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Background
Although brands are important intangible assets and value drivers for many 
companies, traditional accounting standards do not permit companies to recognise 
internally developed brands on their balance sheets. A major reason for this is 
concerns about whether brand values can be reliably estimated. The same applies also 
to many other intangible assets, which have continuously increased in importance in 
today’s knowledge-based economy. This has resulted to the widening gap between 
market and book values of many listed companies, which arises several potential 
problems. Accounting standards have been slow to adapt to the situation, although 
some minor improvements have been introduced.

Objectives
The purpose of the study is to observe if the brand value can be reliably measured and 
if this value can be included in the financial reporting. The study examines various 
potential problems resulting from the lack of information on intangible assets in 
financial reporting and evaluates supplementing alternative reporting to improve the 
situation. Finally, the empirical part of the study aims to examine how the brand value 
reflects to the market value of the company owning the brand, and how the book 
value reflects to the brand value of the company owning the brand.

Data and Methodology
The study presents various methodologies for brand valuation, focusing on the 
economic use method. The study also examines the financial reporting of intangible 
assets - or rather the lack of it - by analysing the shortcomings of the current practise 
with the theoretical framework. Finally, the empirical section uses correlation and 
regression analysis to examine association between brand, market and book values.
As a data for variables, the study uses Interbrand’s annual ranking for estimated brand 
values and various other financial and market data of the companies owning the 
brands. Since the distribution of the data is likely to be non-normal, logarithmic data 
is used instead in the sensitivity analysis.

Results and Discussion
This study shows that valuing a brand is a fairly similar process than valuing any 
other type of asset, business or company. The study identifies several problems 
originating from the current financial reporting practise of intangible assets, and 
suggests guidelines for improvements by providing more information on the 
company’s whole value-creation process. The empirical research finds evidence that 
valuable brands are significantly positively reflecting to market values of the 
companies owning them. Book values are not good indicators for brand values, which 
is a logic result of unrecognised brand assets. However, book values are still strongly 
associated with market values, so they have not lost their relevance as a source of 
information for valuation purposes.
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Tausta
Vaikka brandit ovat arvon luonnin kannalta tärkeitä omaisuuseriä useissa yhtiöissä, 
tilinpäätösstandardit eivät salli yhtiöiden kapitalisoivan orgaanisesti syntyneiden 
brandien arvoja taseisiinsa. Pääsyy tähän lienee se, että brandien arvonmääritykseen 
uskotaan liittyvän huomattavia epävarmuustekijöitä. Sama koskee monia muitakin 
aineettomia omaisuuseriä, joiden merkitys nykyisessä tietoyhteiskunnassa on 
jatkuvasti kasvanut. Tämän seurauksena listattujen yhtiöiden tasearvot poikkeavat 
huomattavasti niiden markkina-arvoista, mistä aiheutuu monia potentiaalisia 
ongelmia. Tilinpäätösstandardit eivät ole mukautuneet tilanteeseen, vaikka joitakin 
korjaavia muutoksia onkin tehty.

Tavoitteet
Tavoitteena on tarkastella, voidaanko brandin arvo luotettavasti määrittää, jotta sen 
voisi kirjata yhtiön taseeseen. Tutkimus pyrkii myös tunnistamaan mahdollisia 
ongelmia, joita aineettomien omaisuuserien puuttuminen yhtiöiden taseista aiheuttaa. 
Lisäksi esitetään toimenpiteitä mahdollisten ongelmien lieventämiseksi. Empiirisessä 
osassa tutkitaan, miten brandien arvot heijastuvat niitä omistavien yhtiöiden 
markkina-arvoihin, ja miten niiden tasearvot puolestaan heijastuvat brandien arvoihin.

Aineisto ja Tutkimusmenetelmät
Tutkimuksessa esitellään useita brandien arvonmääritysmenetelmiä päähuomion 
kohdistuessa kassavirtaperusteiseen arvonmääritykseen. Aineettomien omaisuuserien 
tilinpäätöskäytäntöä ja siitä mahdollisesti aiheutuvia ongelmia analysoidaan 
teoreettisen viitekehyksen pohjalta. Empiirisessä osassa yhtiöiden markkina-, tase-ja 
brandiarvojen keskinäisiä suhteita analysoidaan ekonometrisillä menetelmillä eli 
korrelaatio-ja regressioanalyyseilla. Tutkimusaineistona käytetään Interbrandin 
määrittämiä brandiarvoja, sekä brandit omistavien yhtiöiden että niiden osakkeiden 
taloudellisia tunnuslukuja. Numeerinen tutkimusaineisto lienee jakaumaltaan ei- 
normaali, minkä vuoksi herkkyysanalyysissä käytetään alkuperäisen aineiston 
luonnollisia logaritmeja. Lopuksi saatuja tuloksia peilataan aikaisempien vastaavien 
tutkimuksien löydöksiin.

