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The Effect of Intangible Assets, Financial
Performance and Financial Policies on the Firm
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ABSTRACT

The aim of this study is to empirically examine the effect of calculated intangible assets, financial

performance and financial policy on the firm value of Omani industrial companies listed in the
Muscat Securities Market from 2010 to 2014. The study tests our model on a sample of 46 industrial
companies. Three groups of independent variables are used, namely, intangible assets, financial
policy and financial performance. Dependent variables are measured by using Tobin's Q ratio, and
intangible assets are measured by using excess returns. In addition, financial policy is measured by
debt and dividend policies, and financial performance is measured by profitability, liquidity and
assets turnover. Results of the research provide empirical evidence from this emerging economy
that intangible assets, financial policies and financial performance have a significant influence on

firm value.

JEL Classification: E22,L25, F65.

calculated intangible assets, assets turnover, return on assets, dividends, debts, Tobin Q, Oman

Dhofar University, Oman

1. Introduction and Theoretical
Framework

Intangible assets, such as patents and computer pro-
grammes, are important for numerous enterprises in
industrial and service sectors. Two types of intangible
assets exist: the first includes assets that can be dis-
tinguished independently, such as copyright, and the
second includes assets that cannot be distinguished
from a firm, from each other or from other assets,
such as sales staff skills and experience and adminis-
trative efficiency (Lopes & Rodrigues, 2007).

Social, technical, economic and political develop-
ments have made notable changes in the work envi-
ronment of various types of businesses. A consistent
marked increase in intangible assets has been wit-

nessed. Intangible assets lack physical presence, and
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their potential benefits are uncertain (Ibrahim &
Ahmed, 2013). Appropriate intangible assets, which
are considered as the roots of company value cre-
ation, help a company to achieve success (Garanina
& Pavlova, 2011). Moreover, intangible assets are the
major drivers of company growth and value in most
economic sectors (Lev, 2001). Thus, intangible assets
plan an important role in determining company suc-
cess (Garanina & Pavlova, 2011; Lev, 2001; Stewart,
1995; Titova, 2011). According to Petkov (2011) in-
tangible assets played an important role in the success
or failure of companies during the international finan-
cial crisis from 2007 to 2008. However, Petkov (2011)
found that companies can benefit from intangible as-
sets only after a couple of years.

Garanina and Pavlova (2011) discovered that intan-
gible value has a positive relationship with the perfor-
mance of a company. Most corporate financial theo-
ries agree that the main goal of firms is to maximise
firm value or shareholders’ value. Firm value is a mea-
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sure of a firm’s total value. Several measures can be
used to measure firm value, book value, market value,
capitalised value and deductive application of human
judgment as well as net worth adjusted for intangibles
and idiosyncrasies (Thavikulwat, 2004). In the pres-
ent study, firm value is measured by Tobins Q ratio,
which measures management efficiency in utilising
economic resources. If the value of this ratio is greater
than 1, then a company’s assets can be bought cheaper
than the company itself, that is, a high market rate
(overvaluation). If the Tobin’s Q ratio is lower than 1,
then the market rate is low (undervaluation) (Baker
& Powell, 2005).

The dividend policy is one of the financial policies
of a firm that is used to achieve efficient performance
and objectives. The dividend policy refers to the pay-
out policy that the management follows to determine
the size and pattern of distributions to shareholders
over time (Gul, Sajid, Razzaq, Igbal & Khan, 2012).

A total of 47 industrial companies are listed in
Oman’s Muscat Securities Market (MSM) from 2010
to 2014. Numerous industrial companies in Oman
have internally developed intangible assets, whereas
other companies have calculated intangible assets.
The main aim of the present research is to empirically
examine the effect of calculated intangible assets, fi-
nancial performance and financial policy on the firm
value of Omani industrial companies listed in the
MSM. The present study also attempts to fill the gap in
the literature on Oman, the Gulf Cooperation Council
(GCC) and the Middle East. The results of the study
would be useful to managers and investors not only in
Oman but also from regional and international per-
spectives. The paper is organised as follows: Section
1 presents the introduction and theoretical issues re-
garding intangible assets and other variables. Section
2 discusses and reviews the literature on theoretical
and empirical studies. Section 3 illustrates the meth-
odology used in the research. Section 4 explains the
empirical findings. Finally, Section 5 presents the con-
clusions of the study.

