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It is a truism to say an intangible asset  
is only worth what someone will pay for it. 
However, the point is that there are established 
methodologies for valuing intangible assets so 
that decisions as to what to offer and what to 
accept are logically based.
 
With intangible assets making up such a large 
proportion of corporate net worth, it is clearly 
important for market efficiency for the bases  
of valuing these assets to be transparent. That 
was the clear intent of the new international  
accounting rules, the most recent of which 
(IFRS3) impacted accounts filed only last year. 
Nevertheless, the reporting of intangible assets, 
whether in narrative reports or in the notes 
to the financial statements, has proved to be 
opaque in the majority of cases. 

Consequently there remains a lack of under-
standing of how values are arrived at, how they 
are managed and how long their useful economic 
lives are expected to last. While predictive  
indicators can be commercially sensitive, there 
is still scope to improve reported descriptions  
of vital assets like brands, software, patents and 
other legal rights, so as to appreciate their value 
to the business and the focus given to their  
active management.

Brand Finance Plc has been a market leader  
in providing a quality review of intangible asset 
values and the IPA, given its members’ role  
in creating brand values, is pleased to be  
associated with this latest study.

 

Moray MacLennan 
President
Institute of Practitioners in Advertising
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Brand Finance is an independent consultancy 
focused on the management and valuation of 
brands and branded businesses. Since 1996, 
Brand Finance has performed hundreds of brand 
valuations with an aggregate value of over $150 
billion. The valuations have been in support of 
a variety of business needs, including:

• Technical valuations for accounting,  
 tax and legal purposes
• Valuations in support of commercial  
 transactions (acquisitions, divestitures,  
 licensing and joint ventures) involving  
 different forms of intellectual property
• Valuations as part of a wider mandate to  
 deliver value-based marketing strategy and  
 tracking, thereby bridging the gap between  
 marketing and finance.

Brand Finance is headquartered in London and 
has representative offices in Toronto, New York, 
São Paulo, Madrid, Amsterdam, Paris, Zagreb, 
Dubai, Bangalore, Colombo, Singapore, Hong 
Kong, Sydney, Istanbul, Cape Town and Geneva.

www.brandfinance.com

I can make a whole  
lot more money  
skillfully managing  
intangible assets  
than managing  
tangible assets

- Warren Buffet,  
CEO Berkshire Hathaway

‘‘

‘‘
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The valuation of intangible assets continues to 
be an important issue to be considered by the 
boardroom.

The Brand Finance ‘Global Intangible Tracker'  
(GITTM) 2007 has been extended to include 7 
more countries and over 5,000 more companies 
than in 2006, making it the most extensive study 
to date on intangible assets. It validates the 
importance of intangibles and demonstrates the 
significant growth in intangible value on a global 
scale, even in countries which have traditionally 
been dominated by commoditised sectors.

Brand Finance will continue to publish the GITTM 
annually to track and analyse movements in 
disclosed and undisclosed intangible asset value 
globally and to continue to study further trends.

 

David Haigh
Chief Executive
Brand Finance Plc
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This study covers more than 10,000 companies 
quoted in 32 countries over a six year period. 
We have increased our study this year to analyse 
7 additional countries and 5,000 more companies 
than last year. The companies had a total 
Enterprise Value of $47.7 trillion at the end 
of 2006, which is an increase of $11.5 trillion 
in the past year, of which $5 trillion represent 
the addition of new countries and companies 
and the remainder $6.5 trillion is represented 
by the following additions: Tangible Net Assets: 
$2.4 trillion, disclosed Intangible Assets: $1.1 
trillion and ‘Undisclosed Value’: $3.0 trillion.

Advertising is the most intangible sector globally, 
with all of its value being intangible. Of the  
ten largest sectors, the ones with the highest 
proportion of intangible asset value are Media 
(90% intangible value) and Pharmaceuticals 
(89%) which has not changed since last year's 
report. Conversely the most tangible sectors  
in the top ten are Auto Manufacturing (72%  
tangible), Electricity (57% tangible) and Insurance 
and Oil & Gas (53% and 39% respectively).
 
Of the countries covered in the study, the  
U.S. has climbed to hold the highest proportion 
of intangible value at 75%. This rise is due to 
growth in the communications, technology  
and pharmaceuticals sectors. In particular  
2006 has seen significant growth in the  
telecommunications, computer, and  
pharmaceuticals sectors with growth of 13%, 
17% and 11% respectively. 

Following the U.S., Switzerland has the second 
highest proportion of intangible value at 74%. 
This is also largely the result of it being  
the home to two of the world’s biggest  
pharmaceuticals companies, Novartis and  
Roche, showing that the pharmaceuticals sector 
is one of the most intangible sectors globally. 

