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ABSTRACT

THE INVISIBLE CAPITAL

Yilmazer, Berkant
Ph.D., Department of Business Administration
Supervisor: Assoc. Prof. Dr. Adil Oran
Co-Supervisor: Prof. Dr. F.N.Can Simga Mugan

April 2017, 139 pages

This thesis analyzes the human capital and aims develop techniques to recognize
human capital under Statement of Financial Position. National Basketball
Association (NBA) players were used as a sample group because professional
athletics are human intensive and players are the most valuable assets for their
teams. The study includes the NBA team rosters for seasons between 2005-06 and
2013-14. A final list of 2,059 contracts for 774 players were grouped under three
headings as “Option”, “Minimum Salary” and “Cap Space” contracts in order to
analyze the effect of field statistics on contract values. The results indicate that
field statistics have an impact on contract values and the contract values

determined by the market could be used to capitalize human capital.

Keywords: Human Capital, NBA Players, Contract VValues, Field Statistics
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Bu tez, beseri sermayeyi analiz eder ve beseri sermayeyi bilangoda gostermeye
yonelik teknikler gelistirmeyi amaclar. Profesyonel atletizm beseri sermayeye
dayali ve oyucular takimlari i¢in en degerli varliklar oldugu i¢in, ¢alismada Ulusal
Basketbol Birligi (NBA) oyunculari 6rnek grup olarak kullanildi. Calisma,
2005-06 ve 2013-14 yillar1 arasindaki sezonlar igin NBA takim kadrolarimi
icermektedir. 774 oyuncu igin toplam 2.059 sozlesme, saha i¢i istatistiklerinin
sozlesme degerleri lizerindeki etkisini analiz etmek i¢in "Opsiyon", "Minimum
Maas" ve "Kapasite" sozlesmeleri olarak ii¢ baglik altinda toplandi. Sonuglar, saha
i¢ci istatistiklerinin sozlesme degerleri iizerinde etkili oldugunu ve piyasa
tarafindan belirlenen so6zlesme degerlerinin beseri sermayeyi aktiflestirmede

kullanilabilecegini gdstermektedir.

Anahtar Kelimeler: Beseri Sermaye, NBA Oyunculari, Kontrat Degerleri, Saha
Ici Istatistikleri
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CHAPTER 1
INTRODUCTION
1.1. Overview

Accounting is based on the system of recording known as “double entry
bookkeeping”, and it is a necessity to indicate the break between traditional
societies and modern societies brought especially by the Renaissance or the
Enlightenment (Gaffikin, 2005). The accounting implications have been
subjected to permanent transformations depending on the dominant economic
environments, technological developments and especially the needs of accounting
information users. Gaffikin (2005) also underlines that the accounting is mainly a
social construction that has grown in response to a demand originating from the
dominant economic and social forces.

Toffler (1980) classifies those economic and technological conditions as three
stages, i.e., waves. He explains that, in the 1% Wave that was the settled
agricultural society, cost of production was mostly determined by the human
labor. Accounting aimed to calculate the human working hours in order to
determine cost of production. Information was limited with the recognition of
human capital and simple devices.

By the 2" Wave, machines replaced the human capital. Accounting has
recorded those “tangible assets” and developed amortization policies in harmony
with the Industrial Age’s “standardization” principle. By the mid of Industrial
Age, shareholders, who requested more detailed information about financial
position of companies, have gained importance..

Toffler (1980) summarizes 3™ Wave into a single word: Information.
Machines are still important, but the importance of intellectual capital especially
human capital that controls those machines and computers has increased again.
We now live in a knowledge society, in which the specialization and

differentiation are extremely crucial. The consumers demand for the specialized
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products satisfying their needs, and companies develop machine intensive
production techniques to satisfy those needs and employ R&D workers to
improve their processes and technologies. The specialized needs are not limited
with only consumers of physical products: The users of accounting information,
especially shareholders of companies, demand for more relevant information and
techniques such as fair valuation, and the provisions and impairment tests were
developed in order to satisfy those needs.

Accounting is the process of identifying, measuring and communicating the
economic information for the information users, but accounting regulations still
do not recognize the intellectual capital properly. For instance, US Generally
Accepted Accounting Principles (U.S. GAAP) still mostly expense R&D costs,
and International Accounting Standards Board (IASB) set strict rules for
capitalizing R&D, although the R&D activities are defined under the accepted
intellectual capital category, which is structural capital. Both regulations also do
not even consider recognizing human capital. The ignorance of human capital

leads to a decline in the relevance of financial statements.

1.2. Motivation for this study

As explained above, the traditional accounting ignores the human capital.
Assets are defined as presumptive future economic benefits obtained or controlled
by the entities as a result of past transactions or events. However, especially the
lack of control over human capital makes it a subject of debate to recognize
intellectual capital under assets. Although there is no consensus on the recognition
of human capital, gradually increasing number of entities separately report their
human capital in order to inform their shareholders about their innovative and
productive capacity through intellectual capital statements. Financial analysts
deploy more interest on the human capital of organizations in order to reflect the
intellectual potential of companies. Those improvements show the increasing
demand for human capital accounting. Brummet et al. (1968a) emphasize that, in

annual reports, presidents define the human capital of their companies as their
2



most valuable assets, but the financial statements still fail in recognizing those
“valuable assets”.

In order to recognize an item/concept as an asset, it must be sufficiently
evidenced that the item would bring future economic benefits and it would be
possible to measure that item reliably in monetary terms. The knowledge era
increases the importance of human capital and the impact of human capital on
both existing and future organization performance and income. Financial
statements without disclosure of human capital would be misleading for both of
managerial decisions and investment decisions of shareholders. Likert (1967)
claims that the accounting systems, which ignore human assets, make all levels of
management handicapped by inadequate and inaccurate information available to
them. Enyi and Akindehinde (2014) explicate that, if human capital is considered
as a part of assets but it is not treated as such in financial statements, it simply
means that the financial statements are not presenting a true picture of the
organizations’ state of affairs. For instance, they can be misleading. Stanko et al.
(2014) define that the physical assets are less important than they have historically
been, and that accounting has to cover human capital in order to reflect the true
value of the organization.

Another reason that makes human capital usually ignored in the financial
statements is the difficulty of reliably measuring the human capital of entities.
Dean et al. (2012) and Islam et al. (2013) explain that human resources are usually
ignored because it is difficult to measure human resources in use. Stanko et al.
(2014) express that there are hundreds of factors comprising the value of an
employee, but they also clarify that a valuation method can be developed. Islam et
al. (2013), Bavali and Jokar (2014) and Okeke (2016) declare the barriers for
human resource accounting as the lack of information about the benefits of
developing human resource accounting system, high cost to perform human
resource accounting and non-existence of accounting standards for human
resource accounting. However, they defend that there is a chance to collect
information related to human resource value. However, in recent years, both U.S.

GAAP and IASB began requiring the companies to deal with more complex
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techniques for measurement of assets, and there is a trend towards including more
specialized information about the entities in order to increase the relevance of
accounting information (Bullen and Eyler, 2010; Stanko et al., 2014). The firms
are now more accustomed to those complex measurement techniques and they use
more developed accounting databases and software packages, which help them
coping with those calculations. Those developments eliminate the reason to ignore
human capital in financial statements based on the difficulty of its measurement.

The people that support the ignorance of human capital in the financial
statements, defend their opposition by the non-existence of active markets for
human capital, and conclude that this would make the wages non-reliable to be
used in the valuation of human capital employed in the entities. However, the
professional athletics provide both active market conditions for human capital and
different mobility conditions for human capital. The key resource in any
professional sports team is the available stock of playing talent (Gerrard, 2001). It
is assumed that active market conditions allow wages and transfer fees to be
determined according to the players’ talents. Moreover, the greater the mobility
restrictions are, the greater the asset creation possibility becomes (Dittman et al.,
1976). The professional basketball market is one of the best markets providing the
largest dataset for potential analyses, and it is highly active in nature.

In basketball, especially in National Basketball Association (NBA), players’
transfers are not subject to transfer fee between the clubs. The players under
contract can be traded between clubs based on swaps or free-agent players may
sign with clubs. Wages in the NBA are negotiated between the team and the
player. The rules, under which the agreement is reached, are set by Collective
Bargaining Agreement (CBA). Since the year of 1900, teams have five players on
the court, so each player’s contribution is important in the team success. Besides
that, in the NBA, the teams are also subject to the Salary Cap rule, which restricts
their ability to transfer players higher than their realistic values. If teams exceed
the limit of total wages of players contracted under their teams, they have to pay a
luxury tax. The features of NBA make the NBA players’ wages more



performance-based and skills-oriented, which increases the reliability of wages to
be used in analysis (Zak et al., 1979).

The future of human capital accounting depends upon the reliable and
comprehensive measurement techniques (Bullen and Eyler, 2010), and NBA is a
good candidate for academic research because of the fact that it allows analysis
based on the wages set by active market conditions. Professional business
provides active market conditions such that employees can switch their jobs
without any limitation like the players in the NBA and the average wages are in
the industry usually known by the firms, and the future researches might use the
findings of this study in order to calculate value of employees by using Net
Present Value (NPV) of future wages (cash outflows) for the employees whether

they cannot set a fair value for their employees.

1.3. Research aims

There is an increasing debate whether the financial statements lacking in
reporting the intellectual capital are misleading for investors. Advocates favor the
capitalization of intellectual capital because, by the omission of IC, firms’ assets
are underreported. The common reason without a proper disclosure of intellectual
capital is the difficulty for their measurement.

This study aims to develop techniques to recognize human capital, which is
the most important intellectual capital category in the modern economy, under
balance sheet. By this aim, the NBA players would be analyzed because
professional athletics are human intensive and players are the most valuable assets

for their teams.

1.4. Research questions

In order to achieve the aims of the study, the following research questions

will be investigated:



a) Which factors affect the value of players?

b) Is there any difference between the valuations of players according to the
contract types?

c) Does experience affect the valuation of players?

d) What is (are) the most appropriate model(s) for valuing the players?

1.5. Research methods

The study will use secondary data from the basketball-reference.com for

players’ field statistics, prosportstraction.com and storytellerscontracts.info for

NBA team rosters and players’ contract values and NBA official website and

eskimo.com for general information about minimum salary figures and NBA
rules. The study will employ different models in order to investigate the research

questions aforementioned.

1.6. Organization of this study

The study is structured as follows:

Chapter 2 will briefly define the intellectual capital concept and its sub-
categories, namely the human capital, structural capital and relational capital, and
then represents a review of the literature on the existing disclosure policies for
them. Then, the accounting treatment for human capital will be analyzed under the
corresponding accounting framework and qualitative characteristics of financial
statements. Finally, the importance of relevance-faithful representation balance
(trade-off) about intellectual capital more specifically about human capital
reporting will be discussed.

Chapter 3 will explain the potential reporting/recording techniques for
human capital and analyze pros and cons of each technique. And then, the author

will discuss the most appropriate technique for the human capital valuation.


http://www.basketball-reference.com/
http://www.prosportstransactions.com/basketball/Search/Search.php
http://storytellerscontracts.info/?page_id=1681
http://www.nba.com/
http://www.eskimo.com/~pbender/

Chapter 4 will illustrate the need for human resource accounting, provide a
comparison of professional business and professional sports, National Basketball
Association (NBA) theoretical background, and explicitly clarify team formation
and game rules. In addition, the author will describe the reasons to study NBA,
and then define Salary Cap rule and type of contracts that players sign with clubs
in the NBA.

Chapter 5 will examine the sampling, data collection techniques used in
modelling, summarize how the variables were collected, and then explain the
model(s) used to test whether contract values of NBA players reflect their past
field performance

Chapter 6 will discuss test results and interpretation of the results. Chapter
7, the final chapter, will conclude on the findings, emphasize areas for future

research, and discuss future implications on human capital accounting.



CHAPTER 2

BACKGROUND FOR INTELLECTUAL CAPITAL

In today’s economic environment the basic production such as mass
production and mass customization are not enough to assure the loyalty of the
consumers; the firms have to differentiate their products in order to increase their
sales or, at least, maintain their competitive power in their industry. So, they have
to conduct research and development (R&D) activities in order to create firm-
specific technologies, and they also have to employ high-skilled workers to reach
efficient, effective and value-adding production processes or services and gain
patents, rights etc., which would enhance their sales by the help of competitive
advantages gained by those legal documents.

Wyatt (2005) and St.-Pierre and Audet (2011) confirm that the R&D
intensive firms dominate on production firms mostly by their intellectual capital.
Cafiibano et al. (2000), Snyder and Pierce (2002), Martinez-Torres (2006),
Vergauwen et al. (2007), Skinner (2008), Mitchell (2010), Ismail (2011) and
Jaaskeldinen (2011) articulated that the wealth creation now relies on the
knowledge (intellectual) capital more than it does on physical assets, and the
intellectual capital has become the principal means of creation of wealth.
Andriessen (2001) and Nielsen et al. (2006) reported that, in today’s economy, it
becomes more important to be unique and this is always a combination of
intangible assets that make a company unique and successful.

Wyatt (2005) explains that firms, operations of which are exposed to higher
strength technologies, have incentives to invest on valuable intangible assets in
their processes. Rhode et al. (1976), Harvey and Lusch (1999), Meer-Koostria and
Zijlstra (2001), Stolowy et al. (2001), Lev (2002), and Mouritsen et al. (2004)
corroborate that the importance of knowledge work is increasing. Bryant-Kutcher
et al. (2009) find that human capital has the capability of creating efficiencies and

it is difficult for the competitors to imitate. Seetharaman et al. (2004) conclude



that, while physical assets experience diminishing returns on capital, knowledge
assets can experience increasing returns.

As concluded by many authors above, the competitive economic environment
forces the firms to invest higher amounts on knowledge-based activities. The
following section would respectively examine and classify the intellectual capital
(IC) or, in other words, knowledge-based activities, and then would briefly cover

accounting rules and/or regulations regarding the intellectual capital.

2.1. Definitions of intellectual capital

Although the concept of intellectual capital (IC) has received much attention
for more than a decade, there is a lack of consensus on its components and
definitions (Wilkins et al., 1997; Huang et al., 2007). Moreover, there is a
tendency in the literature to classify rather than to define IC. IC represents all
expressions of firm’s knowledge stocks (Castro and Saez, 2008). The IC could be
defined as the assets of a company other than the physical and monetary capital
(Pike et al., 2005). Andriessen (2001) label the benefits acquired from IC as
“weightless wealth”. Non-accounting researchers define the “intellectual capital”
as the difference between the firm’s market value and book value of its entity
(Choong, 2008)

The terms intangible assets, intangible capital, knowledge assets are
interchangeably used to define IC. IC could be defined as the aggregate of
knowledge available to an organization from its human, internal and external
capital as applied by the management to activities in order to enhance the
competitive advantage and to increase the wealth (Mitchell, 2010). Luthy (1998)
reminds that important underlying concepts in all definitions above include the
notion that intellectual capital is something that is based on the knowledge,
captured in an identifiable form, and useful in organizations. In sum, the IC is the
knowledge convertible to wealth creation.

Widely accepted three categories of IC are as follows: Human Capital,

Structural (Organizational) Capital and Relational (Customer) Capital. There are
9



the variations because some authors also add innovation capital, process capital
etc., and make some shifts within the sub-groups defined under those three main

categories.

2.1.1. Definitions of human capital

Authors agree that human capital is the most important IC category in
general. Brummet et al. (1968), Allee (2000), Thorbjernsen and Mouritsen (2003),
Bozbura (2004), Theeke (2005), Sonnier (2008), Mitchell (2010), Castro et al.
(2011) and Rahaman et al. (2013) express that the human capital is the most
important intellectual capital in an organization because of its creativity function.
They explain that human capital consists of the total of employees’ occupational
accumulation, the leadership abilities, and risk-taking and problem-solving
capabilities. Flamholtz (1974b) emphasizes that the human resource accounting is
not only a system of accounting for the cost and value of people to organizations
but it is also a way of thinking about the management of people in formal
organizations.

Chen and Lin (2004) express that existing literature approaches the definition
of human capital mainly in three ways: (1) transaction cost economy theory, (2)
human capital theory, and (3) resource-based view of the firm theory. The

transaction cost theory assumes that the companies can either employ new staff

outside or train/promote the existing staff for a new position. Chen and Lin (2004)
explain that companies choose the most efficient way or a combination of those,
and state that the human capital within the context of this theory must possess
both of asset specificity and asset uncertainty properties. The human capital
theory is based on the motto that companies decide on the amount to be invested
on the human capital by comparing the potential cost to the potential future
benefits. Chen and Lin (2004) clarify that human capital in this context refers to
the technical training and knowledge build-up for employees, and underline that
the human capital must possess the dual properties of asset specialized skills and

non-transferability. The resource-based view of the firm theory advocates that
10




core skills needed for company’s competitive advantages must be acquired both
from existing internal resources and external resources. Human capital is the main
source of the abilities that make a company unique.

Rowbottom (1998), Luthy (1998), Meer-Koostria and Zijlstra (2001), Chen
and Lin (2004), Vergauwen and Alem (2005), Martinez-Torres (2006), Mitchell
(2010) and Okeke (2016) define human capital as the value of all the people
within the organization and the benefits that can be obtained by utilizing their
skills and knowledge. Seetharaman et al. (2004) define human capital as all of the
employees, but distinguish knowledge workers from human capital. They
conclude that workers in the assembly line are considered as human capital, but
they are not knowledge workers: Knowledge workers are those spending their
time in converting the knowledge to a value. St.-Pierre and Audet (2011) reported
that human capital influences innovation capital and process capital, i.e., the
firms’ structural capital.

Caiiibano et al. (2000), Bloom and Kamm /2014) and Okeke (2016) suggest
that a firm with more capable employees is likely to earn higher profits than
competitors, employees of which have lower capabilities for the development of
tasks involved in the activity carried by the firm. Briiggen et al. (2009) and
Arvidsson (2011) discover that disclosure on human capital shows an increasing
trend. Andrikopoulos (2010), Bokhari et al. (2012) and Dean et al. (2012)
advocate that increased attention to human capital has often been associated with
the emergence of the knowledge worker in the context of the knowledge
corporation of the new economy. Wilkins et al. (1997), Seetharaman et al. (2004),
Pike et al. (2005), Vergauwen and Alem (2005), and Castro et al. (2011) identify
human capital as the capital owned by the employees but controlled by the

company.

2.1.2. Definitions of structural (organizational) capital

This category of IC is usually accepted as the internal capital of a company.

Structural capital contains both organizational and technological elements that
11



pursue the integration and coordination within the firm (Castro and Saez, 2008).
Terms such as intellectual property, infrastructure assets, innovation capital or
process capital are used to define this class of IC (Bozbura, 2004).

Structural capital is composed of resources, which a company develops such
as brand', image, intellectual property (IP), research and development (R&D),
know-how, culture, systems and strategy etc. (Luthy, 1998; Allee, 2000; Pike et
al, 2005; Vandemaele et al., 2005). In other words, the structural capital
components range from the completely intangible assets such as culture and spirit
of the organizations to the assets that have more tangible features such as
copyrights, trademarks, patents, internal databases etc. (Seetharaman et al., 2004).
Pike et al. (2005) and Castro et al. (2011) describe structural capital as the capital
owned and controlled by the company similar to physical and monetary capital.
Luthy (1998) defines structural capital as everything in an organization that
supports employees (human capital) in their work, and he clarified that structural

capital is the supportive infrastructure that enables human capital to function.

2.1.3. Definitions of relational (customer) capital

Relational capital gathers the value of the relationships that the firm
maintains with the external agents (Castro and Sdez, 2008). Although, in the
literature, some authors describe this group as customer capital because of the fact
that also firm’s relations with suppliers and/or society have been classified under
this category, it would be better to name this class as relational capital (Bozbura,
2004). Martinez-Torres (2006) defines relational capital as the relationships that
an organization has with its clients/customers and environment. The relational
capital is composed of external resources, which the company needs or which
affect the company, such as the suppliers, customers, regulators and partners (Pike
et al., 2005). Allee (2000) and Seetharaman et al. (2004) exemplify reputation,

strategic alliances, customers, licensing agreements, distribution channel as

! There is no consensus on the inclusion of brand whether under structural or relational capital.
12



relational capital. Pike et al. (2005) identify relational capital as the capital neither
owned nor controlled by the company; the intellectual capital is the capital owned
and controlled by different parties. Relational capital remains unexplored, at least,

relative to the way and depth of the other two types of IC (Castro et al., 2011).

2.2. Literature review about disclosure of intellectual capital

Beginning in the 1960’s, it became apparent that the creation of wealth
primarily through physical assets was shifting to include greater amounts of input
in the form of knowledge and employee expertise (Snyder and Pierce, 2002).
Because of that, the first question that has to be answered is how firms react to
this change. Gelb (2002), Briiggen et al. (2009), Vergauwen et al. (2007), Sonnier
(2008), St-Pierre and Audet (2011) and Arvidsson (2011) discover firms that
appear to rely on more informal and flexible disclosures such as voluntary
publications, tend to have higher levels of intangible assets. Vandemaele et al.
(2005) reveal that there is an upward trend in the average amount of IC disclosure
over the observation period. Sonnier et al. (2008) confirm that even managers in
traditional sectors of US economy are coming to recognize the growing
importance of intellectual capital. Also, Yi and Davey (2010) suggest that in
China there is clear awareness of the significance of IC disclosure.

Although the above studies usually give supportive results, Nurunnabi et al.
(2011) oppose those findings and suggest that firms in Bangladesh are reluctant to
disclose IC, and they find no difference between high-tech firms and low-tech
firms in terms of IC disclosures. However, they discover that Sri Lanka is more
proactive than Bangladesh in terms of IC disclosure. Ismail (2011) also finds
similar results for Egypt, but he concludes that this low level of disclosure mostly
depends on the cost associated with the IC indicators. Also, he realizes that
disclosures are qualitative rather than quantitative, which strengthens his first
conclusion about the cost consideration.

Ritter and Wells (2006) provide empirical evidence that the voluntary

disclosures about intellectual capital has a positive impact on stock prices for the
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largest 150 firms listed in Australian Stock Exchange between 1979 and 1997.
Also, their findings show that future period income is positively related with the
identifiable intangible assets. Ittner and Larcker (1998) provide empirical
evidence about the impact of relational capital on financial performance. The
study is based on observations for a large telecommunications firm and the results
validate that customer satisfaction as a relational capital is a leading indicator of
future sales. Also, they find that customer satisfaction is partially reflected on
current book value.

As explained before, IC is also defined by the difference between the market
value and book value of the firms. Then, if the importance of IC is growing, the
second question that has to be answered is how analysts are affected from this
change. Garcia-Ayuso (2003) suggests that inefficient valuation of intangibles is
an important reason for the biases in analysts’ earnings forecasts. Gu and Wang
(2005) predict that high information complexity of intangible assets increases the
difficulty for analysts and has an impact on analysts’ earnings forecasts. They
discover a positive association between analysts’ forecast error and the firms’
intangible intensity. Whiting and Miller (2008) conduct a content analysis of 70
publicly listed New Zealand firms. The findings represent supportive results that
revaluing firms shows a significant positive relationship between their levels of
hidden value and voluntary disclosure levels. Also, Matolcsy and Wyatt (2006)
examine the impact of capitalization of intangibles on analysts’ forecasts for
Australian firms. Australian Generally Accepted Accounting Principles has
allowed capitalization since 1980. They observe capitalization of intangibles is
associated with higher analyst following and find lower absolute earnings forecast
errors. Gu and Wang (2005) suggest that the earnings’ forecast errors are smaller
for biotech/pharmaceutical and medical equipment firms which are subject to
intangibles-related regulation. So, they conclude that regulators and standard-
setters may need to consider differential information complexity with different
types of intangible assets to improve disclosure practices. Abeysekera (2008) and
Skinner (2008) suggest that IC disclosure has to be mandatory, or at least

regulators should help firms by providing guidance in terms of IC reporting.
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Wyatt (2005) examines the extent to which management makes accounting
choices to record intangible assets based on their insights into the underlying
economics of their firm under Australian setting. The results suggest that choice
to record intangibles is associated with firm specific factors such as technology
level, cycle times etc. The findings also indicate that voluntary disclosures are
more for unregulated classes than regulated classes such as purchased goodwill
and R&D. The findings are not against to the need for IC disclosures, but it would
make it questionable whether the IC disclosure would be mandatory or not.

Rowbottom (1998) deals with relevancy of human capital in the United
Kingdom (UK) football industry. He suggests that football player registrations
meet the Accounting Standards Board (ASB) criteria for identification of
intangible assets because the inclusion of human capital would improve the
informativeness of financial statements.

Garcia-Meca (2005) investigates 257 reports of presentations held by Spanish
companies and 217 analyst reports. The results show information related to
intellectual capital is widely reported to financial analysts in order to improve the
quality of their reports. Simpson (2010) focuses on firms in the wireless industry
for the period 1997-2007. The results reveal that although non-financial measures
such as customer acquisition cost, average revenue per user and number of
subscribers have significant ability to predict future earnings, analysts underreact
to the information provided. However, sensitivity analysis indicates that analysts’
use of non-financial in their forecasts improves the informativeness of firm

disclosures.

2.2.1.Literature review about disclosure of human capital

Human capital (HC) is an important component in the production process and

development activities. Milost (2007) states:

“There are four basic elements required for a business process:
(1) Means of production
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(2) Raw materials

(3) Services, and

(4) Employees

However, there is a significant difference between employees and other three
relevant elements. As a rule, the human potential is not expressed in terms of
monetary units, which means that its value is not disclosed on the side of assets in
the classical balance sheet.” (pg.124)

Patra et al. (2003) examine whether HC is effective on organizational
objectives and output or not by using case study methodology in an Indian firm,
and confirm that HC has a positive relationship with the organizational objectives
and output. Brummet et al. (1968) and Seleim et al. (2004) emphasize that human
capital indicators have a positive association with organizational performance.
Besides its direct impacts, the HC indirectly affects the performance by its effect
on other IC components. Castro and Saez (2008) analyze sample of 49 firms in
Spain in order to test the categorization of intellectual capital. Factor analysis
conducted shows that HC is the most influential IC component. St-Pierre and
Audet (2011) investigated the Canadian and French manufacturing small-and-
medium sized enterprises (SMEs) with more than 850 variables for 267 firms. The
results confirmed that the human capital affects innovation and process capital
directly-sub-groups of structural capital- and also indirectly affects the relational
capital through process capital. Bassey and Tapang (2012) examine the influence
of human resources on the corporate productivity for 10 companies listed in
Nigeria Stock Exchange. The results indicate that human resources significantly
affect the corporate productivity.