Tulokset
Brandien arvonmääritykset eivät oleellisesti poikkea muun tyyppisten omaisuuserien 
arvonmäärityksistä. Tutkimuksessa tunnistetaan useita mahdollisia ongelmia, jotka 
aiheutuvat aineettomien omaisuuserien puuttumisesta yhtiöiden taseista. Korjaavaksi 
toimenpiteeksi esitetään lisäinformaatioita yhtiön koko arvoketjusta. Brandien osalta 
myös niiden arvon kirjaaminen suoraan taseeseen on mahdollista. Empiirisen osan 
tulosten mukaan brandien arvot heijastuvat positiivisesti niitä omistavien yhtiöiden 
markkina-arvoihin. Niiden tasearvot eivät sen sijaan juurikaan selitä brandien arvoja. 
Tasearvot heijastuvat kuitenkin tilastollisesti merkitsevästi yhtiöiden markkina- 
arvoihin ja ovat siten edelleen relevantti tiedonlähde sijoittajille.

Avainsanat
Brandi, Aineettomat omaisuuserät, Tilinpäätösinformaatio, Arvonmääritys
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Abbreviations Used in the Study

Abbreviation Full Definition

CAPM
DCF
EBITDA
EPS
EVA

Capital Asset Pricing Model
Discounted Cash Flow
Earnings Before Interest, Tax, Depreciation and Amortisation
Earnings per Share
Economic Value Added

FAS
FASB
FTSE 100

Financial Accounting Standards, a standard preceding IFRS in may 
countries
Financial Accounting Standards Board
Footsie 100, The FTSE 100 Index is a share index of the 100 most highly 
capitalised companies listed on the London Stock Exchange

IAS В
IFRS
IVC
K-S
LSE
M/B
MSCI World

International Accounting Standards Board
International Financial Reporting Standards
International Valuation Committee
Kolmogorov-Smimov
London Stock Exchange
Market to Book Value
The MSCI (Morgan Stanley Capital International) World is a stock market 
index of 'world' stocks

MUSD
NPV
P/B
P/E
R&D
ROE
ROI
SEC
SFAS
S&P 500

Millions of United States Dollars
Net Present Value
Price to Book Value
Price to Earnings
Research and Design
Return on Equity
Return on Investment
Securities and Exchange Commission
Statement of Financial Accounting Standards
The S&P (Standards & Poor's) 500 is a stock market index containing the 
stocks of 500 Large-Cap corporations, most of which are American

USD
USGAAP
VA

United States Dollar
United States Generally Accepted Accounting Principles
Value Added
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1. INTRODUCTION

1.1 Background and Motivation

“If this business were split up, I would give you the land and bricks and mortar, and I 

would take the brands and trade marks, and I would fare better than you.”x

The deviations between market and book values of many listed companies have 

increased significantly during the past decades. The major driver for this development 

has been intellectual capital, which has not been fully captured by the accounting 

principles and thus financial reporting. Major accounting standards such as IFRS and 

USGAAP are aiming to narrow the gap between book and market values by providing 

more information on intangible assets (Kallunki and Niemelä, 2004). Intangible assets 

have continuously increased in importance in the current knowledge-based economy 

(Daum, 2001). For many industries, brands act as among the most important 
intangible assets.

Although brands are important value drivers for many companies, traditional 

accounting standards do not generally permit companies to recognise internally 

developed brands on their balance sheets. There is also a lack of consistent practise in 

recognising acquired brands on balance sheets, even if the accounting standards 
enable it under strict limitations. A major reason for this is concerns about whether 

brands can be reliably valued.

Strong brands as well as many other intangible assets are likely to possess substantial 

values, although they are not visible in the financial reporting of the company owning 

the asset. Market capitalisations of many companies seem to reflect the considerable 

values of off-balance sheet items. At the same time, book value and many other value 

indicators from financial reporting are loosing their relevance to investors. This is a 

signal that the value of many intangible assets such as brands can and should be 

measured. The parties setting on accounting and reporting standards must decide

1 Johan Stuart, Chairman of Quaker (ca. 1900)
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whether the reliability of such values is sufficient to be recognised on the balance 

sheet.

1.2 Objectives

The research aims to observe the special features that should be taken into account 

when valuing a brand, and thus pinpoint the differences to the traditional valuation 

methods such as discounted cash flow (DCF) -models based on the same analogy but 

used for valuing a business or a company. Based on the brand attributes, the valuation 

methodologies and the accounting rules, the study evaluates whether the brand values 

are measurable with such reliability that they could be included in the financial 
reporting.

In addition, the research aims to examine how traditional accounting and financial 

reporting fail to provide adequate information on the value of intangible assets, such 

as brands, and thus for the company as a whole. It will also suggest some guidelines 

for alternative reporting, which would alleviate many of the concerns originating from 

the current practise.

By conducting the econometric analysis, the research aims to contemplate the validity 

of the presented two hypotheses, i.e. that brand has a significant impact on the market 

value of the company, and that book value fails to adequately capture the brand value. 

The results are also benchmarked against the theoretical framework and the findings 

from earlier studies in the same field.

1.3 Structure

The second chapter determines a brand, which is often too narrowly used just as a 

synonym for individual trade name or marks. Also the essence of brand value, brand 

equity and brand asset is discussed.

The third chapter presents and analyses the various techniques used for valuing 

brands. Many of them are based on similar analogy than the ones of valuing 

businesses, companies or other assets.
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In the fourth chapter, the research focuses in more detail on the economic use method 

and on the valuation model developed by a brand consultant Interbrand.