2. Literature Review and Hypotheses
2.1. Firm Value Theory

Modigliani and Miller (M&M) (1958) conceptualised
a theory on the capital structure and market value of a

CONTEMPORARY ECONOMICS

Zaroug Othman Mohammed, Mawih Kareem Al Ani

firm and proposed that market value is determined by
a firm’s earning power and the risks of its underlying
assets. In addition, the authors posited that a firm’s
value is independent from the way it chooses to finance
its investments or distribute dividends. The M&M
capital structure irrelevance proposition assumes no
taxes or bankruptcy costs. The key M&M theorem
is developed in a world without taxes; however, if
taxes are present, then a company would owe less
taxes. Therefore, companies with debts would be
more valuable to investors than those without debts.
Intangible assets are generally treated as expenses
when incurred. Moreover, intangible assets generate
noninterest tax shields (making interest tax shields
redundant), thereby leading to low debts (Balakrishnan
& Fox, 1993).

The main idea of firm value is value creation, which
means that a firm should add value to its resources to
sustain them. If a firm cannot create value, then its
existence is purposeless (Kraaijenbrink & Spender,
2014). Thus, two important issues emerge. Firstly, the
generation of profit is an extremely crucial issue for
a firm because this profit reflects a company’s efforts
for sustainability. Secondly, firm value is an effective
method to measure value creation and related profit.
This measurement can be done by comparing the
market value of total assets to its book value, which is
the core of firm value.

2.2. Intangible Assets

Studies on intangible assets have been conducted for
decades. Researchers, such as Lev (2001) and Garanina
and Pavlova (2011), have analysed this topic from
various perspectives. Most intangible assets are non-
tradable. No organisations or markets can purchase
or sell intangible assets (Widiantoro, 2012). Moreover,
intangible assets are far from a homogenous category of
assets (Martins & Alves, 2010).

According to Blair and Wallman (2003), ‘intangibles
are non-physical factors that contribute to, or are used
in, the production of goods or the provision of services
or that are expected to generate future productive
benefits to the individuals or firms that control their
use’ (p. 451).

Intangible assets are characterised by high risks,
high uncertainty, firm-specificity, the absence of
rivalry between uses and human capital intensity. Such
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characteristics, as well as the nontradability of most
intangible assets, distinguish them from other types of
assets (Lev, 2001).

Several approaches can be used to calculate
intangible assets. Alexandra and Mihaela (2014) listed
a few main approaches, namely, those based on market
values, those based on direct evaluation, those based
on income and those based on scores. Stewart (1997
as cited by Aho, Stahle & Stahle, 2011) developed
the calculated intangible value method to evaluate
intangible assets, which is basically dependent on
excess income. The basic logic of this method is ‘that
an investment in physical capital can only yield the
average return prevailing in the industry; anything that
exceeds the average yield is explained by the application
of intellectual capital’ (p. 4). This method consists of the
following seven stages:

1. Calculate the company’s average pre-tax earnings
for the past series of years.

2. Calculate the company’s average year-end tangible
assets (except intangible assets) for the same series of
years.

3. Find the return on assets (ROA) by dividing the
results of Step 1 by the results of Step 2.

4. In the same way, calculate the industry average
ROA for the same series of years.

5. Calculate the company’s excess return by
multiplying the industry average ROA (Step 4) by the
company’s tangible assets and then subtracting the
excess return from the pre-tax earnings, that is, the
company’s excess return = Step 1 — {tangible assets *
Step 2}.

6. Calculate the company’s after-tax excess return
by calculating the three-year average corporate tax
rate and then subtracting the result from 1. Then,
multiply the result by the company’s excess return. The
resultant equation is now in the form of the following:
the company’s after-tax excess return = {Step 1 -
[tangible assets * Step 2]} * {1 - company's average tax
percentage}.

