
O'Connell, Vincent; AbuGhazaleh, Naser M.; Whelan, Garvan

Article

Financial reporting as a source of innovation-relevant
competitive intelligence

Journal of Open Innovation: Technology, Market, and Complexity

Provided in Cooperation with:
Society of Open Innovation: Technology, Market, and Complexity (SOItmC)

Suggested Citation: O'Connell, Vincent; AbuGhazaleh, Naser M.; Whelan, Garvan (2021) :
Financial reporting as a source of innovation-relevant competitive intelligence, Journal of Open
Innovation: Technology, Market, and Complexity, ISSN 2199-8531, MDPI, Basel, Vol. 7, Iss. 2,
pp. 1-13,
https://doi.org/10.3390/joitmc7020117

This Version is available at:
https://hdl.handle.net/10419/241702

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dürfen die Dokumente nicht für öffentliche oder kommerzielle
Zwecke vervielfältigen, öffentlich ausstellen, öffentlich zugänglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfügung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewährten Nutzungsrechte.

Terms of use:

Documents in EconStor may be saved and copied for your
personal and scholarly purposes.

You are not to copy documents for public or commercial
purposes, to exhibit the documents publicly, to make them
publicly available on the internet, or to distribute or otherwise
use the documents in public.

If the documents have been made available under an Open
Content Licence (especially Creative Commons Licences), you
may exercise further usage rights as specified in the indicated
licence.

  https://creativecommons.org/licenses/by/4.0/

https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.3390/joitmc7020117%0A
https://hdl.handle.net/10419/241702
https://creativecommons.org/licenses/by/4.0/
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/


Journal of Open Innovation: 

Technology, Market, and Complexity

Article

Financial Reporting as a Source of Innovation-Relevant
Competitive Intelligence

Vincent O’Connell 1,2,*, Naser AbuGhazaleh 1 and Garvan Whelan 1

����������
�������

Citation: O’Connell, V.;

AbuGhazaleh, N.; Whelan, G.

Financial Reporting as a Source of

Innovation-Relevant Competitive

Intelligence. J. Open Innov. Technol.

Mark. Complex. 2021, 7, 117. https://

doi.org/10.3390/joitmc7020117

Received: 30 December 2020

Accepted: 15 April 2021

Published: 22 April 2021

Publisher’s Note: MDPI stays neutral

with regard to jurisdictional claims in

published maps and institutional affil-

iations.

Copyright: © 2021 by the authors.

Licensee MDPI, Basel, Switzerland.

This article is an open access article

distributed under the terms and

conditions of the Creative Commons

Attribution (CC BY) license (https://

creativecommons.org/licenses/by/

4.0/).

1 Department of Accounting and MIS, Gulf University for Science and Technology, P.O. Box 7207,
Hawally 32093, Kuwait; Abughazaleh.n@gust.edu.kw (N.A.); Whelan.G@gust.edu.kw (G.W.)

2 Cork University Business School, University College Cork, Cork T12 K8AF, Ireland
* Correspondence: oconnell.v@gust.edu.kw or vincent.oconnell@ucc.ie

Abstract: In this article, we demonstrate that contemporary financial reporting systems have the
capacity to contribute significantly to the generation of innovation-relevant competitive intelligence.
This potential arises because, as part of its regular work, the financial reporting system compiles,
collects, analyzes, and synthesizes strategically relevant information about (i) complex internal
technical processes related to inventions, discoveries, product development, process innovations,
and the like; (ii) detailed sales, cost, and profit forecasts; (iii) consumer trends and innovative
developments in the firm’s markets; (iv) actual and potential competitor actions in the market;
and (v) regulatory changes, macro-economic trends, and information about the likely impact of
government policies. We argue that this competitive intelligence can, if properly harnessed, lead
to better informed discourses and decisions around innovation. Consequently, we highlight the
potential—from both academic research and practical perspectives—of financial reporting as an
enabler of innovation-relevant competitive intelligence embeddedness within firms.