In the fifth chapter, the research aims to outline the traditional accounting for brands 

and other intangible assets through existing regulations and the problems originating 

from these accounting practises. Finally, the study suggests general guidelines for the 

alternative reporting of intangible assets aiming to improve the situation.

The sixth chapter composes of the empirical research. First, the hypotheses for the 

research questions are formed. Then the empirical models to test the hypotheses are 

formulated. Finally, the research methodology and data are presented and analysed.

In the seventh chapter, the results of the empirical research are submitted and 

analysed, the hypothesis tested, and research questions answered.

The eight chapter links our findings to the theoretical framework and prior 

comparable research. The results are discussed, benchmarked and final conclusions 
drawn.

The final chapter summarises the research, observes the limitations of the research 

and suggests topics for further research.
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2. DEFINITION OF BRAND

2.1 Brand

The Oxford American Dictionary (1980) defines “Brand” as follows:

Brand (noun): a trade mark, goods ofparticular make: a mark of identification made 

with a hot iron, the iron used for this: a piece of burning or charred wood, (verb): to 

mark with a hot iron, or to label with a trade mark.

The dictionary definitions quoted above suggest that brands are intrinsically striking 

and that their role is to create an indelible impression. The visual distinctiveness of a 

brand may be a combination of any of the following: name, letters, numbers, a 

symbol, a signature, a shape, a slogan, a colour, or a particular typeface. It is usually 

the name that is the most important element of the brand as its use in language 

provides a universal reference point. A name, however, is only how the brand is easily 

recognisable. A brand is the polyvisual expression of a set of values. These values are 

built on impressions about the product or service concerned, which help to 

differentiate it in a desirable way (Blackett and Boad, 1999). According to Hankinson 

and Cowking (1993), a brand makes a product or a service distinctive by its 

“personality” and “positioning relative to the competition”. Personality consists of a 

unique combination of functional attributes and symbolic values and positioning 

describes the brand by defining its competitive context i.e. distinctiveness.

In developed economies consumers have an astonishing array of choice. The days 

when Henry Ford offered “any colour you want as long as it is black” are now long 

gone. This diversity of choice puts pressure on those making or selling products or 

services to offer high quality, excellent value and wide availability. It also puts 

pressure on them to find more potent ways of differentiating themselves and securing 

competitive advantage. Brands allow consumers to shop with confidence as they 

provide a route map through a bewildering variety of choices. Much of the skill of 

marketing and branding is nowadays concerned with building equity for products 

whose characteristics, pricing, distribution and availability are in fact quite close to 

each other. The strong, instantly recognisable names, logos, colours etc. symbolises 

attached promises that consumers’ expectations will be fulfilled. As such, they are a

10



contract between a seller and a buyer; if the seller keeps to its side of the bargain, the 

buyer will be satisfied; if not, the buyer will in future look elsewhere (Blackett and 

Boad, 1999). There are many different definitions for brands (see, e.g. Kotler, 1991, 

Aaker, 1991, 1996; Keller, 1997). The underlying notion is that a brand has a 

distinctive name with which the customer has a high degree of awareness, confidence, 

and willingness to pay either higher than otherwise average prices or make higher 

than otherwise purchase frequency. Brands are good examples of intangible assets, 

which are forms of valuable property although they do not have physical substance.

2.2 Brand Value

Keller (1997) lists many characteristics for a strong brand: greater loyalty from 

customers, less vulnerability to competitive marketing actions, less vulnerability to 

marketing crises, larger margins, more inelastic consumer response to price increases, 

more elastic consumer response to price decreases, greater trade co-operation and 

support, increased marketing communication effectiveness, possible licensing 

opportunities, and additional brand extension opportunities. The net effect of these 

characteristics is that branded products or services potentially generate higher 

earnings over time than unbranded products otherwise do. Because of this ability, 

brands potentially do have value. However, there are also costs and capital 

expenditures associated with brand values. It is an empirical issue whether the 

potential benefits are realised for a brand, and whether they exceed the negative cash 

flows associated with a brand, thus creating positive value for a given brand.

The value to businesses of owning strong brands is incontestable. Brands that keep 

their promise attract loyal buyers who will return to them regularly and/or pay a 

premium over the competitors. The benefit to the brand owner is that forecasting cash 

flows becomes easier, and it enables planning and managing the development of the 

business with higher confidence. Since brands enable secure income, they can be 

classified as productive assets in a similar way than more traditional tangible assets of 

any business. A brand must be separable from the rest of the company if it is to have a 

value of its own, since only as separable its value can be measured. However, brands 

should not be conceptualised narrowly as assets to be valued, or even worse, expenses 

to be controlled. Brand is also a risk management tool to be employed within a firm.

11



The asset value of brands is widely recognised also among investors. Brands can 

generate steady earnings which have direct impact on the share price, which we later 

examine in the empirical part of the study. Many well-known brand owners can 

attribute a vast majority of their net present values (NPV) to their brands. Coca- 

Cola’s, McDonald’s, or Nokia’s market value far exceeds the net asset tfalue on their 

balance sheet. The difference can at least partly be explained by the intangible assets 

of the business and the ability of the company to manage and exploit these profitably. 

