical assumption test which includes normality test,
autocorrelation, heteroscedasticity and multicollinearity. The type of intellectual capital disclosure is tested
with descriptive statistics, namely by describing the type of disclosure made by the company in a sixway
scale system, developed from Wang et al. (2016). The details of the six-point scale adopted from the study
(Wang, et al., 2016) are described as follows: 0 = intellectual capital items are not displayed in the annual
report; 1 = intellectual capital items presented in narrative form; 2 = intellectual capital items are presented
in numerical form; 3 = intellectual capital items are presented in monetary terms; 4 = intellectual capital items
are presented in a combination, namely in the form of numerical and narrative information 5 = intellectual
capital items are presented in the form of images.

Findings

Based on the results of content analysis on 36 items of intellectual capital disclosure in the annual reports of
sample companies, it is found that intellectual capital disclosure has fluctuated from 2015-2019.

M Structural Capital M External Capital Human Capital
100.0%
90.0%
80.0%
70.0%
60.0%
50.0% | ,
e 2.0% 1.5% 2.5% 0.5% 1.5%
30.0% g b =
20.0%
10.0%
0.0%
2015 2016 2017 2018 2019

Figure 1: Percentage of Intellectual Capital Disclosure 2015-2019

The number of disclosure items is 36, which are grouped into three categories namely structural capital,
external capital and human capital. Each category of disclosure was analyzed the number of items that were
disclosed and those that were not by using the five ways scale system.

Based on the information in Figure 1., the number of structural capital disclosure items tends to increase.
The number of items on external capital disclosure has increased, but has remained stagnant in the last two
years. Disclosures of external capital in 2015 were 64.3 percent, while in 2017 there were 67.3 percent of
items disclosed. Likewise, human capital disclosure items tend to fluctuate. However, the items disclosed by
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the company in 2017 were more than in previous years, namely as many as 92.5 percent of the items
disclosed.

60.00%
50.00%

40.00%

30.00% 56.95%
46.27%
41.30%
20.00% |
M 16.30%
24 35% 28.20% 117.33% 3.80%
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- 1.27%
% 1.20% 0.00%  15.85% :
o 2.20% | 0.00% 1.15%
0.00% - '
0 1 2 3 4 5
Structural Capital External Capital Human Capital

Figure 2: Types of Intellectual Capital Disclosure in Financial Statements

Figure 2. informs that 24.85 percent of items of structural capital disclosure are not disclosed by the charging
companies. As many as 32.93 percent of items on external capital disclosures and 10.40 percent for human
capital items were not disclosed in the annual report. As many as 56.95 percent of structural capital disclosure
items were disclosed in a narrative. A total of 46.27 percent for external capital disclosure items and 41.30
percent for human capital. Disclosure of human capital disclosure items with numbers as much as 1.2
percent, external capital 2.2 percent and 28.2 percent for structural capital. No banking company discloses
intellectual capital in monetary terms.

The disclosure of intellectual capital items with the most qualitative and quantitative combinations was for
structured capital as much as 15.85 percent, external capital as much as 17.33 percent, and human capital
as much as 16.3 percent. The disclosure of intellectual capital items with the most charts was human capital
as much as 3.8 percent, structured capital as much as 1.15 percent, and external capital as much as 1.27
percent. These results indicate that banking companies tend to disclose their intellectual capital disclosure
items through narrative.

Prior to multiple linear regression analysis, a classic assumption test was performed first. The classical
assumption test carried out includes the normality test, multicollinearity test, autocorrelation test and
heteroscedasticity test.

The research data used is said to be normally distributed if the value Asymp. Sig. (2-tailed) is greater than a
= 0.05. Based on the results of the normality test of the Asymp value. Sig. (2-tailed) from the tested equation
model is 0.691, greater than 0.05. This shows that the data used in this study are normally distributed.

The autocorrelation test aims to test whether in the linear regression model there is a correlation between
confounding error in period t and confounding error in period t-1 (Ghozali, 2016: 107). If a regression model
contains symptoms of autocorrelation, then the predictions made with that model will be not good or may
give deviant predictive results. The autocorrelation test results show that the resulting dw value is 1.901.
Because the number of n = 125 and k = 2, the value of dL = 1.6757 and du = 1.7406 is obtained so that the
value 4 - du = 2.2594 is also obtained, then the criteria du <dw <4 - du can be formulated, namely 1, 7406
<1.901 <2.2594. This shows that the data used in this study are free from autocorrelation.