Keywords: innovation; competitive intelligence; financial reporting; case examples

1. Introduction

It is difficult to overstate the crucial importance of innovation for organizations seeking
to survive and thrive in the globally competitive business environment [1,2]. Today,
innovation is increasingly seen as a multi-disciplinary activity and professionals from
a variety of fields seek to contribute to debates and discussions around the emergence,
development, revision, and abandonment of innovation-led strategies [3–5]. Although the
accounting function in organizations is not commonly associated with innovation [6–11],
Ries [7] has identified the potential of contemporary accounting systems to contribute to
corporate innovation processes. Furthermore, there has been a recent upsurge in the degree
of co-operation between accounting professionals and those organizational participants
concerned with innovation [12]. A related development is the exponential growth in open
innovation settings where “the boundaries between the firm and its environment have
become more permeable“ [13] (p. 1) so that innovation can “easily be transferred in and
out between firms . . . as well as between firms and creative consumers”. Open innovation
contexts represent a growing and vitally important aspect of economic and societal activity
to which our work is directly relevant.

In this article, we seek to add a new dimension to the rather limited extant literature
on the potential of accounting systems from an innovation standpoint by demonstrating
how one aspect of the firm’s accounting architecture—specifically, the financial reporting
system—contributes to strategic discourses and discussions around innovation. Financial
reporting is the firm’s primary means of communicating relevant financial information to
external parties, such as shareholders and debtholders [9] and, here, we demonstrate that
contemporary financial reporting systems have the capacity to contribute significantly to
the generation of competitive intelligence [14] with respect to firm-level and industry-level
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innovation activities. We argue that this competitive intelligence can, if properly harnessed,
lead to better informed strategic discourses and decisions around innovation activities
within organizations.

While our core premise—that a firm’s financial reporting system has significant poten-
tial as a source of competitive intelligence in innovation contexts—may come as a surprise,
what is not always well understood outside of those directly impacted is that there has
been a sea of change in financial reporting in recent years [9]. In effect, the corporate
governance [15] and compliance demands [16] on the financial reporting system have in-
creased exponentially, and while this has undoubtedly led to greater complexity and higher
compliance costs, one very significant upside to these new demands is that firms’ financial
reporting systems are now required to collect a wide range of additional information about
internal and external activities. Consequently, as a direct result of the new demands placed
on the discipline, we argue here that financial reporting systems have now evolved into a
potentially crucial source of competitive intelligence in the realm of innovation.

The remainder of our paper is structured as follows. In Section 2, we explain the
key conceptual foundations of our article. In Section 3, we draw on cases to elaborate
upon five specific elements of the financial reporting system which lead to the creation of
innovation-relevant competitive intelligence within organizations. In Section 4, we present
an overarching synthesis of financial reporting-based competitive intelligence modelling.
Our final section summarizes and concludes.

2. Conceptual Foundations

In this section, we first elaborate on the concepts of ‘competitive intelligence’ and,
relatedly, ‘competitive intelligence embeddedness’. We then outline some relevant insights
with respect to the financial reporting landscape before proceeding to identify the specific
boundaries of our article and the core methodological framework.

2.1. Competitive Intelligence

Competitive intelligence is defined as a process which transforms “competitor, indus-
try and market-data into actionable strategic knowledge about the competitor’s capabilities,
intentions, performance and position” [17] (p. 13). There are four commonly recognized
elements to the competitive intelligence cycle [18,19]. The first—the planning phase—
identifies the intelligence needs of decision makers, while the second phase focuses on the
collection of information about competitors. The third phase centers around the ways in
which the raw data collected is transformed into actionable competitive intelligence, whilst
the fourth phase refers to the communication of the competitive intelligence to C-level
decision makers. Prior studies have shown that competitive intelligence with respect to
the innovation activities of competitors is a vital component of a firm’s quest to maximize
long-term shareholder value [3–5,20].

Markovich et al. [18] (p. 2) furthermore highlight the crucial importance of compet-
itive intelligence embeddedness, which they define as “the extent to which competitive
intelligence permeates the entire organization so that strategic and tactical decisions can be
made in the knowledge of all relevant external, competitive, information”.

Gilad [21] (p. 1) suggests that “[s]imply and clearly put, competitive intelligence is a
perspective on changing market conditions. This means identifying risks and opportunities
early enough to allow the company to adapt its strategy or in extreme cases, change it.”
He suggests that that definition of competitive intelligence “forcefully delineates it from
all other information, data, and research services”. Crucially, [21] (p. 1) suggests that
“information alone is not a perspective on change—information does not automatically
lead to insight”. Although, as the author emphasizes, this point is not always well under-
stood by companies and executives. Gilad [21] also highlights the need for an integrated
organizational approach towards generating and analyzing competitive intelligence.
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2.2. Financial Reporting

Weetman [10] (p. 153) explains that “financial reporting refers to a combination
of quantitative accounting statements and narrative reports” directed at shareholders,
lenders, and other stakeholders. Since the early part of the 21st century, a global accounting
initiative that had already made slow but steady progress for several years began to gain
serious momentum [9,11,22,23]. The aim of this initiative was (and is) the standardization
of financial reporting practices globally. Today, more than 115 countries have signed
up to international accounting standards (also termed ‘international financial reporting
standards’). One major exception is the US. There, regulators have decided to retain
their own domestic accounting standards, known as US ‘Generally Accepted Accounting
Principles’ (hereafter US GAAP), for the foreseeable future. International standards and
US GAAP are similar in many respects, but there are several significant differences that we
highlight at the appropriate junctures in our article.