The studies above suggest that HC disclosures should be expected to show an
increasing trend in future. Abeysekera and Guthrie (2004) show that the human
capital disclosure is at higher level in a developed society (Australia) when
compared to a developing society (Sri Lanka). Guthrie and Murthy (2009)
examine the research on HC accounting articles for multi-continental design. The
findings show that human capital research shows an increasing trend for
developed nations. Abeysekera (2008) and Briiggen et al. (2009) emphasize that
both Sri Lanka and Bangladesh firms’ disclosures on human capital show an

increasing trend. Based on interviews previously conducted for different studies
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and interviews with top-level managers of 3 firms from biotechnology industry,
O’Donnell et al. (2009) examine if there is a difference between the industries in
terms of human capital reporting. The results verify that biotechnology firms,
which are knowledge-intensive, report more on human capital. Arvidsson (2011)
applied a comprehensive questionnaire survey addressed to investor-relation
managers at the largest companies listed in Stockholm Stock Exchange (27 of 30
response rate). The study proves that trend on disclosures of IC shifts from
structural capital to the human capital and relational capital for companies in
Sweden.

The generally accepted theory about IC states that the increasing importance
of IC on companies’ processes would cause an increase in the difference between
market value and book value of the firms. Bozbura (2004) applied a survey to top
level executives of 280 firms listed in Istanbul Stock Exchange (ISE). The study
states that the human capital has a positive relationship with market/book value?
of firms in Turkey. Moreover, the results also suggest that the structural capital
has a strong positive correlation with human capital. Bryant-Kutcher et al. (2009)
use survey data for 106 US firms (106 applicable over 118 responses) and
archival data to measure four dimensions of strategic human capital: capabilities,
firm-specificity, causal ambiguity and spread. They demonstrate that market
values® strategic human capital that has capability to create efficiencies in the
organization.

Because of the fact stated above, the analysts have to deal with more on
human capital in order to decrease this information gap between managers
(providers of information) and shareholders (users of information). Rhode et al.
(1976) state HC reporting may improve the informativeness of firm disclosures.
Rowbottom (1998), Garcia-Meca (2005) and Simpson (2010) studies confirm this
and also show that especially analysts’ use of human capital in their forecasts

improves the informativeness of firm disclosures.

2 Ratio calculated by market value divided by book value of the firm

¥ Measured in terms of share prices
17



2.2.2.Literature review about disclosure of structural capital

Literature on the structural capital is usually about the R&D expenditures.
The studies of Madden et al. (1972), Newman (1974), and Bierman Jr. and Dukes
(1975) are the first ones on the R&D disclosures. They support the capitalization
of new product development activities, product improvement efforts, cost and
capacity improvement actions and immediate expensing of the remaining costs.
Also, Corbin (1975) opposes the direct expensing method of R&D. Lev and
Sougiannis (1996), Green et al. (1996), Abrahams and Sidhu (1998), Maines et
al. (2002), Wyatt (2002), and Han and Manry (2004) conclude that the concerns
about potential abuses by allowing managerial discretion are overstated, and that
the capitalization is more value-relevant than expensing.

Advocates of the capitalization of development projects’ expenditures usually
support their thoughts by possible future profitability that would be driven by
those expenditures. Branch (1974) studies the causality R&D expenditures and
earnings in US context. He hypothesizes that above-average R&D intensity and
above-average profits tend to reinforce each other. The results strongly support
that R&D has an impact on future profitability and it is affected by past
profitability. In their study, Ahmed and Falk (2006) examine the value relevance
of Australian firms’ discretionary R&D accounting policy and analyze the
relationship between the R&D expenditures and the future benefits. The evidence
suggests that R&D capitalization is positively and significantly associated with
future earnings. Horwitz and Kolodny (1981) test the hypothesis that implication
of SFAS 2 in year 1974 has no effect on amount and variability of privately
funded R&D expenditures. They apply a questionnaire to both pre-capitalizers
and pre-expensers before SFAS 2 issuance. They report and analyze the responses
of managers with 34 % response rate. They recommend that the immediate
expensing rule has inspired small-sized high-tech firms to reduce their R&D
expenditures.

Hirschey (1982) incorporates a market valuation model to investigate

intangible capital aspects of advertising and R&D expenditures. The relationships
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between profits and advertising and R&D expenditures are studied. The data is
composed of 390 firms from 12 major product groups. The findings suggest that
the advertising and R&D expenditures have positive and significant market value.
As well as Hirschey (1982), Hirschey and Weygandt (1985) consider the
advertising and R&D expenditures together. The study aims to determine if those
expenditures have positive impacts on the market value of the firm. The data
consisted of firms in 20 product groups taken from Fortune 500 list for the year
1977. The results recommend that advertising and R&D expenditures have a
positive effect on market value of the firm and they conclude that those
expenditures have to be capitalized rather immediately being expensed. R&D
expenditures have found to have five-to-ten year life for the amortization policy.
Chauvin and Hirschey (1993) examine the impacts of advertising and R&D
expenditures on the market value of firms. The market value effects of advertising
and R&D seem to be significant for both manufacturing and non-manufacturing
firms. In sum, the studies specified above advocate that advertising and R&D
expenditures have positive and significant market value, which means that they
have intangible capital aspects.

In addition, Bublitz and Ettredge (1989) discussed the long term impact of
advertising and R&D expenditures by using alternative market-based research
method. The method is based on the Cumulative Abnormal Security Returns
(CAR) and earnings. The US data, which includes 190 firms for the years of
1974-1983, was utilized. They found that the R&D expenditures have long term
impact on the firms’ future performance, but the advertising expenditures are
discovered to have shorter impact. Seleim et al. (2004) conduct questionnaire
based study towards the Egyptian software firms’ CEOs. The study is one of the
first papers about IC in Arab countries. Their objective is to contribute to the IC
theory development. The results prove that structural capital indicators have a
positive association with organizational performance.

Based on the above studies, it would be expected that the firms would report
more on structural capital. Gelb (2002) looks through how intangible assets affect

the disclosures of firms. The study uses analysts’ ratings about firms’ disclosure
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practices from the annual Association for Investment Management and Research
Corporate Information Committee Reports (AIMR Reports) for US firms. The
findings represent that firms’ R&D and advertising intensity* was found to
increase firms’ alternative disclosure channels. Abeysekera (2008) demonstrates
that both Sri Lanka and Bangladesh firms’ disclosures on structural (internal)
capital show an increasing trend. Vergauwen et al. (2007) for Sweden, the UK and
Denmark, Ali et al. (2008), Sonnier et al (2008) and Briiggen et al. (2009)
respectively for Bangladesh, US and Australia display that the most disclosed
category within three categories of IC is the structural capital.

Also, it would be expected for financial analysts to deal more with structural
capital. Barth et al. (2001) investigate the relation between analyst coverage and
firms’ intangible assets. They realize that financial analysts expend greater effort
to follow firms with more intangible assets such as R&D and advertising
expenses, after controlling the other factors. Dhaliwal et al. (1999) examine the
effects of investment opportunity set (IOS) on management’s decision to
capitalize or expense in tow different settings. The sample consisted of 219 firms,
109 of which used capitalization method and 110 used expensing method. A logit
model was applied to test the hypotheses that high growth firms are more likely
than low-growth firms to select capitalization method of accounting for R&D and
oil-and-gas E&D (exploration and development) costs. The hypothesis was
supported by the findings and they concluded that this is due to the fact that
capitalization lowers the variance in reported earnings. As aforementioned, Gu
and Wang (2005) also indicate that firms” R&D and advertising levels directly

affect the analysts’ forecast errors.
2.2.3.Literature review about disclosure of relational capital
Relational capital is slightly different from the other IC components; neither

the ownership nor control is on the firm. So, it is harder to measure and/or record

in the firms’ reports. This may be the reason that there are fewer studies in the

* Intensity is found by dividing the variable with the net sales.
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literature when compared to other components. Ittner and Larcker (1998)
hypothesize that customer satisfaction, which is a relational capital, is a leading
indicator of accounting performance and investigate whether the economic value
of customer satisfaction is reflected in contemporaneous accounting book values
and whether customer satisfaction provides new information to the stock market.
The results show that the customer satisfaction is a leading indicator of financial
performance. Moreover, they also found that the customer satisfaction is partially
reflected on current book value. Seleim et al. (2004) conducted their study
through questionnaire based design for Egyptian software firms in order to
understand the impact of relational capital on firms’ performance and support
Ittner and Larcker (1998) report that the relational capital indicators have a
positive association with organizational performance.

Like other intellectual components, an increasing trend is expected for the
reporting on the relational capital. Abeysekera (2008) demonstrates that both Sri
Lanka and Bangladesh firms’ disclosures on relational (external) capital show an
increasing trend. Shareef and Davey (2005) review research on the quality and
extent to which 19 listed professional English football clubs are reporting
intellectual capital in their annual reports for the 2002 period. The findings
indicate the internal (structural) capital is the least reported IC category. The
external (relational) capital is the highest scoring category followed by human
capital. As aforementioned, Arvidsson (2011) proves that trend on disclosures of
intellectual capital shifts from structural capital to human capital and relational
capital (corporate social responsibility) for companies in Sweden. Bozbura (2004)
analyzes the impact of relational capital on the market/book value ratio for the 280
firms listed in Istanbul Stock Exchange. Results confirm that relation capital has a
positive relationship with market/book value® of firms in Turkey. Also, the results

suggest that the structural capital is correlated with relational capital.

® Ratio calculated from market value divided by book value of the firm
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2.2.4.Conclusion about disclosure of intellectual capital

There is an increasing trend towards reporting each of the IC components.
Although the studies have conflicting results about the mostly reported
component, the structural capital generally could be accepted as the mostly
studied IC component. Perhaps that is because of the fact that there exist direct
accounting rules for the structural capital, especially for R&D and goodwill.

Human capital is found to be more effective than other IC components on the
company performance both directly and indirectly by being effective on the other
components because most of the studies accept human capital as the core part of
today’s knowledge era. On the other hand, there is no accounting rules regarding
the human capital, and these reasons make human capital a challenging and
exciting field of study. By taking the remarkable reasons above into the
consideration, this study would deal with the human capital concept. The
following section would discuss the potential treatment of human capital by
analyzing existing widely accepted accounting standards, the qualitative

characteristics of accounting reports and current worldwide reporting practices.

2.3. Treatment of human capital: record or report

In order to report and measure human capital, the first question that has to be
answered is whether to record human capital under statement of financial
position® or only to report as non-financial information. In order to answer this
question, one must understand the nature of items under the statement of financial
position. The accounting world is dominated by two accounting standards’ set;
The IASB’s International Financial Reporting Standards (IFRS) and USA-based
Financial Accounting Standards Board’s (FASB) Generally Accepted Accounting

Principles (US GAAP). The two prevailing standard sets are under a convergence

® IASB name old “balance sheet” concept under the aim of US GAAP and IFRS convergence
project
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project. So, the accounting standards and definitions in the standards now on
would be illustrated as the US GAAP and IFRS.

2.3.1. Assets definition

The IASB 2014 Bluebook Conceptual Framework’ defines the asset as “a
resource controlled by the entity as a result of past events and from which future
economic benefits are expected to flow to the entity” (4.4.). Statement 6 of FASB
Concepts defines asset “probable future economic benefits obtained or controlled
by a particular entity as a result of past transactions or events” (p.25) and

paragraph 26 states:

“An asset has three essential characteristics:

(a) it embodies a probable future benefit that involves a capacity, singly or in
combination with other assets, in order to contribute directly or indirectly to future
net cash inflows,

(b) a particular entity can obtain the benefit and control others’ access to it, and

(C) the transaction or other event giving rise to the entity’s right to or control of the
benefit has already occurred.”

The basic terms attached to the asset definition in both the IFRS Conceptual
Framework and FASB are “resource”, “control by the entity”, “result of past
event” and “expected future benefits”.® (Jenkins and Upton, 2001)

Resources are expected to provide economic benefits in future. The IASB
defines the future economic benefits as “the potential to contribute, directly or
indirectly, to the cash flow and cash equivalents to the entity” (IFRS Conceptual
Framework, 4.8.). FASB Concepts Statement 6 specifies that most assets

presently included in financial statements qualify as assets under its definition

" As of the year of 2013, the IFRSs are included under the Blue Book versions. Now on in the text,
the “IASB 2014 Blue Book Conceptual Framework” will be named as “IFRS Conceptual
Framework”.

8 Recognition criteria for all financial statement items developed by IASB and discussed between
QC1 and QC39, would be explained in the following section of “Qualitative characteristics of
accounting”
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because they have future economic benefits (p.177). Human capital undoubtedly
is a “resource” both for the production and for knowledge creating phases.
Although the developed machines, electronic devices and intelligent computerized
systems have lowered the use of human capital factor especially in the production
phase, the companies still need manpower and human intelligence in their
processes. Caifiibano et al. (2000) support those by concluding that a firm with
more capable employees is likely to earn higher profits.

As explained in the previous section, human capital is called as the IC
component owned by the human but controlled by the entity. Those, who oppose
the recognition of human capital as assets, strongly defend their view through the
lack of ownership on the human resources (Vergauwen and Alem, 2005; Theeke,
2005). However, human capital advocates (capitalizers) make objection such that
there is no need for the ownership; the most important factors are the control on
the human capital and the impact of human capital on the firm processes (Mirvis
and Macy, 1976; Rowbottom, 1998; Jenkins and Upton, 2001; Andriessen, 2001;
Chen and Lin, 2004). Bokhari et al. (2012) state that the value of human resources
Is based on the knowledge, capabilities and skills developed in the organization,
i.e., the importance of human resources is company-specific. Lev and Schwartz
(1971) highlight that, although individual employees can resign or can be
replaced, the human capital as a labor force is constantly associated with the firm,
so it can be constructively regarded as being “owned” by the firm. Rhode et al.
(1976) categorize human capital as quasi-assets since they are in a sense
possessed or controlled by the firm. They state that especially human capital
employed in the athletics such as football teams satisfy the contracted the labor
force and so asset definition. Flamholtz (1974a) and Rowbottom (1998) explain
that the human cannot be owned unless they exist in a slave society, but the
services of human capital are expected to be controlled or owned by the company.
Rowbottom (1998) also concludes that the labor force can be bought and sold in
acquisition or merger.

As TFRS Conceptual Framework and FASB make a point of the “control by

the entity” rather than the “ownership” and the concept of “control by the entity”
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is satisfied by the human capital, it would be better to include human in the
statement of financial position rather than excluding them. An entity usually gains
the ability to control an asset’s future economic benefits through a legal right.
However, an entity still may have an asset without having an enforceable legal
right to it if it can obtain and control the benefit some other way, for example, by
maintaining exclusive access to the asset’s benefits by keeping secret a formula or
process (SFAC No. 6°, p.184).

IFRS Conceptual Framework does not limit the “past transaction” to only
direct acquisition or inside dynamics: “Entities normally obtain assets by
purchasing or producing them, but other transactions or events may generate
assets” (4.8.). Although, those opposing the human capital recognition defend
their motto through the absence of “past transaction” for gaining the “control” of
human capital, the human capital advocates argue that contractual relationship
between the human resources and the employer is “past transaction”, which
generates the ground for human capital recognition whether the employees could
resign without any obligation (Rhode et al., 1976).

Besides that, the arguments that support the capitalization of human capital as
asset, IFRS Conceptual Framework, states there is no need for expenditure in
order to make an asset (p.4.14). Although those, who oppose the human capital
capitalization, i.e., recognition as assets, because the human capital is lack of
expenditure activity. This IASB argument makes human capital a candidate for
recognition in the statement of financial position. Lev and Schwartz (1971) and
Samudhram et al. (2008) defend that human capital expenditures such as
employee training programs, orientation courses etc. are examples for
expenditures that have been made in order to create future returns, i.e., to receive
better service potential although they are treated as expenses in the period that
they have occurred. They conclude that the ability of human capital to create
future earnings is an asset characteristic of human capital.

IAS 41, which is about agriculture, could be helpful to develop a theoretical

design for human capital recognition. Unlike other intangible asset classes, IAS

® Statement of Financial Accounting Concepts No.6
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41 covers living animals and plants, which have similar properties like human
resources such as their importance as a means of production process, to have
improvable production capacity etc. Although you could legally own living
animals and plants and, for living animals and plants, there is always risk of death
or obsolescence and living animals lose their productivity without the impact
and/or “control” of the owner of them. The standard requires firms to recognize
agricultural assets, similar to other standards for different asset classes, to measure

fair value or costs of the assets reliably (p.10).

2.3.2. Liabilities definition

IFRS Conceptual Framework defines liability as “a present obligation of the
entity arising from past events, the settlement of which is expected to result in an
outflow from the entity of resources embodying economic benefits” (4.4.b.).
FASB Concepts Statement 6 explains that “liabilities are probable future
sacrifices of economic benefits arising from present obligations of a particular
entity to transfer assets or provide services to other entities in the future as a result
of past transactions or events” (p.35).

Similar to the advocates of human capital recognition as assets, Theeke
(2005) defends that HR is important for firms and have to be capitalized.
However, he suggests the recognition of human capital as liabilities under the
statement of financial position rather than assets. He supports his proposition
firstly by the failure of accountants to develop a commonly accepted method for
capitalization as assets even after considerable amount of studies. So, he suggests
a new direction for the human resources accounting, capitalizing human resources
as liabilities. Theeke (2005) summarizes the reason to treat the human resources
as liabilities as follows:

“..workers are the owner of human capital, which they loan to the companies.
Companies borrow human capital because they need it to meet the demand for the
goods and services... Companies do not own the human capital that they borrow any
more than banks own the demand deposit they borrow...The owner could remove
either at any time....If we could measure the amount of liability at the time that the
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company incurred to acquire the human capital that a worker loaned to a company,
...and create a corresponding liability account called Borrowed Human Capital.
...there would to be an asset account called "Unassigned Human Capital’....” (pg.53)

Also, Garcia-Parra et al. (2009) show that non-fulfilment of perceived
obligations, which could be conceptualized as intangible liabilities by the
company, might cause organizational members to retrain from deploying their

organizational knowledge in organizational processes..

2.3.3.Equity definition

IFRS Conceptual Framework defines equity as the residual interest in the
assets of the entity after deducting all its liabilities (4.4.7). IFRS Conceptual
Framework 4.22 states the amount, at which equity is shown in the balance sheet,
is dependent on the measurement of assets and liabilities. FASB Concepts
Statement No 6 uses equity term interchangeably with net assets, and defines
equity as residual interest in the assets of an entity that remains after deducting its
liabilities. FASB definition requires the firm to distribute assets to settle the
obligation. A clear equity concept emerges: Equity applies solely to the claim of
the current common shareholders (and all other claims are debt)™.

Both of the prevailing standard sets consider equity as an item dependent on
the assets and liabilities. Although there are opposing views about classifying the
human capital under assets or liabilities, there is a no direct claim that human
capital has to be taken as a part of equity. Whether as a candidate for assets or
liabilities class, there are supportive arguments that the human capital has to be
recognized under statement of financial position rather than to be reported only.
However, accounting has six principal qualitative characteristics determining the
borders to recognize a transaction, a resource or an obligation under the statement

of financial position: (1) relevance, (2) faithful representation, (3) comparability,

10 Center for Excellence in Accounting & Security Analysis, “Debt vs. Equity: Accounting for
Claims Contingent on Firms’ Common Stock Performance”
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(4) verifiability, (5) timeliness and (6) understandability (IFRS Conceptual
Framework). The next section would briefly define them, and emphasize the
faithful representation'!-reliability trade-off in the accounting reporting, which
directly affects whether or not record an asset or a liability, and the level of
aggregation/disaggregation in the accounting reporting in order to reach a

conclusion about the possible treatment of human capital.

2.4. Qualitative characteristics of financial statements

In substance, the purpose of accounting reporting is to provide information
about the companies through financial statements and also the non-financial
information presentation. Accountability and decision usefulness are broadly two
views of what should be the objectives of financial statements (Drever et al.,
2007; pg.32). Drever et al. (2007) state historically the main objective was the
accountability. The IASB 1989 framework defines accountability or, i.e.,
stewardship as whether management uses the company’s resources efficiently in
the interests of the ones, who use the company’s accounting reporting (p.14).
However, as Drever et al. (2007) conclude, there is a shift in the objective of
accounting from accountability to decision-usefulness. The IFRS Conceptual

Framework explains this view respectively as:

“IFRSs apply to all general purpose financial statements. Such financial statements
are directed towards the common information needs of a wide range of users, for
example, shareholders, creditors, employees and the public at large. The objective of
financial statements is to provide information about the financial position,
performance and cash flows of an entity that is useful to those users in making
economic decisions.” (preface, p.10), and

“The Board believes that the financial statements prepared for this purpose meet the
common needs of most users. This is because nearly all users are making economic
decisions. ” (Introduction)

1 Instead of Faithful Representation term Reliability term had been used in the 1989 IASB
framework. Now both terms will be used in the text interchangeably (IFRS Conceptual Framework
BC3.20.).
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The 1IASB 1989 framework categorizes the users of financial statements as
present and potential investors, employees, lenders, suppliers and other trade
creditors, customers, governments and their agencies and the public in IASB
framework (p.9). However, IFRS Conceptual Framework distinguishes the users
as primary users and other parties and, in OBS, it specifies that “The Board, in
developing financial reporting standards, will seek to provide the information set
that will meet the needs of the maximum number of primary users.” The IFRS
Conceptual Framework defines primary users as existing and potential investors,
lenders and other creditors in making decisions about providing resources to the
entity (OB2). FASB categorizes the users as present and potential investors and
creditors (FASB Concepts Statement No.1).

Qualitative characteristics are the attributes that make the information
provided in financial statements useful to the users defined in the IFRS
Conceptual Framework, QC4. The fundamental qualitative characteristics are the
relevance and faithful representation (QC5). The remaining four qualitative
characteristics are comparability, verifiability, timeliness, and understandability
put in the picture in order to enhance the usefulness of financial information
(QC4). FASB Concepts Statement No 2 (SFAC No.2), issued in 1980, also states
that most important characteristic of information is the usefulness for decision
making. SFAC No.2 makes a hierarchical categorization for the qualitative
characteristics for the accounting. The understandability is classified under the
user-specific qualities class, relevance and reliability are classified under the
primary decision-specific qualities class respectively, and comparability and
consistency are classified under the secondary decision-specific qualities class
respectively. The common characteristics under two prevailing standards would
be respectively defined and analyzed: (1) understandability, (2) relevance, (3)

faithful representation and (4) comparability.
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2.4.1.Understandability

The IFRS Conceptual Framework defines the understandability such as
classifying, characterizing and presenting information clearly and concisely makes
it understandable (QC30). FASB grounds the understandability on the reasonable
knowledge of users about business and economic activities and their ability to
read a financial report (SFAC No.1). However, as explained in IFRS Conceptual
Framework, the users include present and potential investors, employees, lenders,
suppliers and other trade creditors, customers, governments and their agencies and
the public and those parties have different information needs and there are
differences between the users’ accounting and financial knowledge (OB2, OB8 &
OB10). It is not possible for all users to understand all of the reported information.
Then, a question emerges about the understandability characteristic of financial
statements: what should be the level of information to be included in the financial

statements? IFRS Conceptual Framework answers this as:

“Some phenomena are inherently complex and cannot be made easy to understand.
Excluding information about those phenomena from financial reports might make
the information in those financial reports easier to understand. However, those
reports would be incomplete and therefore potentially misleading.” (QC31), and

“Financial reports are prepared for users, who have a reasonable knowledge of
business and economic activities and who review and analyzes the information
diligently. At times, even well-informed and diligent users may need to seek the aid
of an adviser to understand information about complex economic phenomena.”

(QC32)

Above statements underline the relevance of information rather than the
reliability to include it in the financial statement. This promotes human capital
capitalizers on their thesis about the importance of human capital because of its

relevance.

2.4.2.Relevance

The IFRS Conceptual Framework states that the relevant financial

information is capable of making a difference in the decisions made by users.
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Information may be capable of making a difference in a decision even if some
users choose not to take advantage of it or are already aware of it from other
sources (QC6). FASB SFAC No.2 emphasizes that the relevant accounting
information is capable of making a difference in a decision by helping users to
make predictions about the outcomes of past, present, and future events or to
confirm or correct prior expectations (page 5). Drever et al. (2007) clarify that
relevance why the information is needed and classify relevance as often the first
test applied to information.

Also, SFAC No.2 categorizes the relevance as one of the primary qualities of
accounting information. However, the relevance cannot surpass all other
qualitative characteristics. The dilemma for usefulness of information because of
its relevance is limited by two concepts: faithful representation and materiality of
information. Firstly, financial information needs to not be a prediction or forecast
itself in order to have predictive value (QC8). Reliable measurement techniques
have to be applied in order to include information in the financial statements.

The IFRS Conceptual Framework states that “To be useful, financial
information must not only represent relevant phenomena, but it must also
faithfully represent the phenomena that it purports to represent.” (QC12). Also,
the information should have materiality characteristic in order to be included in
the financial statements. The IFRS Conceptual Framework explains that the
information is a material if omitting it or misstating it could influence decisions
that users make on the basis of financial information about a specific reporting
entity (QC11). However, the materiality provides a threshold or cut-off point

rather than being a primary qualitative characteristic of information (QC11).

2.4.3. Faithful representation

The IFRS Conceptual Framework describes that, in order to be a perfectly
faithful representation, a depiction should have three characteristics; it should be
complete, neutral and free from error (QC12). A complete depiction includes all

information necessary for a user to understand the phenomenon being depicted,
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including all necessary descriptions and explanations (QC13); a neutral depiction
is without bias in the selection or presentation of financial information (QC14);
and free from error means that there are no errors or omissions in the description
of the phenomenon and the process used to produce the reported information has
been selected and applied with no errors throughout the process (QC15), and
information must be complete within the bounds of materiality and cost (QC16).
FASB SFAC No.2 states accounting information is reliable to the extent that it is
verifiable, is a faithful representation and is reasonably free of error and bias. To
sum up, SFAC No.2 explains that to be reliable, accounting information must
include verifiability, representational faithfulness, and neutrality properties (page
6). Also, SFAC No2 includes reliability under the primary qualities of accounting

information.

