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Summary 
The executive Board of INAVAL had determined that the focus for 2005 should be on 

I : Determine Materiality and better KPI’s

· Determine the causal relations in one or tow example sectors of the impacts of Key Performance Indicators - KPIs – on the companies’ value

· Interview mainstream investors and corporations to evaluate if certain indicators have to be added or strengthened, such as fraud/corruption or developing intellectual capital in a firm.

· Review  existing main-stream financial analyst tools how these KPI’s may impact the valuation of companies 

· Revise / update sector reports on key sectors

· Extend this procedure sector by sector.

II:  Develop the practical tools for efficient analysis and capturing of “weak signals”

· Develop / upgrade existing web-based information gathering system to identify “weak and early  signals” for determining the future value of companies

Results:

I:  DETERMINING MATERIALITY AND BETTER KPIS

Under Theme I we structured the work along four lines:

1. Sector Risk Analysis:

We have first reviewed the initial results from the Sector brainstorming of late 2004, (oil and Gas / Food), and later updated these sector studies with the analysis done on materiality by SG. These results were integrated into ongoing Core Rating activities
Subsequently we have reviewed – with input guidance from Ivo Knöpfel (assigned by MISTRA to INAVAL project) the risks in 6 sectors
· Retail , Food ,Beverages ,Construction ,Extractive Industries ,Financials

There Sector reviews are going to serve as input to the 2006 materiality review process planned with Soc. Gen.

All together, 9 reports have been produced on Sector Risk Analysis

2. Identifying Drivers

The 2005 review of the performance and quality of CoreRatings and Innovest analysis structure showed that the main improvement in quality can be achieved by systematic reviewing the drivers that are influenced by the sector risks.

The INAVAL team has therefore reviewed the latest academic literature on drivers, and has interviewed a number of leading SRI pioneers on this issue: We have produced a report in the recent use and research of drivers, and updated what we believe has to be the focus on what drivers should be used in the next-generation tool.

All together, 8 reports have been produced on identifying drivers. They form the basis for a concluding brainstorming session planned for early 2006.

3. Understanding Materiality

How to measure materiality has been a key focus in 2005, as there are many approaches and theories of how to approach this issue – which is at the core of INAVAL research.
We have reviewed the various models and theories, ranging from Balanced Score card, to Intellectual Capital Analysis, and ways to monetise intangibles. 

Finally, we have reviewed, with Ivo Knöpfel, sector specific ESG issues that may have an impact on materiality

All together we have produced 10 reports on the Materiality question. They form the basis for deciding in 2006 how to assess Materiality, and serve as input for the simulations/ sensitivity analysis we are planning with the free cash flow / beta prime model of Soc. Gen.

4. Risk Evaluation issue

Besides looking at the more specific sector risks described under (1) we have also reviewed some more general risk issues, and commented how the risk approach is gaining momentum (ref S&P report for oil d nags industry).  These views will form the basis for further discussion with DNV to ensure that the right issues are covered. 
A total of 3 reports on thee issues have been produced:

Major Trends and other issues

Finally we have been asked to identify major trends that may influence the risk /materiality approach: AS a third-generation research approach we try to address what KPI’s may have a relevance in the future, rather than reviewing which have had an impact in the past.

We have therefore reviewed what other major research institutions (like Mercer) believe will come up, and what new research topics therefore should be on the agenda for INAVAL for 2006.
A total of 6 reports and position papers have been produced in this field during 2005
In summary, we have prepared detailed sector risk reviews, and identified what issues should be relevant when identifying materiality. These findings, summarized in altogether 35 internal INAVAL reports will form the basis for our research plans for 2006. (see list)
II: Weak Signal Detection

In this area, the work has pickled up in September 2005, after IDEAM employed full time Mr. Christian de Vault.  Together with Benjamine Lahousse of our London office, he has been preparing a first version of the SPIDER tool, and the initial tests began in December 2005. 

The initial results are promising, and the first part of 2006 will be dedicated to test out the system on European Stocks.  It will also be sued for the potential cooperation with the Petroleum Fund.

A separate report is being prepared on SPIDER

Intangible Asset Valuation Project

Veritasveien 14, PO Box 301, 1323 Høvik Norway
Intangible Asset Valuation Project
Veritasveien 14, PO Box 301, 1323 Høvik Norway