However, as pointed out by Arvidsson (2006), the more brand managers outsource the 

production of brand value to the social life of consumers, the more difficult it 

becomes to legitimise their exclusive rights to derive value from it.

2.3 Brand Equity

Term “brand value” is used here to refer to the financial worth of a brand, and “brand 

asset” to the book value of a brand. “Brand equity”, on the other hand, is often used to 

describe the strengths and qualities of a brand in terms of customer perceptions 

(Temporal, 2002). Although the study almost solely concentrates on the former terms, 

it is important to understand their linkage: brand value is a financial outcome of brand 

equity. Aaker (1992) divides different dimensions of brand equity into five categories:

1. Brand loyalty

2. Brand name awareness

3. Perceived brand quality

4. Brand associations in addition to brand quality

5. Other proprietary brand assets - e.g. patents, trademarks, channel relationships

A brand has positive brand equity, when customers react more favourably to an 

element of the marketing mix for the brand than they would do to a fictitiously named 

or unnamed version of the similar product or service (Keller, 1993). Aaker (1992) 

recognised six ways that brand equity creates value for the firm. First, it can enhance 

the efficiency and effectiveness of marketing programs. Second, brand awareness, 
perceived quality, and brand associations can all strengthen brand loyalty by 

increasing customer satisfaction and providing reasons to buy the product. Third, 

brand equity will usually yield higher margins for products by permitting premium
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pricing and reducing reliance on promotions. Fourth, it can provide a platform for 

growth by brand extensions. Fifth, it can allow leverage also in the distribution 

channel. Finally, brand equity provides a firm with a significant advantage: a barrier 

that prevents customers from switching to a competitor.

2.4 Brand Asset

Although brands are important intangible assets and value drivers for many 

companies in the current knowledge-based economy, the major accounting standards 

such as IFRS or USGAAP do not permit companies to recognise internally developed 

brands on their balance sheets. A major reason for this is concerns about whether the 

value of brands can be reliably estimated. The acquired brands can, providing that 

strict criteria are met, be separated from goodwill and recognised as assets on the 

balance sheets. As a result, generally only a small portion of brand values are 

recognised on the balance sheets of the firms owning the brands.

Many of the acquisitions have resulted in large amounts of goodwill that accounting 

standards could not deal with in an economically sensible nor transparent way. Since 

accounting practises for goodwill simply did not take into account the economic value 

of intangible assets, companies were often penalised for making what they believed to 

be value enhancing acquisitions. Companies either suffered heavy amortisation 

burden on their income statements, or they wrote off the amount to reserves. Major 

accounting standards have gradually been revised to partly solve these shortcomings.

The principal stipulations of the major accounting standards are that acquired 

goodwill or separable assets including intangibles need to be capitalised on the 

balance sheet and amortised according to their economic life. Many intangible assets 
such as brands, however, can be argued to have infinite life2. Therefore, they should 

not be subject to such accounting treatment. Instead, their value should be impairment 

tested regularly - at least annually. If the value is no less than the initial valuation, the 

value on the balance sheet remains the same. If the impairment test yields a lower 

value, the asset needs to be written down accordingly.

2 A well-known marketing adage claims that “products have life-cycles, brands do not”.
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3. BRAND VALUATION APPROACHES AND METHODOLOGIES

3.1 Background

Financial values have to some extent always been attached to brands and other 

intangible assets, but it was only in the late 1980’s when such valuation approaches 

were established that could fairly claim to understand and assess the specific value of 

brands (Lindeman, 2004). The idea of putting a separate value on brands is now 

widely accepted. Seethamraju (2003) demonstrated in multiple ways that the values of 

internally developed brands are measurable, material, and value-relevant to investors. 

Moreover, brand value often represents a considerable portion of a firm’s entire value. 

According to research by Zyman Institute of Brand Science (Bharadwaj et al., 2005) 

brand equity contributes more than 60 % of firm value in selected sectors.

Unlike other assets such as stocks, bonds, commodities and real estate, there is no 

active market in brands that would provide comparable values. In order to arrive at an 

authoritative and valid approach, various brand evaluation models have been 

developed. Scientific and empirical researches of brand valuation are made by such 

scientists like Kapferer (1997, 2003), de Chematony (1999, 2001), Aaker and 

Joachimstaler (1997, 2003), Keller (1993, 1998), Melin (1997), Upshaw (1995), 

Gudaciukas (2001), Piesarskas (2002) and many others. However, the findings are 

stunningly different lacking a single homogenous view of the key parameters and 

methodology. Most of the valuation approaches have fallen into two main categories: 

research-based brand equity evaluations, and purely financially driven approaches.

3.2 Research-based Approaches

There are a number of brand equity models that use consumer research to assess the 

relative performance of brands. These do not yield a financial value on brands, but 

instead measure consumer behaviour and attitudes that have an impact on the 

economic performance of brands. Although the sophistication and complexity of such 

models vary, they all try to explain, interpret and measure consumers’ perceptions that 

influence purchase behaviour. They include a wide range of perceptive measures such 

as different levels of awareness (unaided, aided, top-of-mind), knowledge, familiarity,
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relevance, specific image attributes, purchase consideration, preference, satisfaction 

and recommendation. Some models add behavioural measures such as market share 

and relative price.

