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In simple terms: when a company has not had the time or inclination 
to develop intangible assets but owns the means of production, it can 
choose to pay for the use of someone else’s in the hope that they will 
improve business performance by more than what they will pay for them.

Franchising is essentially a form of licensing. Definitions vary but for the 
purposes of this paper, and within Brand Finance, we distinguish Franchising 
from Intangible Asset (e.g. Brand) Licensing mainly on the basis of scope. 

Franchising involves the payment by the user of a broad range of 
intangible assets and services from the franchisor which are more or 
less essential for the adequate running of the franchisee business – e.g. 
the way McDonald’s restaurant owners license the brand and business 
system and use a wide variety of services including procurement and 
training for a fee. 

Intangible Asset Licensing is more specific in that you are paying a fee for 
the use of a specific intangible asset which may or may not be essential 
for the adequate running of your business.

There is therefore a continuum in approach – from limited intangible asset 
licensing to complete ‘franchising’ of the branded customer experience. 
Most brand owners, particularly those for premium brands and service-
based experiences seek to license the full format. The limited version 
offers simplicity, flexibility and tailoring, but also risks misleading the 
customer and devaluing the brand. 

Franchising can include a variety of assets and services, as well as brand, 
including: staff training, standards, procedures and manuals, website 
hosting and maintenance, management support, management software, 
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Comprehensive replication 
including service style

  Full brand experience
  Delivers differentiation
  Premium pricing

  Fewer good partners
  High maintenance
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  Consistent experience
  As good as real thing
  Networkable
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  Higher investment
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  Flexible delivery
  Local tailored

  Misleads customer
  Some brand risk
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  Simple to implement
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  Limit control
  High brand risk
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manufacturing patents and know-how and procurement services. The 
structure, requirements and ultimately payments from the licensor/
franchisor depend on the nature of the IP, and the nature and strategies of 
the businesses involved.

Product distribution franchising is actually larger, in revenue terms, than 
the more involved types of franchising. The most well-known example of 
this type of franchising is Coca-Cola’s use of independent bottling plants 
in many locations. Product quality, consistency and safety standards are 
key but, since the product is sold through other stores, controlling the 
overall purchase experience is less essential for maintaining brand value 
for the franchisor – reducing risk.

Business format franchising – much like the model you see in food retail 
and hotels – is more well known and understood. It involves franchising 
an entire business system to a person or organization which operates and 
sells. This means the brand and IP is central to an immersive customer 
experience and therefore creates a stronger need for more complex 
control systems.

While these are the two major forms of franchising externally, there are 
many more formats for intangible asset licensing since there are so many 
types of assets and so many different business models to apply them to. 
Understanding their value and the way they might be used is the essential 
first step for working out what structure works for your company.

Importantly, licensing and franchising business structures do not have 
to be, nor are, restricted to that between unconnected companies. 
For a variety of reasons, commercial and regulatory, many of the most 
successful global businesses have internal licensing programs to guide 
investment, improve performance and reduce risk.

The process typically benefits both licensors and licensees and will not 
work long term if it does not. Some of the typical benefits include: 

How can licensing 
help build and improve 

businesses?

Key benefits to the Licensor

1. Faster expansion and market penetration
2. Franchisee motivation to perform better
3. Franchisee attention to local detail
4. Lower operating costs and risks
5. Richer network in global and local markets

Key benefits to the Licensee

1. Brand recognition and customer loyalty
2. Management training and/or assistance
3. Economies of large-scale buying
4. Financial and start-up assistance
5. Increased likelihood of business success

Licensing improves your profitability
Taps into existing and new revenue streams faster, 

more effi ciently and less risk.

Licensing does things you can’t
Somebody else may have the time, skills or 
resources which you don’t or can’t afford.

Licensing reaches places you don’t
You can operate in geographies and sectors which 

you don’t want to or can’t reach directly.
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Key benefits to the Licensor:

1. Faster expansion and market penetration: Since licensing does not 
require upfront capital investment, it allows companies that own 
strong brands and proven intellectual property to generate value 
without large cash investments.

2. Licensee motivation to perform better: Licensees might lose their 
contract for non-compliance or bad performance giving them a 
particular incentive to work hard and perform.

3. Licensee attention to local detail: Licensees are generally local 
partners. They understand the local area and – provided they are 
given the right support and clearance – can provide services in light of 
local tastes and trends.