7. Calculate the net present value of the after-tax
excess return. Use the company’s cost of capital as a
suitable discounting factor, then divide the company’s
after-tax excess return by the company’s cost of capital.
The net present value of the after-tax excess return
represents the intangible assets of the company (Aho
etal., 2011).

www.ce.vizja.pl

The Stewart (1997) method is used in this study to
calculate intangible assets. This method is used owing
to the availability of the information required and
to avoid any conflicts resulting from the use of the
market and book values of assets, which are also used
to measure the dependent variable (i.e. Tobin’s Q) in
this study.

2.3. Intangible Assets and Financial Performance
The effects of intangible assets and financial perfor-
mance are widely revealed in the literature. Cost re-
duction is one of the important themes in traditional
accounting, which may lead to a focus on strategies
and an increase of a company’s value by improving
customers’ equity leadership. (Blattberg, Getz &
Thomas, 2002).

Research and development (R&D), as an intan-
gible asset, is reflected in potential manufacturing
cost reduction and product innovation, thereby con-
sequently gaining high importance to firms in terms
of technological changes (Love & Roper, 1999).

Li and Wang (2014) examined the influence of
intangible assets (R&D expenditure) on the finan-
cial performance of listed information technology
companies in Hong Kong by using ROA as a finan-
cial measure of the firms. The authors found out
that R&D investment and sales training are benefi-
cial to the firms’ financial performance. Widiantoro
(2012) examined the relationship between market
value, dividend policy, solvency ratio, intangible
value and company performance in Indonesia dur-
ing the financial crisis of from 2006 to 2011. The re-
sults showed a significant relationship between the
amount of intangible assets and the market value of
a company.

Gamayuni (2015) empirically examined the re-
lationship between intangible assets, financial poli-
cies and financial performance and the firm value
of companies going public in Indonesia. The study
concluded that intangible assets have a positive and
significant effect on financial performance (in terms
of ROA) and firm value. Mantoh (2015) investigated
the contribution of intangible assets to value creation
and the financial performance of firms in German
public limited companies. The findings showed that
intangible assets contribute positively to the profit-
ability and productivity of the firms. Bubic and Susak
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(2015) identified the relationship between investment
in intangible assets, which is represented by intangible
assets to the total assets ratio, and the financial perfor-
mance of companies in Turkey that are represented by
various financial ratios. The results showed a positive
relationship between intangible assets and financial
performance. Moeller (2009) analysed the relation-
ship between intangible and tangible (i.e. financial)
organisational performance in more than 100 German
business networks. The results showed an interrelation
between intangible and tangible/financial assets.
Finally, Battagello, Grimaldi and Cricelli (2016) in-
troduced and tested a flexible qualitative/quantitative
procedure to build strategic resources and value cre-
ation. The authors concluded that firm performance
can be improved operationally and strategically by us-

ing such resources.

2.4. Intangible Assets and Financial Policy
(Debt and Dividends Policies)

Gamayuni (2015) and Alves and Martins (2014) shed
light on the effect of intangible assets on financial poli-
cy within a company. Numerous authors have revealed
that investments in intangible assets have an effect on
the debt and dividend policies of a company. Two theo-
retical arguments with differing opinions on the divi-
dend policy are mentioned in the literature. One school
of thought follows the opinion of Miller and Modigliani
(1961) who argued that dividends should have no im-
pact on firm value. By contrast, Gordon (1963) consid-
ered dividend policy as relevant and exerts influence on
firm value. Vishnany and Shah (2008) concluded that
information obtained from financial statements is rel-
evant for investors in decision making and can explain
the size of the stock market. Thus, ratios derived from
financial statements have a significant relationship with
stock market indicators. In contrast to the aforemen-
tioned views, Alves and Martins (2014) examined the
impact of the level and the type of intangible assets on
six major financial and governance policies by using
two UK cross-sectional samples. The results showed
that intangible assets (measured by three variables)
have a significant negative impact on debt and dividend

payout.