Through different stages and depths of statistical modelling, these measures are 

arranged either in hierarchic order, to provide hurdles that lead from awareness to 

preference and purchase, or relative to their impact on overall consumer perception, to 

provide a comprehensive brand equity score or measure. A change in one or a 

combination of indicators is expected to influence consumers’ purchasing behaviour, 

which in turn will affect the financial value of the brand under observation. However, 

these approaches do not differentiate between the effects of other influential factors 

such as R&D, design and a brand. They therefore fail to provide a clear link between 

the specific marketing indicators and the financial performance of the brand. A brand 

can perform strongly according to these indicators but still fail to create financial and 
shareholder value.

The understanding, interpretation and measurement of brand equity indicators are 

crucial for assessing the financial value of brands. After all, they are key measures of 

consumers’ purchasing behaviour upon which the success of the brand depends. 

However, unless they are integrated into an economic model, they are insufficient for 

assessing the economic value of brands. Moreover, due to the very nature of the 

valuation, there is subjectivity at every stage of the valuation process. Therefore, the 

value of the brand - or any asset - is always subject to questioning.

3.3 Financially Driven Approaches

3.3.1 Cost-based Approaches

Cost-based approaches define the value of brand as the aggregation of all historic 

costs incurred or replacement costs required in bringing the brand to its current state, 

i.e. the sum of the development costs, advertising and other communicating costs etc. 

These approaches fail because there is not necessarily direct correlation between the 

financial investment made and the value added by a brand. Financial investment is an 

important component in building - and measuring - brand value, provided that it is 

effectively targeted. But like any investment, it still may not achieve positive NPV.
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The investment needs to go beyond the obvious advertising and promotion to include 

R&D, employee training, packaging and product design, retail design etc. Naturally, 

the acquisition cost of a fairly valued brand may well represent the most reliable 

value, but the initial valuation was not likely conducted by the cost-based method.

3.3.2 Comparables

Another approach is to arrive at a value for a brand on the basis of something 

comparable e.g. listed or recently acquired. But comparability is difficult in the case 

of brands as, by definition, they should be differentiated and thus not comparable. 

Furthermore, the value creation of brands in the same category can be very different, 

even if most other aspects of the underlying business such as target groups, 

advertising cost, price promotions and distribution channel are similar or identical. 

Finally, an active market for brands does not exist. Comparables can, however, 

provide an interesting cross-check, even though they should never be solely relied on 

for valuing brands.

3.3.3 Premium Price

In the premium price method, the value is calculated as the NPV of future price 

premiums that a branded product would command over an unbranded or generic 

equivalent. However, the primary purpose of many brands is not necessarily to obtain 

a price premium but rather to secure the highest level of future demand. The value 

generation of these brands lies in securing future volumes rather than securing a 

premium price. This is true e.g. for many consumer goods categories. This method is 

also flawed because there are rarely generic equivalents to which the premium price 

of a branded product can be compared. Today, almost everything is branded, and in 

some cases private labels can be equally strong as producer brands charging the same 

or similar prices. The price difference between a brand and competing products can be 

an indicator of its strength, but it does not represent the only and most important value 

contribution a brand makes to the underlying business.

3.3.4 Royalty Relief

The royalty payments method is based on the assumption that if a brand has to be 

licensed from a third party brand owner, a royalty rate on turnover will be charged for 

the privilege of using the brand. By owning the brand such royalties are avoided. The
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method involves estimating likely future sales and then applying an appropriate 

royalty rate to arrive at the income attributable to brand royalties in future years. The 

stream of notional brand royalty is discounted back to the NPV - the brand value. 

Therefore, royalty relief can also be attributed among economic use method utilising 

the similar mathematics. The principal difficulty is whether royalties are an effective 

surrogate for brand-related premiums.

3.3.5 Economic Use

Approaches that are driven exclusively by brand equity measures or financial 

measures lack either the financial or the marketing component to provide a complete 

and robust assessment of the economic value of brands. The economic use approach 

combines brand equity and financial measures, and has become in its various forms 

the most widely recognized and accepted methodology for brand valuations 

worldwide. According to Thomas and Parkhurst (2006) more than 80 % of the brand 

valuation practitioners favour DCF-based models. However, there are critics to the 

methodology as well. Chew (1997) claims the model is less helpful in valuing 

businesses with substantial growth opportunities or intangible assets. Based on his 

study on marketing metrics, Ambler (2004) concludes that “NPV is guesswork, not 

science”.

The economic use approach is based on fundamental marketing and financial 

principles:

• The Marketing principle relates to the commercial function that brands perform 

within business. First, brands enable generating customer demand. Customers 

can be individual consumers as well as corporate consumers depending on the 

nature of the business and the purchase situation. Customer demand translates 

into revenues through purchase volume, price and frequency. Second, brands 

secure customer demand for the long term through repurchase and loyalty.

• The Financial principle relates to the NPV of future expected earnings. The 

brand’s future cash flows - both positive and negative - are first identified. 