The five countries with the largest proportion of 
their value made up of tangible net assets are 
S. Korea, Croatia, Turkey, Malaysia and Japan.
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Again, this partly reflects the industry mix in 
those countries, with an under-representation 
of the most intangible sectors such as software, 
media and pharmaceuticals. In both Japan and 
S. Korea, two of the top three sectors are the 
Automotive and Electricity industries, which 
are both highly 'tangible'. Agriculture is also one 
of the highest tangible sectors for both Croatia 
and Malaysia, and iron and steel account for a 
large part of Turkey's tangible value. Major Oil 
and Gas companies have continued their growth 
by the end of 2006 with a representation of five 
of the top 20 companies. This is up from four in 
2005 and two in 2001.

The five countries with the highest level of 
disclosed intangible asset value 2007 are once 
again European: France (25% of total enterprise 
value), Germany (19%), Belgium (18%), Italy 
(17%), and the UK (16%). This largely reflects 
the high level of acquisitions by companies  
in those markets in past years resulting in  
a relatively large amount of goodwill on their 
balance sheets, as well as a high level of  
specific intangible assets.

There is a paper by The Treasury in the UK  
making reference to the importance of intangible 

Global Enterprise Value ($ billion, 2001-2006)

assets. It states that intangibles are treated as a 
direct cost rather than an investment, resulting 
in possible productivity measurement issues 
in a knowledge intensive economy. For more 
details please refer to: HM Treasury "Intangible 
Investment and Britain's productivity: Treasury 
Economic Working Paper No. 1", October 2007.

Nearly a quarter of the $47.7 trillion of  
Enterprise Value is concentrated in the largest 
60 companies and around half in the largest  
250 companies.

Looking at industry sectors and companies,  
$4.1 trillion of the increase in total Enterprise 
Value since 2001 has come from the banking 
sector, which has increased by $2.1 trillion 
since 2005 and $2.0 trillion from the Oil and 
Gas sector, an increase of $0.6 trillion on  
2005, which highlights the strength of these 
sectors. In contrast, the Enterprise Value of  
the Software sector has fallen by $.27 trillion 
since 2001. The Telecomms sector made a  
recovery in 2005 but overall has still fallen by 
$0.29 trillion since 2001. For detailed sector 
information please refer to the "Global Sectors 
Analysis" on page 24.



2. Intangible Assets 

07

There are different definitions of ‘Intangible 
Asset’. The term is sometimes used loosely, 
but in accounting rules it is precisely defined. 
In the most basic terms, it is an asset that is 
not physical in nature. The examples below, 
grouped into three categories, are items that 
would typically fall within the definition of 
intangible assets.

(1) Rights: Leases; Distribution Agreements; 
Employment Contracts; Covenants; Financing 
Arrangements; Supply Contracts; Licenses;  
Certifications; Franchises.

(2) Relationships: Trained and Assembled  
Workforce; Customer and Distribution  
Relationships.

(3) Intellectual Property: Patents; Copyrights; 
Trademarks; Proprietary Technology (e.g.  
Formulas; Recipes; Specifications; Formulations; 
Training Programs; Marketing Strategies; Artistic 
Techniques; Customer Lists; Demographic Stud-
ies; Product test results; Business Knowledge 
– Suppliers; Lead times; Cost and pricing data; 
Trade Secrets and Know-how).

In addition, there are what is sometimes 
termed ‘Unidentified Intangible Assets’,  
including ‘internally generated goodwill’  
(or ‘going concern value’). This is the difference 
between the fair market value of a business and 
the value of its identifiable net assets. 

Although not an intangible asset in a strict 
sense (i.e. a controlled “resource” expected 
to provide future benefits – see below), this 
residual value is treated as an intangible asset 
in a business combination when it is converted 
into goodwill on the acquiring company’s  
balance sheet.

In accounting terms, an asset is defined  
as a resource that is controlled by the entity  
in question and which is expected to provide  
future economic benefits to it. The International 
Accounting Standards Board's definition of an 
intangible asset requires it to be:

• Non-monetary 
• Without physical substance
• ‘Identifiable’

In order to be ‘identifiable’ it must either  
be separable (capable of being separated  
from the entity and sold, transferred or  
licensed) or it must arise from contractual 
or legal rights (irrespective of whether those 
rights are themselves ‘separable’). Intangible 
assets that may be recognised on a balance 
sheet under IFRS are therefore only a fraction 
of what are often considered to be ‘intangible 
assets’ in a broader sense.
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Categories of intangible asset under IFRS 3

Marketing-Related 
Intangible Assets

Customer-Related 
Intangible Assets

  Contract-Based 
Intangible Assets

 Technology-Based 
Intangible Assets 

 Artistic-Related 
Intangible Assets 

Trademarks,  
Tradenames Customer lists* Licensing, royalty, 

standstill  agreements Patented technology Plays, Operas and 
ballets

 Service marks,  
Collective marks, 

Certification marks 

Order or production 
backlog

Advertising, 
construction,  

management, service 
or supply contracts

Computer software 
and mask works

Books, magazines, 
newspapers and other 

literary works

Trade dress  
(unique colour, 

shape, or package 
design)