2.5. Intangible Assets and Firm Value
Lev (2001) conducted a comprehensive study on intan-
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gible assets and their role in company value. The study
elaborated that intangible assets play an important role
as the major factor of the economic growth of compa-
nies. Lev stated that despite intangible assets playing an
important role in company growth, most companies
still record intangible expenses as factors in producing
goods and combine them as the cost of goods sold. By
contrast, numerous other companies do not consider
intangible assets as a special expense. Garanina and
Pavlova (2011) studied the association between intan-
gible assets and firm value in a sample of companies in
the UK and Russia. The authors’ research found a posi-
tive correlation between the market value of equity and
intangible assets. Lew (2015) revealed that intangible
assets have a positive effect on the value of a firm. In ad-
dition, Swanson (2018) conducted an exploratory data
analysis on currently unrecorded internal intangible
firm values. The results showed that the measure of the
internally generated intangible assets affects firm value.

2.6. Financial Performance and Firm Value
Several studies have been conducted to examine the
effect of a company’s financial performance on firm
value. Sucuahi and Cambarihan (2016) analysed the
relationship between profitability and firm value in
the Philippine Stock Exchange. The findings of the
study revealed that profitability has a significant posi-
tive impact on firm value. Vishnany and Shah (2008)
found that financial ratios, as financial performance
indicators derived from financial statements, have a
significant relationship with the stock market. In addi-
tion, Pascareno (2016) examined the effect of financial
performance on company value in 18 companies listed
in the Indonesia Stock Exchange from 2010 to 2013.
The results indicated that financial performance does
not affect company value.

This literature review discusses the relationships and
effects of intangible assets, financial policy and financial
performance on firm value. Numerous authors have
found either a significant positive or a negative effect
of these variables. Limited research has been conducted
in the Sultanate of Oman on the effects of intangible as-
sets, financial performance and financial policy on firm
value. Thus, the present research attempts to contribute
to the literature by empirically examining the effects of
the three variables. The following hypotheses are tested
based on the literature review:

DOI: 10.5709/ce.1897-9254.411
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H1. Intangible assets, financial policies and financial
performance have an effect on firm value.

H1.1. Intangible assets have an effect on firm value.

H1.2. Debt policy has an effect on firm value.

H1.3. Dividend policy has an effect on firm value.

H1.4. Financial performance has an effect on firm

value.

3. Methodology, Variables and Sam-
ple

3.1. Model and Definition of Variables

The econometric model includes one equation and uti-
lises Tobin’s Q as the performance indicator. The equa-
tion is as follows:

TQit=a+ B1ATit + B2CRit + p3DIVit + B4DEit + BSROAIt
+ B6IAIt + git

Table 1. Measurement of Variables

where TQ is Tobins Q ratio, AT is assets turnover,
CR s the current ratio, DIV is dividends, DE is debts,
ROA is return on assets, IA is calculated intangible
assets, a is the constant,  is the beta, ¢ is the error
term, i is the firm and t is the period.

The study uses the following measures to define the

variables of the equation (see Table 1).
The model is tested by using the correlation and
pooled ordinary least squares (OLS) panel data re-
gression. OLS is employed because the data for the
study range from 2010 to 2014. The regression model
is used to control all the variables and to observe their
effect on the dependent variable. In addition, the vari-
ables are defined as follows:

Dependent variable: The dependent variable is To-
bin’s Q ratio, which is the ratio between the market
value of equity compared with the book value of eq-
uity (Li & Wang, 2014).