The multicollinearity test aims to test whether the regression model finds a correlation between the
independent variables, because a good regression model should not have a correlation between the
independent variables. The multicollinearity test results show the value of intellectual capital, intellectual
capital disclosure, and company size show a tolerance value> 0.1 or a VIF value <10. Therefore, it can be
concluded that the independent variables in this study are free from multicollinearity or there is no correlation
between independent variables. Heteroscedasticity test aims to test whether in the regression model there
is an inequality of variance from the residuals of one observation to another. A regression model that contains
heteroscedasticity symptoms can give deviant predictive results. The results of the heteroscedasticity test
obtained the significance value of the variables of intellectual capital, intellectual capital disclosure, and
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company size on the residual absolute variables were above 0.05, it can be concluded that the data used in
this study did not have a heteroscedasticity problem.

This study uses multiple linear regression equations to determine the effect of intellectual capital, intellectual
capital disclosure, and company size on firm value. The recapitulation of the results of multiple linear
regression analysis is presented in Table 2.

Table 2: Regression Test Result (Dependent variable: Firm Value)

Expected Coefficient ~ Std. Error  t-ratio p-value
correlation
const -3.277 1.366 -2.399 0.018 o
Intelectual Capital + 0.006 0.059 0.097 0.923
Intelectual Capital + 1.656 0.557 2974 0.004 e
Disclosure
Firm Size 0.151 0.048 3.109 0.002 o
Adjusted R2 0.092
Sig. F 0.002

The first hypothesis states that intellectual capital has a positive effect on firm value. The results of testing
the first hypothesis in the study are presented in Table 2. The results of the analysis show that the significance
value of intellectual capital> 0.05 is 0.923. This means that intellectual capital has no effect on firm value,
which means that H1 is rejected. The results of this study indicate that the higher or lower the intellectual
capital does not affect firm value. The results of this study are in line with research conducted by Widarjo
(2011) and Aida & Rahmawati (2015) which states that intellectual capital has no effect on firm value. This
means that high or low intellectual capital does not affect firm value.

The company has not been able to take advantage of the value of intellectual capital to increase the value
of its company. This result is inconsistent with the research of Belkaoui (2003), Firer and Williams (2003),
and Ulum et al. (2018). The inconsistency of this result is probably because in Indonesia until now there is
no standard regulating quantitative measurement of intellectual capital owned by companies.

The second hypothesis states that intellectual capital disclosure has a positive effect on firm value. Based
on Table 2, it can be seen that the significance value of intellectual capital disclosure is <0.05, namely 0.004.
This means that the intellectual capital disclosure index has a positive effect on firm value. The market gives
an appreciation for the disclosure of the resources owned by the company. This research shows that the
higher the disclosure of intellectual capital, the company value will increase. The results of this study support
the signal theory which provides the view that companies will provide voluntary disclosure of more information
than they should to provide a positive signal, so that companies tend to increase the information provided to
stakeholders by making disclosures in annual reports. Disclosure of intellectual capital as an intangible asset
can increase company value in the eyes of investors. Every company has unique knowledge, skills, values
and solutions that can be transformed into “value” in the market. Management of intangible assets can help
companies achieve competitive advantage, increase productivity and market value (Pulic & Kolakovic, 2003).
Investors in Indonesia see intellectual assets as an advantage that a company has to improve its performance
in the future. Investors provide higher value for companies that have intellectual capital.

The results of this study are in line with research conducted by Berzkalne and Zelgalve (2014), Nimtrakoon
(2015), Holienka, et al. (2016) and Sardo and Serrasqueiro (2017) who state that intellectual capital has a
positive and significant effect on firm value. Investments in intellectual capital allow companies to innovate
and provide signals to the market about growth opportunities, which in turn drive the increase in company
value.

Conclusions

Based on the results of the analysis, it can be concluded that the type of disclosure of intellectual capital of
companies belonging to the banking industry from 2015-2019, using the six-way numerical coding system
found that on average 49.91 percent of the 36 disclosure items were in narrative form, 16, 44 percent of
items are disclosed in the form of a combination of qualitative and quantitative, 7.53 percent of items are
disclosed in the form of numbers and 1.44 items are disclosed in the form of monetary units (rupiah). While
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an average of 24.33 percent of the items disclosed by the sample companies were not disclosed. Structured
capital disclosure items are mostly disclosed in narrative form. On the other hand, the type of external capital
disclosure is mostly not disclosed by companies.

Based on the results of the data analysis and discussion that has been explained, it can be concluded that
intellectual capital has no effect on firm value. This indicates that the company has not been able to utilize
the value of intellectual capital to increase company value. Meanwhile, disclosure of intellectual capital has
a positive effect on firm value. This means that the higher the intellectual capital disclosure index causes the
firm value to tend to increase.

This research is only limited to banking companies so that the generalization area of this research only
includes banking companies that fall within the specified purposive sampling criteria. Future research can be
directed to increase the sample size in the study.
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