Customer contracts 
& related customer 

relationships
Lease agreements Unpatented  

Technology*

Musical works such  
as compositions,  
song lyrics and  

advertising jingles

Newspaper Mastheads
Non-contractual  

customer  
relationships*

Construction permits Databases* Pictures and  
photographs

Internet domain 
Names Franchise agreements

Trade secrets, such 
as secret formulas, 
processes, recipes 

Video and audiovisual 
material, including 

films, music,  
videos etc

Non-competition 
agreements

Operating and  
broadcast rights              

 

Use rights such  
as drilling, water,  

air, mineral, timber 
cutting & route  

authorities

 

 
Servicing contracts 
such as mortgage 

servicing contracts
 

  Employment  
contracts  

* Do not arise from contractual or other legal rights but meet definition of intangible  
asset because they are ‘separable’; all other items arise from contractual/legal rights
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A raft of new accounting rules introduced in 
recent years have had a major impact on the 
reporting of intangible assets in the balance 
sheet and profit and loss account.
     

Accounting 
Standard Effective from Coverage

IAS 36:
‘Impairment  

of Assets’

Years  
ending post 
01/07/1999

International

IAS 38:  
‘Intangible  

Assets’

Years ending 
post 01/07/1999 International

FAS 141:  
‘Business  

combinations’

Any business 
combination 

initiated after 
30/6/01

US

FAS 142:  
‘Goodwill  
& Other  

Intangible Assets

Years ending 
post 15/12/01 US

IFRS 3:  
‘Business  

combinations’

Years ending 
post 01/01/05 International

Until 2001, no countries required recognition  
of acquired intangible assets separately  
from goodwill. IFRS 3 now requires that,  
on acquisition, intangible assets should be 
separately disclosed on the acquiring company’s 
balance sheet providing they meet the above 
criteria and if the value of the intangible asset 
can be determined reliably (FAS 141 introduced 
the same requirement for US companies four 
years earlier, in 2001). 

In 2005, all listed companies in EU member 
countries – as well many other countries - 
switched to IFRS. 

Listed companies in most major markets  
outside the US are now required to report 
under IFRS but there are a number of notable 
exceptions such as Japan, South Korea,  
Switzerland, Canada and the major South 
American markets. The table below summarises 
which countries, of those included in this  
report, do and do not currently require all 
listed companies to report under IFRS.

Yes

Australia, Belgium, Finland, France, 
Germany, Hong Kong, Italy, Netherlands, 
Singapore, South Africa, Africa, Spain, 
Sweden, UK

No
Brazil, Canada, China, India, Japan, 
Malaysia, Mexico, Russia, South Korea, 
Switzerland, Taiwan, US

The new accounting standards mean that  
the value of disclosed intangible assets is likely 
to increase in the future. Strong advocates of 
‘fair value reporting’ believe that the changes 
should go further and that all of a company's 
tangible and intangible assets and liabilities 
should regularly be measured at fair value 
and reported on the balance sheet, including 
internally generated intangibles such as brands 
and patents, so long as valuation methods and 
corporate governance are sufficiently rigorous. 

Some go as far as to suggest that ‘internally 
generated goodwill’ should be reported on  
the balance sheet at fair value, meaning that 
management would effectively be required  
to report its own estimate of the value of  
the business at each year end together with  
supporting assumptions.

However, the current international consensus  
is that internally generated intangible assets 
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generally should not be recognised on  
the balance sheet. Under IFRS, certain  
intangible assets should be recognised,  
but only if they are in the “development”  
(as opposed to “research”) phase, with  
conditions on, for example, technical feasibility 
and the intention and ability to complete and 
use the asset. 'Internally generated goodwill',  
as well as internally generated “brands,  
mastheads, publishing titles, customer lists  
and items similar in substance”, may not  
be recognised. 

IFRS: Allocating the cost of a business 
combination

At the date of acquisition, an acquirer must 
measure the cost of the business combination  
by recognising the acquiree’s identifiable  
assets (tangible and intangible), liabilities  
and contingent liabilities at their fair value.  
Any difference between the total of the net 
assets acquired and the cost of acquisition is 
treated as goodwill (or negative goodwill). 

Goodwill: After initial recognition of goodwill, 
IFRS 3 requires that goodwill be recorded at 
cost less accumulated impairment charges. 
Whereas previously (under IAS 22) goodwill 
was amortised over its useful economic life 
(presumed not to exceed 20 years), it is now 
subject to impairment testing at least once  
a year. Amortisation is no longer permitted.  

Negative Goodwill: Negative goodwill arises 
where the purchase price is deemed to be less 
than the fair value of the net assets acquired. 
It must be recognised immediately as a profit 
in the profit and loss account. However, before 
concluding that "negative goodwill" has arisen, 
IFRS 3 says that an acquirer should “reassess” 
the identification and measurement of the  
acquired identifiable assets and liabilities.

Impairment of Assets

A revised IAS 36 ‘Impairment of Assets’ was 
issued at the same time as IFRS 3, on 31 March 
2004. Previously an impairment test was only 
required if a ‘triggering event’ indicated that 
impairment might have occurred. Under the 
revised rules, an annual impairment test is 
required for certain assets, namely:

• Goodwill

• Intangible assets with an indefinite useful  
 economic life (e.g. strong brands) and  
 intangible assets not yet available for use.