Independent variables: The three groups of inde-

Variables

Measurement

Dependent variable

TQ

Independent variables

1A

Financial performance indicators

AT

CR

ROA

Financial Policy Indicators

DE

DIV

Tobin’s Q = market value of equity/ book value of equity

Excess returns (abnormal returns approach)

Total assets/ sales

Current assets/ current liabilities

Net income/ total assets

Debt on equity ratio

Cash dividends (%)

www.ce.vizja.pl
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pendent variables in this study are as follows:

Group 1: Intangible assets

We use calculated intangible assets, which are
measured by the Stewart (1997) method. (Aho et
al., 2011). We use the interest rate (6%) as the dis-
count rate to calculate the net present value ac-
cording to a bulletin issued by the Central Bank of
Oman (Central Bank of Oman, 2018).

Group 2: Financial policy: This group consists of
the debt policy. We use the leverage, which is mea-
sured by using the debt on equity ratio (Gamayuni,
2015).

Dividend policy: Dividend policy is the percent-
age of the cash dividends (Alves & Martins, 2014).

Group 3: Financial performance: This group in-
cludes:

Profitability ratio, which is measured by ROA;

Current ratio, which is calculated by dividing the
current assets by the current liabilities;

Assets turnover, which is calculated by dividing
the sales over the total assets (Gamayuni, 2015).
Table 2 summarises the definitions of each variable.

3.2. Data Collection and Sample Selection

The main objective of this research is to examine
the relationship between intangible assets, financial
performance and financial policy as independent
variables and firm value as a dependent variable.
The data are collected from 46 out of the 47 com-
panies listed in the MSM. The information is taken
from the MSM for the period of 2010 to 2014 as a
pooled panel data analysis with 230 (46*5) observa-
tions.

The target population is all the industrial com-
panies listed in the MSM of the Sultanate of Oman.
A total of 47 companies in the industrial sector are
listed in the MSM for the period included in this
study. The study excludes one company because
its financial statements are incomplete. The data
of this study are collected from secondary sources.
Accounting and market information are collected
from the MSM database. In addition, this study is
carried out by using a quantitative approach, with
the aim to investigate the relationship between the
financial performance, the intangible assets, the fi-
nancial policy and the firm value of the companies
surveyed. The study analyses the annual reports of
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a sample of 46 out of 47 companies (98%) for the
period of 2010 to 2014.

The annual reports for the sample are checked,
and the values of all the variables are calculated for
testing by using SPSS.

3.3. Data Collection and Sample Selection

The main objective of this research is to examine
the relationship between intangible assets, financial
performance and financial policy as independent
variables and firm value as a dependent variable.
The data are collected from 46 out of the 47 com-
panies listed in the MSM. The information is taken
from the MSM for the period of 2010 to 2014 as a
pooled panel data analysis with 230 (46*5) observa-
tions.

The target population is all the industrial com-
panies listed in the MSM of the Sultanate of Oman.
A total of 47 companies in the industrial sector are
listed in the MSM for the period included in this
study. The study excludes one company because
its financial statements are incomplete. The data
of this study are collected from secondary sources.
Accounting and market information are collected
from the MSM database. In addition, this study is
carried out by using a quantitative approach, with
the aim to investigate the relationship between the
financial performance, the intangible assets, the fi-
nancial policy and the firm value of the companies
surveyed. The study analyses the annual reports of
a sample of 46 out of 47 companies (98%) for the
period of 2010 to 2014.

The annual reports for the sample are checked,
and the values of all the variables are calculated for
testing by using SPSS.

4. Research Findings

Panel data are used in testing the hypotheses of
the regression model. The panel data contain the
annual firm level data in two dimensions, namely,
individual (firm:i=1,....,N, N = 230 observations)
and time (t = 1,....,T, T = 5 years). Panel data offer
more efficiency than a single time series or a cross-
section series owing to the use of repeated observa-
tions of the same unit. They allow the specification
and estimation of complicated and realistic models.
The pooled OLS is an OLS method applied to panel
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Table 2. Definition of Variables

Variables Measurement Reference
Dependent variable
TQ Ratio between the market value of equity compared with the (Li &Wang, 2014)

book value of equity

Independent variables

Group 1: IA Calculated intangible assets measured by using the Stewart (Aho et al., 2011)
(1997) method

Group 2: Financial performance indicators

DE Leverage measured by using the debt on equity ratio (Gamayuni, 2015)
DIV Percentage of cash dividends (Alves & Martins,

2014)

Group 3: Financial policy indicators

AT Calculated by dividing the sales by the total assets (Gamayuni, 2015)
CR Calculated by dividing the current assets by the current liabilities (Gamayuni, 2015)
ROA Measured by ROA (Gamayuni, 2015)

data. It assumes that all individuals are the same
and ignores the differences among them (Mantoh,
2015). Additionally, the variance of the unobserved
fixed effects is zero, and in this case, the pooled OLS
might be the appropriate model.

