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Abstract: The paper is devoted to the question of the réletangible assets in value creation of compaimethe
economy of the XXI century. The main research dbjeds to define the impact of fundamental val@idath tangible and
intangible assets on the market value of compa#iesluation of intangible assets is based on residperating income
(REOI) model. In the focus of the research there is a awpRussian companies. The model was tested @mtiole
sample of the companies, and then separately dnaddive industries: mechanical engineering, eotixe industry, power

engineering, communication services, and metallurgy

Introduction

Logic of business in contemporary knowledge-ba
economy is forwarded by achieving results and Iterg:
success by value-creation. One of the most impbttands
in the economy of XXI century is a shift from tablgi to
intangible value creation. The leading companiestgiing
to achieve not only the cost reduction but the e@aleation.
Except reduction of tangible assets in value, asrattend is
that the production is mostly based on such intaagissets
(IA) as knowledge, know-how, creativity and othédsie of
the main challenges for management now is to craate
develop the conditions that will allow increasirg tvalue
of intangible assets and therefore the value of levh
company. Also it is vital for a company to transfoits
intangible assets into tangible forms (income, ratxkalue,
value added). Lev (2003) notes that in 2000 «aegible
and financial assets of Microsoft determined ldsmtfor
10% of its market value. The same figure of Cisqoads
only 5%». The inclusion of the effects connectedhw
intangible assets of a company into the measusistgm of
the activity results admits making them more edfitj and,
therefore, opens the possibility of making exeaut
compensation system more efficient as well.

Even though, a number of theoretical works strasy o

strategic importance and the role of intangibl®uveses in a
company’s competitiveness, there is yet a lack
approaches that evaluate the mechanism by whicket]
resources contribute to create value. This is baxad the

sed

are needed for better understanding of the wayethssets
are clustered and their role in value creation cbmpany.

Evaluation of intangible assets

The intangible assets evaluation problem is immgnse
complicated and disputable. Apart from the specific
character of the evaluated subject (its intangibilithe
difficulty of the problem is connected with the fabat in
this case the evaluation models not only give tinmerical
evaluation, but also in a certain way determinedbgsence
of the evaluated subject.

A new approach for intangible asset valuation dase

othe residual operating income (REOI) model as @amaof
fundamental value of equity model was developedHsy
author in (Volkov, Garanina, 2007). Residual oparat
income is a net operating income of a company aftst
deduction on company’s capital. In this case invesits
mean book value of net assetSBlA]j of a company.

i Consequently, we take here the value of net operati
income for the income, i.e. the value of incomeobef
interest but after taxes (or earnings before isteréEBI)

vand the weighed average cost of capial CC) - k, for the
required return.

As mentioned above, the basis for valuation in plaiger
is the REOI model:

of
he

intangible nature of these assets. As a result retuéies
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REOI variant is EVA (economic added valuey, -

value of equity
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The process of evaluation model development is
described in (Volkov, Garanina, 2007). According the
main results of the paper, fundamental value afrapgany’s
headsets can be divided into the fundamental valuarafible
assets\{y) and intangible asset¥|}:

weighted average cost of capitéV4ACC).
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V. = NAY + NA® x (RONA1AVG - kw) _
kW
= NA® ><(1+ RONA e =K j = NA®Y « FONAA6
Ku
vreo = REOL _pov , RONA=RONA
Koy Ky

Where, RONAc - industry average return on net
assets, RONA - return on net assets of a company.

)

®3)

PV =Ay + A, XV + A4, XV, +&,, (5)

whered,, A, A, - coefficients of the regression
Drafting of the resear ch models o
equation; &, - random error.
Considering that the market-value of equity is meark
capitalization (Cap), and the market-value of d&)tthat is
usually assumed as its book value, the market-vafua
company’s assets can be characterized as follows:

Statistical infor mation

The test of the model was held on the sample o$idns

M _ companies-emitters, which sell their stocks wittime
Pa Cap+D (4 Russian Trade System (RTS). Financial intermediarie
The developed model represents the influence| @panks and financial institutes) were not includet the
fundamental value of both tangible and intangibdsess| Ssample in order to keep the data uniformity.

upon the market-value of assets of a company:

TABLE 1. GENERAL STATISTICAL CHARACTERISTICS OF THE RESEARCHED SAMEL

Name of the variables/characteri Mear Median: Standarc
deviatior
Market-value of assets (illion Rub) 81 55¢ 17 86: 167 98t
Fundamentavalue of tangible assets (milliorub.) 62 09: 19 84: 123 42t
Fundamenti value of intangible assetsillion Rub.! 561¢ - 60& 80 20:

TABLE 2. RESULTS OF STATISTICAL ANALYSIS OF THE MODEL5)/ VT; VI

Thecharacteristi Sample a Mechanical Extractive Powe Communicatior Metellurgy
awhole engineering industry engineering  services
Coefficient before the firs 1.067i 0.7662 0.975¢ 1.810¢ 1.065¢4 1.2531
independent variak (18.80) (2.18) (7.53) (16.61) (8.35) (8.35)
Coefficient before the secol 0.161C 0.646¢ 0.015¢C 0.067¢ 0.314z 0.185¢
independent variak (2C.02) (0.57) (2.07) (2.09) (4.64) (2.96)
t-critic. 1971 2.807: 2.0167 2.0017% 20167 2.807:
F-stat 5549 1.44 1315 7627 2648 1657
Coefficients of determinatic
R 0.85C 0.327 0.67E 0.95C 0.82¢ 0.847
R 0.837 0.31C 0.634 0.94t 0.801 0.81¢€

Note ~ Tested at 5% significance le\” t-statistics is shown in parenthe

The final sample includes 43 companies. Firsthe thwas used for analysis. The general content of dnepte is
model was tested on the whole sample of the compahi258 firm-years (43 firms during 6 years).
and then separately on each industry. The compare$
d|V|c_1Ied into 5 aggreggted industries: mechanical The results of research
engineering (aircraft  industry  and automoblle
manufacturing), extractive industry (oil holdingadaoil-
and-gas companies), power engineering, communitd
services and metallurgy (non-ferrous and ferr )-
metallurgy). General statistical characteristics e ar  According to the observation data for the years1200
represented in Table 1. 2006 the equation of the regression function foe th

Information of the publicly available nonconsolidat regression model will be as follows:
financial accountancy of the companies from 2002606 pAM =3971695+1,0677xV; +01610xV, (6)

The test of the model brings the following resiikable

a\g.
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In this case the value of the coefficient of defeation
and adjusted coefficient of determination have higlues
(0,850 and 0,837 respectively), what says abouttitite References
relationship between the analyzed variables. Thaans
that in Russian conditions the market value of tassé | | ey B, 2003. Intangibles: Management,
companies for 85% depends on the fundamental \alite reporting. Cwinto-Consulting, Moscow.
tangible and intangible assets.

measuremant]

) Stewart, T., 1997. Intellectual capital, Nicolas &ey Publishing,
As the test shows, null hypotheses can be rejeote London.

both explanatory variables what means that the etd
value of assets of Russian companies depends
fundamental value of both types of assets.

After testing the two-factor model for companiesaih
the industries a very close relationship betweeratalyzed
variables was found, except mechanical engineefing
industry. Coefficient of determination in all theases is
more than 0,675. Null hypothesis is rejected in thik | Volkov, D., Garanina T., 2007. “Intangible assétsportance in
industries, except mechanical engineering, thatnaéhat the knowledge-based economy and the role in vateation
the market value of assets depends on the fundamgent of a company”, Electronic Journal of Knowledge
value of tangible and intangible assets in all i@earched Management, Special issue, ECKM Conference Barcelona,
branches. Vol. 5, Issue 4.

The main problem in realization of this kind of @asch
on the Russian market is the shortage of statistica
information. A bigger number of companies-emitteratch
the necessary parameters of sample, but their tiregas
not publicly available. That is why further resdain this
field will be based on the accumulated statistifal
information.

=
~

%Hllivan, P., 2000. Value-driven intellectual capitHow to
convert intangible corporate assets into marketiejallohn
Wiley and Sons, New York, NY.

Sveiby, K., 2002. The "invisible" balance sheet,-lion:
http://www.sveiby.com/Portals/O/articles
/InvisibleBalance.html

Conclusion

The conditions of knowledge-based economy have|led
to increase of attention to intangible assets (8tgwart,
1997). And a special area that attracts interesicatiemics
and practitioners is the role of intangible assatwalue
creation of a company and the way it can be meddarg.
Stewart, 1997; Sullivan, 2000; Sveiby, 2002).

The results obtained in the research generally e
expected ones. The tested econometric model hasnsho
that even though intangible assets “matter” in [Runss
companies’ value creation, their role is not asificant as
the role of tangible assets. We can make a comnciusiat
on the Russian market the influence of fundamerathie of
tangible assets on the market value of a compaassets
surpasses the influence of fundamental value a@ingible
assets upon the same parameter.

Using the balance-sheet methodology, firm valuehlman
viewed as the sum of values of tangible and intaeg
assets. More precisely, valuation of a company’gjitde
assets to access the fair market value needs #wjosted
by the value of intangible assets. Intangibles raoey of
greater importance than those already in placerimg of a
company’s value creation. Due to the strategicveglee of
intangible assets management for a company’'s
competitiveness, understanding the way these asset$
converted into value is vital. In particular thisderstanding
should help managers to be able to make bettesidasi
with regard to intangible assets allocation andirthe
management.
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