Then their net is discounted to the NPV using a discount rate that reflects the 

risk of the forecasted cash flows being realised. However, Barwise et al. (1989) 

argue, that there is no objective way of separating a brand’s incremental profit 

or cash flow from that of the rest of the business.
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4. BEST PRACTISE TO BRAND VALUATION

4.1 Basic Principles

One of the most commonly used and referred approach to brand valuation is 

developed by the brand consulting firm Interbrand. Its process is described here in 

detail partly because it serves as the best-known and widely-used method for brand 

valuation (Barth et al., 1998a, Kermouch et al., 2001), and partly because the 

empirical study presented later in this thesis is using input data based on Interbrand’s 

study on brand values. Its economic use methodology defines brand value as the NPV 

of the future economic earnings of the branded business that are fairly attributable to 

the brand. The discount rate used in the calculation is determined through an 

assessment of the fundamental strength of the brand under observation.

Figure 1: Interbrand’s Brand Valuation Process

Market Analysis Brand Analysis

Brand Earnings Brand Risk

Financial Analysis

Intangible
Earnings

Brand Strength 
Score

Role of 
Branding

Brand
Value

Source: Lindeman, 2004.

The process as a whole is illustrated in figure 1. Each component of the analysis 

identifies a different characteristic of a business segment:

• Intangible Earnings capture the total economic value created by intangibles in a 

business segment. This is defined as the level of earnings attributable to 

intangibles from the business less a fair charge to reflect the cost of capital
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employed to support the business. This is the same principle as Stewart’s (1990) 

Economic Value Added (EVA), which is used by many major companies as their 

primary performance indicator.

• Role of Branding estimates the degree to which the brand plays a role in driving 

and securing demand in the business segment, based on the relative importance of 

the component driving factors. The Role of Branding index is applied to the 

Intangible Earnings for each segment to drive Brand Earnings.

• Brand Strength assesses the fundamental strength of a brand’s market position 

against seven core attributes that are consistently associated with strong brands 

and secure earnings streams. The Brand Strength score is converted into a brand 

risk rate that is indexed off the country risk-free rate, reflecting the fact that 

stronger brands produce more secure earnings streams and hence should be 

attributed lower discount rates.

• Brand Value is defined as the NPV of the forecast future Brand Earnings 
discounted using brand specific risk rate.

However, the true challenge in brand valuation is to find out which part of the future 

cash flows are attributable to the brand itself and what discount rate should be used 

when discounting the brand attributable cash flows to present time. Interbrand’s 

concept of brand value is based on the premise that a brand (when well-managed) 

influences customer’ purchase decisions in a way that creates an economic benefit for 

the brand owner. Brands provide their owners with a security of demand (and thus of 

earnings) that they would not enjoy if they did not own the brand. To capture the 

complex value creation of a brand, Interbrand proposes the following five steps 

(Lindeman, 2004):

1. Market segmentation. Brands influence customer choice, but the influence 

varies depending on the market in which the brands operate. By splitting the 

brand’s markets into independent, non-overlapping and homogenous groups of 

consumers according to applicable criteria such as product or service, distribution 

channels, consumption patterns, purchase sophistication, geography, existing and 

new customers etc. The brand is valued in each segment and the sum of the 

segment valuations constitutes the total value of the brand.
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2. Financial analysis. Identify and forecast revenues and earnings from intangibles 

generated by the brand for each of the distinct segments determined in market 

segmentation. Intangible Earnings are defined as brand revenue less operating 

costs, applicable taxes and a charge for the capital employed. The concept is 

similar to the notion of economic profit.

3. Demand analysis. Assess the role that the brand plays in driving demand for 

products and services in the markets in which it operates. After that determine 

what proportion of intangible earnings is attributable to the brand measured by an 

indicator referred to as the “Role of Branding Index.” This is done by first 

identifying the key demand drivers for the branded business, then determining 

the weight to which each driver is directly influenced by the brand. The Role of 

Branding Index represents the percentage of Intangible Earnings that are 

generated by the brand. Brand Earnings are calculated by multiplying the Role of 

Branding Index by Intangible Earnings.

4. Competitive benchmarking. Determine the competitive strengths and 

weaknesses of the brand to derive the specific Brand Discount Rate that reflects 

the risk profile of its expected future cash flows, i.e. the likelihood that forecasted 

Brand Earnings will actually materialise. This comprises extensive competitive 

benchmarking and a structured evaluation of the brand’s market, stability, 

leadership position, growth trend, support, geographic footprint and legal 

protectability.

5. Brand Value calculation. Brand Value is the NPV of the forecasted brand cash 

flows, discounted by the Brand Discount Rate. The DCF calculation comprises 

both the forecast period and the period beyond - often called as a terminal period 

- reflecting the brands’ long-term or even infinite nature and thus ability to 

generate cash flows.

4.2 Forecasting Intangible Earnings

The starting point for assessing the value of a brand is the preparation of a financial 

forecast. This forecast may be a strategic business plan or management accounts and 

should ideally cover a period up to 10 years. The financial forecast should be 

sufficiently detailed to include major profit and loss as well as balance sheet items. 

The purpose of the financial forecast is to establish the expected Intangible Earnings
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of the branded business. Intangible Earnings represent the earnings that are solely 

attributable to the intangibles of the branded business. Intangible Earnings are derived 

by subtracting from branded net sales all operating costs necessary to generate these 

sales, all applicable taxes and a charge for the capital employed in the branded 

business.