4.1. Descriptive Statistics

Table 3 below provides a summary of the descrip-
tive statistics of the firms examined. The mean of
4.4622 for IA indicates that Omani industrial firms
have high calculated intangible assets in their bal-
ance sheets. For TQ with a value of 1.71 indicates
that the market value of assets is higher than the
book value which means the value of shares is over-
stated. From the DE stand point, Omani firms have

www.ce.vizja.pl

amean score of DE 27%. This indicates that the risk
level of risk among the industrial firms is consid-
ered moderate. Moderation of risk level could due
to the business environment in Oman which is safe.
The mean of dividends (DIV) distributed by the
firms in the sample is 0.94, which means that these
firms have the ability to generate and distribute the
profit. The ratio is relatively high indicating that
Omani firms seem focusing on paying oft dividend
to investors rather than reinvesting them on capital
structure and for other stakeholders. The samples
have also indicated a CR ratio of 2.56 indicating
that firms have the capability to cover all their cur-
rent liabilities as and when they fall due. Omani
firms tend to pay off their debts when due which

This work is licensed under a Creative Commons Attribution 4.0 International License.
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Table 3. Descriptive Statistics
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N Minimum Maximum Mean Std. Deviation
IA 46 3.00 8.21 4.4622 1.70248
TQ 46 -1.48 15.13 1.7136 2.19689
DE 46 .00 .87 .2685 .19765
DIV 46 .00 .94 .1593 221221
CR 46 .00 13.60 2.5613 2.51751

is much in line with the culture and religious expec-
tations on ethical practices in addition to the govern-
ment regulations in this regard. With a high AT of 133
indicating that firms have the ability to sell their prod-
ucts and services within short period and turn them
into cash and profits. This could be due to the high
level of demand of services and products in the coun-
try and the competitive markets and environment. The
ROA of 13.57% indicating Omani has maximized in
their usage of assets in generating profits and returns.
This ration is relatively high. Put all together, Omani
industrial firms performed better in their financial re-
turns compared to other sectors in Oman.

4.2. Multicollinearity Test

According to this test, ensuring that the independent
variables are not influenced by other independent vari-
ables is crucial. Table 4 indicates that multicollinearity
is not a problem, as the correlations between all the
independent variables are relatively low and insignifi-
cant.

The problem of multicollinearity between the inde-
pendent variables appears to be insignificant because
all the correlations are low and insignificant (except for
the correlation between debts and current ratio). Thus,
multicollinearity is not a problem in this study, and the
model is dependable.

4.3. Regression Analysis
A regression analysis is used to test the first hypothesis

CONTEMPORARY ECONOMICS

by utilising the pooled OLS method. Table 4 shows the
correlations between the variables. As shown in Table
4, the correlation between the dependent variable (To-
bin’s Q ratio) and current ratio (0.312) and intangible
assets (0.298) is positive and significant at 0.05 and
0.01, respectively. However, the correlation between
Tobins Q and dividends (-0.295) is negative and sig-
nificant at 0.05. Finally, the correlation between Tobin’s
Q and assets turnover, debt and ROA is insignificant.

Table 5 shows that R2 is 0.151, which implies that
the independent variables included in the model ex-
plain 15.1% of the variance. In addition, Table 5 shows
that the explanation power is 15.1%, which supports
the model. This value means that firm value can be
explained by intangible assets, financial policies and
financial performance at approximately 15.1%, where-
as the remaining can be explained by other variables,
which are not studied in the model, and errors.