Prior work in accounting calls for accounting researchers to contribute more to other
disciplines [8,24,25] and to become “more innovative” [8] (p. 851). Building on these calls,
the present work extends the long-established field of financial intelligence [9,26] and com-
petitive financial intelligence [9,26–28] by focusing on the ways in which financial reporting
systems can contribute to the development of innovation-relevant competitive intelligence.

2.3. Scope

In this article, we focus exclusively on intangible assets, i.e., assets such as patents,
trade names, trademarks, and copyrights. This is because financial reporting for intangi-
ble assets provides the most fertile ground for demonstrating the potential of the finan-
cial reporting system as a source of competitive intelligence from an innovation stand-
point [12]. Due to space constraints, we do not address the extent to which ‘creative
accounting’ [29–32] impacts on the role of financial reporting in competitive intelligence
contexts. In addition, our article also does not explicitly consider the interaction between
the external and internal accounting systems (i.e., management accounting systems) in
competitive intelligence contexts [33].

2.4. Methodological Framework

Scholars in the fields of both accounting and innovation can draw upon decades of
insightful research findings to develop new insights and paradigms. However, research at
the interface of accounting and innovation is still a developing field with little in the way
of extant literature. Prior literature in the innovation field [34] (p. 8) notes that “[w]hen
a scientific field still needs more exploration and interpretation and is still little explored,
with a substantial shortage of preliminary research on it, exploratory case studies are
recommended”. Case studies are a highly effective research methodology, and we build
on prior insights to present contemporary case examples which illuminate the core ideas
underlying our arguments. These contemporary case examples provide important ‘real-
world’ illustrations which demonstrate—in both conceptual and practical terms—how
financial reporting can make an important contribution across diverse industries as a source
of innovation-relevant competitive intelligence.

3. Contemporary Case Examples of Financial Reporting as a Source of
Innovation-Relevant Competitive Intelligence

In this section of the paper, we explain how innovation-relevant competitive intelli-
gence emerges from the financial reporting system by focusing on five separate aspects
of reporting for intangible assets. In each sub-section, we draw on contemporary case
examples from the corporate world to illustrate our core arguments.

One important technical point to note at the outset of our discussion is that, when
a firm buys an intangible asset, the purchased intangible is recorded as an asset on the
firm’s ‘Statement of Financial Position’ (i.e., Balance Sheet); in other words, the cost of the
intangible is ‘capitalized’ [35]. Thereafter, a portion of the cost is written off as an expense
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on the firm’s income statement (i.e., Profit and Loss account) over each period of the asset’s
useful life (a process called ‘amortization’). If there is no perceived limit to the asset’s useful
life (i.e., if it has an unlimited useful life, such as a long-established brand), no amortization
takes place. This is an important consideration, because, if the intangible asset remains on
the balance sheet at its full original cost, then the reported financial position of the company
is strengthened. This would also have a positive impact on reported profits because none
of the original cost would be charged as an expense. We elaborate on these—and other
relevant concepts—in more detail later.

3.1. Research and Development

The first area to which we turn our attention is that of accounting for research and
development (R&D) activities. As we explained above, when a firm buys an intangible
asset, it is capitalized and added to other assets on the balance sheet. What though of
the financial reporting system’s approach to dealing with the firm’s expenditure on R&D
efforts to develop an intangible asset ‘in-house’?

Under international accounting rules, accountants are required to capitalize that
component of R&D expenditure which they deem likely to bring measurable future benefits.
In contrast, the remaining component of R&D expenditure—that which is not deemed to
have clearly visible long-term benefits—is “expensed” (i.e., treated as an expense on the
firm’s income statement). Reported profits will be reduced by the amount written off as an
expense. With reference to the question of whether or not to capitalize R&D expenditures,
the accounting rules specify that the object of the development process must be both
technically feasible and economically viable (in the sense that the development under
consideration is potentially profitable). Since the decision about whether to capitalize R&D
expenditure is complex, the firm’s financial reporting system needs to gather substantial
internal technical intelligence about the product, process, or service being developed. In
addition, the firm needs to be aware of the market potential of the specific innovation under
consideration. This requires a detailed study of, for example, the likelihood of regulatory
approval (where appropriate) and the sales and profit potential if the product is approved,
as well as detailed analysis of the current activities and likely reactions of both existing and
potential competitors.