2.4.4.Comparability

The IFRS Conceptual Framework states the users must be capable of
comparing the financial statements of an entity through time and also they must
be capable of comparing different entities (QC20). FASB SFAC No.2 explains
that the information is useful if it can be compared with similar information about
other enterprises and with similar information about the same enterprise for some
other period or some other point in time (page 6).

This characteristic is more about the standardization of accounting reporting.
However, this must not be misunderstood and the need for comparability should
not be confused with mere uniformity (IFRS Conceptual Framework, QC23).
Relevance and faithful representation are the determinative characteristics on the
need for comparability characteristic of accounting information. If there is change
for a transaction or an event, it is not appropriate for an entity to report in the
same manner with preceding reporting periods, and also excluding a new
transaction or event in order to keep accounting information unchanged (IFRS
Conceptual Framework, QC23).
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SFAC No.2 supports that the comparability is not a quality of information
such as relevance and reliability but it is rather a quality of the relationship
between two or more pieces of information. SFAC No.2 warns that improving
comparability may weaken the relevance or reliability if, to secure comparability
between two measures, one of them has to be obtained by a method yielding less
relevant or less reliable information.

As a conclusion, for the common four qualitative characteristics of
accounting information, both standard set approve that the need of user is the most
important determinant of accounting reporting and the relevance and faithful
representation are the fundamental qualitative characteristics. The next section
briefly defines the faithful representation-relevance trade-off? or, i.e., balance
concept, and generally examines literature about human capital reporting through

the faithful representation -relevance trade-off concept.
2.4.5. Faithful representation-relevance balance (trade-off)

The 1ASB 1989 framework states about the timelines of accounting

information:

“If there is undue delay in the reporting of information, it may lose its relevance.
Management may need to balance the relative merits of timely reporting and the
provision of reliable information. ... Conversely, if reporting is delayed until all
aspects are known, the information may be highly reliable but of little use to users,
who have had to make decisions in the interim. In achieving a balance between
relevance and reliability, the overriding consideration is how best to satisfy the
economic decision-making needs of users.” (p.43)

The IFRS Conceptual Framework explains that a balancing, or trade-off,
between the qualitative characteristics is necessary, and denotes that the aim is to
achieve an appropriate balance among the characteristics in order to meet the

objective of financial statements using professional judgment (p.45). IFRS

'2 Reliability-relevance trade-off
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Conceptual Framework also contains arguments that support the need for a

balance between relevance and faithful representation, and states:

“... First, identify an economic phenomenon that has the potential to be useful to
users of the reporting entity’s financial information. Second, identify the type of
information about that phenomenon that would be most relevant if it is available and
can be faithfully represented. Third, determine whether that information is available
and can be faithfully represented. If so, the process of satisfying the fundamental
gualitative characteristics ends at that point. If not, the process is repeated with the
next most relevant type of information.” (QC18), and

“Information must be both relevant and faithfully represented if it is to be useful.
Neither a faithful representation of an irrelevant phenomenon nor an unfaithful
representation of a relevant phenomenon helps users make good decisions.” (QCL7)

FASB SFAC No.2 indicates that reliability and relevance often impinge on
each other; reliability may be influenced when an accounting method is changed
to gain relevance, and vice versa (p.90). SFAC No.2 points out whether there is a
net gain to users of the information obviously depends on the relative weights
attached to relevance and reliability. SFAC No.2 also specifies that the accounting
information must attain some minimum level of relevance and also some
minimum level of reliability if it is to be useful. Beyond those minimum levels,
sometimes users may gain by sacrificing relevance for added reliability or by
sacrificing reliability for added relevance, and some accounting policy changes
will bring gains in both (p.133).

Kirk (1991) and Jenkins and Upton (2001) explain that there should be a
balance between the relevance and reliability, which means that certain level of
relevance is essential for reliability and certain level of relevance is essential for
relevant information to be useful. Rowbottom (1997) specifies that the inclusion
of intangibles in financial reports depends on a trade-off between relevance and
reliability, and the information about intangibles is relevant to decision making.
However, this causes reliability problems, and he expresses that the current
objective of accounting standards is to find a balance between those two
paradigms. Drever et al. (2007) also indicate that relevance of information may
override reliability in some cases, but in all cases reliability should be considered
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along with relevance. Arvidsson (2011) supports that the comparability and
reliability are vital in developing information that is both relevant and useful.
Brummet et al. (1968a) denote that a favorite cliché in annual reports is “Our
employees are our most important asset”. However, as they underline, the
financial statements do not include any information about that “most important
asset”. They conclude that users of financial information could not observe that
relevant information. Flamholtz (1972) agrees that the failure to measure the
economic value of people may lead managers to ignore their decisions regarding
the value of employees. He concludes that this problem directly originates from
the managers’ tendency to base their decisions on the quantifiable variables.
Rhode et al. (1976) explain that the human resources might be more important
than physical or financial assets, and the financial statements could be informative
if they reflect their value. They corroborate that the accounting information lacks
of relevance and consequently the usefulness because of neglecting the human
resources. Dittman et al. (1976) define the problem as lack of relevance by
indicating the improper matching of revenues and related expenses. They
comment that expenses of recruiting, hiring, training and other costs of human
capital in the period they occur lower the present profits and exaggerate the future
profits that would be brought to the company by those employees. Harvey and
Lusch (1999) point out that the knowledge work is increasing and firm’s only
appreciable asset is human capital, and they conclude that human capital is
usually ignored despite its relevance. Rennie (1999) indicates that the knowledge-
based companies suffer from the failure of recognizing knowledge assets because
of the traditional accounting implications in terms of relevance. Canibano et al.
(2000) explain that the source of economic value is especially the creation and
manipulation of intangibles, which are not completely reported under financial
statements. They emphasize that the financial statements are less informative
because of this reason, and they also underline that reliability focus harms the
relevance, which could be realized by the difference between market and book
values of companies. However, they state that there is a trend towards the

relevance concern. Lev (2001) advocates that the accounting information is
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becoming more irrelevant because of ignoring the intangibles, and he states that
this could be observed in the high levels of market-to-book ratios. He claims that
a new system that will cover the knowledge assets is needed.

Rodov and Leliaert (2002) state that today’s accounting systems are still
dominated by the traditional factors of production and ignore the importance of
knowledge. However, they also conclude that there is a need to capture the value
of knowledge capital and management would rediscover the relevance of human
capital. Garcia-Ayuso (2003) includes the lack of relevance consideration under
the problems with accounting information and states that this problem occurs
because of the conservatism in accounting arising from the concerns about the
reliability. Mouritsen et al. (2004) denote that the value relevance of traditional
annual reports is declining and non-financial information is related with the
market value. They also suggest that the intellectual capital statements can be
used to bridge the gap between managers and investors by the informing investors
about how intellectual capital creates future value.

Seetharaman et al. (2004) suggest that, while physical assets experience
diminishing returns, the knowledge assets can increase the returns, and the authors
also support the relevance of human capital by remarking that the resignation of
certain key employees such as CEOs can be observed due to the fall of stock
prices. Chen and Lin (2004) agree that the financial statements compiled
according to the GAAP do not satisfy the purpose of providing useful information
to the investors, because they do not disclose human capital. Sonnier (2008)
points out that the relevance of accounting reports has been declining because I1C
components such as human capital, organizational capital and relational capital
are not accounted in the traditional accounting model, and he also determines that
this decline is more significant for high-technology and service-oriented firms. It
is also stated that, if an organization is more reliant on its stock of IC, its financial
accounting would be less useful. Skinner (2008) mentions that the economy has
changed in a way that the conventional financial statements have become less
relevant because of not recognizing knowledge assets, and that this fall has an

increasing trend. Andrikopoulos (2010) affirms that the knowledge capital value
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IS value relevant because of their importance in today’s economic environment.
Mitchell (2010) represents that the companies have given more importance to
knowledge as of the late 20™ and early 21% centuries, but the accounting rules fail
at recognizing the knowledge assets and this lowers the value relevance of
financial statements.

Flamholtz et al. (2002) group the HR accounting (HRA) studies in five main

stages such as:

(1)Derivation of basic HRA concepts (1925-1967): Scott (1925) and Paton

(1962) provided support for treating people as assets and accounting for

their value. Hermanson (1964) described a model for measuring the
human resource value in reports.

(2)Basic academic measurement research developing measurement models
(1968-1970): Brummet et al. (1968a), Brummet et al. (1968b), Flamholtz
(1969) and Brummet et al. (1969)-Brummet et al. (1968a) is the first study

that uses “Human Resources Accounting” and all of these studies support
the human resource reporting because of its relevance (Bullen and Eyler,
2010).

(3)Significant academic research and growth (1971-1977): It was a period of

rapid growth of interest in HRA especially in Western world, Australia and
Japan. The most prominent studies were carried out by Elias (1972),
Hendricks (1976), and Acland (1976).

(4)Declining interest in HRA (1978-1980): Because of complexity for

calculation of HR values, a decline was observed.
(5)Resurgence of interest in HRA (1981-still): Basic reason behind this

upward trend is the growing importance of knowledge assets in the
economy. (p.948-951)

As summarized by Flamholtz et al. (2002) above, there has been a growing
interest in HR accounting literature. This could be related to the growing

importance and concern of relevance about HR. Flamholtz (1971) remarks that the
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attempts towards human asset accounting would improve the management of
organizations. Rhode et al. (1976) express that the human resource data could be
beneficial for the investors by providing them with new and accurate data about
the present state of organizations, and the authors also indicate that it could help
managers through providing information about their employees. Craft and
Birnberg (1976) state the relevance of information is gaining importance and this
could be observed from the implications such as inflation accounting. Moreover,
they expect that human resource accounting would become a part of audited
external reports in a short time. Rowbottom (1997) signifies that the measurement
of HRA is said to aid internal decision-making and especially external decision-
making by allowing investors to accurately assess a firm’s performance and its
future prospects. Cafiibano et al. (2000) indicate that the human resources have
direct impact on companies’ profits and future performance and HR have to be
reported by considering the relevance of their importance.

Jenkins and Upton (2001) underline the increasing importance of relevance
by stating that that, in a perfect world, financial statements would include all
items that provide decision-useful information about their values. Stolowy et al.
(2001) comment the process and outcome of IASB standards are significantly
influenced by the Anglo-American accounting approach, which theoretically
emphasizes the relevance rather than the reliability. Since 1970’s, FASB allows
current cost measurement, which increases the relevancy of financial statements
rather than historical cost (Zeff, 2007). Stolowy et al. (2001) also indicate that the
reluctance of Continental-European countries to adopt IAS could be explained by
the phenomenon that those countries are supposed to emphasize reliability,
objectivity and relevance. Lev (2002) proposes that size and number of
knowledge-based firms are increasing and this makes measurement, management
and reporting of knowledge assets so relevant.

Bukh (2003) examines disclosure of information on IC for Danish firms’
initial public offerings (IPOs) for years 1991 and 1999, and confirms that there is
an increasing trend in IC disclosure and this is evidence about the shift towards

concern over relevance of information. Landsman (2007) stated that the relevance
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and reliability impact of assets’ and liabilities’ fair valuation would be understood
in subsequent years. Daske et al (2008) specify that the mandatory adoption of
IFRS make European accounting more capital-market oriented, which could be
interpreted as a focus shift towards relevance of information. Samudhram et al.
(2008) assert that the information on human resources are value relevant because
it influences the decisions of certified public accountants and information on
human capital lead to better forecasts of net income. Sonnier (2008) adds that
FASB acknowledged that individual companies will need to determine their own
appropriate, useful and relevant disclosures. Bullen and Eyler (2010) support their
view by exemplifying the recent developments for FASB such as complex
measurement techniques like fair value of assets. They interpret those
developments such that human resource accounting would be used in external
financial reporting in future. Mir and Singh (2011) commentate that the strong
growth of International Financial Reporting Standards (IFRS) is an indication that
future financial reports may include non-traditional measures such as human
resource accounting methods by the developments in complex measurement
techniques such as fair value accounting.

Besides those arguments stated above about the accounting implications’ shift
towards relevance, there also is evidence about the analysts’ use of intellectual
capital in their reports. Garcia-Meca (2005) showed that the information about the
intellectual capital is widely reported to the financial analysts in order to improve
the quality of their reports. Nielsen et al. (2006) state the analysts’ reports about
knowledge-intensive firms indicating that aspects concerning the training and
education of employees all appear as relevant factors. They also indicate that, in a
world of increasing technological development, the firm performances are better
reflected if non-financial indicators including IC are also represented. Dahmash et
al. (2009) investigate the IC reporting for Australian companies about the
identifiable intangible assets by using Ohlson (1995) methodology of valuation in
order to test the relevance-reliability trade-off for years 1994-2003. They find out

that the reports are value-relevant but not reliable.
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As stated above, the literature agrees the relevance level in accounting reports
shows a decline. Also, this is explained by the increase in the relative importance
of intellectual capital, especially for human capital, for firms. Also, authors
generally agree that although accounting information requires both relevance and
faithful representation as fundamental qualitative characteristics, accounting
standards are more relevance-concerned by the impacts of Anglo-American
culture and growing importance of user needs on information. Besides that, the
authors also agree on the need for human capital reporting in order to increase the
relevance of accounting information through satisfying the user needs. The next
section examines the existing measurement techniques for human capital,
determines the industry, in which the value of human capital would be measured,
explains the reasons of selecting that industry to study, briefly summarizes the
conditions for the selected industry, and concludes on the appropriate technique of
measuring the human capital for the selected setting.
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CHAPTER 3

HUMAN RESOURCE ACCOUNTING

3.1. Measurement/reporting techniques

In order to record the human capital in the asset class, first step is to
determine the measurement/reporting technique for human capital of the
organization. Human capital as an intellectual capital is subject to diverse
techniques applicable for intellectual capital measurement. Although different
techniques exist to record human capital such as the remaining intellectual capital
items, all techniques have both advantages and disadvantages. This section would
firstly cover the existing categories for techniques and methods to quantify and
measure human capital then define sub-categories classified under those main
categories and lastly state the advantages and disadvantages associated with those
techniques. Authors that deal with measurement techniques for intellectual capital

items, agree on five main categories to classify those techniques:

(1)Scorecard methods (SC) (Rodov and Leliaert, 2002; Snyder and Pierce,
2002; Martin, 2004; Sveiby, 2007; Choong, 2008; Martens, 2009;
Hoscanoglu, 2010; Mitchell, 2010)

(2)Market capitalization methods (MCM) (Rodov and Leliaert, 2002;
Abeysekera, 2003; Steenkamp, 2004; Martin, 2004; Ortiz, 2006; Sveiby,
2007; Hoscanoglu, 2010)

(3)Return over (on) assets (ROA) methods (Rodov and Leliaert, 2002;
Steenkamp, 2004; Martin, 2004; Ortiz, 2006; Sveiby, 2007; Choong, 2008;
Hoscanoglu, 2010)

(4)Direct intellectual capital (DIC) methods (Rodov and Leliaert, 2002;
Abeysekera, 2003; Steenkamp, 2004; Martin, 2004; Ortiz, 2006; Sveiby,
2007; Hoscanoglu, 2010)
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(5)Financial method of intangible assets measurement (FiMIAM) (Rodov and
Leliaert, 2002; Steenkamp, 2004; Sveiby, 2007)

The following chapters would briefly disaggregate the main categories
mentioned above into sub-categories, and point out the pros and cons of those

sub-categories in order to choose the most appropriate method for this study.

3.1.1.Scorecard (SC) methods

Martin (2004) and Hoscanoglu (2010) indicate that the scorecard methods
identify various components of IC and use scorecards or graphs to report
indicators and indices. Hoscanoglu (2010) states that the scorecard (SC) methods
are similar to direct intellectual capital (DIC) methods except that no monetary
estimation is made for IC. Martens (2009) emphasizes that the SC models are
achieved by focusing management attention on measures of activities and
processes relevant to organizations’ strategic context, and also underlines that
there is a need for reliable procedures to develop indicators and indices.

Regarding the advantages of SC methods, Sveiby (2007) states that they can
create a more comprehensive picture of an organization’s status than financial
metrics and they can be easily applied at any level of an organization similar to
DIC methods. Moreover, he also concludes that SC methods can measure closer
to an event and so allow faster and more accurate results than pure financial
measures. Sveiby (2007) and Hoscanoglu (2010) state the SC methods are very
useful for non-profit organizations, internal departments and public sector
organizations as well as the environmental and social purposes, because they do
not measure IC in terms of monetary value. Sveiby (2007) specifies that the SC
methods have disadvantages; the indicators are contextual, i.e., event or
organization-specific and this makes the comparisons very difficult. He also
reminds that, because of its non-financial nature, it is hard for potential users, who

are accustomed to financial perspectives, to comply with the SC methods. The
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most widely used SC methods are separately analyzed below in their

chronological order.

3.1.1.1. Balanced scorecard (BSC)

Sveiby (1997) and Hoscanoglu (2010) accept that the balanced scorecard
(BSC) is a method firstly introduced in 1992 by Robert Kaplan and David Norton.
Kaplan and Norton issued a book about this method in 1996 and enhanced the
details for the method. This was not the first attempt for measuring non-financial
performance of organizations such as customer satisfaction, cycle rates etc.
(Hoscanoglu, 2010). However, the balanced scorecard is based on double-loop
learning (Martens, 2009). The method uses the information provided by the
selected measures to drive changes in the measures themselves.

This method analyzes a company’s performance through the indicators
covering four major focus perspectives: (1) financial perspective, (2) customer
perspective, (3) internal process perspective, and (4) learning perspective. The
indicators are based on the strategic objectives of the firm (Sveiby, 1997; Rodov
and Leliaert, 2002; Choong, 2008; Martens, 2009; Hoscanoglu, 2010; Mitchell,
2010). As stressed by Kaplan and Norton (1996), the balanced scorecard is a
measuring system using qualitative indicators having causal relationship with the
strategic objectives of the company. Mitchell (2010) expresses that there is a
similarity between balanced scorecard and Skandia Market Value Scheme
(Scandia Navigator), which is also a SC method for measuring IC, in terms of the
measurement perspectives, but balanced scorecard has a strong focus on
innovation in learning and growth and values the importance of knowledge
workers for the company.

Hoscanoglu (2010) classifies the main strength of the balanced scorecard as
its simplicity to apply, which enables companies to use it easily. However, as it is
explained above, it is company-specific and this makes it hard to make
comparative analysis between the companies, and also decreases its repeatability
(Martens, 2009; Hoscanoglu, 2010). Besides that, in terms of its potential ability

43



to be used for this study to measure HC, it provides non-financial information
rather than financial value. Because of those facts, this method is not an

appropriate candidate for this study to measure human capital.

3.1.1.2. Intangible asset monitor (IAM)

Intangible asset monitor (IAM) is a system based on Sveiby (1997). It aims to
value the intangibles of organizations, which have few tangible assets and mostly
work on knowledge operations. Snyder and Pierce (2002) state that the
methodology developed by Sveiby (1997) recommends an accounting
perspective, in which the traditional financial statements are used together with
non-financial measures for intangible assets. Sveiby (1997) defines intangibles
under three-leg classical categorization: internal structure, external structure and
professional competence. Bontis (2001) stated that Sveiby recommends replacing
the traditional accounting framework with a new framework that contains a
knowledge-perspective. Sveiby (1997) categorizes three indicators, namely
growth and renewal, efficiency and stability, for each of the intangible asset
classes explained above. Then, Sveiby (1997) proposes to classify employees such
as professionals and support group. Bontis (2001) enlightens that Sveiby uses
term “professionals” in order to define competent personnel, who create value and
should be measured. The last step in Sveiby’s (1997) methodology is to find
values for indices defined under the three indicators of growth and renewal,
efficiency and stability. Hoscanoglu (2010) expresses that IAM focuses on the
risks and sustainability, and this is an advantage of the technique. However,
similar to BSC, IAMs are also organization-specific, which decreases its usability,
because this does not enable analysts to make comparisons based on IAMs’
results. Besides that, as Snyder and Pierce (2002) underlines without relating to a
system of appropriate financial feedback, it may not be possible for 1AM
technique to be widely used. To sum up, this is also not an appropriate technique

for this study to measure HC.
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3.1.1.3. Skandia Navigator™ (SN)

Skandia is considered the first large company to have made a truly coherent
effort at measuring knowledge assets (Bontis, 2001). Skandia first developed its
IC report internally in 1985, and became the first company that issued an IC
addendum accompanying its traditional financial report to shareholders in 1994
(Bontis, 2001; Snyder and Pierce, 2002; Martens, 2009). Leif Edvinsson, the chief
architect behind Skandia’s initiatives, developed a dynamic and holistic IC
reporting model called the Navigator (Bontis, 2001; Snyder and Pierce, 2002;
Martens, 2009). The studies of Edvinsson (1997) and Edvinsson and Malone
(1997) are the ones that introduced the Skandia Navigator™ into the academic
literature. According to Skandia’s model, the hidden factors of human and
structural capital comprise the intellectual capital when added together (Bontis,
2001). The Skandia IC report uses up to 91 new metrics in addition to 73
traditional metrics to measure five areas of focus: financial, customer, process,
renewal and development, and human capital (Bontis, 2001; Rodov and Leliaert,
2002; Snyder and Pierce, 2002; Martens, 2009; Hoscanoglu, 2010). However,
Edvinsson (1997) and Edvinsson and Malone (1997) recommend 112 metrics in
the universal IC report that they designed (Bontis, 2001; Martens, 2009). The
Skandia Navigator™ finds a balance between financial and non-financial issues.
Also, it is a balance between information on past financial performance,
information about today, including human capital, processes and about
tomorrow’s renewal and development (Hoscanoglu, 2010).

The Skandia Navigator™ is one of the most important tools in the
measurement of intellectual capital. The Skandia Navigator™, as previous SC
methods mentioned above, does not assign monetary value to the IC items.
However, it uses proxies to track trends in the assumed value added (Martens,
2009). Those, who oppose the usefulness of Skandia Navigator™, claim that the
method follows a balance sheet approach, i.e., provides only a snapshot in time, so
it cannot represent the dynamic flows of an organization; for example, it presumes

human capital as sitting in front of their computers and end up investing
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knowledge into that computer (Bontis, 2001; Martens, 2009). These disadvantages
of the method stated above, especially its measurement of human capital in terms
of non-monetary values, cause the Skandia Navigator™ not to be an appropriate

candidate for this study to measure human capital.

3.1.1.4. Intellectual capital index™ (IC-index)

Géran Roos and Johan Roos created the IC-index™ and the model was firstly
used by Skandia Insurance Company in 1997 (Hoscanoglu, 2010). The IC-index™
is a second generation method that combines IC in one consolidated index and
indicates the relationship between the changes in IC and market (Roos et al.,
1997; Bontis, 2001; Rodov and Leliaert, 2002; Martens, 2009; Hoscanoglu,
2010). Roos et al. (1997) explain that IC-index ™ attempts to consolidate the
various individual indicators into a single index and synthesizes strategy, non-
financial measurement (e.g. BSC), finance (e.g. economic value added and firm
valuation) and management value added (Rodov and Leliaert, 2002). In order to
apply IC-index ™ as a measurement tool, organizations firstly have to identify
indicators of capital as follows; human capital and structural capital (relationship
capital e.g. relationships with customers, organization capital e.g. culture of
organization and renewal and development capital e.g. R&D). Then, each
indicator is assigned a numerical value based on their current position, the
importance of indicators is weighted and those weighted values are consolidated
in one index (Martens, 2009; Hoscanoglu, 2010).

Although the IC-index ™ is a step taken forward because it allows managers
to understand the effects of a particular strategy on the IC of a company and
allows managers to analyze their organizations’ IC value within years, it is not
applicable for comparisons among companies because the IC-index is context-
specific and depends on value adjustments based on subjective judgments.
Besides that, it provides only a single value for the IC of organizations, which
makes it inappropriate for using in this study for measuring and recording human

capital.
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3.1.2. Market capitalization methods (MCM)

Rodov and Leliaert (2002), Steenkamp (2004), Martin (2004), Ortiz (2006),
Sveiby (2007), and Hoscanoglu (2010) explain that the market capitalization
methods (MCM) calculate the intellectual capital as the difference between the
organization’s market capitalization and stockholders’ equity; the excess of the
company’s market capitalization over stockholders’ equity is its intellectual
capital. Hoscanoglu (2010) expresses that the MCM is useful for illustrating the
financial value of intellectual capital and are helpful in comparing organizations
within the same industry. Sveiby (2007) also specifies that, similar to return on
assets (ROA) Methods, MCM is useful in merger & acquisition situations and for
stock market valuations because they offer monetary values and they can be used
for comparisons between companies within the same industry.

However, Sveiby (2007) underlines the common disadvantages of two classes
of methods by stating that, by translating everything into money terms, they can
be superficial; some of MCM are of no use for non-profit organizations, internal
departments, and public sector organizations. Steenkamp (2004) indicates that the
difference between market value and book value is only residual and this is the
main weakness of this method. The study provides two criticisms for the method.
First, the market value is not an appropriate and objective resource to be used as a
benchmark for IC because market prices may be speculative. Second, the book
value for organization may also be misleading because of the factors such as
undervaluation of tangible and financial assets. Rodov and Leliaert (2002) also
discourage the use of this method because the part of difference between book and
market value may still need to be explained by something like “market
sentiment”, a correction factor or weight, with which the value of intangibles is
adjusted. Besides, Hoscanoglu (2010) adds that MCMs do not provide any
information about the individual components contributing to IC. In sum, because
of the reasons stated above, the MCMs are not appropriate for this study to

calculate the value of human capital. Although there are several motives that
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discourage the use of MCMs for this study, the widely used MCMs are briefly

explained below.

3.1.2.1. Tobin’s q

James Tobin, a Nobel-Prize winning economist at Yale University, invented
the ratio called as Tobin’s q in 1950s. It is calculated by dividing total market
value with replacement value of physical assets (Wilkins and Hoog, 1997; Snyder
and Pierce, 2002; Hoscanoglu, 2010). Tobin’s q is used to reflect the value the
market places on items not on the balance sheet, part of which are knowledge
assets. The Tobin’s q is usually proposed as a method of avoiding the depreciation
issue mentioned in Calculated Intangible Value (CIV) method (Snyder and Pierce,
2002).