The recoverable amount of these assets  
must be measured annually (regardless of  
the existence or otherwise of an indicator  
of impairment) and at any other time when  
an indicator of impairment exists.

Brands are one major class of intangible asset 
that are often considered to have indefinite 
useful economic lives. Where acquired brands 
are recognised on the balance sheet post- 
acquisition it is important to establish  
a robust and supportable valuation model  
using best practice valuation techniques that 
can be consistently applied at each annual 
impairment review. 

The revised IAS 36 also introduces new  
disclosure requirements, the principal one  
being the disclosure of the key assumptions 
used in the calculation. Increased disclosure  
is required where a reasonably possible  
change in a key assumption would result  
in actual impairment. 
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Impact on management and investors

a) Management

Perhaps the most important impact of new 
reporting standards has been on management 
accountability. Greater transparency, rigorous 
impairment testing and additional disclosure 
should mean more scrutiny both internally and 
externally. The requirement for the acquiring 
company to attempt to explain at least a part 
of what was previously lumped into “goodwill” 
should help analysts to analyse deals more 
closely and gauge whether management have 
paid a sensible price. 

The new standards are also having a significant 
impact on the way companies plan their  
acquisitions. When considering an acquisition, 
a detailed analysis of all the target company’s 
potential assets and liabilities is recommended 
to assess the impact on the consolidated group 
balance sheet and P&L post-acquisition. 

Companies need to pay close attention to  
the likely classification and useful economic  
lives of the identifiable intangible assets in 
the target company’s business. This will have 
a direct impact on the future earnings of the 
acquiring group. In addition to amortisation 
charges for intangible assets with finite useful 
economic lives, impairment tests on assets  
with indefinite useful economic lives may  
lead to one-off charges, particularly if the 
acquired business falls short of expectations 
post-acquisition.

The requirement for separate balance sheet 
recognition of intangible assets, together  
with impairment testing of those assets and 
also goodwill, is expected to result in an 
increase in the involvement of independent 
specialist valuers to assist with valuations  
and on appropriate disclosure.

b) Investors

The requirement for companies to attempt  
to identify what intangible assets they are  
acquiring as part of a corporate transaction 
may provide evidence as to whether a group 
has paid too much in a deal. Subsequent  
impairment tests may also shed light on  
whether the price paid was a good one  
for the acquiring company’s shareholders. 

Regular impairment testing is likely to  
result in a greater volatility in financial results.  
Significant one-off impairment charges may 
indicate that a company has overpaid for an 
acquisition and have the potential to damage 
the credibility of management in the eyes of 
the investment community. 

Analysts and investors are often sceptical  
about disclosed intangible assets. In the case 
of brand (and other intangible asset) valuation, 
where a high degree of subjectivity can exist, 
it will be important to demonstrate that best 
practice techniques have been applied and  
that the impairment review process is robust.



4. Top 50 Acquisitions  
by Purchase Price

12

Announced 
Total Value 

(mil.)
Target Name Target Sector Acquirer Name Acquirer Sector

1  83,105 Bellsouth Corp Telecommunications AT&T Inc Telecommunications

2  36,089 Burlington Resources 
Inc Oil&Gas Conocophillips Oil&Gas

3  35,929 Arcelor Iron/Steel Arcelormittal Iron/Steel

4  35,366 MBNA Corp Diversified Finan Serv Bank Of America Corp Banks

5  34,701 America Telecom Sa Telecommunications America Movil Sab  
De C-Ser L Telecommunications

6  34,554 Sanpaolo Imi Spa Banks Intesa Sanpaolo Banks

7  32,193 Hca Inc Healthcare-Services Multiple Acquirers n/a

8  31,126 O2 Plc Telecommunications Telefonica Sa Telecommunications

9  27,450 Knight Inc Pipelines Knight Holdco Llc n/a

10  27,373 BAA Ltd Engineering&Construction Multiple Acquirers n/a

11  27,234 Scottish Power Plc Electric Iberdrola Sa Electric

12  25,228 Guidant Corp Healthcare-Products Boston Scientific Corp Healthcare-Products

13  24,603 Golden West  
Financial Corp Savings&Loans Wachovia Corp Banks

14  22,908 Phelps Dodge Corp Mining Freeport-Mcmoran  
Copper Mining

15  21,695 Caremark Rx Inc Pharmaceuticals CVS Caremark Corp Retail

16  19,020 Gallaher Group Plc Agriculture Japan Tobacco Inc Agriculture

17  18,368 Bayer Schering 
Pharma Ag Pharmaceuticals Bayer Ag Chemicals

18  18,356 Kerr-Mcgee Corp Oil&Gas Anadarko Petroleum 
Corp Oil&Gas

19  18,049 Falconbridge Ltd Mining Xstrata Plc Mining

20  16,727 Inco Ltd Mining Cia Vale Do Rio  
Doce-Pref A Mining

21  16,591 Autoroutes Du Sud 
De La Fran Commercial Services Vinci Sa

22  16,483 Mellon Financial Corp Banks Bank Of New York Mellon 
Corp Banks

23  15,599 BOC Group Plc Chemicals Linde Ag Chemicals

24  14,627 Rinker Group Ltd Building Materials Cemex SAB-CPO Building Materials

25  14,621 North Fork  
Bancorporation Banks Capital One Financial 

Corp Banks
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Announced 
Total Value 