Table 6 presents the regression results. These results
show that the F-stat figure of 1.554 (p = 0.017) implies
that the independent variables are joint determinants
of Tobin’s Q at 0.05. The results of the model statisti-
cally support the significance of the regression model.

Table 7 indicates the definition of each variable in
the equation.

Table 7 explains that the assets turnover, debts and
intangible assets are significant variables in the regres-
sion equation of the model (Sig < 0.05). Thus, assets
turnover, debts and intangible assets have a positive
and significant effect on Tobin’s Q.
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Table 4. Correlation and Multicollinearity Test

AT CR DIV DE ROA 1A TQ
AT 1.000
CR 0.284 1.000
DIV 0.101 -0.007 1.000
DE -0.250 -0.457** -0.085 1.000
ROA 0.087 0.210 -0.043 -0.216 1.000
1A 0.012 -0.162 0.106 0.225 0.204 1.000
TQ 0.086 0.312% -0.295* 0.048 0.194 0.298% 1.000

Table 5. Sample Model Summary

Model R R Square Adjusted R Square Std. Error of the
Estimate
1 0.449a 0.151 0.149 2.19845

a. Predictors: (constant) AT, CR, DIV, DE, ROA and IA

Table 6. Model ANOVA

Model Sum of Squares Df Mean Square F Sig.
Regression 42.846 6 7.141 1.554 0.017a
Residual 179.164 39 4.594

Total 222.009 45

a. Predictors: (constant) AT, CR, DIV, DE, ROA and IA

b. Dependent Variable: Tobin’s Q
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Table 7. Model Coefficients

Zaroug Othman Mohammed, Mawih Kareem Al Ani

Variables B T Sig.
Constant -0.134 -0.107 0.519
AT 0.004 1916 0.042
CR 0.053 0.452 0.654
DIV -1.447 -0.917 0.365
DE 2.819 2.252 0.036
ROA 0.001 0.272 0.953
1A 0.845 1.814 0.038

Dependent Variable: Tobins Q

5. Discussion of Results

Literature and discussions on the effect of calculated
intangible assets, financial performance and financial
policies on firm value in emerging economies are lim-
ited. Numerous normative studies on the relationship
between these variables exist; however, further em-
pirical studies are necessary. According to Haji and
Ghazali (2018), no concrete empirical evidence exists
for this relationship. The present study serves as an
empirical evidence for the emerging market of Oman.
We find that a very low percentage of industrial firms
in Oman have intangible assets, whereas approximate-
ly 78% have substantial calculated intangible assets
over the five-year period of the study.

The empirical findings of this study indicate that
Tobin’s Q is influenced by assets turnover, a high level
of leverage debts and calculated intangible assets. The
companies with high levels of these indicators have
satisfactory firm Tobin’s Q value, which means that
the industrial firms in Oman should be worth what
they cost to be replaced.

The results of the study indicate that calculated in-
tangible assets, assets turnover and debts affect firm

CONTEMPORARY ECONOMICS

value. For example, the higher the intangible assets,
the higher the firm value. The value generated by in-
tangible assets is not always visible in financial state-
ments. Such intangible assets play a vital role in de-
termining the success of a company by increasing its
value. In terms of the hypotheses tests, H1.1, H1.2 and
H1.4 are accepted, whereas H1.3 is rejected. We use
three measures of financial performance, that is, cur-
rent ratio, assets turnover and ROA for H1.4. How-
ever, this hypothesis can be accepted only in terms of
assets turnover.

The empirical evidence of H1.1 supports the re-
sults of Garanina and Pavlova (2011). Lew (2015) and
Swanson (2018) found that intangible assets have a
positive effect on firm value. The results of the pres-
ent study support the idea that value creation is pro-
duced and increased not only by using physical assets
but also by intangible assets. Intangible assets have a
notable influence on an external successor’s decision-
making process and therefore on traditional issues of
company succession.