4. Lower operating costs and risks: Although royalties and payments 
can be variable and dependent on success, there are generally no 
direct costs involved for licensors. This means each licensee will not 
create unfunded liabilities in the same way a local subsidiary could. 

5. Richer network in global and local markets: Exposing your brand and 
business to new markets – provided licensees manage deliver well 
to customers – enables you to build awareness, brand equity and 
relationships in markets where you would otherwise be absent.

Key benefits for the Licensee:

1. Brand recognition and customer loyalty: licensees without the means 
or inclination to build brands or other IP can increase volume, price 
and loyalty by using a well known and respected brand.

2. Management training and/or assistance: smaller, new franchisees can 
benefit from a sophisticated business model by taking advantage of 
training programmes which are generally an essential part of any deal. 
Larger franchisees can benefit from group innovations and know-how.

3. Economies of scale: large franchise operations can group supply 
procurement, R&D spend, head office and many other costs 
(including some elements of marketing costs), reducing the costs of 
doing business for franchisees.

4. Financial and start-up assistance: new businesses can take advantage 
of the lessons of previous identical business starting up as well as 
many other systems of support – including seed financing.

5. Increased likelihood of business success: given that the business 
model is a proven success, there is significantly less risk that new 
businesses will fail – if managed in a thoughtful way.
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Strong brands and businesses can usually be replicated well, 
bringing strong benefits to both franchisees and franchisors. However, 
the strategy works best when the right partners are selected, the 
relationships are positive, collaborative and long-term, and the right 
system of controls, incentives and sanctions are put in place. When this 
is worked out, planning a fair distribution of the value generated from the 
IPs’ usage will ensure that the economic returns for both parties can be 
profitable in the long run.

Many lessons can be learnt, and many of the processes for licensing 
used, by companies that are not involved in third party licensing. 

The most important of these are commercial:

 + Better management, stewardship and strategic planning:

Large companies have many divisions, markets or business segments 
using brands and other intellectual property. An organizing structure for 
managing, investing in, sharing costs of and using a portfolio of brands 
can improve efficiency, build brand reputation and share best practice. 

The list of companies that have centrally controlled brand portfolios 
(usually in a specific “BrandCo”), extracting a charge for use and giving 
guidance, support and investment from above is lengthy and includes 
some of the best brands in the world including: Apple, Amazon, PwC, 
Orange, Shell and many others.

 + Additional value generation:

Even where it is not your main area of business, licensing and franchising 
can be used successfully as a way to boost revenue or improve efficiency. 
The main ways to do this are:

 • Divestments: 

You may want to sell off businesses to use capital (and management time) 
to expand in faster growth or more profitable segments – or even simply 
to improve focus. Bundling licenses, residual expertise and associated 
services can help to maintain a share of profit while freeing up capital and 
time. It can also help with the defensibility of your trademark portfolio in 
classes that would otherwise be out of use.

 • Joint Ventures: 

Licensing brands or other intellectual property in to a newly formed 
joint venture can help shift the balance of power in set-up negotiations, 
allowing a higher share of profit for a small up-front capital sum.

Why do businesses 
use licensing analysis 

when not actually 
licensing to third 

parties?
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 • Market Entry/Expansion: 

Where new markets seem attractive but there is not enough time, capital 
or risk appetite to invest large sums of money in set-up, licensing brands 
and other IP in to established companies can provide a starting point for 
extension in those markets before making significant investments. In fact, 
many companies – like IKEA, Marriott and Coca-Cola – find this method 
so useful they maintain long term agreements without plans to invest in 
fully-fledged businesses.

Licensing and Franchising analysis can also be essential in specific 
technical cases like:

 + Tax planning and transfer pricing: 

“Where one member of the group is the owner of a trademark or other 
intangible for the group name, and where use of the name provides a 
financial benefit to members of the group other than the member legally 
owning such intangible, it is reasonable to conclude that a payment for use 
would have been made in arm’s length transactions.” 
[OECD Transfer Pricing Guidelines, 6.82] 

The OECD transfer pricing guidelines state that – for tax purposes – 
member companies in a group should pay for the services rendered, 
assets provided and risks borne by other members of the group as if they 
were third parties. Since brands have a financial impact on all companies 
– especially large ones – this means that all brands should charge for the 
use of their brands if owned centrally. 