(mil.)
Target Name Target Sector Acquirer Name Acquirer Sector

26  14,444 Lucent Technologies 
Inc Telecommunications Alcatel-Lucent Telecommunications

27  13,837 TDC A/S Telecommunications Nordic Telephone Co Telecommunications

28  13,696 Cinergy Corp Electric Duke Energy Corp Electric

29  12,780 Corus Group Plc Iron/Steel Tata Steel Limited Iron/Steel

30  12,138 Societe Des  
Autoroutes Paris Commercial Services Multiple Acquirers n/a

31  11,427 Biomet Inc Healthcare-Products Multiple Acquirers n/a

32  11,353 Fisher Scientific Intl 
Inc Electronics Thermo Fisher  

Scientific Inc Electronics

33  11,283 Keyspan Corp Gas National Grid Plc Electric

34  10,848 Banca Nazionale 
Lavoro-Ord Banks BNP Paribas Banks

35  10,434 Euronext Nv Diversified Finan Serv Nyse Euronext Diversified Finan Serv

36  10,388 AWG Plc Water Osprey Acquisitions Ltd n/a

37  10,266 Virgin Media Inc Telecommunications NTL Inc Telecommunications

38  10,179 Placer Dome Inc Mining Barrick Gold Corp Mining

39  10,167 Amsouth  
Bancorporation Banks Regions Financial Corp Banks

40  9,719 Dex Media Inc Media R.H. Donnelley Corp Advertising

41  9,591 CBOT Holdings  
Inc-Class A Diversified Finan Serv CME Group Inc Diversified Finan Serv

42  9,219 Sanef Commercial Services Abertis Infraestructuras 
Sa Commercial Services

43  8,506 Glamis Gold Ltd Pharmaceuticals Goldcorp Inc Mining

44  8,424 Inmobiliaria Colonial 
Sa Real Estate Inmobiliaria Colonial Sa Real Estate

45  8,104 Banca Lombarda E 
Piemontese Banks Unione Di Banche  

Italiane Sc Banks

46  7,910 Banca Popolare  
Di Lodi Spa Banks Banco Popolare  

Di Verona E N Banks

47  7,661 Jefferson-Pilot Corp Insurance Lincoln National Corp Insurance

48  7,620 BPB Ltd Building Materials Compagnie De  
Saint-Gobain Building Materials

49  7,576 Ivax Corp Pharmaceuticals Teva Pharmaceutical 
Ind Ltd Pharmaceuticals

50  7,541 MCI Inc Telecommunications Verizon Communications 
Inc Telecommunications

          



5. Case Studies

14

(1) MBNA/Bank of America

Bank of America, the world’s second largest 
bank acquired MBNA for $35.4 billion dollars  
in 2006, creating the largest credit card issuer  
in the US measured by balances. The deal 
capped an expansion strategy by Bank of 
America which had previously agreed to buy  
a 9% stake in China Construction Bank for  
$3 billion and completed a $47 billion  
takeover of FleetBoston in 2004.

The table on the right presents the preliminary 
allocation of the MBNA purchase price, showing 
that 80% of its total value was attributed to 
intangible assets, predominantly derived  
from Goodwill.

MBNA/Bank of America

 MBNA $ billion  

 Purchase price  34,606 

 Allocation of the purchase  
 price 

 MBNA stockholders’ equity $ 25.6 13,410

 MBNA goodwill and other   
 intangible assets  2.7 (3,564)

 Adjustments to reflect assets  
 acquired and liabilities  
 assumed at fair value: 

 Identified Intangibles 

 Credit card Relationships 5,698

 Affinity relationships  1,641

 Core deposit intangibles 214

 Trademarks 328 7,881

 Other Assets and Liabilities (3,511)

 Fair Value of Net Assets  
 acquired 14,216

 Goodwill resulting from  
 MBNA merger 20,390

Bank of America
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(2) BellSouth Corp/AT&T

AT&T acquired BellSouth Corporation for  
$66.8 billion allowing AT&T to consolidate their 
ownership of Cingular Wireless. By acquiring 
BellSouth and BellSouth’s 40% economic interest  
in AT&T Mobility, AT&T continue to change their 
focus towards being a broadband/data and 
wireless service provider thereby significantly 
increasing their intangible value.

The table on the right presents the preliminary 
allocation of the BellSouth purchase price, 
showing that 55% of its total value was attributed 
to intangible assets, predominantly derived 
from Goodwill.

 Bellsouth $ billion

 Purchase price  66.8

 Tangible Net Assets (69.8)

 Intangible Assets:

 Trademark/name  0.5

 Licenses  0.2

 Customer lists and relationships  9.2

 Patents  0.1

 Total Intangible Assets  10.1

 Total Liabilities assumed (39.5)

 Residual Goodwill  26.5

AT&T
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(3) Pixar/The Walt Disney Co.