Contemporary Case Examples

Accounting for R&D provides innovation-relevant competitive intelligence in two
ways. First, the decision to expense or capitalize requires detailed analysis of internal
and external data. For example, in 2016, Smiths Group plc capitalized GBP 25 million
in development costs to bring its total capitalized development costs to date to GBP
302 million. Smiths Group states in its 2016 annual report [36] (p. 140) that it capitalizes
“expenditure incurred in respect of the development of major new products where the
outcome of those projects is assessed as being reasonably certain as regards viability
and technical feasibility.” Clearly, this assessment req3.uires the compilation of detailed
internal and external intelligence with respect to the technical and commercial aspects of
the developments under review. This means that the financial reporting function must also
analyze and interpret substantial amounts of commercially sensitive data.

Second, firms can gain significant market knowledge by monitoring when their com-
petitors capitalize development expenditures, as this is a direct signal that the competitor
has developed something new and innovative that it expects to be a success in the mar-
ketplace. For example, in its 2016 annual report, Philips AG [37] (p. 133) explains that it
capitalized EUR 318 million of product development construction in progress. By capitaliz-
ing this sum, Philips AG is signaling that its R&D work is yielding outcomes that are likely
to translate into measurable future economic benefits. This is a strong and confident signal
to external parties that its R&D efforts are paying off. The company also expensed over
EUR 2 billion of research costs in its 2016 income statement. This expenditure—although it
is not capitalized—may eventually bring substantial future benefits. However, the com-
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pany has chosen not to classify the work underlying this expenditure as an asset, as it does
not meet the criteria discussed earlier.

3.2. Software Development

With international accounting standards, expenditure on software development is
treated in the same way as any other type of development expenditure (as per our previous
discussion). However, software development highlights one major difference between US
GAAP and international accounting. In contrast to the international accounting practice,
US GAAP prohibits the capitalization of development expenditure, except for one specific
activity: software development.

Consequently, in a similar manner to the way non-US firms assess their R&D expendi-
tures, firms reporting under US GAAP must establish the technical feasibility and economic
viability of any software that is currently being developed. This means that the financial
reporting function must gather significant intelligence about these aspects of the work
being undertaken by its own internal software development professionals and marketing
personnel. In addition, the financial reporting system requires reliable estimates of how
the software being developed will perform in the marketplace. Therefore, the financial
reporting system needs to gather significant intelligence about the innovation activities of
competitors as well as overall market-level changes and trends.

Contemporary Case Examples

According to its 2016 annual report, Aspen Technology Inc. [38] (p. F.16) capitalizes
software development costs “upon establishing technological feasibility defined as meeting
specifications determined by the program design.” This detailed assessment is ultimately
the responsibility of the financial reporting function in conjunction with experts in the field.
The stakes are high for a company like Aspen Technology Inc., as it has, up to the end
of fiscal year 2015, capitalized and subsequently amortized software development costs
totaling $73.8 million. Relatedly, Nestlé reported total internally generated capitalized
development expenditures of 742 million Swiss francs. The company explains in its 2016
annual report [39] (p. 88) that most of this represents management information systems
software that is capitalized, as it will be “useful in generating future benefits in terms of
savings, economies of scale, etc.” Again, quantifying these savings and economies of scale
requires in-depth data collection, which can ultimately lead to the generation of substantial
competitive intelligence about technical and market innovations.

Detailed analysis of the ways in which peer group firms are accounting for their
software development expenditures can also provide useful competitive intelligence with
respect to innovation. For example, in its 2015 annual report [40], Blackbaud Inc. reported a
$7.2 million increase in capitalized software development costs. The company states (p. 46)
that, “the increase in the amount capitalized was a result of incurring more qualifying
costs associated with development activities.” It also points out (p. 46) that “[w]e expect
that the increase in the amount of software development costs capitalized will continue in
the near-term as we make investments on innovation, quality and the integration of our
solutions which we believe will drive revenue growth.” This is a strong signal to external
parties, not least the competitor firms, that the firm’s investment in innovation activities is
both substantial and valuable—otherwise capitalization would not have taken place. Con-
sequently, as with accounting for R&D, analysis of accounting for software development
costs can lead to the generation of innovation-relevant competitive intelligence through
the synthesis of the firm’s own internal knowledge base in conjunction with the analysis of
the reports of competitors.