Not all companies do yet but tax authorities are increasingly insisting that 
they do. The typical approach that tax authorities use to decide what the 
payments should be are royalties (as if the brands were being licensed) or 
a cost sharing arrangement based on the same principles of costs borne 
and value exploited.

The risk of doing this late, inappropriately or with the wrong 
documentation are huge. In the late 2000s, GSK paid huge sums in 
double tax after a disagreement between the UK and US tax authorities on 
the brand value of Zantac. More recently, Amazon was forced to accept 
an exit valuation that was more than $600m extra than they had originally 
assumed on the sale of its EU trademark rights to its Luxembourg 
subsidiary – increasing its capital gains bill substantially.

 + Litigation and damage assessments:

Damages to brand reputation or intellectual property are usually claimed 
and determined on the basis of lost profits. Where this is caused by misuse 
or unsanctioned use, the appropriate fee to pay is usually based on the 
equivalent royalty chargeable between owner and infringer. As a result, it is 
usually necessary to identify the equivalent licensing structure (and royalty 
rates) you would see in an equivalent unconnected transaction.
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 + Fair market asset valuation:

When purchasing a company outright or purchasing its underlying 
business and assets, it’s important to understand what you’re buying, 
where it’s owned, and how valuable it is in order to adequately invest 
behind them and manage their growth. That principle is set out in the 
accounting standard IFRS3 (Business Combinations).

The International Valuation Standards Council outlines that the Royalty 
Relief method (using licensing royalties as the basis for a valuation 
of IP earnings) is the most appropriate method for this and so a full 
understanding of the principles of licensing is essential for regulatory but, 
more importantly, for management reasons.

Licensing and licensing analysis are essential business practices for a 
large number of companies and a useful and important practice for all.

The process helps to identify intellectual property in your business, 
understand its value and contribution to the business and price 
it according to performance. This in turn helps to notice areas of 
improvement, guide investment and maximize value growth.

In order to establish what needs to be done to create a brand and IP-led 
business model there are some standard first steps:

1. Audit the current structure of assets and activities: Reviewing how 
brands and IP are used, invested in and managed, as well their value, 
their weaknesses and their opportunities can help identify the costs of 
change and size of the benefit of more structured management.

2. Review whether there is a role for licensing analysis in key issues and 
opportunities: Whether regulatory (e.g. tax, litigation) or strategic (e.g. a 
new divestment or joint venture opportunity), reviewing the opportunities 
for licensing analysis can help show the need for joined-up thinking on 
how brands and IP could be used more effectively to build value.

3. Create a roadmap for building a licensing program: Building out a 
new ownership and management structure, a strategy for growth 
and investment, an incentive and governance structure, and a close 
analysis of appropriate payments are all useful to have in mind.

Licensing, whether internal or external, puts in place a value-based 
approach to managing intellectual property. One of Peter Drucker’s famous 
quote is “what gets measured, gets managed”; licensing analysis is one 
of the best ways of direct to cash measurement available for brands. Since 
the measurement of your brands and other IP directly relates to money, 
with it, you don’t only know your intangible assets are being managed, 
you also know that what you’re measuring and how you’re managing it are 
building the most value to your business as possible.

Conclusion
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MARKETING FINANCE TAX LEGAL

We help marketers to 
connect their brands to 
business performance by 
evaluating the return on 
investment (ROI) of brand-
based decisions and 
strategies.

We provide financiers and 
auditors with an 
independent assessment on 
all forms of brand and 
intangible asset valuations.

We help brand owners and 
fiscal authorities to 
understand the implications 
of different tax, transfer 
pricing, and brand 
ownership arrangements.

We help clients to enforce 
and exploit their intellectual 
property rights by providing 
independent expert advice 
in- and outside of the 
courtroom.

1. Valuation: What are my intangible assets worth?
Valuations may be conducted for technical purposes and to set a baseline 
against which potential strategic brand scenarios can be evaluated.

+ Branded Business Valuation
+ Trademark Valuation
+ Intangible Asset Valuation
+ Brand Contribution

2. Analytics: How can 
I improve marketing 

effectiveness?
Analytical services help to 

uncover drivers of demand and 
insights. Identifying the factors 

which drive consumer behaviour 
allows an understanding of 

how brands create bottom-line 
impact.