On 5th May 2006, The Walt Disney Co.  
acquired Pixar, a digital animation studio  
for a purchase price of $7.5 billion, which is  
intended to support the Walt Disney Co.’s  
strategic priorities of creating the finest  
content, embracing leading-edge technologies, 
and strengthening its global presence.

The table on the right presents the preliminary 
allocation of the Pixar purchase price, showing 
that 77% of its total value was attributed to 
intangible assets, predominantly derived  
from Goodwill.

 Pixar $ billion

 Purchase price  7.5

 Tangible Net Assets (1.9)

 Intangible Assets:

 Trademarks/names   0.16

 Other Intangibles   0.07

 Total Intangible Assets   0.23

 Total liabilities assumed (0.2)

 Studio Entertainment    4.8

 Consumer Products    0.6

 Parks and Resorts    0.2

 Residual Goodwill  5.6

The Walt Disney Co.
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Tax planning: IP-holding companies

As well as impacting on M&A, strategic planning 
and ROI analysis, the rise in the importance of 
marketing intangibles can often mean there is 
a strong business case for setting up a central 
IP-holding company (IPCo).

Locating and managing an IPCo from one  
central location, potentially in a low tax  
jurisdiction, makes a compelling commercial 
case, particularly where a group is active in  
a number of different territories.

The size and authority of the IPCo are  
variable and dependent on the requirements 
of the group in question. The benefits include 
greater IP protection and consistency and  
improved resource allocation. It is important 
that genuine commercial drivers for the  
establishment of IPCo can be demonstrated. 

Examples of established IPCo’s include:

• BATMark (in UK, US, Switzerland &  
 Netherlands)

• Shell Brand International AG (Switzerland)

• Société des Produits Nestlé (Switzerland)

• Philip Morris Products SA (Switzerland)
 
Commercial benefits of central IPCo’s 
include: 

• Governance and controls - more effective,  
 efficient IP protection. This reduces the risk  
 of infringement or loss of a trademark in key  
 categories and jurisdictions

• Higher return on brand investment
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• Internal licenses should be used to clarify  
 the rights and responsibilities of the IPCo  
 and operating units. The adoption of  
 consistent and coherent brand strategy,  
 marketing investment and brand control  
 improves brand performance

• Better resource allocation

• Internal royalties result in greater visibility  
 of the true economic performance of  
 operating companies

• Improved earnings streams from external  
 licenses

• Clarity of the strength, value and ownership  
 of the IP ensures that full value is gained  
 from third party agreements

• Tax savings can be achieved in certain  
 circumstances

This can also have the following results:

• Accumulation of profits in a low tax  
 jurisdiction

• Tax deductions in high tax jurisdictions

• Tax deductions for the amortisation of  
 intangible in IPCo 

• Depending on double tax treaties,  
 the elimination or reduction of withholding  
 taxes on income flows resulting from the  
 exploitation of the IP
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Intangible asset valuation

There are several methods of valuing intangible 
assets, all of which are variations of the three 
basic approaches to valuation, namely:

(1) Cost approach

(2) Market approach

(3) Income approach

(1) Cost approach

It is possible to value intangible assets on the 
basis of their ‘cost to create’ or what it might 
cost to recreate a similar asset, with equivalent  
consumer appeal or commercial utility. For brands, 
such costs typically include naming, research 
and product design, packaging, design, advertising 
and promotional spend. A portion of promotional 
spend is, by nature, short-term maintenance 
spend; only part of it creates long-term brand 
value. In the case of IT, costs include development 
and implementation. Contract intangibles, such as 
assembled workforce, would include the costs 
of recruitment and training of the workforce. 
Consideration is given to all costs (in current 
terms) associated with replacing or replicating 
the asset, less an allowance for any depreciation.

The main drawback of the cost to recreate 
approach is that it fails to account for the 
economic benefit to the asset owner through 
its use. There may be little or no correlation 
between the development costs and the impact 
on financial performance (revenues and profits). 
Once created, the value of the asset to its 
owner may be significantly higher than the cost 
to create it. The cost to create approach may 
therefore understate the price at which the  
asset would change hands between willing  
parties in an arm’s length transaction.
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(2) Market approach

Also known as the ‘sales comparison’ approach, 
this is where fair value is determined by making 
comparisons with actual sales of comparable assets. 
However for numerous types of intangible assets, 
including brands, it is uncommon for the asset 
to be sold separately from the other assets  
of a business. It is therefore often difficult to 
find examples of prices paid in outright sales for 
comparable assets. Many valuable intangibles 
are unique and unless there is a transaction  
in the specific asset under consideration,  
any comparison of prices may be unhelpful  
or require significant adjustments.

(3) Income approach

The income approach is often used to estimate 
the value of intangible assets by considering the 
net present value (‘NPV’) of the stream of future 
benefits accruing to the owner of the assets.