3.3. Impairment Testing

In recent years, firms have been required to implement a relatively new process called
“impairment testing” with respect to each of their intangible assets. The purpose of this
process is to estimate the amount, if any, of the reduction in value of the intangible assets.
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To explain this process, let us assume that an intangible asset is being held on the balance
sheet at an amount (called the “carrying amount”) of $10 million. The financial reporting
system must determine whether that asset is still worth $10 million at the fiscal year end.
To do this, the system generates a number called the “recoverable amount” of the asset.
This figure is calculated as the higher of two independently estimated numbers: the current
market value of the asset (less any selling costs) and the “value in use” of the asset. The
market value of the asset is usually easily available for regularly traded intangible assets.
In contrast, the value-in-use figure represents an estimate of what the asset is worth to the
business from an internal perspective and is calculated as the discounted future net cash
flows from the asset.

Suppose in our example that the market value of the intangible asset after deducting
selling costs was $7 million, while the value in use was $5 million; the higher of those
figures, $7 million, is deemed to be the recoverable amount. As the asset is being carried
on the balance sheet at $10 million and its recoverable amount is just $7 million, the firm
will have to write off an impairment loss of $3 million to the income statement.

To estimate the fair value of each asset, firms must compile or acquire detailed and
up-to-date market values. This information is often provided by external valuation experts.
However, it is in determining the value in use of the asset that the most competitive
intelligence with respect to market-level and firm-level innovations is generated. For
example, the financial reporting system must collect detailed information about the likely
future cash inflows and cash outflows from the asset and apply the appropriate opportunity
cost of capital discount rates to make realistic estimates of the value in use. In turn,
this process requires detailed estimates about, for example, the future cash flows of the
business, likely competitor actions, and future industry wide developments. While the
financial reporting system cannot—and is not expected to—accurately predict the future,
the calculations made should be a realistic reflection of the best available information at a
given time. Furthermore, firms are required to disclose the most important inputs to their
estimation models.

Contemporary Case Examples

The impairment testing process leads to the development of potentially useful sources
of innovation-relevant competitive intelligence in several ways. First, firms must bring
together the best inside knowledge from other functional areas in order to establish realistic
estimates of recoverable amounts. For example, in their 2016 annual report [41] (p. 185),
Novartis points out that the impairment testing requires inputs about the “the amount
and timing of projected future cash flows; outcome of R&D activities (compound efficacy,
results of clinical trials, etc.).” Furthermore, the financial reporting system at Novartis
needs to take cognizance of the amount and timing of costs to achieve commercial viability,
estimates of the probability of achieving regulatory approval, long-term sales forecasts “for
periods of up to 20 years,” future taxation projections, and cost of capital estimates. Finally,
it needs to consider how quickly sales will erode when patent protection expires, and it also
should evaluate the “behavior of competitors (launch of competing products, marketing
initiatives, etc.).” Overall, then, given that Novartis must undertake the impairment testing
process for all intangible assets at least annually (and more often if dramatic changes in
market conditions occur), a considerable amount of potentially crucial information—most
of which is relevant to innovation-based organizational discourses—must be gathered by
the firm on a regular basis.

Second, by scanning the impairment testing reports of other firms in the industry,
firms can glean important insights into the current and future innovations and actions of
their direct competitors. Adidas, in its 2015 annual report [42] (p. 210), revealed that the
risk-adjusted weighted average cost of capital for its internal estimates of the recoverable
amount of one of its trademarks ranges between 6.8% and 8.4%. While Adidas finds no
evidence for impairment of that particular intangible asset class in 2015, it also reveals that
an increase of up to 1% in the discount rate or a decrease in future cash inflow projections
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of up to 13% would result in an impairment loss. Similarly, Samsung’s annual report [43]
provides important information about its impairment testing process in 2015 (p. 112). Its
average annual sales growth estimates were only 1%, while the opportunity cost of capital
that it used to discount future cash flows was 9.5%. Although these figures represent
conservative estimates on Samsung’s part, they convey useful information about industry-
level innovation projections around technology, markets and customers.