Snyder and Pierce (2002) and Hoscanoglu (2010) explain that if Tobin’s q of
an organization is greater than 1 as well as higher than its competitors, it indicates
that the organization has an advantage over its competitors because of its higher
IC value and it is presumed to produce higher profits than its competitors. It is
most useful in making comparisons between the firms that are in the same
industry and similar level of hard assets (Snyder and Pierce, 2002). The
replacement costs are used for assets rather than the historic costs, and this
enables Tobin’s q ratio to overcome some difficulties of market-to-book ratio
arising from the fact that historic book values are misleading. However, as stated
before for all MCM, the Tobin’s q is not a useful tool for this study and it also has

disadvantage of providing only a simple ratio rather than a monetary value.

3.1.2.2. Market-to-book value

Stewart (1997) introduces the market-to-book value term into the literature.
Sveiby (2007) indicates that the value of intellectual capital is considered to be the

difference between the firm’s stock market value and the company’s book value.
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However, as Hoscanoglu (2010) underlines, the market values are subject to
fluctuations whether the organization is not subject to major changes, i.e.,
depending on outside factors such as speculative investments or sector/index-
specific fluctuations and also book values may be misleading because of the
undervaluation and/or miscalculation of tangible assets. Also, it provides a single
value for all IC categories. All these facts make it inappropriate to use CIV in this

study.

3.1.3.Return over (on) assets (ROA) methods

Rodov and Leliaert (2002), Steenkamp (2004), Ortiz (2006), Sveiby (2007)
and Hoscanoglu (2010) state the return on (over) assets (ROA) method is the ratio
of a company’s average pre-tax earnings over three to five years divided by the
average tangible assets over the same period of time. Then, the ratio is compared
with the industry average to calculate the difference. If the difference is zero or
negative, then the company is assumed to have no excess IC when compared to its
industry. But, if the difference is greater than zero, then the company is assumed
to have excess IC when compared to its industry. In the following step, that excess
ROA is multiplied by the company’s average tangible assets to calculate the
average annual excess earnings. Then, the result is divided by the company’s
average cost of capital in order to reach company’s estimated IC value.

Rodov and Leliaert (2002) express that the main advantages of this method
are the ease-of-use of the formulae and the availability of all required information
in historical financial statements. Sveiby (2007) and Hoscanoglu (2010) specify
that ROA methods share the similar advantages with market capitalization
methods since both provide monetary evaluation and both are useful in merger
and acquisition decisions, as well as stock market valuations. However, Rodov
and Leliaert (2002) indicate that, similar to other single-figure 1C measurements,
this method is fast and simple but does not provide insights that management
requires to proactively manage their IC. Moreover, they also point out the

backward-looking feature of this method, which decreases its exploratory power
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of future performance. Steenkamp (2004) outlines that the concern raised in this
method about what a fair industry average would be created skepticism about the
objectivity of any industry average to be used in this method. Sveiby (2007) and
Hoscanoglu (2010) state the disadvantages of ROA methods including the same
disadvantages of market capitalization methods that are based from the financial
evaluation. They also underline that most of ROA are not applicable for non-
profit organizations, internal departments and public sector organizations.
Although, the value found for IC is a general value that includes all three IC
categories and it does not provide specific values for each. All the facts stated
discourage the use of ROA methods in this study for measuring the human capital.
Besides that, the widely used ROA methods are briefly explained below.

3.1.3.1. Value added intellectual coefficient (VAIC™)

Although this method is classified by all authors under ROA methods, Sveiby
(2007) interprets that Value Added Intellectual Coefficient (VAIC™) does not
quite fit any of the categories. Ante Pulic designed VAIC™ in 1997 in order to
measure the efficiency of key resources in organizations. Hoscanoglu (2010)
summarizes that, according to VAIC™, there are two major resources that create
value added in organizations; capital employed and IC. Then, capital employed is
grouped into physical and financial capital and IC is grouped into human capital
(HC) and structural capital (SC). Hoscanoglu (2010) explains that value added
(VA) is the difference between output of the organization, which is the sales
revenue, and input of the organization, which refers to everything that comes from
outside the organization. Sveiby (2007) denotes the VAIC™ as an equation that
measures how much and how efficiently intellectual capital and capital employed
create value based on the relationship with three major components: (1) capital
employed; (2) human capital; and (3) structural capital. The formula for VAIC™

is as follows:

VAIC'™ = CEE + HCE + SCE (1)
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\where CEE refers to capital employed efficiency, HCE refers to HC
efficiency, and SCE refers to SC efficiency and. CEE is calculated by the

following formula:

CEE =VA /CE (2)

VA refers to the value added as explained above, and CE refers to the book
value of the net assets for firm. The HCE value is calculated by the following

formula;

HCE =VA/HC (3)

VA is same as it is explained in the CEE formula, and HC refers to the total
investment salary and wages for firm. Then, the SCE is calculated as follows:

SCE = SC /VA (4)

In this formula, SC refers to difference between VA and HC, and VA is
similar as in the preceding formulae.

The key assumption of the value added IC is that labor expenses are
considered as assets instead of costs, but this creates a major problem since the
separation of expenses and assets are not clear for human capital salary and wages
(Hoscanoglu, 2010).

3.1.3.2. Economic value added (EVA™)

Economic value added (EVA™) was introduced by Stern Stewart as a
comprehensive performance measure in 1997 (Bontis, 2001; Rodov and Leliaert,
2002). EVA™ method aims to develop a performance measure that considers all
possible ways an organization can gain or lose its corporate value (Hoscanoglu,
2010). EVA™ is calculated by the equation below:

EVA = Net Sales - Operating Expenses - Taxes - Capital Charges (5)

51



Capital charges are calculated as the weighted average cost of capital
multiplied by the total capital invested. In practice, EVA™ is increased if the
weighted average cost of capital is less than the return on net assets, and vice
versa (Bontis, 2001; Tayles et al., 2002; Hoscanoglu, 2010).

Rodov and Leliaert (2002) express that the strong points of this approach are
its good correlation with stock price, and a connection between financial planning,
budgeting, goal setting and compensation. They also indicate that EVA™
provides a common language and benchmark for managers to discuss value
creation. However, EVA™ consists of 164 adjustments, which makes it a
complex tool to be used, and also uses book assets relying on historical costs,
which gives little indication of current market or replacement cost (Bontis, 2001;
Rodov and Leliaert, 2002; Hoscanoglu, 2010). Also, analysis assumes that
companies should be run in parallel with the interest of shareholders, but this may
not be the objective of organizations.

3.1.4.Direct intellectual capital (DIC) methods

Direct intellectual capital (DIC) methods are used in order to estimate the
monetary value of intellectual capital by identifying its various components
(Abeysekera; 2003; Martin, 2004; Steenkamp, 2004; Ortiz, 2006; Sveiby, 2007;
Hoscanoglu; 2010). Once the components are identified, they can be directly
evaluated, measured and aggregated (Steenkamp, 2004; Ortiz, 2006; Sveiby,
2007; Hoscanoglu, 2010). These methods focus on the market assets such as
customer loyalty, intangible assets such as patents, technology assets such as
know-how, human assets such as education and training, and structural assets
such as information systems (Steenkamp, 2004; Ortiz, 2006).

DIC methods can create a more comprehensive image of the organization’s
IC compared to solely financial methods (Sveiby, 2007; Hoscanoglu, 2010). DIC
methods allow separate valuation of IC items and allow a combination of
monetary and non-monetary valuations, which provides flexibility in the

application of the methods (Hoscanoglu, 2010). However, although it is the most
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complex, it is not widely used (Steenkamp, 2004; Sveiby, 2007; Hoscanoglu,
2010). Abeysekera (2003) state that the IC valuations are still not perfected and so
it is not easy to apply DIC methods. DIC methods are contextual or, i.e., event-
based and which creates difficulties in comparisons (Hoscanoglu, 2010). Despite
the negative evaluation of DIC methods stated above, the most important
characteristic that differentiates the DIC methods from the previous valuation
methods is its ability to make separate valuation of IC components. In order to
reach unique monetary value of human capital (HC), the DIC methods are the
most appropriate valuation methods. The widely used DIC methods are explained
below in their chronological order.

3.1.4.1. Citation-weighted patents

The use of patent data in economic research dates back to the researches of
Scherer and Schmookler in 1960s (Hall et al., 2005; Hoscanoglu, 2010). Dow
Chemical Company is the pioneer of using patents for measuring IC in practice
(Bontis, 2001; Sveiby, 2007; Hoscanoglu, 2010). Hoscanoglu (2010) expresses
that a technology factor is calculated based on the patents developed by a firm,
and summarize that IC and its performance is measured based on the impact of
research development efforts on a series of indices describing the firm’s patents
such as the ratio of the number or cost of patents to the sales.

The main advantage of using the patents as a data source is that patents
contain detailed information on the innovation ability of organizations. However,
citation-weighted methods only considers the patents as IC, do not provide any
direct information about the other IC items and also there is a lag to granting a
patent so citation-weighted methods provide retrospective info (Hoscanoglu,
2010). The method is not appropriate for the valuation of HC because of the facts

stated above.
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3.1.4.2. Technology broker

Technology broker is an IC valuation method based on the work of Annie
Brooking in 1996 (Bontis, 2001; Snyder and Pierce, 2002; Rodov and Leliaert,
2002; Sveiby, 2007; Hoscanoglu, 2010). According to technology broker, IC

assets have four components:

(1)Market assets: They are the market-related intangibles that give a
competitive advantage to the organization in the marketplace such as
brands, customers and their loyalty, repeat business, backlog, distribution
channels, contracts, and agreements such as licensing and franchising
(Bontis, 2001; Rodov and Leliaert, 2002; Hoscanoglu, 2010)

(2)Intellectual property assets: They are legally protected corporate assets

that can be evaluated financially, which include know-how, trade secrets,
copyrights, patents, design rights, patents, trade and service marks and
enable the organization to maintain its competitive advantage that is
created by innovations franchising (Bontis, 2001; Rodov and Leliaert,
2002; Hoscanoglu, 2010)

(3)Human-centered assets: They are the knowledge of the employees,

including the collective expertise, creativity, problem-solving, capability,
leadership, and managerial and entrepreneurial skills. They cannot be
owned by the organization (Bontis, 2001; Rodov and Leliaert, 2002;
Hoscanoglu, 2010)

(4)Infrastructure assets: They are technologies, methodologies, and

processes, such as corporate culture, methodologies for assessing risk,
methods of managing a sales force, financial structure, databases of
information on the market or customers, communication systems such as
e-mail and teleconferencing systems, that enable the organization to
function (Bontis, 2001; Rodov and Leliaert, 2002; Hoscanoglu, 2010)

Technology broker method proposes a six-step IC audit, and evaluation of the

different types of assets (Hoscanoglu, 2010). The audit process is composed of up
54



to 20 questions answered by the organization about the IC components in the
organization (Bontis, 2001; Rodov and Leliaert, 2002; Sveiby, 2007; Hoscanoglu,
2010). Once the IC audit is completed, the values of IC assets are translated into
monetary values (Bontis, 2001; Rodov and Leliaert, 2002; Snyder and Pierce,
2002; Hoscanoglu, 2010). Brooking (1996) offers three methods to calculate the
monetary value for the IC identified by the audit (Bontis, 2001; Rodov and
Leliaert, 2002; Snyder and Pierce, 2002; Hoscanoglu, 2010; Rahaman et al., 2013;
Stanko et al., 2014):

(1)Cost approach: uses the replacement cost of the assets,

(2)Market approach: uses market value of comparable assets,

(3)Income approach: assesses the income-producing capability of the asset
(NPV of its net cash benefits)

The main advantage of technology broker is its accessibility. Also, it provides
a comprehensive overview of the intangible assets of the organization (Bontis,
2001; Rodov and Leliaert, 2002; Hoscanoglu; 2010). The authors agree on the
major problems with technology broker that valuation methods to calculate IC are
not completely perfect and audit questions are subjective in nature (Bontis, 2001;
Rodov and Leliaert, 2002; Snyder and Pierce, 2002; Hoscanoglu; 2010).
However, the valuation methods have to be tested in order to reach the perfect
valuation method, and this is not an obstacle to apply technology broker in order
to calculate HC of an organization. This study would employ cost approach for
contract fees in football industry and market approach for salaries of football and

basketball players in order to test the appropriate valuation method.

3.1.4.3. Inclusive valuation methodology (VM)

Philip K. McPherson developed inclusive valuation methodology (IVM) in
1999, which combines information and monetary value by blending measurement

theory and combinatorial mathematics (Hoscanoglu, 2010). The first step is to
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create a mathematical model of the business of the organization to simulate
various alternative management actions, which provide output performance
measures and cost revenue data, while the second step is to define the goals of the
organization from the perspective of shareholders and transformed into
measurable attributes using a criterion hierarchy. In final step, the output
performance measures are used as inputs for criterion hierarchy and overall
combined intangible value is calculated (McPherson and Pike, 2001; Hoscanoglu,
2010). Hoscanoglu (2010) specifies that, although IVM offers a comprehensive
and accurate solution to measure IC, its application is complex and difficult.

3.1.5. Financial method of intangible assets measurement (FIMIAM)

The FIMIAM method is a combination of direct intellectual capital (DIC)
methods and market capitalization methods (MCM) (Sveiby, 2007). Rodov and
Leliaert (2002) define the methodology in six steps in their theoretical design.
According to this model, a firm’s IC consists of human customer and structural
classes, and it is based on the overlapping three-leaf model originally developed
by Leliaert, who converted Edvinsson’s tree structure for IC classes of human,

customer and organization capital (Rodov and Leliaert, 2002):

(1)Combination of human and customer capital: consists of individuals’

closeness to customers and the application of their creativity to specific
customer needs

(2)Combination of structural and customer capital: reflects a company’s

ability to leverage customers’ brands, as well as the value that customers
attribute to the firm’s brand name

(3)Combination of human and structural capital: lies within the

knowledge processes

According to FIMIAM, the value of IC is calculated in six steps as explained
below (Rodov and Leliaert, 2002; Steenkamp, 2004):
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Step 1: determine the “realized IC” that is the difference between book value
and market value

Step 2: identify the relevant components of IC and cluster them according to
human, customer and structural classes, on which the model is based

Step 3: assign appropriate coefficients to the 1C components, reflecting the
relative weight that each component has in the entity’s overall IC

Step 4: justify those coefficients

Step 5: calculate the monetary value of the IC components by multiplying
their respective coefficients by the total realized I1C value

Step 6: add the IC values to the book value creating a new “market value

bottom line”

The “market value bottom line” is the attainable market value explained in

the formula below:

Attainable market value = Tangible Capital + Realized IC + IC erosion (6)

Steenkamp (2004) states that steps 3 & 4 are not explained by Rodov and
Leliaert (2002). Rodov and Leliaert (2002) argue that FIMIAM has a big
advantage over the MCM because MCM do not attribute the entire difference
between book value and market to intangible assets. As explained before, the
book values and market values are subject to some problematic facts. The
FIMIAM also does not provide a completely objective valuation of IC
(Steenkamp, 2004). Moreover, the value provided by this method gives an
aggregation of IC components, it is not appropriate to be used for this study in

order to measure human capital separately.

3.2. Direct intellectual capital (DIC): appropriate method to record HC

As explained in the sections above, the basic terms regarding the asset

definition in both the IFRS Conceptual Framework and FASB are “resource”,
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“control by the entity”, “result of past event” and “expected future benefits”. HC
undoubtedly is a “resource” both for the production and for knowledge creating
phases. IFRS Conceptual Framework states that the entities normally obtain assets
by purchasing or producing them, but other transactions or events may also
generate assets (4.8.) An entity usually gains the ability to control an asset’s future
economic benefits through a legal right such as signing a contract. IAS 41 covers
living animals and plants, which have similar properties like human resources
such as their importance as a means of production process, having improvable
production capacity, and etc. The standard requires firms to recognize agricultural
assets in order to measure fair value or costs of the assets reliably (p.10). As a
conclusion, in order to recognize an item/concept as an asset, there must be
sufficient evidence that the item would bring future economic benefits and it
should be possible to measure that item reliably in monetary terms.

The IFRS Conceptual Framework describes a perfectly faithful
representation; a depiction should be complete, neutral and free from error
(QC12). SFAC No.2 explains that, in order to be reliable, the accounting
information must include verifiability, representational faithfulness, and neutrality
properties (page 6). SFAC No2 also includes reliability under the primary
qualities of accounting information.

To sum up, in order to include HC under assets, they should be reliably and
separately measured and past information should be applied in order to measure
the value of assets. As the methods analyzed above, first of all, SC methods could
not be used in order to record HC, because they do not allow financial
measurement. MCM, ROA and FiMIAM share the advantages that they allow
financial measurement and are easy to apply. However, they also share the similar
disadvantages such as they are all subject to stock market valuations, which are
speculative in nature. They also do not allow disaggregation of IC components. In
order to reach unique monetary value of human capital (HC), the DIC methods are
the most appropriate valuation methods, so the NBA basketball players’ values
will be analyzed using DIC methods. The next chapter will briefly examine the

NBA court and team formation rules, contracts that NBA players are subject to,
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and other theoretical background about NBA such as salary cap and minimum
contract level, which are used to determine the methodology that will be used in

this study.

59



CHAPTER 4

THEORETICAL BACKGROUND FOR THE FIELD OF STUDY

4.1. The importance of human resources

Historically, the sustainable competitive advantages of companies were based
on resources such as property, plant, machines, financial strength for production
and/or sales. Companies, who were called as first movers, i.e., companies that
invented the product type, were able to dominate the market for a long time
because the competitors were unable to imitate the product easily. They were not
capable of providing the creativity function needed to copy the product class
because of the scarcity of physical resources such as production facility needed, as
well as the lack of information about the new product type.

In today’s knowledge era and highly competitive work environment, all of the
large-sized companies, especially those in high-technology industry, have access
to physical resources needed and especially information about the other
companies. First mover advantage does not provide economic benefits for a long
time. So, due to the financial concerns, firms have to issue new products more
frequently. Human resources are the most important assets in any corporate
enterprise because competitive business world largely depends upon the quality of
creativity function of companies, which is provided by human resources. Because
of that, since 1980’s, there is tendency towards human resources reporting and
companies place their core focus on production operations based on the human
creativity. There is a shift from physical assets to resource-based economies. This
study aims to discover how the value of human resources could be set, and the

new section will cover the factors that affect the wages of employees.
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4.2. Factors that affect the value of human resources

The workplace for employees can be called as free market because employees
are able to switch to another job without any restriction, the companies and
potential employees have access to information about the wages and available
benefits provided by companies and the prices. The wages are assumed to be
determined by the market based on the supply-demand equilibrium (Seitz, 1976).

The demand for labor is derived from the demand for the ultimate goods and
services that the labor is used in order to produce and the supply is the workforce
available in the market. Today’s economic environment forces companies and
workers to professionalization. Professional workers, especially those in high-
technology industry, are employed for wages determined by the market (Seitz,
1976; Glinow, 1983). Companies employ workers in large scales and from
different worker categories. The questions have to be answered is whether all
workers have same importance for the companies and whether their effect on
production/creativity are similar. Authors argue that not all employees are seeking
for the monetary benefits and human resource accounting should concentrate on
effective management of this fact (Bokhari et al., 2012).

As explained before, Seetharaman et al. (2004) define the human capital as all
employees, but conclude that the workers in an assembly line are also human
capital for the companies, but they are not knowledge workers. Knowledge
workers are those, who spend share of their time converting knowledge to value.
The worker categories in the companies can be grouped under three main
headings such as knowledge, administrative/support and assembly workers.

Knowledge workers are R&D workers, project managers and industrial
designers. They are creative side of personnel. The salary of knowledge workers
is usually subject to negotiation. Although human capital theory predicts that the
wage of workers should be determined by ability/capability of workers multiplied
with marginal revenue product of the worker, the knowledge workers can achieve
a higher level of wage from the company because the number of those workers is

limited and they usually have direct impact on the success of companies. The
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surplus between the final wage and marginal revenue product is determined by the
potential abilities/capabilities of the worker (Rockerbie, 2013).

Administrative/support category can be sub-grouped under top level
management, mid-level managers, accounting staff, human resources department,
sales/distribution department and support services such as transportation,
communication, security etc. The main characteristics attached to this class could
be defined such that they have neither creativity function nor production function.
Except the top level and mid-level management, the wage of workers vary neither
between companies in the same industry nor between different industries. The
ability of the worker does not affect his/her potential wage level too much.

Assembly workers produce the products or directly serve the final customer
and do not have creativity function. The technicians for production facilities and
the waiters in a restaurant are examples for this category. The wages of this
category of workers is also not subject to negotiation. There is fixed level of wage
set in the market for this category of workers, which usually equals to the legal
minimum wage. The performance of workers does not have a direct impact on the
wages.

Companies have to be innovative and competitive in order to sell their
products or services in high technology industry and the creative side of
companies (i.e. knowledge workers) is a scarce resource. The publicly available
information about the wages of human resources in high technology industry is
limited, and there is no available data for performance figures of professionals.
So, the professional working environment does not provide direct and proper field
of study.

Professional knowledge workers are similar to professional athletes in terms
of scarcity of resources and the potential direct impact on company/team success.
Professional sports may provide a better field of study because of large set of
publicly available information about wages and performance statistics. Sports
labor markets can be seen as a laboratory whether economic propositions at least
have a chance of being true (Kahn, 2000). The next section will detail the

similarities and differences between professional business and professional sports,

62



and will also clarify the pros and cons of using professional sports in field of
study.

4.3. Professional business vs. professional sports

Seitz (1976) states that, in a free market, the compensation of professionals
and corporate officials, as well as players in professional sports, should be
determined by the market. Foster (1915) specified that the motivation of sports
industry is to make money, as well as to win games. Kerrick (1980) explains that,
in professional wrestling, the first objective is to create money like other
industries. He concludes that the jargons used in professional wrestling are similar
to professional business. For example; those, who make the most money for the
boss, are called top men, all wrestlers are called workers, a wrestler goes into a
ring to do a job, and wrestlers sell their effort to satisfy the customers’ need: the
job is an entertainment.

Rosen and Sunderson (2001) express that professional sport is one of the few
empirical cases, where the marginal product of a player can be directly assessed,
i.e., personal contributions are relatively easy to observe and can be measured
from the data on past performances. They also state what we tend to use in
professional sports markets and also in other entertainment services such as
movies as well as in patent drugs, computer software and investment banking is
that the audience-quality gradient is very steep and heavily concentrated on the
best contestants, but the unit price-quality gradient is relatively flat.

Rosen and Sunderson (2001) exclusively clarify that sports is labor-intensive
and scale economies are what make potential earnings so large. That is usually
because of the scarcity of talented players. The explanation of the salary
differences is a “personal scale of operations” effect in sports when compared to
teaching and most other jobs. They underline that the wage of a teacher is
determined by his/her performance in the classroom and the scale of a teacher’s
personal business is constrained. However, in professional sports, the audience is

high in volume and a player’s effort is determined in low mark-up but in high-
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volume. A teacher or a doctor that uses internet to teach or to make objections
might reach millions and earn at least as much as star players.

Kahn (2000) states that, although the professional sports provide a unique
research setting because there is no research setting other than sports, where we
know the name, face, and life history of every production worker in the industry,
the sports industry can be used in order to observe performance impact on wages
because there is free-market setting in professional sports. He also concludes that
the athletes are motivated by similar forces that affect workers in general and the
recent developments in North American sports (NBA, NFL™ etc.) will provide
some additional opportunities to observe economic theories at work. Zimbalist
(2003) expresses that, although the professional sports provide different working
setting from other businesses, the club owners are the utility or profit maximizers
similar to the business owners in different industries.

Rockerbie (2013) mentions that, if factors are scarce and producing more
output requires the bidding away of factors, the costs can rise quickly and the
supply curve will be steep, which is true for the high technology industries where
factors of production are scarce and expensive. This property of high technology
industry is similar to the professional sports. He also states that the professional
sports industry is not different from any other industry that is operated by business
owners; the owners aim to earn profit and the ruthless accumulation of profit
guides their business decisions. These industries are not perfectly competitive in
nature and there are barriers for new entrants to enter sometimes because start-up
costs are high and sometimes there is a restrictive rule for firms to enter. This
creates a monopsony, in which the prices of output are not determined by the
markets but they are determined by the monopsony and the consumers pay
relatively high for the goods and services than they would pay for goods and
services in as perfectly competitive industry.

As a conclusion, the professional sports industry is similar to industries like
high technology industry, in which there is scarcity of inputs and there is need for
firms to employ high talents to sell their products and/or services. These industries

13 NFL stands for National Football League
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are highly competitive in nature; the wages are high because there is scarcity of
resources. Moreover, the prices of goods and/or services are high because the
industries have barriers preventing the perfect competition. The next section will
analyze the historical background of National Basketball Association (NBA) in
order to explain the factors that make it a good candidate for a field of study.

4.4. The historical background of NBA

Basketball is attributed to Dr. James Naismith in 1891 in Massachusetts.
Originally, the game was played by nine players per team using peach baskets
fixed to balconies of the gym, and soccer ball. There was no limit to the number
of players in the field between 1891 and 1900; the game was defensive and the
scores were low. By 1900, the five-man teams rule, two-point field goals and one-
point foul shot rules were set which are still in use (Rockerbie, 2013).

America organized first national basketball championship among men in
1897 and that was followed by the first national basketball championship among
women in 1900. They had organized matches between club teams at the Olympic
Games in 1904 in St. Louis in order to promote the basketball as a sport
worldwide. The world's largest gym in New York's Madison Square Garden has
opened its doors to basketball in 1905. Fédération Internationale de Basketball
(FIBA) was founded in 20 June 1932 in Geneva/Switzerland. European
Basketball Championship has started in 1935 and has been arranged once every
two years. Men World Championship began in 1951 and it was followed by
Ladies World Championship in 1953. The European league began in the 1995-
1996 season. The basketball is now one of the most popular sports in the world.

In the beginning, the teams were formed from the players available in the
gym and the players were paid on the daily attendance. The team rosters varied for
every game. First professional league, the National Basketball League (NBL) was
formed in 1898, but the leagues were regional until the formation of American
Basketball League in 1925. Basketball Association of America (BAA) was
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founded in 1946 and, by the merger of NBL and BAA, National Basketball
Association was formed in 1949.