In most businesses the capital employed comprises net fixed assets such as property, 

plant and equipment as well as working capital. Until a return is made in excess of 

what one would expect from the fixed assets and working capital tied up in running 

the business, it cannot be said that the brand (or indeed any other intangible) is adding 

value to the business. After making a fair charge for the capital employed, the residual 

earnings represent the prospective Intangible Earnings of the branded business. These 

earnings would be equivalent to those generated by the business if it did not own any 

of its tangible assets and instead leased them from another party.

4.3 Derived Brand Earnings

Identifying the portion of Intangible Earnings that is solely attributable to the brand 

derives Brand Earnings. This is achieved through the Role of Branding analysis. In 

some heavily branded businesses, most of the Intangible Earnings will be attributable 

to the brand; as there are no other significant intangibles in the business. In more 

technically complex businesses, the ability to earn a profit in excess of a base return 

on the tangible assets is only partly a function of branding. It may be much more so of 

other intangibles such as patents, technologies, expertise, sales forces, databases, or 

distribution agreements.

The role that branding plays will vary between brands. For a single brand it may also 

vary between product categories, within a product category and between different 

geographic markets. Generally, the role that brands play in generating demand for the 

со-branded products and services will depend on a variety of factors, for example:

• The degree to which price is the determinant in selling the product

• Whether the consumer perceives it to be a high value-added or a commodity 

product
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• Whether the consumer is highly knowledgeable about the product through 

previous experience with the product

• Whether the product is perceived to be technically distinct from competitors or 

generally interchangeable

It is possible, however, to examine these situations and estimate the degree to which 

the continued ownership of the brand is an intangible driver of demand for the 

branded business. By identifying the key drivers of demand for the branded products 

and services it is possible to calculate what would be lost if the brand was lost as an 

asset of the business. This measure is referred to as the Role of Branding Index. This 

analysis is based on market researches and market observations. The following 

process is conducted to determine the Role of Branding Index:

1. Identify the drivers of demand in terms of what is prompting customers to buy the 

branded product rather than competing products

2. Weight the importance of these drivers of demand in relation to each other

3. Within each driver consider the relative importance of the brand versus other 

intangibles in making that driver effective. An assessment is made on how much 

the effectiveness or success of each driver would be undermined in generating 

demand if the brand was absent. The Role of Branding varies depending on the 

importance of the perception of the driver versus factual delivery of the driver.

The perception element of the driver is usually communicated by the brand

4. Evaluate the overall weighted Role of Banding in each driver and express it as a 
percentage

5. Consolidate the Role of Branding for all of the drivers and thus calculate the 

overall weighted Role of Branding Index.

Applying the Role of Branding Index to Intangible Earnings derives Brand Earnings. 

The simplified illustration of the derivation of Brand Earnings is presented in figure 2.
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Figure 2: Derivation of Brand Earnings

Branded Revenues 

Intangible Earnings 

Brand Earnings

Years

Source: Interbrand, 2007.

4.4 Assessing Brand Risk

In order to calculate the NPV of the expected future Brand Earnings, the risk profile 

of Brand Earnings must be assessed and the appropriate discount rate determined. If 

two brands offered the same amount of future earnings, but one was strong, reliable, 

market-leading brand and the other was a recently launched, fashionable, relatively 

unproven brand, the value of the first brand would be greater than the value of the 

second. This is because the value of a brand reflects not only the earnings that the 

brand can be expected to generate in the future but also the likelihood of the brand 

being able to meet that promise. The difference in the risk profile of the same Brand 

Earnings forecast is reflected in the appropriate discount rate that represents the 

difference in brand risk.

The determination of discount rate for brand attributed free cash flows is grounded in 

investment theory. The starting point is the risk free borrowing rate for the geographic 

market in which the valuation is being completed. This is adjusted to incorporate an 

equity risk premium. These are available for most stock markets and reflect the 

expected returns for equity investors in those markets. The resulting composite 

discount rate is then adjusted for the risk inherent in the specific sector in which the 

brand under valuation operates. Finally, the market sector risk rate is either increased
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or decreased by reference to the specific risk profile of the individual brand to be 

valued - Brand Risk.

Brand Risk is assessed through the Brand Strength analysis. Brand Strength is 

determined by comparing each brand to a “notional ideal brand” according to seven 

attributes. The notional ideal brand carries a slightly higher investment risk than 

government bonds, which are often regarded as the lowest risk investment. The seven 

key attributes that determine the strength of a brand and thus the risk profile of its 

earnings are defined as follows, each with a maximum score:

Market (10). This attribute assesses the market in which the brand operates according 

to its size, growth prospects, volatility and barriers to entry.

Stability (15). Stability is assessed according to the brand’s longevity, the perceived 

quality of its products and services, brand awareness and customer loyalty. In 

addition, an overall assessment of how the brand has endured competitive is made 

Leadership (25). This attribute looks at how the brand influences its market. It takes 

into account the brand’s market share, whether the brand can command distribution 

and/or a price premium and whether the brand is perceived to set the main trends in 

the market in particular with respect to innovation, new product development and 
major price points.

Trend (10). Trend assesses the overall long-term trend of the brand and its ability to 

remain contemporary and relevant to customers. One of the measurements is the 

development of the brand’s market share over time.