Finally, it is worthwhile noting that under international accounting standards (al-
though not under US GAAP), firms can reverse impairment losses if the grounds for the
original impairment decision have changed. For example, on page 42 of its 2015 annual
report, Evotec [44] explains that, in 2014, it reversed prior impairment losses in the amount
of EUR 6.4 million with respect to one of its compounds, EVT 401, “following advanced
discussions with an undisclosed partner to extend an existing licensing agreement to in-
clude also all rights for the lead compound EVT 401 except for the Chinese market.” Such
disclosures provide important information about relevant commercial innovations.

3.4. Business Combinations

Under both international accounting standards and US GAAP, when one firm takes
over another, the acquiring firm is required to separately measure—in as much detail
as possible—the individual assets and liabilities of the acquired company. For example,
suppose Company X paid $10 million cash to acquire Company Y. Assume also that the
market value of the total assets less total liabilities (i.e., the net assets) of Company Y
at the date of the deal was just $4 million. The difference between these figures (i.e.,
$6 million) will be recorded as a separate asset on Company X’s balance sheet under the
title of “goodwill.” Goodwill is a “catch all” category that captures aspects of Company Y’s
value not reflected in its individual assets, as well as the component of the price paid by
Company X attributable to predicted synergies from the deal. Goodwill is typically a large
component of the assets acquired in most contemporary business combinations.

Contemporary Case Examples

Accounting for business combinations leads to the generation of innovation-relevant
competitive intelligence in several ways. First, the size of the goodwill created reveals
the expectation of the acquiring firm with respect to the synergies it forecasts from the
deal and the expected sources of those synergies. For example, in its 2016 annual report,
AstraZenca [45] (p. 175) explains that it acquired BMS’s share of Global Diabetes Alliance
Assets. AstraZenca paid $2703 million, and $1530 of this amount (i.e., approximately
60%) was attributable to the goodwill component. AstraZenca further explains (p. 175)
that “goodwill of $1530 million arising on the transaction is underpinned by a number
of elements which individually cannot be quantified.” It adds that the most significant of
these “are the synergies AstraZenca expects to be able to generate though more efficient
manufacturing processes and the incremental value accessible through strategic and opera-
tional independence upon taking full control of the alliance.” Once again, these types of
disclosures provide important insights into the importance of manufacturing innovations
as well as the synergies emerging from other expected innovations.

Second, marketing executives frequently complain that although brand-building
expenditures, such as advertising, are essential to the long-term success of the business,
these expenditures are usually treated as expenses rather than assets on firms’ financial
statements. However, when firms buy another business, they are required to capitalize
the separately identifiable assets—including marketing assets—of the firm being acquired.
Therefore, for instance, if the separately identifiable assets of the acquired firm include a
marketing asset, such as a brand name, then the value of that brand must be recognized
on the acquirer’s balance sheet. Consequently, in order to calculate the value and useful
life of the brand, the financial reporting system of the acquiring firm will have to engage
in detailed internal and external analysis of new innovations in the customer- market,
competitor actions, and the firm’s own innovations with respect to its products.
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For example, in its 2015 financial report, Pfizer [46] (p. 130) explains that it includes
more than $8 billion in brand values on its balance sheet (comprised of $1.044 billion
in brands with a limited life and $7.021 billion in brands with an unlimited life). These
values are included because of prior takeover and acquisition deals. In accounting for
these brands, Pfizer’s financial reporting system must estimate the useful life of the brands,
their market value, and their value in use. Clearly then, financial reporting with respect
to the brand values recorded as part of business combinations leads to the generation of
significant innovation-relevant competitive intelligence.

3.5. Goodwill Impairment

Goodwill is usually the largest component of the intangible assets recorded on firms’
balance sheets. Under both international accounting standards and US GAAP, goodwill
is not subject to any regular write-off (i.e., amortization), as it is considered to have an
indefinite life. However, as with all other intangible assets, goodwill is subject to an annual
impairment review based on the impairment testing procedures described earlier. Once
impaired, however, there can be no recovery of impairment losses for goodwill under
either international accounting standards or US GAAP.

Contemporary Case Examples

First, the work by the financial reporting system on goodwill impairment requires
the synthesis and analysis of considerable amounts of innovation-relevant internal and
external data. For example, in its 2015 annual report [47] (p. 119), Vodafone Group plc
explains that the key assumptions underlying its estimates of the recoverable amounts
of the goodwill for its various divisions are as follows (with the figures for the German
division in parentheses): pre-tax adjusted discount rate (8.2%), long-term growth rate
(0.5%), and growth in budgeted capital expenditure (expressed as between 11.6% and 21.7%
of annual sales revenue). After working through the relevant calculations in 2014, Vodafone
Group plc wrote off GBP 4900 million to its income statement in goodwill impairment
charges for its German division.