The professionalization of basketball players in the NBA has increased
because NBA has been a countrywide league. Besides that, the rivalry between
the teams has increased because the teams have been located in big cities and so
they have higher financial power in order to finance high-priced contracts.
Although professionalization of the league and players have increased, there were
restrictions on players’ mobility and wages were usually determined by the club
owners until 1970s. The players were signed to one-year contracts with an option
for a second year, a rule which was named as reserve clause. The reserve clause
bound the athlete to his employer throughout his professional career (Scott et al.,
1985). It permitted the team to renew the contract unilaterally year after year or to
transfer the player to another club in exchange for cash or by another player. By
the mid of 1970s, the major leagues in North America have been subject to
dramatic changes in terms of player rights and labor market structures.

First movement has been observed in Major League Baseball (MLB) and two
players, Dave McNally and Andy Messersmith, who refused to sign new contracts
and played the 1975 season without signing contracts. At the end of 1975 season,
they declared themselves as free agents and the legal problems, which started with
declarations, have ended with a right of restricted free agency, i.e., mobility for
baseball players.

Also, NBA had dealt with players’ mobility movement including 1964 All-
Star Game Boycott. Before this movement, the team owners had a monopoly on
their business, and they had treated the players as commodities rather than a work
force. They had all the power, while the players had none (Higgins and Defago,
2009). In 1967, the American Basketball Association (ABA) was formed, and the
new competition helped cause players’ salaries to rise. Recognizing this trend, the
NBA soon opened discussions with the ABA over a possible merger, which
would eliminate this fair competition for player services. In response, the players

filed the “Oscar Robertson Suit” under the antitrust laws in 1970.
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Through the lawsuit, the players hoped to block the merger and also to ease
the burden of various other player restraints, including the option clause bounding
players to a team in perpetuity. The National Basketball Players Association
(NBPA) won a restraining order to block the merger, and the owners came to the
table, though not before unsuccessfully attempting to gain Congressional approval
for a merger. New president Paul Silas made use of the court victory in order to
secure a new agreement with the NBA (February, 1976). The new deal gave
players a limited form of free agency, eliminating the option clause in all
contracts. In addition, the owners paid 500 players a total of $4.3 million as a
settlement and the union $1 million for legal fees, pending dismissal of the Oscar
Robertson Suit. The ABA and NBA finally merged, but the collective bargaining
agreement had brought the players an increase in the minimum salary from
$20,000 to $30,000, also an increase in pension benefits, medical and dental
coverage, All-Star Game pay, term life insurance, and a fair per diem™*.

The restriction on mobility of players depressed the players’ wages and
removal of that restriction allowed the players to negotiate their wages with the
team owners, which increases the average wages and makes it possible to reflect
their potential and abilities on their wages (Zak et al., 1979; MacDonald and
Reynolds, 1994; Rosen and Sunderson, 2001; Rockerbie, 2013). Under the free
agency, the players receive more of the revenues they generate. So, the players are
motivated to perform at their maximum level; the performance statistics determine
player’s compensation.

To sum up, NBA provides free market conditions for players’ wages, there is
scarcity in the talents such as high-technology industry, which affects the level of
players’ wages upward when compared to other industries, and the players’
performance statistics are the most important factor to determine the difference

between the players. The next section will explain the rules of the game.

¥ http://nbpa.com/about/
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4.5. Team formation, game rules

Each team consists of five players and no team may be reduced below five
players (Rule 3, Section I). The limitation of players in the court with five
increases the possibility of individual player’s personal performance impacting on
the team performance. Each periods of a game in the NBA will be twelve minutes
(Rule 5, Section I1), so the whole game will end in forty-eight minutes. In other
professional basketball leagues, the game is played over four periods each ends in
ten minutes. This feature of NBA increases the chance of players, who are not in
the starting-five to play in the court because as the time increases, team rotation
has to be made more frequently. Also, as there will be always a difference
between the minutes that players are on the court, the minutes played has to be
taken into consideration for the potential model in this study. A successful field
goal attempt from the area on or inside the three-point field goal line will count
two points, a successful field goal attempt from the area outside the three-point
field goal line will count three points, and a successful free throw attempt shall
count one point (Rule 2, Section I). The point guards, shooting guards have more
chance to attempt 3-points shots and pivots have more potential to go to the free-
throw line because they are exposed to fouls more frequently. All players have
chance to be on the court until the player reaches to six personal fouls and then

ejected from the field.

4.6. NBA as a professional industry

The National Basketball Association is now a global money machine; NBA’
revenue, which was $118 million for the 1982-83 season, hit $4.6 billion for the
league’s 30 teams. The average NBA franchise is worth (equity plus debt) $634
million. Collectively, 30 teams are worth $19 billion when compared to $400
million in 1984, when there were 23 teams. One third of 30 teams of NBA have

changed hands since 2010. One of the attractions to the NBA for new owners is
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the global nature and potential of the sport, which are much greater than with
baseball and American football (forbes.com).

The above statements show that NBA is highly professional in nature and this
has an increasing trend. The average player salary, which was $330,000 in 1984-
85 season, increased to $5.2 million in 2007-08 season (wikipedia.com).

NBA is a professional league so that the players have an organization called
National Basketball Players Association (NBPA). This association protects the
rights of players against National Basketball Association (NBA) and the parties
sign-up a Collective Bargaining Agreement (CBA), which determines the salary
cap and related rules, the tax agreement, and the other rules that both players and
the NBA have to obey and rights that each party has. The last Collective
Bargaining Agreement (CBA) began effective with the 2011-12 season
(December 8, 2011) and will remain in force until 2020-21 season (June 30,
2021). The NBA and NBPA each have an option to terminate the CBA after its 6"
season (i.e., on June 30, 2017) by notifying the other party on or before December
15, 2016™.

Under the CBA, all teams are subject to a Salary Cap and Minimum Team
Salary for each season. The “Salary Cap” places a limit on the total salaries each
team can pay its players during the season, subject to certain “Exceptions”. The
actual amount of the salary cap varies on annual basis and is calculated as a
percentage of the league's revenue in the previous season (wikipedia.org). Like
many professional sports leagues, the NBA has a salary cap to control cost. The
Salary Cap for 2014-15 is $63.065 million. Teams employ popular and successful
players, who are called “superstars” and sign maximum player salary contracts.
Rookies, who are drafted from The National Collegiate Athletic Association
(NCAA), high school or other professional leagues, sign rookie salary contracts'®,

while veterans (over 36) or low potential players receive the minimum player

5 cBA 101

'8 The rookie players sign for one years or two years, but contract agreements include also Team
Option, maximum two years, which allow teams to keep high-potential players more than base
contract years. The Team Option Contracts are now on will be called as “Option” contracts
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salary contracts'’ and remaining players sign for the contracts between maximum
and minimum salary limits in order to satisfy salary cap and do not pay Luxury
Tax'®. The limitation based on Team Salary Cap helps NBA to be a more
competitive league and to balance teams’ potential through not allowing any team
to employ only “superstars”.

This study aims to determine whether the values of players are based on their
past NBA performance or not so rookie players’ base contracts will not be
classified as a group, but “Option” contracts will be analyzed. The other contract
types that will be analyzed are grouped as “Minimum Salary” and “Cap Space”
contracts, which also include maximum salary contracts. The next chapter will

cover data collection methods and model construction steps.

17 These limits are defined under Minimum Annual Salary Scale which are set for each year
separately and vary based on player’s total NBA service

18 A luxury tax payment is required of teams whose payroll exceeds a certain “tax level”
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CHAPTER 5

METHODS OF DATA COLLECTION AND ANALYSES

This chapter discusses the sampling, data collection techniques used in
modelling, and outlines how the variables have been collected, and explains the
model(s) used to test whether contract values for NBA players reflect their past

field performance.

5.1. Sampling and data gathering

The NBA was formed on June 6, 1946 with the name of BAA (Basketball
Association of America). "National Basketball Association” (NBA) name was
given in 1949 after the merger of BAA with another professional league of
"National Basketball League” (NBL), which was founded in 1937. Moreover, in
1967, another national league was formed under the name of ABA (American
Basketball Association). The NBA and ABA merged under the NBA title in 1976.
So, the sources take the starting season of NBA as the BAA, which started in
1946-47 season.

This study includes the NBA players listed in team rosters for seasons
between 2005-06 and 2013-14. The players contracted under the NBA teams are
collected from storytellerscontracts.info and eskimo.com.The players’ list for

seasons between 1946-47 and 2013-14 consist of 4,139 players'®. 914 players are
listed under team rosters between 2005-06 and 2013-14 seasons. | analyzed the

players’ contracts from prosportstransactions.com and storytellerscontracts.info

and checked whether the players have ex-ante NBA statistics®® before those

contracts from basketball-reference.com. 140 players, who have no ex ante

statistics before their contracts, were eliminated from the sampling group and the

19 The players’ list is taken from www.basketball-reference.com

0 Regular season statistics were used because all teams and thus all players could not play in the
play-offs.
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group was shrunk to 774 players. The sampling group of those 774 players’ all
career contracts with ex ante statistics were determined using

prosportstransactions.com, storytellerscontracts.info and basketball-

reference.com, and I finally achieved the a list of 2,059 contracts for 774 players
that are useful for this study. As mentioned in the previous chapter, | grouped the
contracts under three headings as “Option”, “Minimum Salary” and “Cap Space”
contracts for further analyses. The distribution of the contracts according to the

specified grouping is summarized in the following table:

Table 1: Contract type distribution

Contract Group # of contracts
Cap Space 966
Minimum Salary 593
Option 500

NBA players may sign for multi-year contracts and this would affect the
study’s comparability function. So, all the contracts collected were also sub-
grouped based on Total Contract Years. The sub-group distribution of contracts

based on Total Contract Years is as follows:

Table 2: Contract type distribution based on Total Contract Years

1 2 3 4 5 6 7 9 12
Option 500 - - - - - - - -
Min.Salary 479 103 9 2 - - - - -
Cap Space 138 208 190 138 129 114 47 1 1

Players contracted under NBA may re-sign or teams may terminate the
contracts of players in their contract years and players may sign with another
NBA team during the season. In order to standardize the data set and keep the
player-contract year combination unique, the highest value contract signed by a
player within all contracts signed by the player in that year was used for data

gathering process.
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Also, teams may sign usually “Cap Space” contracts with high-performers,
except for the NBA transfer period®’. Contracts, which were signed after the mid
of the season (February in which All-Star Game is played), were accepted to be
signed at the end of normal season and the contracts, which were signed before
the mid of the season, are accepted to be signed at the end of previous season. By

this acceptance, the ex-ante statistics for the contracts were determined.

5.2. Model specification: Base model

The NBA players may sign multiple-year contracts. As summarized in Table
2, the length of contracts collected for this study varied between 1 and 12 years.
This brings the difficulty in modelling because the comparability of contract
values reduces. Furthermore, as explained before, there are 3 types of contracts
namely “Option”, “Minimum Salary” and “Cap Space”. In order to increase the
comparability of contract values, firstly the multiple-year contract values were
averaged by dividing total contract values to the total contract years (ACPY). And
then, all the contract values are normalized by dividing the values to “Salary Cap
Divider” which is calculated like that:

Salary Cap contract  year
Salary Cap Divider = )

Salary Cap 1990 —91 season

The 1990-91 season is used for normalizing the ACPY for that season
because it is the first available season for the contracts used in this study and
Salary Cap determines the clubs’ contract offers to players. The final value was
called as NACPY (normalized average contract per year).

The literature about players’ performances provides many performance
indices, but mostly used ones are Tendex, Modified Tendex, NBA Efficiency
Index, and Hollinger Game Score Formula. | preferred to use Hollinger Game
Score Formula, as Harbili et al. (2011) did, because the formula includes all

positive and negative field statistics. Game Score was created by John Hollinger,

2! The NBA transfer period was taken as July-September which is between the end of play-offs
and the beginning of the new season.
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who was an analyst and writer for ESPN, primarily covering the NBA, to give a
rough measure of a player's productivity for a single game®. The formula is as

follows:

Pl = (Px1.0)+ (FGM x0.4) — (FGA x 0.7) + (FIM x 0.4) — (FTA x 0.7) + (OR x 0.7)
+ (DR x0.3)+ (S x1.0)+ (Ax0.7)+ (B x0.7)— (PF x0.4) — (TO x1.0) (8)

Pl Performance Index value DR  Defensive rebounds

P Points scored S Steals

FGM Field goals made A Assists

FGA Field goals attempted B Blocks

FTM Field throws made PF  Personal fouls made by player
FTA Field throws attempted TO  Turnovers

OR Offensive rebounds

The player statistics collected from basketball-reference.com were used in

order to separately calculate the personal seasonal PI for the years. Then, the
values calculated for the seasons were divided by the total games played by the
players (P1 per game). In calculating the final base model PlI, all pre-contract Pl
values for the players were grouped and those per minute Pl values were
separately averaged for all contract values. Pl values were taken as an
independent variable in order to test if the dependent variable of ACPY (averaged
contract per year) values is determined by the previous NBA field statistics.
Simple linear regression was used in the model test. The base model used in this

study is:

NACPY =BO+BL.PI_ +e (9)

NACPY = average contract per year for the player / Salary Cap Divider for contract year
Pl,..= Hollinger Game Score value / games played for the season, then averaged for the

available years

22 hitp://en.wikipedia.org/wiki/John Hollinger
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CHAPTER 6

TEST RESULTS AND INTERPRETATION

This chapter will discuss the hypotheses, assess the results of statistical tests
and relate the results to the specified hypotheses. In testing the hypotheses, the
model was Equation (9), but for testing further hypotheses alternative models

were constructed which will be explained in this chapter.

6.1. Hy: Pl values do not determine the contract values

To test this hypothesis, simple linear regression of Equation (9) for all 2,059
contract values of 774 players were analyzed using ex-ante contract year average
Pl-values. The results for the base model are summarized in table below:

Table 3: Base model statistical output (6=0.05)

Model Adjusted R Square | Std. Error of the Estimate N F
Base 0.408 811,432,97 2,059 1,419.953
Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
Constant) -192,944.924( 33,525.396 -5.755 [ 0.000
Lave. 197,205.920| 5,233.388 0.639 37.682 | 0.000

R square is the percentage of the response variable variation that is explained
by a linear model. Although the value of 0.408 seems to be low, it does not give
oneself explanatory information for the model. The correlation coefficient is high
and the ANOVA results are significant, so H; is rejected. The NBA basketball
players’ previous field statistics have significant positive impact on the contract
values. However, for more information, | would conduct further analyses using

alternative models.

75



6.2. Hy: PI values for “Cap Space” contracts do not differ from other

contracts in terms of impact on contract values

As explained in the sampling and data gathering section, | grouped the
contracts under three headings as “Option”, “Minimum Salary” and “Cap Space”
contracts for further analyses. “Minimum Salary” contracts are usually signed by
veteran players or under-performing players. This group of players is similar to
the assembly workers in the professional business, and field performance is not
directly effective on the total contract value because there is a specified value for
the relevant year in the NBA for all players under this group.

Moreover, “Option” contracts are signed in the NBA drafts, clubs and players
agree on a pre-determined value, when there exists no previous NBA career years
at the contract year. Clubs may use the option whether player performance is
outstanding or normal. They do not extend the contracts only if players under-
perform. This group of players is similar to administrative/support category in
professional workers in the professional business. Field performance is not
directly effective on the total contract value such as for “Minimum Salary”
contracts. So, for an alternative, I used dummies for “Option” and “Minimum
Salary” contracts in order to understand whether values for “Cap Space” contracts
differ from other two contracts in terms of the explanatory power of Pl on
contract values.

NACPY = BO + BL.PI

+B2.D1.Pl, +B3.D2.Pl_, +e (10)

e . e .

NACPY = average contract per year for the player / Salary Cap Divider for contract year
D,= 1 if the contract is Minimum Contract

D,= 0 otherwise (any contract type other than Minimum Contract)

D,= 1 if the contract is Option Contract

D,= 0 otherwise (any contract type other than Option Contract)

For Comparison Model, the Base Model standpoint was used. The model

results are compared in the table below:
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Table 4: Base model vs.
Comparison Model (Base model with contract dummies) (0=0.05)

Model Adjusted R Square| Std. Error of the Estimate N F
Base 0.408 811,432,97 2,059 | 1,419.953
Comparison 0.615 654,254.71 2,059 1,097.745
Table 5: Coefficients table for Comparison Model (a=0.05)
Unstandardized Coefficients |Standardized Coefficients

Model B Std. Error Beta t Sig.
(Constant) 40,538.985 27,963.711 1.450 0.147
Plave. 222,864.070| 4,327.518 0.722 51.499 | 0.000
Plae. for -193,687.197| 6,716.995 -0.407 -28.835 | 0.000
minimum

Pl for option -131,209.,751 5,674.891 -0.,333 -23.121 | 0.000

The correlation between the NACPY and two dummy variables is different
from zero. The R square and adjusted R square figures indicate that approximately
62% of variance in NACPY is explained by Play. B values and t results for the
contract dummies indicate that type of the Pl values for “Minimum Salary”
contracts and “Option” contracts’ impact on NACPY are significantly different
from “Cap Space” contracts. So, we can reject Hy and support that, for “Cap
Space” contracts, Pl values are more effective in determining the contract values.
(Ferivar=1,2402 > 1,0752 Comparison vs. Base Model)

In order to analyze the “Cap Space” contracts independently for 966 Cap
Space contracts, a separate regression model was set. The results are summarized

in tables below:

Table 6: Cap Space model statistical output (0=0.05)

Model Adjusted R Square Std. Error of the Estimate N F
Cap Space 0.482 924,735.06 966 898.772
Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -191,688.366 62,401.333 -3.072 | 0.002
Pl Cap Space 250,160.691( 8,344.384 0.695 29.980 | 0.000
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When compared to Base Model results, “Cap Space” contracts’ model
regression has higher adjusted R square values (0.482 vs. 0.408) and also higher
correlation coefficient value (0.695 vs. 0.639). The results support that, for “Cap
Space” contracts that have similar properties to knowledge workers’ contracts in
professional business, Pl values are more effective in determining the contract
values and also “Minimum Salary” and “Option” contract values could be
affected from other factors such as the existence of pre-determined values for
“Option” contracts and the “Minimum Salary” contracts signed by the veterans,
who have high pre-contract performance index values. (Feriva= 1,1396 > 1,0940
Cap Space vs. Base Model)

For further analyses, both whole data set, which covers “Cap Space”,
“Minimum Salary” and “Option” contracts, and also the data set for only “Cap
Space” contracts will be analyzed separately. The next section will cover whether
the contract values are affected from the experience, i.e., “Total Career Years in
NBA before the contract”.

6.3. H3: Experience has an impact on contract values (Revised Model)

In the base model, by taking the average of the pre-contract total career years’
Pl values, the experience of players was not considered as an independent
variable. However, the experience of players may also have an impact on
determining of NACPY. So, as an alternative model, “pre-contract total career
years” value was taken into consideration as a variable in Revised Model as

follows:

NACPY =BO+ BL1.Pl , +B2.preTC +e (i1)

e .

NACPY = average contract per year for the player / Salary Cap Divider for contract year
Pl,.e.= Hollinger Game Score value / minutes in the field averaged for the years analyzed

preTC= pre-contract total career years before the contract
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For all 2,059 contracts simple linear regression was conducted. The results of

Base Model and Revised Model are compared in the tables below:

Table 7: Base model vs.
Revised Model (Base model with preTC variable) (a=0.05)

Model Adjusted R Square| Std. Error of the Estimate N F
Base 0.408 811,432,97 2,059 1,419.953
Revised 0.443 778,220.09 2,059 819.063

Table 8: Coefficients table for Revised Model (0=0.05)

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -49,196.268( 34,892.168 -1.410 | 0.159
Plave. 219,206.848| 5,432.909 0.710 40.348 | 0.000
preTC years -55,905.357]  4,913.021 -0.200 -11.379 | 0.000

The NBA basketball players’ previous field statistics have significant positive
impact on contract values. However, B values show that when “pre-contract total
career years” variable is added to the Base Model, it has a significant negative
impact on the NACPY value. In other words as the “pre-contract total career
years” increase, the players contract values decrease.

As explained in H2, the veteran players, in other words the players that have
the longest career years in the NBA, sign “Minimum Salary” contracts. Also,
“Option” contracts are signed in the NBA drafts, clubs and players agree on a pre-
determined value whether there exists no previous NBA career year at the contract
year. Clubs may use the option when player performance is outstanding or
normal. These can affect the results because there is not a direct relation between
the performance and the contact value for “Minimum Salary” and “Option”
contracts. In order to understand the impact of “pre-contract total career years” on
contract values, a Revised Model for “Cap Space” (Revised Cap Space) contracts
was conducted. The results of Cap Space Model and Revised Cap Space Model
are compared in the tables below:
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Table 9: Cap Space model vs.
Revised Cap Space Model (with preTC variable) (a=0.05)

Model Adjusted R Square | Std. Error of the Estimate N F
Cap Space 0.482 924,735.06 966 898.772
Rev.Cap Space 0.577 835,659.08 966 659.028

Table 10: Coefficients table for Revised Cap Space Model (a=0.05)

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) 192,245.333| 62,110.513 3.095 0.002
Pl Cap Space 297,872.606 8,205.405 0.827 36.302 | 0.000
preTC years -126,973.675| 8,610.299 -0.336 -14.747 | 0.000

The NBA basketball players’ previous field statistics have significant positive
impact on contract values. However, the results for Revised Cap Space Model are
similar with Revised Model that includes ‘“Minimum Salary” and “Option”
contracts. The B values show that when “pre-contract total career years” variable
is added to the Cap Space Model, it has a significant negative impact on the
NACPY value. In other words, as the “pre-contract total career years” increase,
the players contract values decrease.

The “Cap Space” contracts have distribution in terms of “pre-contract total

career years:

Table 11: Cap Space contracts distribution based on
Pre-contract Total Career Years
1-3 years 4-6 years More than 6 years (7 to 18 years)
343 308 315

In order to understand whether there is a difference between “pre-contract
total career years, separate regressions were conducted for the groups defined in

Table 11. The results are summarized in the tables below:
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Table 12: Revised Cap Space Models

for different pre-7C years (with preTC variable) (a=0.05)
Model Adjusted R Square| Std. Error of the Estimate N F
Cap Space 0.482 924,735.06 966 898.772
Pre-TC 1-3 years 0.631 841,085.38 343 293.264
Pre-TC 4-6 years 0.570 719,995.15 308 204.354
Pre-TC 7-18 years 0.544 900,241.57 315 188.093
Table 13: Coefficients table for Revised Cap Space Model
for 1-3 Pre-Contract TC years (a=0.05)
Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -293,068.342| 168,974.323 -1.734 | 0.084
Pl.v. Cap Space 307,190.431| 13,183.924 0.784 23.300 | 0.000
preTC years 93,075.241| 66,194.564 0.047 1.406 0.161
Table 14: Coefficients table for Revised Cap Space Model
for 4-6 Pre-Contract TC years (a=0.05)
Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -148,907.477| 259,267.919 -0.574 0.566
Pl.v. Cap Space 291,888.954| 14,452.368 0.756 20.197 | 0.000
preTC years -15,459.446] 52,457.007 -0.011 -0.295 0.768
Table 15: Coefficients table for Revised Cap Space Model
for 7-18 Pre-Contract TC years (0=0.05)
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
(Constant) 1,228,130.662 208,221.937 5.898 0.000
Plave. Cap Space 282,313.625 14,841.112 0.762 19.022 0.000
preTC years -200,439.680 21,207.007 -0.379 -9.452 | 0.000

These results indicate that, for all groups, the NBA basketball players’

previous field statistics have significant positive impact on contract values. For

early total careers (1-3 years), performance affects NACPY values more than the

other two groups. In other words, for higher total career years, an increase in the

Pl affects the NACPY values less. This can be understood such that as available
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NBA careers increase, clubs have more information to value players so deviation
from the objective valuation decreases.

For only “more than 6 pre-contract total career years” group, total career
value has a negative significant impact on the NACPY values. For other two
groups, there is insignificant positive relationship. In the early periods of total
career, NBA clubs may positively value the previous career. But, as the age of
players (total careers) increase, the clubs expect a decreasing future performance
from the players and thus the NACPY values decrease in relation with the increase
in total career years.

To sum up, “pre-contract total career years” variable may be added to the
model, but its impact is not significant for all available total career years. So H3

can be rejected.

6.4. Hy: The average of last n-years’ statistics have same informativeness on

contract values

With the assumption that variations in effort are expressed through variations
in performance Jean (2010) analyzes whether players will increase effort in the
contract year, which is the season prior to signing a new contract, or decrease
effort in the following season. His findings suggest that players show a significant
increase in contract year. Separate models constructed such as NACPY depend on
average of last n-years of players’ field statistics before contract year rather than
all career PI averages before contract year (n=1,2,..,6)*.

The normalized contract values, which were common for different n values,
were used for all existing n years separately. For all contract values in each group,
all the available PI average data for that group was calculated for that contract
value and all groups were combined in a set. Table 16 and Table 17 show all

model results separately:

% The most common existing year statistics were taken as groups. The most signed contract years
was taken as reference years.
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NACPY = BO + B1.PI +e (12)

n years ave .

