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The accounting profession is responsible for supplying stakeholders with reliable information regarding
the sources of a company’s value. In the present knowledge-driven economy, intellectual capital (IC) is
increasingly recognised as a significant determinant of firm competitiveness and performance (Charles
& Yahaya, 2024; Mathews & Ligori, 2021; Mubarik et al., 2022; Paoloni et al., 2023). Nevertheless,
despite its importance, IC is often insufficiently represented in conventional financial reporting, creating
pressure on accountants to find better ways to disclose and communicate the contribution of IC (Lotfi
et al., 2022; Moghadam et al., 2023).
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The asset classification framework introduced by Tayles et al. (2002) emphasises the growing role of
IC by categorising organisational resources into tangible, financial, and intangible assets. Intangible
assets are divided into intellectual property rights (patents, copyrights, and trademarks) and other
intellectual assets, including human, relational, and structural capital. While certain intangibles can be
formally recognised in accounting records, crucial components of IC, such as employee expertise,
customer relationships, and organisational culture, are excluded.

Although absent from balance sheets, these factors foster innovation, sustain competitive advantage,
and ensure long-term viability. The model illustrates why organisations must acknowledge and
strategically manage IC as a key driver of value creation in a knowledge-based economy. A persistent
challenge lies in the discrepancy between market and book value, highlighting the extent of unrecorded
IC within firms (Garanina et al., 2021; Ma & Zhang, 2023). This “hidden value” is attributed to
intangible resources such as employee knowledge, skills, and client relationships (Ma & Zhang, 2023;
Rabaya et al., 2018, 2020).

Over the years, numerous methods have been suggested to evaluate IC, underlining its strategic
importance. However, IC measurement remains problematic due to definitional ambiguity, its intangible
nature, and the lack of standardised reporting frameworks (Rabaya et al., 2020; Thien & Hung, 2023).
No single universally accepted framework for IC measurement and disclosure exists (Bellucci et al.,
2021).

In their literature review, Garanina et al. (2021) identify four persistent challenges in IC accounting.

1. Lack of complete harmonisation between IAS/IFRS and GAAP.

2. Limited guidance in IAS 38 and IFRS 3 on recognition and measurement of IC.

3. Inconsistent terminology across disciplines and regions (e.g., intellectual capital in Europe vs.
intangible assets in North America).

4. Expanded research scope: from firm-level performance to broader societal impacts.

These challenges are equally relevant in Malaysia. The Malaysian Accounting Standards Board
(MASB) adopted the Malaysian Financial Reporting Standards (MFRS), which are aligned with IFRS
(Rabaya et al., 2020). For example, MFRS 139, which deals with the recognition and measurement of
financial instruments, was introduced in 2010 but faced delays due to valuation complexities,
particularly in finance (Guay et al., 2016). Rabaya et al. (2020) argue that MFRS 139 influences IC by
enhancing the reliability of financial information, improving transparency, and supporting better
decision-making. Past studies also indicate that stronger accounting standards enhance disclosure and
transparency, foster market confidence, and increase price efficiency (Albertini et al., 2021; Guay et al.,
2016).

High-quality reporting directly improves managerial decision-making (Gardi et al., 2021). In this
respect, implementing MFRS 139 strengthens Malaysia’s reporting landscape and indirectly improves
the management of IC (Rabaya et al., 2020). Through sound financial governance and transparent
reporting, organisations can better harness their intellectual resources, ultimately improving overall
outcomes.

In summary, IC is a critical value creation source, yet it remains inadequately represented in traditional
accounting practices. The market-book value gap, the limited scope of goodwill, and the absence of
standardised disclosure highlight ongoing shortcomings in the accounting treatment of IC.
Nevertheless, progress in international and Malaysian standards such as IAS, IFRS, and MFRS offers
pathways to greater transparency and stronger integration with strategic management approaches.
Aligning reliable financial reporting with performance-oriented perspectives enables organisations,
particularly in Malaysia, to more effectively utilise IC as a foundation for sustainable growth and
resilience.
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