Second, goodwill impairment can provide important signals about trends in innova-
tion within individual industry sectors. For example, in early 2017, Pearson plc announced
a write-off of goodwill amounting to GBP 2.548 billion. In its 2017 press release pertaining
to the announcement of its fiscal 2016 results, Pearson plc explained (p. 16) that “at the end
of 2016 it became clear that the underlying issues in the North American higher education
courseware market were more severe than anticipated.” It further explained that “these
issues related to declining student enrolments, changes in buying patterns of students
and correction of inventory levels by distributors and bookstores.” This was subsequent
to previous significant goodwill write-offs in 2015 of GBP 507 million attributable (p. 16)
to “significant economic and market deterioration in the Group’s operations in emerging
markets and ongoing cyclical and policy related pressures in the Group’s mature market
operations.” Clearly, as firms must carry out the impairment testing process on goodwill at
least annually (and more often if deemed necessary as a result of market-level innovations),
firms compile substantial amounts of innovation-relevant competitive intelligence on a
regular basis.

4. An Overarching Synthesis of Financial Reporting-Based Competitive
Intelligence Modelling

The case studies presented in the previous section show that, as part of its regular work,
the financial reporting system compiles, collects, analyzes, and synthesizes strategically
relevant information about (i) complex internal technical processes related to inventions,
discoveries, product development, process innovations, and the like; (ii) detailed sales,
cost, and profit forecasts; (iii) consumer trends and innovative developments in the firm’s
markets; (iv) actual and potential competitor actions in the market; and (v) regulatory
changes, macro-economic trends, and information about the likely impact of government
policies. Although the financial reporting system engages in these tasks to ensure that the
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firm’s external reports are accurate and fair, this work simultaneously leads to the compi-
lation of a significant competitive intelligence knowledge base that is directly relevant to
discourses and decisions centered around innovation. Consequently, we demonstrate that
financial reporting has significant—albeit frequently untapped—potential as a generator of
competitive intelligence with respect to firm-level and industry-level trends in innovation.

Relatedly, we note that, within open innovation contexts, the role of big data analysis
is of crucial and ever-growing importance. Financial reporting systems have always
employed data analysis techniques of varying degrees of sophistication. However, the
emergence of the science of big data has dramatically altered the scale and scope of
data analysis possibilities. Today, big data techniques are rapidly becoming a central
part of the ways in which financial reporting data is utilized and this trend has clear
ramifications for financial reporting-based competitive intelligence modelling. Relatedly,
we note that big data analyses can be significantly augmented through the application of
the Extensible Business Reporting Language (XBRL). As XBRL allows for the compilation
of a wide range of financial reporting data from public information sources [48], XBRL is
particularly important from the perspective of applying the concepts presented here in
open innovation contexts.

5. Conclusions
5.1. Implications

In this article, we seek to add a new dimension to literature at the intersection of
competitive intelligence and innovation by demonstrating how a frequently overlooked
aspect of the firm’s information systems—specifically, the financial reporting system—has
the potential to contribute innovation-relevant competitive intelligence. We show that
the regular day-to-day business of the contemporary financial reporting function requires
the collection, synthesis, and analysis—from both internal and external sources—of vast
amounts of data, which, in turn, provides a potentially vital source of competitive intelli-
gence with respect to firm-level and industry-level innovations. In this way, the financial
reporting system can augment the process of competitiveness intelligence embeddedness
with respect to organizational discourses surrounding innovation in its broadest sense.

5.2. Financial Reporting within Open Innovation Networks

The myriad of new developments in financial reporting practices which we discuss
here have, in many ways, taken the discipline to the forefront of competitive intelligence
generation. Contemporaneous cross-functional developments in customer analytics, XBRL
and the science of big data only serve to enhance the considerable potential that already
exists. The overarching outcome of these development is that financial reporting now has
significant—albeit frequently untapped—potential as a generator of competitive intelli-
gence with respect to innovation with a particular focus on open innovation.