This approach considers income and expense 
data relating to the asset being valued and  
estimates value through a capitalisation process. 
Capitalisation relates income (usually a net  
income figure) and value by converting an  
income amount into a value estimate. 
 
This process may consider direct relationships  
(capitalisation rates or multiples), yield or  
discount rates (reflecting measures of return  
on investment), or a combination of these.  
In general, the principle of substitution holds 
that the income stream which produces the 
highest NPV commensurate with a given level  
of risk leads to the most probable value figure.

There are a number of methodologies falling 
under the income approach.

- Royalty relief methodology

This approach hypothesises two separate  
businesses, one involved in manufacturing and/
or marketing and one in 'IP’ ownership. The 
asset owner is assumed to license its IP to the 
manufacturer/ marketing company and receive 
a royalty in return based on the value/ volume 
of sales of the products using the IP. Thus, if a 
company actually owns rather than licenses the 
IP it is relieved from paying such royalties. 

Hence, the value of an IP asset owned by  
a company can be determined by estimating 
the royalties it would have to pay if it were  
the licensee rather than the owner.  

The current capital value of the asset is  
calculated using either a multiple or Discounted 
Cash Flow (see diagram) to arrive at the current 
value of the expected future royalties saved by 
the owner.

Royalty Relief Methodology
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- Multi-period excess earnings

This method measures the present value of 
future earnings to be generated during the 
remaining lives of the assets. Using enterprise 
value as the starting point, pre-tax earnings  
or cash flows attributable to the asset  
are calculated. 

Deductions are made for operating costs and 
overheads. Adjustments may be made for costs 
that it is considered should not be borne by the 
asset in question. This results in an estimate of 
earnings attributable to the asset. 

It is then necessary to make a charge for  
contributory assets. These represent charges 
for the use of contributory assets employed  
to support the asset being valued and help  
generate revenue. The cash flows from the  
asset under review must support charges for 
the replacement of assets employed and  
provide a fair return to the owners of capital. 
The rates of return for each contributory asset 
are reflective of the risk inherent in each asset. 
Contributory charges are taken on the fair value 
of the assets at the acquisition date. 

Required returns are then deducted from  
earnings or cash flows. If more than one asset  
is being valued using this approach then the 
charges are allocated between these assets  
using some form of allocation basis (e.g.  
relative revenues). 

The expected useful economic life of  
the asset is estimated. Some form of declining  
revenue curve may be used to reflect declining  
productivity of the asset if applicable. The 
surviving cash flows after contributory charges 
are projected out over the expected life of the 
asset and discounted back to a NPV. The value 
is determined after deducting a charge for  
income tax and adding a tax amortisation  
benefit if applicable.

Multi-period excess earnings
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The main body of this report analyses the  
stock market values of companies, global  
sectors and countries, breaking them down  
into the tangible and intangible assets disclosed 
on company balance sheets and the additional 
value attributed by the stock market. 

The additional value attributed by the  
market over and above the stated shareholders’ 
equity value – the premium to net asset  
value, which we refer to as ‘undisclosed value’  
(i.e. not disclosed on company balance sheets) 
– includes intangible assets that are not on  
the balance sheet either because they were  
internally generated (the most significant –  
other than ‘internally generated goodwill’ –  
being brands) or because they fall outside  
the definition of an intangible asset that  
may be identified and capitalised following  
an acquisition. 

The diagram on page 21 shows a breakdown  
of a company’s value. Typically, most of the 
intangibles that sum to the total value of the 
business will not be disclosed on a company’s 
balance sheet. For the top ten sectors,  
we have estimated what intangibles this  
‘undisclosed value’ includes.
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Methodology and Terminology

Brand Finance took the Enterprise Value  
of each company in the study, defined as the 
Market Value of Equity plus Preferred Equity 
and Debt and Minority Interests.

This was divided into:

1. Tangible Net Assets: Tangible Fixed Assets  
 plus Investments plus Working Capital plus  
 Other Net Assets.

2. Disclosed Intangible Assets (ex Goodwill):  
 Intangible assets disclosed on balance  
 sheets, including trademarks and licences.

3. Disclosed Goodwill: Goodwill on the balance  
 sheet as a result of acquisitions.

4. ‘Undisclosed Value’: The difference between  
 the market value and the book value of  
 shareholders’ equity, often referred to as  
 the ‘premium to book value’.

‘Intangible Value’ (i.e., Intangible Asset Value) 
refers to the total value of the enterprise over 
and above its Tangible Net Assets.

The reporting of disclosed intangibles varies significantly depending on the industry and viewpoint of the Financial 
Director of the reporting entity. The observed variation in the allocation of acquired goodwill to the different asset 
classes is so great that it's not meaningful to estimate average allocations for the market.

*Includes ‘Internally Generated Goodwill’
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The Banking sector continues as the largest 
sector globally with over double the value of 
the next largest sector (Oil & Gas). Banking has 
seen the biggest increase in its total Enterprise 
Value over the last five years - $4,139 billion.
Of this, $2,600 billion has come from increased
intangible value and $1,539 billion from growth
in its tangible net asset value.