NACPY = average contract per year for the player / Salary Cap Divider for contract year
Pl..= Hollinger Game Score value / games played for the season, then averaged for n-years

before the contract

Table 16: Base model vs. Separate n-years averages Pl (a=0.05)

Model Adjusted R Square| Std. Error of the Estimate N F
Base 0.408 811,432,97 2,059 1,419.953
Pl  Last1 year 0.538 716,968.14 2,059 | 2,396.531
Playe, Last 2 years 0.548 750,396.16 1,691 2,047,676
Playe. Last 3 years 0.558 773,721.62 1,252 1,582,800
Pl,ye. Last 4 years 0.522 782,560.85 993 1,083.709
Pl.ye, Last 5 years 0.500 814,962.11 769 768.222
Playe. Last 6 years 0.471 876,029.51 652 579.840

Table 17: Coefficients Base model vs. Separate n-years averages PI (a=0.05)

Base Model

Unstandardized Coefficients |Standardized Coefficients

Model B Std. Error Beta t Sig.
(Constant) -192,944.924| 33,525.396 -5.755 | 0.000
Plave. 197,205.920| 5,233.388 0.639 37.682 | 0.000

Pl Last1year

Unstandardized Coefficients |Standardized Coefficients

Model B Std. Error Beta t Sig.
(Constant) -247,948.817| 27,864.794 -8.898 | 0.000
Pl Last1 year 200,973.473| 4,105.322 0.734 48.954 | 0.000

Pl,. Last 2 years

Unstandardized Coefficients |Standardized Coefficients

Model B Std. Error Beta t Sig.
(Constant) -330,667.473| 34,087.521 -9.701 | 0.000
;{'ﬂ;vreé Last 2 225198.933|  4,976.634 0.740 45.251 | 0.000
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Table 17 (continued)

Pl Last 3 years
Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -397,796.735| 42,533.683 -9.353 | 0.000
5;2’;3 Last 3 240,439.029 6,043.547 0.747 39.784 0.000
Pl,.e Last 4 years
Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -444,046.452| 49,493.433 -8.972 | 0.000
;ég;-s Last4 227,271.250|  6,903.801 0.723 32.920 | 0.000
Pl Last 5 years
Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -494,084.364| 58,994.853 -8.375 | 0.000
5;2’;5 Last5 217,256.896 7,838.450 0.707 27.717 0.000
Pl,. Last 6 years
Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -549,816.820( 71,161.546 -7.726 | 0.000
;{'e;vre-s Last6 216,965.988| 9,010.263 0.687 24.080 | 0.000

In the analysis, independent regressions were carried out for each group
separately to compare the results. For all models, the Pl average values affect
NACPY values significantly positively. R square and B values increase up to 3-
years average and then both decrease. It means that 3-years statistics would be
most useful in order to determine the NACPY value. The results support the
findings for Revised Cap Space model analyzed in H3. To test the findings above,
separate models were set for Cap Space model. The Table 18 and Table 19 show

all model results separately:

84



Table 18: Cap Space model vs. Separate n-years averages PI (a=0.05)

Model Adjusted R Square| Std. Error of the Estimate N F
Cap Space 0.482 924,735.06 966 898.772
Pl Last1 year 0.588 824,455.89 966 1,379.471
Pl,ye. Last 2 years 0.562 846,877.05 924 1,183,335
Playe. Last 3 years 0.536 832,570.75 825 952.752
Playe. Last 4 years 0.522 847,876.71 623 679,141
Pl,ye. Last 5 years 0.512 902,766.82 448 469,632
Playe. Last 6 years 0.488 972,849.02 373 355.021

Table 19: Coefficients Cap Space model vs. Separate n-years averages Pl

(a=0.05)

Base Model

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -191,688.366| 62,401.333 -3.072 | 0.002
Plave. 250,160.691| 8,344.384 0.695 29.980 | 0.000
Pl Last1 year

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -247,948.817| 56,758.063 -7.240 | 0.000
Pl Last 1 year 254,229.151 6,844.932 0.767 37.141 0.000
Pl Last 2 years

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -358,108.043| 60,319.135 -5.937 | 0.000
S;Z;S Last 2 255,620.952 7,430.919 0.750 34.400 0.000
Pl,. Last 3 years

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -270,914.201| 64,019.542 -4.232 | 0.000
;’é;vre-s Last3 244,578.404|  7,923.701 0.732 30.867 | 0.000
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Table 19 (continued)

Pl Last 4 years

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -362,228.226| 76,095.761 -4.760 | 0.000
Plae. Last 4 240,332.456| 9,222.153 0.723 26.060 0.000
years
Pl,.e Last5 years

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -470,170.437| 97,360.901 -4.829 0.000
;ég;-s Last5 239,783.251| 11,062.348 0.716 21676 | 0.000
Pl Last 6 years

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -556,439.966| 119,853.023 -4.643 0.000
5;;“;‘5 Last 6 245,090.650| 13,007.680 0.699 18.842 0.000

The results indicate that for all models, performance statistics positively

affect the contract values. However, Cap Space Model results indicate that last
year performance model has the highest R square value and the R square values

decrease by using more past statistics in calculating the Playe.

6.5. Hs: Separate independent PI values have same explanatory power with

Plave model

For the n-years model, Alternative model 3 was constructed such as:

NACPY  =BO+B1.PI _ +B2Pl ,+..+B1.Pl__+e (13)n=2.6

t 1

n was restricted with 6 years because contracts were mostly signed for 1 to 6
years. The model was carried out in model regressions for each n values

separately and the comparable results are summarized below:
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Table 20: n-years averages model vs. Disaggregated n-years Pl for all
cont.(0=0.05)

Model Adjusted R Square| Std. Error of the Estimate N F
Playe. Last 2 years 0.548 750,396.16 1,691 | 2,047,676
Plgis, Last 2 years 0.560 739,881.91 1,691 | 1,077.816
Playe. Last 3 years 0.558 773,721.62 1,252 1,582,800
Plgis, Last 3 years 0.635 703,563.90 1,252 725.976
Pl,e, Last 4 years 0.522 782,560.85 993 1,083.709
Plgis. Last 4 years 0.621 696,544.87 993 407.689
Playe. Last 5 years 0.500 814,962.11 769 768.222
Plgis. Last 5 years 0.630 700,965.42 769 262.433
Playe. Last 6 years 0.471 876,029.51 652 579.840
Plgis. Last 6 years 0.630 732,137.57 652 185.960

Table 21: Coefficients n-years averages vs. Disaggregated n-years PI for all cont.

(0=0.05)
Pl.. Last 2 years averages
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
(Constant) -330,667.473 34,087.521 -9.701 | 0.000
Pl Last 2 years 225,198.933 4,976.634 0.740 45.251 0.000
Pl Last 2 years disaggregated
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
(Constant) -339,712.580 33,634.558 -10.100 | 0.000
Pl t-1 163,579.237 7,660.822 0.575 21.353 0.000
Pl t-2 59,942.269 7,887.412 0.205 7.600 0.000
Pl Last 3 years averages
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
(Constant) -270,914.201 64,019.542 -4.232 | 0.000
Pl Last 3 years 244,578.404 7,923.701 0.732 30.,867 | 0.000
Pl Last 4 years 227,271.259 6,903.801 0.723 32.920 0.000
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Table 21 (continued)

P1 Last 3 years disag

gregated

Standardized

Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
(Constant) -402,430.501 38,725.650 -10.,392 | 0.000
Pl t-1 192,815.700 8,539.042 0.664 22,580 | 0.000
Pl t-2 50,399.889 10,989.826 0.170 4.586 0.000
Pl t-3 -4,697.509 8,593.162 0.016 -0.547 | 0.585
Pl,. Last 4 years
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
(Constant) -444,046.452 49,493.433 -8.972 | 0.000
Pl Last 4 years disaggregated
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
(Constant) -465,688.948 44,098.157 -10,560 | 0.000
Pl t-1 179,057.712 9,998.142 0.614 17,909 | 0.000
Pl t-2 50,066.080 12,104.231 0.174 4,136 0.000
Pl t-3 30,592.452 11,993.313 0.107 2,551 0.011
Pl t-4 -23,341.772 9,829.447 0.085 -2,375 | 0.018
Pl Last 5 years
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
(Constant) -494,084.364 58,994.853 -8.375 | 0.000
Pl Last 5 years 217,256.896 7,838.450 0.707 27.717 | 0.000
Pl Last 5 years disaggregated
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
(Constant) -441,362.915 50,872.418 -8.676 | 0.000
Pl t-1 182,975.868 12,171.416 0.642 15.033 | 0.000
Pl t-2 50,395.549 14,462,982 0.176 3.484 0.001
Pl t-3 23,275.421 13,605.761 0.083 1.711 0.088
Pl t-4 -5,316.368 14,123.216 -0.019 -0.376 | 0.707
Pl t-5 -22,183.928 11,445.928 -0.084 -1.938 | 0.053
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Table 21 (continued)

Pl Last 6 years

Standardized

Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
(Constant) -549,816.820 71,161.546 -7.726 | 0.000
Pl,ve. Last 6 years 216,965.988 9,010.263 0.687 24.080 0.000

Pl Last 6 years disaggregated

Standardized

Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.

(Constant) -432,119.889 59,987.989 -7.203 | 0.000
PIt-1 188,515.090 14,023.098 0.654 13.443 | 0.000
Pl t-2 47,268.116 16,752.843 0.164 2.821 | 0.005
PIt-3 28,396.639 15,713.670 0.099 1.807 | 0.071
Pl t-4 -2,860.816 15,902.334 -0.010 -0.180 | 0.857
PIt-5 -16,579.526 15,382.273 -0.059 -1.078 | 0.282
Pl t-6 -16,638.175 12,437.622 -0.061 -1.338 | 0.181

The disaggregated models show similar results that last two years’
performance statistics are the most effective variables for determining the
NACPY. The previous years’ impact on the NACPY is insignificant. So, the
results support H4 findings; although the whole career statistics have an impact on
valuing contracts, the last two years’ performances are the most important
determinant on contract values. To understand whether “Cap Space” contracts
show similar results, also the regressions were conducted for only “Cap Space”

contracts. The results are summarized in the tables below:

Table 22: n-years averages model vs. Disaggregated n-years Pl for Cap
Space.(0=0.05)

Model Adjusted R Square | Std. Error of the Estimate N F
Playe. Last 2 years 0.562 846,877.05 924 1,183,335
Plgis. Last 2 years 0.588 821,362.59 924 658.583
Pl.ye, Last 3 years 0.536 832,570.75 825 952.752
Plgis. Last 3 years 0.603 770,547.16 825 417.376
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Table 22 (continued)

Playe. Last 4 years 0.522 847,876.71 623 679,141
Plgis. Last 4 years 0.606 769,292.65 623 240,332
Playe. Last 5 years 0.512 902,766.82 448 469,632
Plgis. Last 5 years 0.627 788,834.98 448 151.497
Playe. Last 6 years 0.488 972,849.02 373 355.021
Plgis. Last 6 years 0.632 824,288.48 373 107.551

Table 23: Coefficients n-years averages vs. Disaggregated n-years Pl Cap Space
(0=0.05)

Pl.. Last 2 years averages

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -358,108.043| 60,319.135 -5.937 | 0.000
;’('e;vre-s Last2 255,620.952| 7,430,919 0.750 34.400 | 0.000

Pl Last 2 years disaggregated

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -438,117.433| 59,419.306 -7.373 | 0.000
Pl t-1 214,806.897| 11,869.811 0.646 18.097 0.000
Pl t-2 45,502.912 11,290.541 0.144 4.030 0.000

Plae Last 3 years

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -270,914.201| 64,019.542 -4.232 | 0.000
Sé:l;s Last 3 244,578.404] 7,923.701 0.732 30.,867 | 0.000
Pl Last 3 years disaggregated

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -440,539.032 61,051.840 -7.216 | 0.000
Pl t-1 193,956.529| 11,747.919 0.608 16.510 0.000
Pl t-2 62,384.497| 14,618.063 0.204 4.268 0.000
Pl t-3 -1,337.858| 11,367.127 -0.005 -0.118 | 0.906
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Table 23 (continued)

Pl Last 4 years

Unstandardized Coefficients

Standardized Coefficients

Model B Std. Error Beta t Sig.
(Constant) -362,228.226| 76,095.761 -4,760 [ 0.000
5;2’;3 Last 4 240,332.456] 9,222.153 0.723 26,060 0.000
Pl Last 4 years disaggregated

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -612,809.270( 72,368.234 -8.468 | 0.000
Pl t-1 19,0952.544( 14,313.176 0.572 13.341 0.000
Pl t-2 63,475.659| 16,564.752 0.206 3.832 0.000
PIt-3 25,082.764| 16,788.681 0.086 1.494 0.136
Pl t-4 -14,097.547| 13,591.827 -0.050 -1.037 0.300
Pl Last 5 years

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -470,170.437| 97,360.901 -4.829 | 0.000
5;2’;38 Last5 239,783.251| 11,062.348 0.716 21.676 0.000
Pl Last 5 years disaggregated

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -677,752.219| 87,019.179 -7.789 | 0.000
Pl t-1 203,352.253| 18,159.272 0.613 11.198 0.000
Pl t-2 67,822.652| 21,311.910 0.213 3.182 0.002
Pl t-3 11,970.170| 20,169.708 0.040 0.593 0.553
Pl t-4 3,681.363] 21,002.129 0.012 0.175 0.861
Pl t-5 -19,772.699( 16,990.194 -0.069 -1.164 | 0.245
Pl Last 6 years

Unstandardized Coefficients |Standardized Coefficients
Model B Std. Error Beta t Sig.
(Constant) -556,439.966( 119,853.023 -4.643 0.000
5392/;5 Last 6 245,090.650] 13,007.680 0.699 18.842 0.000
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Table 23 (continued)
| PI Last 6 years disaggregated |

Unstandardized Coefficients |Standardized Coefficients

Model B Std. Error Beta t Sig.

(Constant) -722,614.008| 102,806.823 -7.029 [ 0.000
Pl t-1 217,958.055 21,198.734 0.644 10.282 | 0.000
Pl t-2 64,706.558| 24,461.124 0.197 2.645 0.009
Pl t-3 13,685.129| 23,362.811 0.044 0.586 0.558
Pl t-4 6,134.916| 23,849.883 0.020 0.257 0.797
Pl t-5 -16,376.409| 22,659.271 -0.053 -0.723 | 0.470
Pl t-6 -15,055.362 18,406.935 -0.051 -0.818 | 0.414

The disaggregated models for “Cap Space” contracts show similar results that
last two years’ performance statistics are most effective variables to determine the
NACPY. The previous years’ impact on the NACPY is insignificant. So, the
results support both disaggregated models for all contracts and H4 findings that
although the whole career statistics have an impact on valuing contracts, the last

two years’ performances are the most important determinant on contract values.

6.6. Discussion

In order to recognize an item/concept as an asset, there must be sufficient
evidence that the item would bring future economic benefits and it should be
possible to measure that item reliably in monetary terms. In order to include
human capital under the assets, this study analyzes whether the values of players
are based on their past NBA performance or not (H1 analysis for Base Model). |
found that, for all 2,059 contracts available for the study, NBA basketball players’
previous field statistics have significant impact on contract values.

The contracts that NBA clubs sign with players differ based on ages of
players, performance of players, or existence of previous NBA careers.
“Minimum Salary” contracts are usually signed by veteran players or under-
performing players, and the field performance is not directly effective on the total
contract value because there is a specified value for the relevant year in the NBA

for all players under this group. “Option” contracts are signed in the NBA drafts,
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clubs and players agree on a pre-determined value whether they have no previous
NBA career at the contract year. Clubs may use the option whether player
performance is outstanding or normal. They do not extend the contracts only if the
players under-perform. So, the field performance is not directly effective on the
total contract value such as for “Minimum Salary” contracts. I used dummies for
“Option”, “Minimum Salary” and “Cap Space” contracts in order to understand if
values for “Cap Space” contracts differ from other two contracts in terms of the
explanatory power of PI on contract values (H2 analysis).

Test results indicate that the previous Pl values are significantly effective on
“Cap Space” contracts but not on “Option” and “Minimum Salary” contracts. The
correlation of Pl with contract values for “Minimum Salary” contracts is -0.304,
and this can be explained with the fact that minimum salary value for the contract
year was used to normalize the contract values and the veteran players with high
average Pl values for their all career sign “Minimum Salary” contracts. The
correlation of Pl with contract values for “Option” contracts is -0.092, and we can
explain this situation with that players with low option values outperform between
their draft year and option year in order to convenience the clubs to use the option
and to increase their chance of signing better future contracts. However, players
with higher option values underperform or at least show average performance and
this can be explained with the fact that the players with high option values do not
need to prove their ability to their clubs in as much as players with low option
values have to do.

Then, | analyzed whether experience of players (preTC variable) affect their
valuation and added pre-contract total NBA experience as a variable to the Base
Model (H3 analysis). The results indicate that “pre-contract total career years”
variable may be added to the model, but its impact is not significant for all
available total career years. So, H3 can be rejected.

The study executed a model based on previous available field statistics for
NBA players (PI), and analyses whether Pl variable has an impact on NBA
contracts. However, the tests above did not analyze the impact of information

extensity. For further information, | conducted a test in order to understand
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whether information extensity has an impact on contract valuation, and analyzed
average pre-contract career Pl values with last n-years’ average PI values (H4
analysis). The results indicate that, for all models, performance statistics
positively affect the contract values. However, Cap Space Model results indicate
that last year performance model has the highest R square value and the R square
values decrease by using more past statistics in calculating the Pl,e. The last year
is especially the highest determinant in the contract values.

To understand the separate years’ Pl values’ impact on the contract values,
the Disaggregated Model was constructed, where Pl values are separately entered
(H5 analysis). The disaggregated models show that last two years’ performance
statistics are most effective variables in determining the NACPY. The previous
years’ impact on the NACPY is insignificant. So, the results support both
disaggregated models for all contracts and H4 findings; although the whole career
statistics have an impact on valuing contracts, the last two years’ performances
are the most important determinant on contract values. The findings also tell us
that separate Pl values provide higher information than all last-n-years’ average
Pl values. The correlation matrix exposes that the last year’s Pl has the highest
correlation with NACPY. This means that the clubs use last year’s field statistics
in valuing the players more than remaining available information. This result
support Jean (2010) as player productivity is found to increase significantly in the

contract year:

Table 24: Separate PI values for n-years correlation matrix [all contract types]

(a=0.05)
NACPY NACPY for NACPY NACPY NACPY for NACPY
for 6-years 5-years for 4-years | for 3-years 2-years for 1-year
t-1 0.789 0.788 0.779 0.792 0.739 0.734
t-2 0.720 0.715 0.702 0.698 0.665 )
t-3 0.647 0.635 0.616 0.564 ) )
t-4 0.586 0.578 0.526 ) ) )
t-5 0.518 0.498 ) ) ) )
t-6 0.451 i i i i i
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CHAPTER 7
CONCLUSION

This chapter begins by an overview of the thesis and then comments on
findings. It then represents the Human Capital accounting implications based on
the findings revealed by the thesis. Finally, it underlines areas for future research
and recommends implications for Human Capital accounting.

Chapter 1 briefly summarized dominant economic and social forces that have
an impact on accounting and explained the knowledge society as Toffler (1980)
hypothesized to be the 3™ Wave. The users of accounting information, especially
the shareholders of companies, demand for more relevant information and human
capital is ignored in the financial statements, which leads to a decline in the
relevance of information provided by the financial statements. In order to
recognize an item/concept as an asset, there must be sufficient evidence that the
item would bring future economic benefits and it should be possible to measure
that item reliably in monetary terms. It is assumed that active market conditions
allow wages and transfer fees to be determined by the players’ talents. NBA is a
good candidate for academic research because it allows analyses based on wages
set by active market conditions.

Chapter 2 identified intellectual capital and classified its sub-categories as
human capital, structural capital and relational capital, and covered the literature
on existing disclosure policies for them. Then, the accounting treatment for
human capital was analyzed under the related accounting framework and
qualitative characteristics of financial statements. Finally, the importance of
relevance-faithful balance (trade-off) about intellectual capital, more specifically
about human capital reporting, was discussed. Although the accounting
information requires both relevance and faithful representation as fundamental
qualitative characteristics, accounting standards are more relevance-concerned

under the effects of Anglo-American culture and growing importance of user
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needs on information. Human capital reporting will increase the relevance of
accounting information through satisfying the user needs.

Chapter 3 described the reporting/recording techniques for human capital and
analyzed pros and cons of each technique. In order to include human capital
under assets, they should be reliably and separately measured and past
information will be applied to measure the value of the assets. In order to reach
the unique monetary value of human capital (HC), the Direct Intellectual Capital
(DIC) methods are the most appropriate valuation methods, so the study used
performance-based valuation in testing the values of NBA players.

Chapter 4 demonstrated the human resource accounting, provided a
comparison of professional business and professional sports, National Basketball
Association (NBA) theoretical background and explicitly clarified the team
formation and game rules. Then, the reasons to study NBA were explained and
types of contracts that players sign with clubs were defined. This study aimed to
determine whether the values of players are based on their past NBA performance
or not so only the type of contracts which are grouped under “Minimum Salary”,
“Cap Space” and “Option” contracts were collected for the study.

Chapter 5 summarized the sampling and data collection techniques and the
Base Model that was used in the study. This study involved the NBA team rosters
for seasons between 2005-06 and 2013-14. Players, who have no ex ante statistics
before their contracts, were eliminated from the sampling group. The sampling
group consisted of remaining 774 players’, all of which have ex-ante statistics. |
finally obtained a list of 2,059 contracts that are usable for this study. I grouped
the contracts under three headings, namely “Option”, “Minimum Salary” and
“Cap Space” contracts. In order to increase the comparability of contract values,
firstly the multiple-year contract values were averaged by dividing total contract
values by total contract years (ACPY), and then all contract values are normalized
by dividing ACPY by Salary Cap Divider. The final value was called as NACPY
(normalized average contract per year). | preferred to use Hollinger Game Score
Formula for PI calculation because the formula includes all positive and negative

field statistics. Then, the values calculated for seasonal performance index (PI)
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values were divided by the total games the players were on the field. In
calculating the final base model PlI, all pre-contract Pl values for the players were
grouped and those per game PI values were separately averaged for all contracts
values. PI values were taken as independent variable in order to test whether the
dependent variable of NACPY values are determined by the previous NBA field
statistics.

In Chapter 6, the tests were conducted and the results were interpreted. H1
results show that the NBA basketball players’ previous field statistics have
significant impact on the contract values. H2 results show that previous PI values
are significantly effective on “Cap Space” contracts but not on “Option” and
“Minimum Salary” contracts. Players with low option values outperform between
their draft year and option year in order to convince the clubs to use the option
and in order to increase their chance of signing better contracts in future.
However, players with higher option values underperform or, at least, show
average performance, and this can be explained with the fact that the players with
high option values do not need to prove their skills to their clubs as much as
players with low option values have to do. Also, veteran players with high
average Pl values for their all career sign “Minimum Salary” contracts. Further
research might be conducted for “Option” and “Minimum Salary” contracts. In
other words, a further research might test whether pre-NBA field statistics have an
impact on “Option” contract values. H3 results indicate that the experience of
players has not a significant impact on the contract values. So, “pre-contract total
career years” variable is not added to the model.

H4 and H5 findings indicate that the performance has an impact on the
contract valuation, but the most important determinant is the performance in
previous year. H5 findings also tell us that the clubs use last year’s field statistics
in valuing the players more than remaining available information.

In general, we can conclude that ex-ante NBA field statistics have an impact
on contract values. In other words, the active market conditions allow wages and
transfer fees to be determined by the players’ performance. So, the contract values

determined by the market could be used to capitalize human capital. A limitation
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of this study is that information was provided by a selected group of professional
athletics, NBA players.

Business is any establishment that produces or distributes goods like clothing
and food and services such as intangible things like entertainment, medical and
legal services, and the services provided by professional players. Both the
professionals in the business and sports try to build a successful, thriving business
or career. Something both accomplished sporting and business professionals have
in common is their outlook and drive. They push themselves to be the best they
can be and oftenly to be better than others.

Additional research from multiple perspectives is necessary to address human
capital diversity in the workplace. 1AS 41 explains that the biological assets are
measured on initial recognition and at subsequent reporting dates at fair value less
estimated costs to sell unless fair value cannot be reliably measured (p.12), and
presumes that fair value can be reliably measured for most biological assets. IAS
41 also clarifies that the asset is measured at cost less accumulated depreciation
and impairment losses whether any fair value measurement is not probable (p.30).
Professional business provides active market conditions such that the employees
are able switch their jobs without any limitation and the average wages in the
industry are usually known by the firms. The firms can determine fair value for
their employees based on their workplace performance and expectation of future
performance or can use Net Present Value (NPV) of future wages (cash outflows)
for the employees in order to capitalize their Human Capital whether they cannot
set a fair value for their employees. Bokhari et al. (2012) Islam et al. (2013) and
Rahaman et al. (2013) refer to Human Capital Valuation Method that includes
acquisition investment, familiarization investment, development investment, and
performance appraisal investment to value workers.

Moreover, further research is needed in order to determine the amortization
policy for capitalized human capital, revaluation of human capital based on new
information provided by ex-post performance, i.e., value in use, determination of
disposal value, i.e., impairment of assets, and write-off policy for the human

capital that quits his/her job or retires.
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APPENDIX B

TURKISH KUMMARY

GORUNMEZ SERMAYE

BOLUM 1

GIRIS

1.1. Genel bakis

Muhasebe, ¢ift giris kayit defteri olarak bilinen kayit sistemini temel alir ve
Ozellikle Ronesans veya Aydinlanma Cagi ile gelen geleneksel ve modern
toplumlar arasindaki farklilagmanin muhasebe iizerindeki etkisini gostermek bir
gerekliliktir. (Gaffikin, 2005). Muhasebe sonuglari, ekonomik ortama, teknolojik
gelismelere ve 6zellikle muhasebe bilgi kullanicilarinin ihtiyaglarina bagli olarak
stirekli bir degisime tabii tutulmustur. Gaffikin (2005), muhasebenin, ekonomik
ve sosyal giiglerin yarattig1 bir talebe yanit olarak gelisen toplumsal bir yapi
oldugunun altin1 ¢cizmektedir.

Toffler (1980), ekonomik ve teknolojik kosullar: ii¢ evre yani dalga olarak
siniflandirmaktadir. Yerlesik tarim toplumu olan 1. Dalga'da tiretim maliyetinin
daha ¢ok insan emegi tarafindan belirlendigini belirtmektedir. Muhasebe, tiretim
maliyetini belirlemek i¢in insan ¢alisma saatlerini hesaplamayi amagliyordu.
Bilgi, insan sermayesinin ve basit cihazlarin taninmasiyla siirliydi.

Ikinci Dalga ile makineler beseri sermayenin yerini aldi. Muhasebe, bu
"maddi varliklar1" ve Sanayilesme Cagi’nin "standardizasyon" ilkesiyle uyumlu
amortisman politikalarin1 ~ gelistirmistir. Sanayilesme Cagi’nin ortalarinda,
sirketlerin finansal konumu hakkinda daha ayrintili bilgi talep eden hissedarlar

onem kazandi.
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Toffler (1980) 3. Dalgayi bir kelime ile 6zetlemektedir: Bilgi. Makineler hala
onemlidir, ancak entelektiiel sermayenin, Ozellikle de bu makinelerin ve
bilgisayarlarin kontrol eden beseri sermayenin Onemi tekrar artmustir.
Glinlimiizde, uzmanlik ve farklilasmanin son derece onemli oldugu bir bilgi
toplumunda yasiyoruz. Tiiketiciler, ihtiya¢larini karsilayan 6zel tirlinler igin talep
ederler; sirketler, bu ihtiyaglar1 karsilamak i¢in makine yogun iiretim teknikleri
gelistirir, siireclerini ve teknolojilerini iyilestirmek icin Ar-Ge c¢alisanlarin
calistinir. Bu ihtiyaclar sadece fiziksel {irtin tiiketicileri ile smirli degildir:
Muhasebe bilgisinin kullanicilari, o6zellikle de sirketlerin hissedarlari, bu
ihtiyaglarimi  karsilamak icin ger¢ege uygun degerleme, karsiliklar ve deger
diisiikligli testleri gibi daha oOnemli bilgi ve teknikler kullanilmasini talep
etmektedir.