Within this network, financial reporting could benefit from the application of ideas
centered around the concept of ‘collective intelligence’ [49]. As discussed earlier, finan-
cial reporting functions across individual firms gather significant quantities of actionable
competitive intelligence with respect to innovation. Whilst firms understandably wish to
utilize their competitive intelligence in a ‘selfish’ manner, there is also potential for firms
to contribute to collective intelligence [49] (p. 1) “as a means of solving problems through
exchange and cooperation, with groups that are both internal and external to them”. In
this way, firms can, for example, contribute to solutions to industry wide concerns, such as
industry impacts on the natural environment [22,23,32]. Relatedly, the financial reporting
discipline can itself benefit from collective intelligence in dealing with well-established
professional quandaries, such as the appropriate treatment of advertising expenditures [9].
In fact, in relatively innovative fields within the financial reporting space—such as those
related to cryptocurrency [50] and decentralized finance (“DeFi”) [51]—collective intelli-
gence is likely to be a prerequisite for resolving issues related to decentralized autonomous
organization (DAO) accounting.



J. Open Innov. Technol. Mark. Complex. 2021, 7, 117 10 of 13

Open innovation networks are likely to prove to be vital conduits for ensuring that
collective intelligence in financial reporting contexts is optimized. In this sense, financial
reporting functions within organizations can contribute to open innovation networks
and can simultaneously benefit from the emergence of such networks. Consequently, by
engaging with open innovation collective intelligence networks, financial reporting systems
can contribute in more symbiotic ways to innovation-relevant competitive intelligence.
Relatedly, the future education pathways for professionals in the accounting and financial
reporting spaces likely need to give greater weight to open innovation paradigms associated
with the emergence of the 4th industrial revolution (4IR).

5.3. Future Research

Future research at the intersection of financial reporting and competitive intelligence
needs to take cognizance of the potential influence of information overload as [21] (p. 1)
“[i]n recent years with the big data craze, collecting digital data has replaced strategic intel-
ligence”. Nonetheless, [21] (p. 1) firms “waste millions on massive databases or research
projects that do not yield useful insight” and tend to push consideration of competitive
intelligence to the “tactical product level, missing out on the true value of competitive intel-
ligence as a purveyor of strategic change”. Consequently, the challenge for professionals in
the field is to avoid contributing to the proliferation of data at the organizational level and
to focus on competitive intelligence which makes a real contribution to strategic change.

Future work in the field also needs to take cognizance of alternative conceptualizations
of business strategy. For example, Carton [52] (p. 4) explains that the blue ocean strategy
“aims at breaking with the logic of the competitive strategy” so that “boundaries and
industry structures are not given and can be reconstructed based on the actions and beliefs
of industry players”. Our work shows that intelligence derived from the financial reporting
system can support the development of blue ocean strategy analytical frameworks. In this
sense, we believe that financial reporting can make an important contribution as a source of
innovation-relevant competitive intelligence within both blue ocean strategic frameworks
as well as more traditional strategic paradigms.

Equally well, financial reporting has the potential to contribute from a strategic
intelligence perspective in the context of the emerging “digital economy of ecosystems” [53]
(p. 1) in which “competition is eliminated, and organizations form unions and alliances in
order to work together and cooperate to reach a set goal”. Given the growing importance
of digital ecosystems in contemporary business and societal contexts, the role of accounting
systems as a source of business intelligence within such ecosystems is likely to become a
dominant theme in the development of research at the interface of financial reporting and
strategy. Our work demonstrates that financial reporting also has the potential to contribute
valuable intelligence in the context of strategic environments focused on cooperation as
well as competition [54–57].

The role of financial reporting in the context of industries and settings where cooper-
ation is a fundamental requirement is likely to become more important given the recent
proliferation of such ecosystems (both digital and otherwise) [53]. For example, Gilad [21]
(p. 1) observes that “popular literature is filled with definitions and images of competitive
intelligence taken from the realm of the government and the military” so that the field be-
comes focused “on competitors (“the enemy” in military parlance) instead of the market as
a whole—the entire competitive arena”. Taken in conjunction with the broader concept of
blue ocean strategy [52] and the proliferation of alliances [53], the message for researchers
and practitioners at the interface of financial reporting and competitive intelligence is clear:
work in this field needs to be fully cognizant of opportunities for financial reporting to
contribute in a variety of non-traditional business strategies and within a wide range of
organizational and industrial structures.

From a methodological standpoint, we encourage additional qualitative work incor-
porating case studies as well as interviews with experts and practitioners [26]. Quantitative
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work utilizing statistical analysis and econometric modelling [11,15,58,59] can also make
an important contribution to the field.

In conclusion, we believe that our work here will encourages academic researchers
interested in cross-disciplinary research as well as senior executives to become more aware
of the innovation-relevant competitive intelligence potential of contemporary financial
reporting systems.
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