The Oil & Gas sector remains the second largest 
growth sector 2001 - 2006 with a rise in value 
of $2,033 billion, This growth is on the back  
of the continual increase in the price of oil over 
the period. Of the increase, $1,311 billion has 
come from intangible value and $723 billion 
from tangible net asset value.

The Mining sector has dropped to number  
four for total Enterprise Value growth 2001 - 
2006. With growth of $860 billion ($658 billion  
intangible value; $202 billion from tangible net 
assets) the majority came from its intangible 
value with growth of 83% over the last  
five years.

The Electricity sector has continued its  
increase in value and has jumped one place  
to number three for 2006 with an increase of 
68% 2001 - 2006 (67% intangible value; 72%  
tangible net asset value) representing $890  
billion ($636 intangible value; $255 tangible  
net asset value). The rise in sector value is due 
to the continual rise in prices and profits across 
the sector.

The Insurance sector remains in the top six 
gainers for 2006 enterprise value growth of 
$807 billion. ($297 billion intangible value;  
$510 billion tangible net assets) Unlike the 
other big gainers 89% of its growth comes  
from its tangible net assets value 2001 - 2006.

Telecoms continues to be amongst the  
biggest losers over the period covered along 
with Software, whose values have fallen by 
$289 billion and $276 billion respectively.  
The Pharmaceuticals sector has seen a recovery 
in the last year gaining $4 billion for the period.



Top 50 Sectors Ranked  
By Value ($bn, 31/12/06)

25



Top 50 Sectors Ranked by 
Tangible / Intangible Split* 
(31-12-06) 

26

*as at the 31st December 2006

Rank 
07

Rank 
06

1 0 1

2 0 2

3 0 3

4 -1 6

5 1 4

6 -1 10

7 1 5

8 1 7

9 1 8

10 -1 12

11 1 9

12 1 11

13 0 13

14 0 14

15 -1 18

16 -1 20

17 1 15

18 -1 21

19 -1 30

20 1 19

21 1 17

22 0 22

23 -1 24

24 1 23

25 -1 27

26 0 26

27 1 25

28 0 28

29 1 16

30 -1 31

31 1 29

32 0 32

33 0 33

34 -1 36

35 -1 40

36 -1 37

37 1 34

38 -1 39

39 1 38

40 1 35

41 -1 44

42 1 41

43 47

44 50

45 48

46 42

47 43

48 45

49 49

50 46
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Breakdown of Change in 
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Top 20 Sectors  
For Disclosed Intangibles 
($bn, 31/12/06) 
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Top 10 Companies  
For Disclosed Intangibles 
($bn, y/e in 2006) 
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Rank 
07

Rank 
06

1 0 1

2 -1 3

3 -1 4

4 -1 5

5 -1 6

6 -1 8

7 -1 10

8 -1 9

9 1 7

10 -1 13

11 -1 14

12 1 11

13 -1 17

14 -1 21

15 1 12

16 1 15

17 -1 24

18 1 16

19 -1 26

20 1 2

21 1 19

22 1 18

23 -1 25

24 1 20

25 -1 29

26 -1 28

27 1 23

28 1 22

29 -1 30

30 1 27

31 -1 32

32 1 31



Change in Total  
Intangible Value by  
Country ($bn, 01-06)
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Brand Finance is the leading independent  
intangible asset valuation and brand strategy 
firm, helping companies to manage their brands 
more intelligently for improved business results

For further enquiries relating to this report, 
please contact:

David Haigh  
CEO

david.haigh@brandfinance.com

Mike Rocha 
Managing Director

m.rocha@brandfinance.com

Helen Willis
Client Services Director

h.willis@brandfinance.com

For further information on Brand Finance’s  
services and valuation experience, please contact 
your local representative as listed below:

Name of  
contact Email address

Australia Tim Heberden t.heberden@brandfinance.com

Brazil Gilson Nunes g.nunes@brandfinance.com

Canada Andrew  
Zimakas a.zimakas@brandfinance.com

Croatia Borut Zemljic b.zemljic@brandfinance.com

France Florence  
Hussenot f.hussenot@brandfinance.com

Germany Ferdy de Smeth f.desmeth@brandfinance.com

Holland Marc  
Cloosterman m.cloosterman@brandfinance.com

Hong Kong Rupert Purser r.purser@brandfinance.com

India Unni Krishnan u.krishnan@brandfinance.com

Russia Alexander 
Eremenko a.eremenko@brandfinance.com

Singapore Lucy Gwee l.gwee@brandfinance.com

South Africa Oliver Schmitz o.schmitz@brandfinance.com

Spain Victor Mirabet v.mirabet@brandfinance.com

Sri Lanka Ruchi  
Gunewardene r.gunewardene@brandfinance.com

Switzerland Jeff Turner j.turner@brandfinance.com

Turkey Muhterem 
Ilguner m.ilguner@brandfinance.com

UK David Haigh d.haigh@brandfinance.com

USA Hampton Bridwell h.bridwell@brandfinance.com

www.brandfinance.com