Therefore, Omani industrial companies should
increase their investments in assets in general and in
intangible assets in particular and reduce dividends
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for stockholders. Omani industrial companies have
moved forward to use the dividends as a source of
finance.

The positive regression between debts and Tobin’s
Q assumes that a high level of leverage will increase
firm value. This finding is because industrial compa-
nies in Oman use funds from debts to invest in as-
sets, including intangible assets, despite the risks.
This empirical result is consistent with the results of
Gamayuni (2015) and Alves and Martins (2014) who
found that the use of debts as a financial source will
encourage companies to increase their profit, which
will consequently increases firm value.

Furthermore, the results of the present study are
in line with the conclusions of Gamayuni (2015) and
Pascareno (2016) regarding the effect of firm perfor-
mance on firm value. In the same manner, if assets
turnover is increased, firm profit will increase. Conse-
quently, firm value will also increase because assets are

used efficiently to create profit.

6. Conclusions

The main objective of this study is to empirically
examine the effect of calculated intangible assets,
financial performance and financial policy on the
firm value of Omani industrial companies listed in the
MSM.

Calculated intangible assets are used to determine
the value of intangible assets owing to the small
number of industrial firms in Oman that have direct
intangible assets. Calculated intangible assets are
measured by using excess returns, which was created
by Stewart (1997). Firm value is measured by the value
of Tobin’s Q, whilst financial performance is measured
by ROA, assets turnover and current ratio. Finally,
financial policy is measured by the cash dividends
ratio.

Numerous studies have found either a significant
positive or a negative effect of intangible assets on
firm value. Limited research has been conducted on
the effects of intangible assets, financial performance
and financial policy on firm value in the Sultanate of
Oman. Thus, the present study attempts to empirically
examine these effects to contribute to the literature.

The correlations results show a positive and
association between

significant the dependent

variable, that is, Tobin’s Q, and current ratio and
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intangible assets at 0.05 and 0.01, respectively.
However, the correlation between Tobins Q and
dividends is negative and significant at 0.05. Finally,
the correlation between Tobin’s Q and assets turnover,
debt and ROA is insignificant.

The regression results show that assets turnover,
debt and intangible assets are significant variables
in the regression equation of the model (Sig < 0.05).
Thus, Tobin’s Q is influenced by the performance of
assets turnover, high levels of leverage and high levels
of intangible assets, given that companies with high
levels of these ratios have excellent firm value.

The research findings have several important
theoretical and policy implications. Firstly, the
findings are consistent with the value creation
view that firm value is a function of tangible and
intangible firm resources. Secondly, the research
findings provide empirical evidence that firm value
is subject to different determinants such as financial
performance, financial policy and intangible assets,
which should be studied in this context. Finally, from a
policy perspective, the findings show that a significant
number of industrial firms have substantial amounts
of intangible assets. We agree with the call of Haji and
Ghazali (2014) to disclose information on intangible
assets in firm financial reports. Moreover, auditors
should give a signal to users of financial statements
on the value of intangible assets through audit reports.

The present study has a few limitations. Firstly, the
study uses a single measure of calculated intangible
assets, that is, excess returns or the Stewart (1997)
approach. Unfortunately, we could not find the
actual amounts of intangible assets from the financial
statements of the Omani industrial companies. Thus,
we believe that using other measures to capture
industrial assets will enhance the findings of the
study. Secondly, we only use three variables (ROA
for profitability performance, current ratio for
liquidity performance and assets turnover for assets
management performance) to measure financial
performance. This limitation may produce uncertain
results regarding the relationships between these
measures and firm value. Thirdly, this study depends
on the financial statements of industrial companies
that include numerous estimations and uncertain
information. Finally, the empirical evidence of this
study is drawn from a single country (Oman) and

This work is licensed under a Creative Commons Attribution 4.0 International License.

389




390

| Vol.14 | Issue3 | 2020 | 379-391

may be influenced by country-specific micro- and
macro-level conditions. Thus, studies incorporating
countries in the GCC and in the Middle East should
extend the findings asserted in this study to provide
further insights.
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