Mubhasebe, ekonomik bilginin bilgi kullanicilarina aktarilmasi, bilginin
Olciilmesi ve iletilmesi siireci olmasina ragmen, muhasebe diizenlemeleri hala
entelektiiel sermayeyi dogru bir sekilde &lgmemektedir: Ornegin, Amerika
Birlesik Devletleri’nde uygulanan Genel Kabul Gérmiis Muhasebe Ilkeleri (US
GAAP) Ar-Ge masraflarint gider olarak kaydettirmekte ve Uluslararasi
Muhasebe  Standartlart  Kurulu (IASB), Ar-Ge faaliyetlerini, entelektiiel
sermayenin Onemli bir kategorisi olan yapisal sermayenin altinda tanimlanmasina
ragmen, Ar-Ge faaliyetlerinin aktiflestirilmesinde kati kurallar koymaktadir. Her
iki standart da beseri sermayeyi kayit altina almamaktadir. Beseri sermayenin
kayitlarda bulunmamas1 finansal tablolarin ihtiyaca uygunlugunda o6nemli bir

azalmaya yol agmaktadir.

1.2. Motivasyon

Yukarida acgiklandigr gibi, geleneksel muhasebe beseri sermayeyi
hesaplamalarda dikkate almamaktadir. Varliklar, ge¢cmis islemler veya olaylarin
bir sonucu olarak isletmeler tarafindan elde edilen veya kontrol edilen muhtemel
gelecekteki ekonomik faydalar olarak tanimlanir. Bununla birlikte, 6zellikle beseri

sermaye lizerindeki kontrol eksikligi onu entelektiie]l sermaye varligi olarak
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tanimlamak icin tartismali bir alan dogurmaktadir. Beseri sermayenin taninmasi
tizerinde bir fikir birligine varilamamasina ragmen, gittikce daha fazla sayida
sirket, hissedarlarina yenilik¢i ve iiretken kapasitelerini gostermek igin beseri
sermayelerini entelektiiel sermaye tablolar araciligiryla ayr1 olarak raporlamaya
baglamistir. Finansal analistler, sirketlerin entelektiiel sermaye potansiyellerini
yansitmak icin beseri sermayeye daha fazla Oonem vermeye baslamistir. Bu
gelismeler, beseri sermaye muhasebesine olan artan talebi gostermektedir.
Brummet ve dig. (1968a), genel miidiirlerin yillik raporlarda beseri sermayeyi
sirketlerinin en degerli varliklar1 olarak tanimlamalarina ragmen finansal
tablolarin bu "degerli varliklar1" icermedigini vurgulamaktadir.

Bir kalemi/varligi varlik olarak tanimlamak i¢in kalemin gelecekteki
ekonomik fayda getirecegine dair yeterli kanit bulunmali ve bu kalemin giivenilir
bir sekilde Ol¢gmenin miimkiin olmasi gerekmektedir. Bilgi ¢agi, beseri
sermayenin énemini ve beseri sermayenin mevcut ve gelecekteki organizasyon
performans1 ve geliri iizerindeki etkisini arttirmaktadir. Beseri sermayeyi
icermeyen finansal tablolar, yonetim kararlar1 ve hissedarlarin yatirim kararlari
i¢in yaniltict olacaktir. Likert (1967), beseri sermayeyi dikkate almayan muhasebe
sistemlerinin, her seviyedeki yoneticiyi yetersiz ve hatali bilgilerle karar alma
sireclerinde engelledigini iddia etmektedir. Enyi ve Akindehinde (2014), beseri
sermayenin bir varlik olarak goriilmesi ancak mali tablolarda bu sekilde ele
alinmamast durumunda, finansal tablolarin orgiitlerin durumunun gercek bir
resmini sunmadigt diger bir sdyleyisle yaniltict olacagimi belirtmektedir. Stanko
ve dig. (2014), maddi varliklarin tarihsel olarak oldugundan daha az 6nemde
oldugunu ve organizasyonun gercek degerini yansitmak i¢cin muhasebenin beseri
sermayeyi kayit altina almasi1 gerektigine deginmektedir.

Mali tablolarda beseri sermayeyi genellikle g6z ardi eden bir baska sebep,
isletmelerin beseri sermayeyi giivenilir bir sekilde 6l¢mede yasadigi zorluktur.
Dean ve dig. (2012) ve islam ve dig. (2013) beseri sermayeye deger bigmede
yasanan sikintinin, genellikle ihmal edilmesindeki en onemli etken oldugunu
vurgulamaktadir. Stanko ve dig. (2014) bir ¢alisanin degerini olusturan yiizlerce

faktor bulundugunu, ancak bir degerleme yonteminin gelistirilebilecegini de
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belirtmektedir. Islam ve dig. (2013), Bavali ve Jokar (2014) ve Okeke (2016),
beseri sermaye muhasebesi i¢in zorluklarin, beseri sermaye muhasebe sisteminin
gelistirilmesinin ~ yararlar1  hakkindaki  bilgi  eksikligi, beseri sermaye
muhasebesinin yiiksek maliyeti ve bu alan hakkindaki muhasebe standartlarinin
eksikligi olduguna deginmektedir. Ayrica yazarlar beseri sermayenin uygun bir
sekilde Slgiilmesinin miimkiin oldugunu savunmaktadir. Son donemde Amerika
Birlesik Devletleri’nde uygulanan Genel Kabul Gormiis Muhasebe Ilkeleri (US
GAAP) ve Uluslararast Muhasebe Standartlar:t (IAS) sirketlerin varliklarimi
O0lcmede daha gelismis teknikler kullanmalari i¢in yonlendirici olmaya baglamis
olup, piyasada varliklarin degerleri hakkinda daha nitelikli bilgiye ulagsma
konusunda bir egilim olugmustur (Bullen Ve Eyler, 2010; Stanko ve dig., 2014).
Sirketler bu nitelikli ve zor hesaplama tekniklerini kullanma konusunda tecriibe
kazanmaya baslamistir. Ayrica, kullanmakta olduklar1 gelismis veri tabanlar1 ve
yazilimlar sayesinde beseri sermayenin dl¢iilmemesinin temel sebeplerinden biri
olarak degerlendirilebilecek 6l¢iimiiniin zorlugu ortadan kalkmaktadir.

Beseri sermayenin finansal tablolarda gosterilmemesi gerektigini savunanlar,
goriiglerini beseri sermaye icin aktif piyasalarin bulunmamasina, bu nedenle
sirketlerin beseri sermaye degerlemesinde Kkullanabilecekleri ana unsur olan
personel iicretlerinin  giivenilir bir ara¢ olarak degerlendiremeyecegine
dayandirmaktadir. Bununla birlikte, profesyonel atletizm beseri sermayenin
Ol¢iilmesi i¢in hem aktif piyasa kosullarimi hem de farkli mobilite 6zelliklerini
saglamaktadir. Herhangi bir profesyonel sporda, en 6nemli kaynak oyuncularin
yetenekleridir (Gerrard, 2001). Aktif piyasa kosullarmin iicretlerin ve transfer
bedellerinin oyuncularin yetenekleri tarafindan belirlenmesine izin verdigi
varsayllmaktadir. Ayrica, mobilitenin kisitlanmasindaki artis varlik olusturma
olasiligin1 arttirmaktadir (Dittman ve dig., 1976). Profesyonel basketbol,
potansiyel analizler i¢in genis bir istatistiki bilgi seti saglamakta ve aktif bir
piyasa 6zelligi tasimaktadir.

Basketbolda, 6zellikle Ulusal Basketbol Federasyonu'nda (NBA) oyuncularin
kuliipler arasindaki transferi bonservis iicretine tabi degildir. Sozlesmeli

oyuncular kuliipler arasinda takas yoluyla transfer olabilmekte veya serbest
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oyuncu statiisiine geldikten sonra baska bir kuliiple anlasabilmektedir. NBA'deki
oyuncu tcretleri kullip ve oyuncu arasindaki pazarlik ile belirlenir. Transferlerde
uygulanan kurallar, Toplu Is S6zlesmesi (CBA) ile getirilmistir. 1900 yilindan bu
yana takimlar1 sahada bes oyuncu ile yer almaktadir. Bu kural, her oyuncunun
bireysel katkisinin takim basarisindaki direkt etkisini artirmaktadir. Bunlar
disinda, NBA’de uygulanmakta olan Ucret Tavam (Salary Cap) kurali NBA'de
takimlarin oyunculara gercekei transfer iicretleri 6nermesini saglamaktadir. Tiim
bunlarin disinda, takimlar sdzlesmeli olan oyuncularina 6demekte oldugu ticretler
toplam ticret sinirlarini asarsa, bir liiks vergi 6demekle ytikiimliidiirler. NBA’in bu
ozellikleri, oyuncu iicretlerinin performansa ve potansiyele odakli hale getirmekte
ve bu da ticretlerin analizde kullanilmasindaki giivenilirligi artirmaktadir (Zak ve
dig., 1979).

Beseri sermaye muhasebesinin gelecegi, gilivenilir ve kapsamli 6l¢iim
tekniklerine baghdir (Bullen ve Eyler, 2010), NBA aktif piyasa kosullarina gore
belirlenen iicretlere dayali analiz yapilmasina izin verdigi i¢in akademik arastirma
icin iyi bir adaydir. Profesyonel is diinyasinda da NBA’deki kosullara benzer
olarak c¢alisanlarin mobiliteye sahip olmasi etkin piyasa kosullari saglanmasina
yol agmaktadir. Piyasadaki ortalama iicretlerin sirketler tarafindan bilinmesi
nedeniyle de bu 6zelligi desteklemekte olup, bu durum gelecekteki arastirmalarda
profesyonel is diinyasinin da kullanilabilecegi i¢in temel olusturmaktadir.
Calisanlara ait gelecekteki tahmini ticretlerinin Net Bugiinkii Deger (nakit ¢ikislar)
kullanilarak  calisanlara  ait  aktiflestirme degerinin  hesaplanabilecegi

diistiniilmektedir.

1.3. Amag

Finansal tablolarin entelektiiel sermayeyi icermemesinin, yatirimeilarin yanlis
bilgilenmesine neden olup olmadigi gittikce daha tartismali bir baslik haline
gelmektedir. Entelektiiel sermayenin de aktiflestirilmesi gerektigini savunanlar
entelektiiel sermayenin finansal tablolarda gosterilmemesinin  sirketlerin

varliklarmin eksik raporlanmasina neden oldugunu iddia etmektedirler. Beseri
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sermayenin finansal tablolarda gdsterilmemesinin bir olgu olarak gdézlenmesinde
en 6nemli neden ise entelektiiel sermayenin dlgiilmesinin zor oldugu diislincesidir.

Bu calisma modern ekonomideki en 6nemli entelektiiel sermaye sinifi olan
beseri sermayenin dogru bir sekilde Olgiilmesi i¢in teknik gelistirerek beseri
sermayenin finansal tablolarda dikkate alinmasini saglamay1 amaglamaktadir. Bu
amacla profesyonel atletizmin beseri sermayeye dayali olmasi ve oyuncularin
takimlar1 i¢in en 6nemli varliklar olmasi nedeniyle NBA oyuncular1 kullanilarak

bir analiz yapilacaktir.

1.4. Arastirma sorulari

Bu amaglara ulagmak i¢in asagidaki arastirma sorulari incelenecektir:

a) Oyuncularin degerlerini hangi faktorler etkilemektedir?
Oyuncularin sahip olduklar1 kontrat tiirlerinin oyuncunun degerlerinin
belirlenmesinde bir etkisi var midir?

C) Tecriibe oyuncularin degerlerini belirleyici bir unsur mudur?

d) Hangi model(ler) oyuncularin degerlerinin belirlenmesin i¢in en

uygundur?

1.5. Yontem

Calismada oyuncularin saha igi istatistik degerleri basketball-reference.com

sitesinden alinmis, oyucularin kontratlari ve takim kadrolar1 prosportstraction.com

ve storytellerscontracts.info sitelerinden edinilmis ve minimum Kkontrat

degerlerinin ve NBA kurallarini da iceren genel bilgiler web sitesi ve eskimo.com
sitelerinden  saglanmistir. Calisma, yukarida tamimlanan  sorularin

cevaplanabilmesi adina degisik modeller uygulamaktadir.
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BOLUM 2

ENTELEKTUEL SERMAYE HAKKINDA GENEL BILGI

Gliniimiiz ekonomik ortaminda seri iiretim ve kitlesel 6zellestirme teknikleri
gibi temel iiretim yontemleri miisteri sadakatini saglamakta yeterli olmamaktadir:
Sirketler satiglarim1 arttirmak veya en azindan sektordeki rekabet giiglerinin
korumak i¢in iiriin farklilasmasini saglamaya ¢alismaktadir. Bu nedenle, sirketler
sitkete 0Ozel teknolojiler yaratmak igin arastirma ve gelistirme (Ar-Ge)
faaliyetlerini yiiriitmek, tiretim siireglerine veya hizmetlerine verimli, etkili ve
deger katan yetenekli ¢alisanlar1 istthdam etmek ve patent, hak vb. elde ederek bu

yasal avantajlarla satiglarini arttirmak zorundadir.

2.1. Beseri Sermaye tanim

Arastirmacilar beseri sermayenin en 6nemli entelektiiel sermaye sinifi oldugu
konusunda genellikle hemfikirdir. Brummet ve dig. (1968), Allee (2000),
Thorbjernsen ve Mouritsen (2003), Bozbura (2004), Theeke (2005), Sonnier
(2008), Mitchell (2010), Castro ve dig. (2011) ve Rahaman ve dig. (2013) beseri
sermayenin en onemli entelektiiel sermaye sinifi olmasinda yaraticilik 6zelligine
sahip olmasi1 oldugunu belirtmektedir.

Rowbottom (1998), Luthy (1998), Meer-Koostria ve Zijlstra (2001), Chen ve
Lin (2004), Vergauwen ve Alem (2005), Martinez-Torres (2006), Mitchell (2010)
ve Okeke (2016) beseri sermayeyi organizasyondaki tiim calisanlarin degerleri
toplam1 ve onlarin bilgi ve yeteneklerinden elde edilebilecek faydalar biitiinii
olarak tanimlamaktadir. Seetharaman ve dig. (2004) beseri sermayeyi sirket
calisanlar1 olarak tanimlamakla beraber, bilgi iscileri ile beseri sermayeyi
birbirinden farkli olarak ele almaktadir. Yazarlar, liretim hattinda calisan
personelin beseri sermaye i¢inde yer almakla beraber bilgi iscisi sinifinda
olmadiklarimi agiklamaktadir: Bilgi is¢ileri zamanlarii bilgiyi degere doniistiiren

kisiler olarak ele alinmalidir.
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Caiiibano ve dig. (2000), Bloom ve Kamm /2014) ve Okeke (2016) sirket
siireclerini igeren faaliyetleri yiirlitmede daha nitelikli personele sahip sirketlerin
daha fazla kazanan sirketler olacagini 6ngormektedir. Briiggen ve dig. (2009) ve
Arvidsson (2011) raporlamada sirketlerin beseri sermayelerini daha fazla
deginmeye bagladiklarini tespit etmektedir. Andrikopoulos (2010), Bokhari ve
dig. (2012) ve Dean ve dig. (2012) bu degisimin altinda yatan nedenin beseri
sermayede yer alan bilgi is¢ilerinin bilgi ekonomisi i¢indeki 6nemi oldugunu
savunmaktadir. Wilkins ve dig. (1997), Seetharaman ve dig. (2004), Pike ve dig.
(2005), Vergauwen ve Alem (2005) ve Castro ve dig. (2011) beseri sermayeyi
calisanlar tarafindan sahip olunan fakat sirket tarafindan kontrol edilen sermaye

olarak tanimlamaktadir.

2.2. Beseri Sermayenin raporlanmasi hakkindaki literatiir

Patra ve dig. (2003) sirketlerin hedeflerine ulasmada ve basarisinda beseri
sermayenin ¢ok biiylik bir rolii oldugunu dogrulamaktadir. Brummet ve dig.
(1968) ve Seleim ve dig. (2004) beseri sermayenin sirket performansindaki
onemini desteklemektedir. Beseri sermayenin dogrudan etkilerinin yani sira diger
entelektiiel sermaye smiflarmi da etkileme giicii bulunmaktadir. St-Pierre ve
Audet (2011) beseri sermayenin yapisal sermayeyi (structural capital) direkt
olarak ve iletisim sermayesini de (relational capital) endirekt olarak etkiledigini
ortaya koymaktadir.

Entelektiiel sermayenin raporlamasi ile genel teori sirketin piyasa degeri ile
defter degeri arasinda artan entelektiiel sermaye ile iliskili olarak bir artig
gozlenmesi gerektigini kabul etmektedir. Bozbura (2004) c¢alismasi bu teori
desteklemektedir. Bryant-Kutcher ve dig. (2009) piyasanin beseri sermayeyi
pozitif yonde degerledigini tespit etmektedir.

Yukarida deginilen nedenlerle finansal analistlerin, sirket degerinin tespitinde
olusan yonetim ile hissedarlar arasindaki bilgi dengesizligini kapatma yoniinde bir
caba harcamalar1 gerekmektedir. Rhode ve dig. (1976) beseri sermaye

raporlamasinin sirket hakkindaki bilgi aktariminda olumlu bir etkisinin olacagini
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degerlendirmektedir. Rowbottom (1998), Garcia-Meca (2005) ve Simpson (2010)
caligmalar1 da bu 6neriyi desteklemekte ve finansal analistlerin beseri sermayeyi
dikkate alarak yapacaklar1 Ongoriilerinin sirket degerinin dogru bir sekilde

tespitinde biiyiik 6nemi olacagini vurgulamaktadir.

2.3. Beseri Sermayenin raporlanmali m yoksa aktiflestirilmeli mi?

Uluslararas1 Finansal Raporlama Standartlar1 Kavramsal Cerceve (IFRS
Conceptual Framework) gore varlik, gegmiste olan islemlerin sonucunda ortaya
cikan ve halihazirda isletmenin kontroliinde olan ve gelecekte isletmeye
ekonomik fayda saglamasi beklenen degerlerdir. Finansal Muhasebe Standartlari
Kurulu Kavramlar Tablosu (FASB Concepts Statement) No 6 da benzer bir
tanimlama yapmaktadir (p.25)

Bu noktada varliklara ait ortak olarak deginilen 6zellikler “kaynak™, “isletme
kontrolii”, “ge¢miste olan islemlerin sonucu” ve “gelecekte beklenen ekonomik
fayda” olarak 6zetlenebilir.

Beseri sermayenin sirket acisindan hem fiiretim hem de bilgi yaratma
ozelligiyle bir “kaynak” oldugu tartisiimaz bir olgudur. Her ne kadar gelismis
makineler, elektronik aletler ve akilli bilisim sistemlerinin kullaniminda artis
gbzlense ve direkt iiretimde insan faktorii azalsa da, sirketler siireglerinde hala
insan giicline ihtiya¢c duymaktadir.

Beseri sermaye muhasebesine karsit c¢ikanlar tezlerini 6zellikle beseri
sermayenin “igletme kontrolii” diginda kalmasina dayandirmaktadir. Bu teorik
olarak gecerli gibi goziikse de beseri sermaye muhasebesini destekleyenler bu teze
kars, sirketlerin beseri sermaye {izerinde sahiplik ile degil de beseri sermayenin
kullanim hakkina sahip olmakla bu tanimin karsilandigin1 savunmaktadir. Lev ve
Schwartz (1971) bireysel olarak c¢alisanlarin istifa edebilmelerine veya isten
cikarilabilmelerine ragmen isgiiciliniin sirket tarafindan sahip olunan bir kavram
olduguna deginmektedir. Rhode ve dig. (1976) beseri sermayeyi sirket tarafindan
degerlendirildigi veya kullanildig1 icin yari-varlik olarak simiflamaktadir.

Yazarlar, ozellikle de futbol takimlar1 gibi profesyonel atletizmde yer alan
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oyuncularin bu tanimi dolayisiyla varlik tanimini sagladigini savunmaktadir.
Flamholtz (1974a) ve Rowbottom (1998) bir kdle diizeninde yer almadigimiz
siirece dogal olarak sahiplik kavraminin beseri sermaye i¢in gecerli olmayacagina
deginmekle beraber ¢alisanlarin sirketlere sunduklari hizmetin sirketler tarafindan
kontrol edildiginin altin1 ¢izmektedir. Rowbottom (1998) sirket birlesme veya
satin alinmalarinda calisanlarin da yeni yapiya transfer olmasini bu kapsamda
degerlendirmektedir.

“Gegmiste olan islemlerin sonucu” ifadesinin de ¢alisanlarin sirket ile yapmis
olduklar1 sozlesme olarak degerlendirilmesi gerektigi diistiniilebilir. Ayrica bir
varligin satin alma yolu ile degil de sirket biinyesine bedelsiz olarak da katilmas1
aktiflestirme i¢in yeterli olabilmektedir. Calisanlarin hizmetlerinden elde edilecek
“gelecekte beklenen ekonomik fayda” da beseri sermayenin varlik olarak
degerlendirmesi konusunda destekleyici bir unsurdur. Uluslararasi Muhasebe
Standard1 41 (IAS 41) altinda tarimsal faaliyetlerde kullanilan hayvanlarin ve
bitkilerin de varlik olarak degerlendirilmesini icerir ifade, beseri sermayenin
varlik olarak degerlendirilmesi konusunda teorik bir zemin olusturmaktadir. Bu
canlilar da ayn1 beseri sermaye muhasebesi uygulanmamasi gerektigi konusundaki
endiselere konu olmakta ama bu varlik olarak smiflandirilmalarina engel
olmamaktadir.

Finansal tablolarin dort temel niteliksel ozelligi  Anlasilabilirdik
(understability), Thtiyaca Uygunluk (relevance), Ger¢ege Uygun Sekilde Sunum
(fair  representation) ve  Karsilastirilabilirdik  (comparability)  olarak
tanimlanmistir. Hem Uluslararast Finansal Raporlama Standartlar1 hem de
Amerika Genel Kabul Gérmiis Muhasebe Ilkeleri Thtiyaca Uygunluk ve Gergege
Uygun Sekilde sunumu finansal tablolarin en 6nemli 6zellikleri olarak isaret
etmektedir. Bu iki 6zellik birbirlerinin etkisini ve uygulanabilirligini karsilikli
olarak negatif yonde etkilemektedir. Iki temel 6zelligin raporlamalarda kullanim
yogunlugu finansal tablo kullanicilarinin bilgi ihtiyacim1 karsilamalarinda
belirleyici etken olarak ele alinabilir. Bir bilginin kullanilabilir olmasi i¢in

ikisinin de bir gerekli 6l¢iide dikkate alinmasi kritik bir 6neme sahiptir.
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Lev (2001) sirketlere ait muhasebesel bilgilerin gittikge daha az ihtiyaca
uygun hale geldigini, bu durumun da genel olarak maddi olmayan varliklarin
dikkate alinmamasindan kaynaklandigina deginerek bu durumun sirketlerin piyasa
degeri-defter degeri oraninda gozlemlenebileceginin altin1 ¢izmektedir. Yazar,
maddi olmayan varliklar1 da kapsayan yeni bir sistem olusturulmasi gerektigine
deginmektedir. Genel olarak yazarlarin paylastigi ortak goriisiin  beseri
sermayenin sirket icin dnemli bir deger oldugu, bu nedenle raporlamalarda beseri
sermayenin de dikkate alinmasi gerektigi ve nitelikleri geregi de bir varlik oldugu

degerlendirilebilir.
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BOLUM 3

BESERI SERMAYE MUHASEBESI OLCME/RAPORLAMA
TEKNIKLERI

Beseri sermayenin varlik olarak siniflandirilmasinda birinci adimin hangi
Olgme/raporlama tekniginin kullanilmas: gerektigi kararini vermek olacaktir.
Beseri sermayenin de, dahil oldugu entelektiiel sermaye basliginda uygulanan
tekniklere konu oldugu degerlendirilebilir.  Bir¢cok teknik kullanilabilecek
olmasma ragmen biitiin teknikler 6zii itibariyle hem pozitif hem de negatif
ozellikler tagimaktadir. Arastirmacilar tiim 6l¢me/raporlama tekniklerini bes ana

siif altinda gruplamaktadir:

(1)Puan karti yontemleri (Scorecard methods)

(2)Piyasa degerleme yontemleri (Market capitalization methods)

(3)Varliklarin getirisi yontemleri (Return over (on) assets yontemleri)

(4)Dogrudan entelektiiel sermaye yontemleri (Direct intellectual capital
methods)

(5)Maddi Olmayan Varliklarin Finansal Olciim Metodu (Financial method of

intangible assets measurement-FiMIAM)

Kurumsal Karne (Balanced Scorecard), Maddi Olmayan Varlik Monitérii
(Intangible Asset Monitor) vb. teknikleri igeren Puan Kart: yontemleri mali
olmayan bilgi sunma anlaminda yeterli olsalar da maddi deger hakkinda bir
hesaplama sunmamaktadir. Bu nedenle bu sinif altinda yer alan teknikler beseri
sermayenin Ol¢iilmesinde yeterli ve uygun degildir.

Tobin’s g ve Piyasa/Defter orani gibi tekniklerden olusan Piyasa Degerleme
yontemleri de, her ne kadar mali deger verseler de, dl¢limlerin bircok dig etkenden
de etkilenmesi ve ayn1 anda tiim entelektiiel sermaye siniflar1 i¢in tek bir deger

sunmast nedenleriyle beseri sermaye 6l¢giimiinde uygun olmayacaktir.
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Ekonomik Katma Deger (Economic Value Added-EVA™) ve Entelektiiel
Katma Deger Katsayisi (Value Added Intellectual Coefficient-VAIC™)
tekniklerini iceren Varliklarin Getirisi yontemleri de Piyasa Degerleme
yontemleri ile benzer eksikliklere ve Ozelliklere sahip olduklari igin beseri
sermayenin ayri bir sinif olarak él¢timiinde kullanilmayacaktir.