Market Research Analytics +
Return on Marketing 

Investment +
Brand Audits +

Brand Scorecard Tracking +

4. Transactions:  
Is it a good deal?  
Can I leverage my 
intangible assets?
Transaction services help 
buyers, sellers, and owners of 
branded  
businesses get a better deal 
by leveraging the value of their 
intangibles.

+ M&A Due Diligence 
+ Franchising & Licensing
+ Tax & Transfer Pricing
+ Expert Witness

3. Strategy: How can I  
increase the value  

of my branded business?
Strategic marketing services enable brands to be leveraged to grow 

businesses. Scenario modelling will identify the best  opportunities, ensuring 
resources are allocated to those activities which have the most impact on 

brand and business value.

Brand Governance +
Brand Architecture & Portfolio Management +

Brand Transition +
Brand Positioning & Extension + 
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Consulting and 
Evaluation Services. 
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Brand Finance is the world’s leading independent brand valuation and 
strategy consultancy. 

Brand Finance was set up in 1996 with the aim of ‘bridging the gap between marketing 
and finance’. For more than 20 years, we have helped companies and organisations of 
all types to connect their brands to the bottom line.

We pride ourselves on four key strengths:

 + Independence
 + Technical Credibility

 + Transparency
 + Expertise

We put thousands of the world’s biggest brands to the test every year, evaluating 
which are the strongest and most valuable.

Brand Finance helped craft the internationally recognised standard on Brand 
Valuation – ISO 10668, and the recently approved standard on Brand Evaluation – 
ISO 20671.

For further information on our services and valuation experience, 
please contact your local representative:

Market Contact Email Telephone

Asia Pacifi c Samir Dixit s.dixit@brandfi nance.com +65 906 98 651 

Australia Mark Crowe m.crowe@brandfi nance.com +61 282 498 320

Canada Charles Scarlett-Smith c.scarlett-smith@brandfi nance.com +1 514 991 5101

Caribbean Nigel Cooper n.cooper@brandfi nance.com +1 876 825 6598

China Scott Chen s.chen@brandfi nance.com +86 186 0118 8821

East Africa Jawad Jaffer j.jaffer@brandfi nance.com +254 204 440 053

France Bertrand Chovet b.chovet@brandfi nance.com +33 6 86 63 46 44

Germany Holger Muehlbauer h.muehlbauer@brandfi nance.com +49 151 54 749 834

India Savio D’Souza s.dsouza@brandfi nance.com +44 207 389 9400

Indonesia Jimmy Halim j.halim@brandfi nance.com +62 215 3678 064

Ireland Simon Haigh s.haigh@brandfi nance.com +353 087 669 5881

Italy Massimo Pizzo m.pizzo@brandfi nance.com +39 02 303 125 105

Japan Jun Tanaka j.tanaka@brandfi nance.com +81 90 7116 1881

Mexico & LatAm Laurence Newell l.newell@brandfi nance.com +52 1559 197 1925

Middle East Andrew Campbell a.campbell@brandfi nance.com +971 508 113 341

Nigeria Tunde Odumeru t.odumeru@brandfi nance.com +234 012 911 988

Romania Mihai Bogdan m.bogdan@brandfi nance.com +40 728 702 705

South Africa Jeremy Sampson j.sampson@brandfi nance.com +27 82 885 7300

Spain Teresa de Lemus t.delemus@brandfi nance.com +34 654 481 043

Sri Lanka Ruchi Gunewardene r.gunewardene@brandfi nance.com +94 11 770 9991

Turkey Muhterem Ilgüner m.ilguner@brandfi nance.com +90 216 352 67 29

UK Richard Haigh rd.haigh@brandfi nance.com +44 207 389 9400

USA Charles Scarlett-Smith c.scarlett-smith@brandfi nance.com +1 514 991 5101

Vietnam Lai Tien Manh m.lai@brandfi nance.com +84 90 259 82 28

For business enquiries,  
please contact:

Alex Haigh
Valuation Director

a.haigh@brandfinance.com

For media enquiries,  
please contact:

Konrad Jagodzinski
Communications Director 

k.jagodzinski@brandfinance.com

For all other enquiries,  
please contact:

enquiries@brandfinance.com
+44 (0)207 389 9400

Follow our social channels:

linkedin.com/company/brand-finance 

facebook.com/brandfinance 

twitter.com/brandfinance 

About Brand Finance.

Get in Touch.

http://linkedin.com/company/brand-finance
http://facebook.com/brandfinance
http://twitter.com/brandfinance 
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