Kapsayici Degerleme Metodolojisi (Inclusive Valuation Methodology) gibi
teknikleri iceren beseri sermaye Ol¢me/raporlama yontemleri diger yontemlerde
kismi olarak yer alan maddi deger sunma 6zelliklerinin disinda, 6zel olarak beseri
sermaye sinifi i¢cin Ol¢lim olanagi saglamasi ile en uygun yontemler olarak
degerlendirilebilir.

Maddi Olmayan Varliklarin Finansal Olgiim Metodu (Financial method of
intangible assets measurement-FIMIAM)  Varliklarin ~ Getirisi ve Piyasa
Degerleme yontemleri bir¢ok agidan benzer 6zellikler gostermektedir. Birebir
Olciim imkani sunmadig i¢in bu yontem de uygulamada sorunlar yaratacak ve

dogru degerlere ulasmamizi engelleyecektir.
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BOLUM 4

CALISMA ICIN TEORIK ALTYAPI

4.1. Beseri sermayenin degerini etkileyen faktorler

Calisanlar is yerleri arasinda herhangi bir kisitlama olmadan degisiklik
yapabildikleri ve genel olarak aldiklar1 ticretler tim sirketler i¢in 6ngoriilebilir
oldugundan, is diinyas1 serbest piyasa olarak adlandirilabilir.

Glniimiiz  ekonomik  ortami  sirketleri ve isgileri bir alanda
profesyonellesmeye  yonlendirmektedir. Islerinde  profesyonellesmis  olan
calisanlarin, Ozellikle de yliksek-teknoloji agirliklt sektorlerde ¢alisanlarin,
ticretleri piyasa kosullarinda yetenek ve kapasitelerine gore belirlenmektedir.
Sirketler ¢ok yliksek miktarda ve degisik ozellikte calisanlar istihdam etmektedir.
Burada irdelenmesi gereken asil soru tiim c¢alisanlarin sirket karlhiligina esit
diizeyde etki gosterip gostermedikleri diger bir sdyleyisle sirketin tiim ¢alisanlar
ayn1 degerde goriip gormedigidir. Personeli ii¢ ana baslik altinda siniflayabiliriz:
Bilgi is¢ileri, yonetsel/destek personel ve montaj isgileri.

Bilgi iscileri Ar-Ge personeli, proje yoneticileri ve endiistriyel
tasarimcilardan olugmaktadir. Bu personel smifi, sirketlerin yaratict kismini
olusturmaktadir. Bu sinifta yer alan personelin {icretleri pazarlikla belirlenmeye
daha aciktir. Her ne kadar beseri sermaye teorisi licretlerin personelin yetenegi ve
kapasitesi ile belirlenecegini sdylese de bilgi is¢ileri sirketle pazarlik ederek daha
yiiksek ticretler talep edebilmektedir. Bu durumun temel nedeni, ilgili sinifta yer
alan personelin piyasada zor bulunmasidir.

Yonetsel/destek personel sinifi {ist yonetim, orta diizey yoneticiler, muhasebe
personeli, insan kaynaklar1 departmani, satig/pazarlama departmani ve ulastirma,
iletisim, giivenlik vb. birimleri iceren destek hizmetleri altinda gruplanabilir. Bu
sinifta yer alan personel iiretim veya tasarim siireglerinde gorev almaz. Ust

yonetim ve orta diizey yoOneticiler disinda kalan personelin iicretleri piyasada yer
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alan tiim sirketler i¢in hemen hemen aynidir. Performansa veya potansiyele bagh
olarak ticret seviyesinde biiylik bir degisim gozlenmez.

Montaj is¢ileri dogrudan liretim siireclerinde ¢alisan veya son miisteriye
dogrudan hizmet veren personeldir. Omek olarak, iiretim sirketlerindeki
teknisyenler ile restoranlardaki garson bu sinif altinda yer almaktadir. Bu sinifta
yer alan personelin ticretleri pazarlik ile degil, piyasa i¢in genel olarak asgari ticret
ile belirlenen iicret seviyesi ile tanimlanir. Performansin iicretlerde dogrudan bir
etkisi yoktur.

Akademik calismada en 6nemli asamalardan birinin veri setine ulasilabilmesi
oldugu icin ve ozellikle ileri teknoloji sirketlerinde yer alan bilgi iscileri ile ilgili
ticret bilgilerine erisim kisithh oldugundan bu c¢alismada profesyonel is
diinyasindan 6rneklem kullanilmamistir. Onun yerine benzer 6zellikler gosteren

profesyonel atletizm {izerine bir inceleme yapilmistir.

4.2. Profesyonel is diinyasi-profesyonel atletizm kartlastirmasi

Seitz (1976) serbest piyasada, kurumsal ¢alisanlarin {icretlerinin de
profesyonel atletizm ile ugrasan oyuncu iicretleri gibi piyasa kosullarinda
belirlendigine deginmektedir. Rosen ve Sunderson (2001) profesyonel atletizmin
dogrudan oyuncu performans etkisinin goézlemlenmesi nedeni ile Snemli bir
calisma sahast oldugunu belirtmektedir. Yazarlar ayrica, profesyonel atletizmin
insan giicline dayali oldugunu ve 6l¢ek ekonomisi nedeni ile iicretlerin ¢ok yiiksek
oldugu tespitinde bulunmaktadir. Bunun bir diger nedeni bu piyasada yetenekli
personel kisith olmasidir. Yazarlarin da belirttigi gibi olgek ekonomisi ¢ok
kalabalik bir son miisteri kitlesine hitap edilmesinden kaynakli olarak ortaya
cikmaktadir. Televizyondan ders veren bir 6gretmen veya saglik programi yapan
bir doktor da benzer ticret farkliliklarina konu olabilmektedir.

Kahn (2000) profesyonel atletizmin ¢alisma i¢in ideal bir alan olmasinda spor
takimlarinin tiim verilerinin ve oyuncu gec¢mislerinin erisilebilir ve bilinir
olmasindan nedenlerinin belirleyici oldugunun altina ¢izmektedir. Fakat yazar,

profesyonel atletlerin de profesyonel c¢alisanlar ile aym faktdrlerden
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etkilendiklerini ve benzer kosullarda kararlar verdiklerine deginmektedir. Yazarin
tizerinde Onemle durdugu diger bir konu da oOzellikle Kuzey Amerika’daki
profesyonel atletizm kuliiplerinde yasanan gelismelerin ekonomik teorileri
dogrudan gozlemleyebilme firsat1 verdigidir.

Rockerbie (2013) profesyonel atletizmin de diger profesyonel is diinyasi ile
benzer faktorlerden etkilendigini tanimlamaktadir. Yazar, buna 6rnek olarak
yiiksek-teknoloji sirketlerinin de yetenekli personele erisimde profesyonel
atletizm gibi bir kisitla ¢evrelenmesini vermektedir. Yazarin dikkat cektigi bir
husus da, profesyonel atletizm kuliiplerinin de yonetimsel olarak oncelikli
amacimin maksimum getiri oldugu gercegidir. Yazar, profesyonel atletizmde
kuliip sayisinda ve kuliip kurulmasinda uygulanan kisitlamalarin fek alict
(monopsony) etkisi yarattigini bunun da bilet fiyatlarinda bir artisa neden
oldugunu aktarmaktadir. Bir sonraki baglikta NBA’in yasadig1 tarihsel gelisimi ve

bu gelisimin NBA’i ¢aligma i¢in uygun bir hale getirme nedenleri irdelenecektir.

4.3. NBA’in tarihsel gelisimi

Dr. James Naismith tarafindan 1891 yilinda Massachusetts’te olusturulan
basketbol, baslangicta dokuz oyuncu takimlarin bir futbol topunu salon balkon
duvarina asili bir sepete atis yapmalar ile oynanmaktaydi. 1900 yilina kadar
savunma agirlikli ve diisiik skorlu maglar yasanmaktaydi. 1900 yilinda mevcut
sistemde de uygulanmakta olan, sahada takimlarin sahada bes kisi bulundurmasi
ve iki sayilik atig-tek say1 faul kurallar getirildi.

Amerika’da ilk ulusal ¢apta sampiyona 1897 yilinda erkekler icin, 1900
yilinda da kadinlar i¢in organize edildi. Basketbolun olimpik spor olmasi da 1904
yilinda St. Louis’te diizenlenen Olimpiyat Oyunlari ile gergeklesti. Uluslararast
Basketbol Federasyonu (Fédération Internationale de Basketball-FIBA) 1932
yilinda in bir Isvigre kenti olan Cenevre’de kuruldu. Ilk Avrupa Sampiyonasi
1935 yilinda diizenlenmis olup, o donemden itibaren iki yilda bir organize

edilmektedir. Erkeklerde ilk Diinya Sampiyonast Men World 1951 yilinda,
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kadinlarda ise 1953 yilinda organize edildi. Basketbol su anda diinyanin en
popiiler sporlarindan biridir.

Baslangigcta oyuncular salonda yer alan insanlardan toplaniyor, oyunculara
giinliik yevmiye veriliyordu. Kadrolar dogal olarak her oyunda farkli olusuyordu.
[k profesyonel lig olan, Ulusal Basketbol Ligi (National Basketball League-NBL)
1898 yilinda kurulmus olmasina ragmen Amerika Basketbol Ligi (American
Basketball League) 1925 yilinda kurulana kadar ligler yerel olgekte devam
etmistir. Amerika Basketbol Birligi (Basketball Association of America-BAA)
1946 yilinda kuruldu ve Ulusal Basketbol Ligi ile Amerika Basketbol Birligi tek
cat1 altinda toplanarak 1949 yilinda Ulusal Basketbol Birligi (National Basketball
Association-NBA) adini aldilar.

Basketbolda profesyonellesme NBA’in tiim iilkeye yayilan yapida olmasi,
takimlarin maddi anlamda giiglii biiyiik sehirlerde kurulmasinin rekabetgi bir
ortam dogurmasi ile artis gosterdi. Boyle rekabetci bir ortam olmasina ragmen
oyuncularin transferleri iizerinde 1970’li yillara kadar ¢ok biiylik kisitlamalar
vardi, oyuncularin aldigi iicretler de kullip sahiplerinin inisiyatifleri ile
belirlenmekte olup gilinlimiize kiyasla olduk¢a diigiiktii. Oyuncular ile bir yillik
kontratlar imzalantyor ve takip eden yil i¢in de kuliibe sézlesmeyi ayn1 kosullarda
devam edebilme imkani taniiyordu. Bu bir anlamda oyuncunun tiim kariyerini
tek bir kuliipte gecirebilme ihtimalinin olusmasina neden oluyordu. 1970’11
yillariin ortalarindan itibaren Amerika’daki biiyiik liglerde oyuncu haklarini ve
piyasa kosullarini etkileyen 6nemli olaylar ve gelismeler yasandi.

Bu calisma oyuncularin gecim donemlerdeki saha igi istatistiklerinin
imzaladiklar1 sozlesmeler iizerinde etkisini inceleyecektir. Bu nedenle NBA
kariyerine yeni baslayan oyuncularin transfer {icretleri kapsam harici
birakilacaktir. Kontrat tipleri sozlesme uzatma hakkinin kullanilmas: ile dogan
Opsiyon Kontratlar: (Option Contracts), veteran oyuncular ile diisiik performansa
sahip oyunculara imzalatilan Minimum Ucret Kontratlari (Minimum Salary
Contracts) ve bu iki kategori disinda kalan tiim kontratlar1 iceren Ucret Limitli
Kontratlar (Cap Space Contracts) olarak {i¢ ana baslik altinda toplanacak ve

incelenecektir.

132



BOLUM 5
VERI TOPLAMA YONTEMLERI VE ANALIZLER
5.1. Ornekleme ve veri toplama
Bu calisma, 2005-06 ve 2013-14 sezonlar1 arasinda NBA kadrolarinda

listelenmis tiim oyuncularin kariyerleri boyunca imzaladiklar1 sozlesmeleri

icermektedir. Takim kadrolar1  storytellerscontracts.info ve eskimo.com

sitelerinden elde edilmistir. 914 oyuncudan olusan bu liste 1946-47 sezonundan
itibaren oynayan toplam 4139 oyuncu ile karsilagtirildiginda 6nemli bir 6rneklem
olusturmaktadir. 914 kisiden olusan bu listede yer alan oyuncularin imzaladiklari

kontratlara ait yil ve parasal degerler prosportstransactions.com ve

storytellerscontracts.info sitelerinden toplanmis ve Kontratlarin Oncesinde

oyuncunun saha i¢i istatistiklerinin olup olmadig1 basketball-reference.com

sitesinden kontrol edilmistir. Kontratlari 6ncesi saha i¢i istatistik verileri olmayan
140 oyuncu elimine edildikten sonra kalan 774 oyuncuya ait NBA saha i¢i

istatistikleri prosportstransactions.com, storytellerscontracts.info ve basketball-

reference.com kullanilarak toplanmis ve 2059 kontrat ve 774 oyuncu bu
¢alismanin veri tabanimi olusturmustur. Opsiyon Kontratlar: (Option Contracts)
kapsaminda 500 Kkontrat, Minimum Ucret Kontratlari (Minimum Salary
Contracts) kapsaminda 593 kontrat ve Ucret Limitli Kontratlar (Cap Space
Contracts) kapsaminda 966 kontrat oldugu incelemeler sonucu tespit edilmistir.
NBA oyunculari bir yili agkin kontratlar imzalayabilmektedir. Bu nedenle,
calismada kontrat birim fiyatlarinin karsilastirilabilir olmasi i¢in kontrat degerleri
toplam kontrat yilina boliinerek Ortalama Kontrat Degeri (Average Contract Per
Year-ACPY) degiskeni her bir kontrat icin hesaplanmistir. Oyuncular sene
ortasinda ¢esitli sebeplerle serbest oyuncu statiisiine gecip baska kuliiplerle de
sozlesme imzalayabilmektedir. Calismada kontrat-oyuncu iligkisindeki tekilligi

korumak i¢in, bir oyuncu eger bir yilda iki veya daha fazla kontrata imza atmigsa
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en yiiksek ortalama degere sahip kontrat calismada kullanilmis ve digerleri
elimine edilmistir. Normal kontrat imzalama donemi disindaki kontratlarda
kontrat dncesi verileri dogru bir sekilde toplayabilmek adina En Iyiler Mag¢i (All-
Star Game) Oncesi donemde imzalanan kontratlar sezon basinda imzalanmis
olarak degerlendirilmis, sonrasinda imzalananlar sezon sonu imzalanmis olarak
kabul edilmistir. Veri setinin yillara yaygmn bir donemi karsilastirmasindan ve
sektor disti veya i¢i nedenlerle oyuncu icretlerinde yasanan artiglar
karsilastirilabilirligi azaltabileceginden, Ortalama Kontrat Degerleri i¢in NBA
tarafindan yillik olarak ilan edilen Ucret Tavanlar: (Salary Cap) kullamilarak
Normalize Ortalama Kontrat Degeri (Normalized Average Contract Per Year-
NACPY) degeri hesaplanmistir.

5.2. Istatistiki yontem ve Temel Model

Saha i¢i istatistiklerin degerlerini raporlama konusunda bir¢ok endeks
mevcuttur. Tendex, NBA Verimliligi Endeksi (NBA Efficiency Index) ve
Hollinger Oyun Skoru Formiilii (Hollinger Game Score Formula) ¢ogunlukla
kullanilan hesaplama yontemidir. Bu ¢alismada pozitif ve negatif tiim saha igi
istatistiklerini icerdigi Hollinger Oyun Skoru Formiilii kullanmistir. Hollinger
Oyun Skoru Formiilii, John Hollinger adindaki analist ve ESPN yorumcusu
tarafindan mag bagi istatistik verilerini degerlendirme amagli olarak yaratilmistir.

Hollinger Oyun Skoru Formiilii yillik verilere uygulanmis ve daha sonra bu
yillik deger ilizerinden mag basi Hollinger Oyun Skoru Formiilii degeri
hesaplanmistir. Bu degerler analiz edilecek donemler i¢in yillik ve/veya yillara
gore ortalama degerler i¢in hesaplanmis ve Normalize Ortalama Kontrat
Degerinin bagiml degisken, Hollinger Oyun Skoru Formiilii degerinin bagimsiz
degisken olarak alindigi dogrusal regresyon uygulamasi Temel Model olarak

belirlenmistir.
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BOLUM 6

HIiPOTEZLER VE YORUMLAR

6.1.H1: Saha ici istatistikleri Normalize Ortalama Kontrat degerlerini

etkilemez

Bu kapsamda tiim veri seti i¢in dogrusal regresyon yontemi uygulanmustir.
Ayarlanmis R-kare degeri 0,408 ¢ikan modelde, korelasyon katsayisi yiiksek
¢ikmig oldugu icin bu hipotezin reddedilmesi gerekmektedir. Saha igi
istatistiklerinin Normalize Ortalama Kontrat degerlerini etkiledigi sdylenebilir.

6.2.H2: Saha igi istatistikleri Ucret Limitli Kontratlar ile diger kontrat tipleri

acisindan ayni oranda etkilidir

“Minimum Ucret” kontratlar1 genellikle veteran oyuncular diisiik performansa
sahip oyuncular ile imzalanmaktadir. Bu grupta yer alan oyuncularin, ¢alismada
daha once agiklanmis olan montaj iscileri ile benzer licretlendirme ve katkida
olduklar1 sdylenebilir. Her biri NBA tarafindan belirlenmis olan asgari tcretle
s0zlesme imzalamaktadir. Performansin ticret belirlemede dogrudan bir etkisinin
olmamasi beklenmektedir.

“Opsiyon” kontratlar1 oyuncu NBA’e ilk imza atarken ya da uzun siireli
kontratlarin opsiyonu ile imzalanmaktadir. Kuliip ile oyuncu deger iizerinde
anlagtiginda heniiz oyuncunun saha i¢i performansi ile ilgili bir veri
bulunmayabilmektedir. Kuliipler opsiyonu sadece oyuncu beklentilerin
karsiladiginda ya da beklentilerin {izerinde performans sergilediginde
kullanmaktadir. Bu smif altindaki kontratlar i¢in yonetsel/destek personel ile
benzer Ozellikler tasidigi sOylenebilir. Performansin {icret belirlemede dogrudan

bir etkisinin olmamasi beklenmektedir. Bu iki kontrat tipindeki degerlerinin ile
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“Ucret Limitli” kontratlarin degerleri hayali degisken (dummy variable)
kullanilarak karsilastirilmistir.

Normalize Ortalama Kontrat degerleri ile saha igi istatistikleri arasinda
“Ucret Limitli” kontrat disinda kalan her iki kontrat i¢cin de B degerleri ve t
degerleri de incelendiginde “Ucret Limitli” kontratlardan farkli ve negatif
degerlidir. Bu sebeple bu hipotezin reddedilmesi gerekmektedir. “Ucret Limitli”
kontratlarda saha ig¢i istatistikleri daha etkili ve pozitif yonlii etki gostermektedir.
Ayrica, sadece “Ucret Limitli” 966 kontrat i¢in Temel Model yiiriitiildiigiinde de
bu sonuglar desteklenmektedir. R-kare degerleri sadece “Ucret Limitli” kontratlar
icin tiim kontrat tiplerinden daha yiiksektir (0,482 vs. 0,408) ve daha yiiksek bir
korelasyon katsayis1 vardir (0,695 vs. 0,639). Bu sonug, bilgi iscileri ayn1 6zellikte
olarak degerlendirebilecegimiz “Ucret Limitli” kontrata sahip oyuncularin

performanslarin {icretlerine daha dogrudan yansidigini ispatlamaktadir.

6.3.H3: Deneyim de kontrat degerleri iizerinde etkilidir (Gozden geg¢irilmis

model)

Temel modele kontrat yili oncesi toplam NBA ge¢misini gosterir deger
eklenmis ve regresyon analizine bu deger de dahil edilmistir. Sonuclara gore bu
degerin B degeri negatif yonliidiir. Diger bir soyleyisle deneyim arttikca
Normalize Ortalama Kontrat degerinde diisme egilimi gozlenmektedir.

Bu ekleme sadece “Ucret Limitli” kontratlarda yapilmis ve sonuglar tiim
kontrat degerleri icin yapilan regresyon ile tutarli ¢ikmistir. Beklenti NBA’de
gecirilen yillarla orantili olarak kuliiplerin oyuncu hakkinda bilgisinin daha fazla
olacagi ve dolaysiyla kapasite/bicilen deger iliskisinin daha efektif olacagi
oldugundan, daha derinlemesine analiz yapilmaya ihtiyag¢ duyulmustur. Bu
nedenle “Ucret Limitli” kontratlar toplam NBA yillarina gore “1-3 yil”, “4-6 y1l”
ve “6 yil Uistii” olarak gruplanarak ayri regresyonlar yliriitiilmistiir. Tiim gruplar
icin R-kare degeri yiiksek olmakla beraber, “1-3 y1l” grubu i¢in B-katsay1 degeri
daha yiiksek olusmaktadir. Digerleri icin bu degerde diisme gozlenmistir. Bu da

beklentinin dogrulandigini ve kuliiplerin daha fazla bilgiye sahip olduklarinda
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daha az sapma ile degerleme yapabildiklerini diisiinebiliriz. Ozetle, tecriibe

modele eklenebilir ama etkisinin tiim alt modeller i¢in 6nemli olmamasi nedeniyle

H3 reddedilebilir.

6.4.H4: t-n yillara ait ortalamalarin tiimiiniin etkisi aynidir

Bir¢ok c¢alismada oyuncularin kontrat imzalamadan oOnceki son sezon
performanslarini arttirdigi ve bu nedenle degerlemede son sezon etkisinin daha
yogun olarak gozlemlenebilecegi iddia edilmistir. Bu goriisii test etmek igin tiim
veri seti i¢cin “son yil saha ici istatistikleri”, “son iki-son alt1 yil ortalama
degerleri” ayrica hesaplanarak ayr1 regresyonlar kurgulanmistir.

Son yil degerlerinden “son {i¢ yil” ortalamalarina kadar R-kare ve B
degerlerinde artig, sonrasinda ise diislis gozlenmistir. Ayrica tim “son yil
ortalamalar1” da tiim kariyer ortalamalarina gore daha yiiksek R-kare ve B
degerleri sunmaktadir. Sadece “Ucret Limitli” kontratlar igin en yiiksek deger
“son y1I” degerinde gozlenmistir. Hangi yilin daha c¢ok etkisinin oldugu bilgisini
ve ortalamadansa ayr1 ayr1 yil etkisinin agiklama giiclinii anlamak i¢in bir sonraki

hipotez olusturulmustur.

6.5.HS: Bagimsiz ayr1 yillara ait istatistik verileri ortalama deger ile aym

aciklayic etkiye sahiptir

Hem tiim kontrat tipleri icin olan modellerde hem de sadece “Ucret Limitli”
kontratlar i¢in “son iki yil degerleri” kontrat degerleri ilizerinde en belirleyici

etkiye sahiptir.
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BOLUM 7

SONUC

Genel olarak NBA saha i¢i istatistiklerinin kontrat degerleri pozitif yonlii
onemli bir etkisinin oldugu soylenebilir. Diger bir soyleyisle, aktif piyasa
kosullarinda {icretlerin oyuncularin sergiledikleri performansa bagli olarak
belirlendigi degerlendirilebilir. Bu nedenle, piyasanin degerleme yaptigi iicretlerin
bu durumda oyuncularin aktiflestirilmesinde kullanilabilecegi sdylenebilir. Bu
calismanin kisithiligi, sadece belli bir grupla, profesyonel atletlerle, yapilmis
olmasidir.

Is diinyas: iiriin iiretme ve/veya hizmet sunma amacgh kurulan sirketlerden
olugmaktadir. Hem profesyonel is diinyasi hem de profesyonel atletizm basarili
olma ve/veya getiri lizerine odaklanmaktadir. Calisanlar da oyucular da ayni amag
dogrultusunda yani basarili olma ve kariyerlerini ylikseltme amaclarini
tasimaktadir.

Farkli is alanlarindaki degisik ¢alisan gruplari igin ek ¢alismalar yapilmasi bu
konunun uygulanabilirligi i¢in destekleyici olacaktir. Uluslararast Muhasebe
Standard1 41 (IAS 41) tarimsal iriinler varlik olarak alinabilecegini ve bircok
tarimsal {irlin ve tarimda kullanilan canli i¢in gergek¢i deger tespitinin
yapilabilecegini soylemektedir. Uluslararasi Muhasebe Standardi 41 (IAS 41) ile
belirlenen ilkelerin beseri sermaye i¢in de uygulanmasi olasi olarak
degerlendirilebilir. Sirketler c¢alisanlarmin aktiflestirilmesi icin personelin is
yerinde sergiledikleri performansit dogru tanimlamalarla belirleyerek ve
gelecekteki potansiyel katkilarin1 6ngorerek makul deger tespit edebilirler veya en
azindan gelecekte calisanlara 6deyecekleri {icretlerin Net Bugiinkii Degerlerini
(Net Present Value-NPV) kullanabilirler.

Gelecekte bu konuda yapilacak caligmalarin, aktiflestirilen beseri sermaye
varliginin hangi yontemle amortize edilecegi, kullanim degerinin olusturulmasi
icin yeniden degerleme yontemlerinin tespiti, isten ayrilan/emekli olan personel

kayitlarindan ¢ikarma yontemi gibi konulari incelemesi uygun olacaktir.
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APPENDIX C

TEZ FOTOKOPISIi iZiN FORMU

ENSTITU

Fen Bilimleri Enstittsi

Sosyal Bilimler Enstitiisii

Uygulamali Matematik Enstitiisti

Enformatik Enstittisi

Deniz Bilimleri Enstitiisi I:I
YAZARIN

Soyadi :

Ad1

Bolimau :

TEZIN ADI (ingilizce) :

TEZIN TURU : Yiiksek Lisans Doktora

Tezimin tamamindan kaynak gdsterilmek sartiyla fotokopi alinabilir.
Tezimin icindekiler sayfasi, 6zet, indeks sayfalarindan ve/veya bir

bolimiinden kaynak gosterilmek sartiyla fotokopi alinabilir.

Tezimden bir bir (1) yil siireyle fotokopi alinamaz.

TEZIN KUTUPHANEYE TESLIiM TARIHI:
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