Support (10). This attribute assesses the marketing investments made in the brand. 

This includes size and consistency of marketing spends as well as the long-term 

consistency of the brand message.

Geography (25). Geography looks at the brand’s general capability to cross cultural 

and national barriers and in particular its ability to generate earnings in different 

geographical market. This assessment is also influenced by the importance of the 

geographical markets.

Protection (5). This attribute assesses the legal protection of the brand as a whole and 

of all its elements.
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It is the Brand Strength score which reflects the relative security or risk profile of 

future Brand Earnings and which thus determines the discount rate to be applied. A 

strong brand provides a high level of confidence that Brand Earnings will be 

maintained and results in a lower discount rate. Conversely, a weak brand gives a 

lower level of confidence in future earnings, so the discount rate must be higher to 

reflect the increased risk as illustrated in figure 3.

The range of risk rates reflects the economic conditions of the market in which the 

brand is being sold. It will therefore be derived from risk-free rates and the cost of 

capital. The range assumes that the ideal brand scoring 100 out of 100 is still slightly 

riskier than a risk-free investment and so commands a slightly higher discount rate. 

The riskiest brand (scoring 0/100) is discounted to infinity and the “average” brand 

(scoring 50/100) is discounted at a level that is broadly in line with the average 

performance of branded goods companies. A low score reflects a high risk resulting in 

a high discount rate. A high score reflects a low risk resulting in a low discount rate.

Figure 3: Relationship between Brand Strength Score and Brand Beta

JJnbranded
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Average Brand
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The determination of Brand Risk and the discount rate is a complex task and requires 

in-depth analysis on the brand under valuation. For the practical purposes, the 

discount rate used in brand valuation can mathematically be applied from the Capital 

Asset Pricing Model (CAPM):

BE(R) = Rf+Bß*[E(Rm)-Rf],
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where

BE(R) = Required return for the brand, i.e. discount rate for the brand;

Rf- Risk free rate;

Bß = Brand Beta;

Rm = Required return for equity in relevant market.

By using the CAPM in determining the discount rate, Brand Beta can vary only 

between 0 and 2, the sample result of which is illustrated in figure 4.

Figure 4: Sample Application of Brand Risk

4.5 Deriving Brand Value

Brand Value is calculated by discounting forecasted Brand Earnings with the discount 

rate derived through the Brand Strength analysis. The NPV of the Brand Earnings of 

the forecast period and beyond represents Brand Value. As a mathematical formula 

this is:

П D 77

NPV = У-------, where
ы (1+
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BE = Brand Earnings, i.e. free net cash flows attributable to brands;

BR = Discount rate taking into account the riskiness of the brand; 

n = Number of Brand Earnings forecasts, typically annual.

However, brands are often considered to have an infinite life. Then also n is 

approaching infinity, n—>oo. Since it is impossible to estimate cash flows forever, one 

generally imposes closure in DCF valuation by stopping the estimation of cash flows 

sometime in the future and then computing a terminal value that reflects the value of 

the brand at that point. Mathematically this can be presented:

NPV =
A BE, TBEn V-------! - +-------"—

(1 + BR)' (1 + BR)n
, where

TBE = Terminal value of Brand Earnings. Mathematically:

TBE„ = BEn+l , where 
BR-g

g = Constant growth rate of Brand Earnings.

4.6 Hypothetical Sample Valuation

To illustrate the complex value measurement of a brand, we calculate the Brand Value

for a hypothetical company. First, we divide the process into the five steps.

1. Market segmentation. Brands’ influence varies across different markets which 

the brands operate. We split the brand’s market into non-overlapping and 

homogeneous groups according to applicable criteria such as product or service, 

geography, distribution channels etc. The brand is valued separately in each 

segment and the sum of separate segmented values constitutes the total value of 

the brand.

2. Financial analysis. We forecast the revenues and earnings from intangibles 

generated by the brand for each of the identified segments. Intangible Earnings
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are calculated as brand revenue less operating costs, applicable taxes and a 

charge for the capital employed.

3. Demand analysis. Next, we analyse the impact of brand in driving demand for 

products and services in the markets it operates, and asses the proportion of 

Intangible Earnings attributable to the brand by a Role of Branding Index. This is 

done by identifying key drivers of demand for the branded business and 

determining the degree each driver is influenced by the brand. The Role of 

Branding Index represents the percentage of Intangible Earnings generated by the 
brand.

4. Risk analysis. Then, we determine the Brand Discount Rate reflecting the risk 

profile of expected future earnings by analysing the competitive strengths and 

weaknesses of the brand. This is measured by Brand Strength score comprising 

extensive benchmarking and evaluation of the brand’s market, stability, 

leadership position, growth trend, support, geographic footprint, and legal 
protectability.

5. Brand Value calculation. Brand Value is the NPV of the forecasted Brand 

Earnings, discounted by the Brand Discount Rate. The NPV calculation 

comprises both the forecast period and the terminal period, i.e. the period beyond 

the forecast period, reflecting the ability of brands to continue generating future 

earnings. The last forecasted year 6, is normalised to reflect long-term 

sustainable financial figures as it serves as a base year for the cumulative 

terminal period forecasts. The output summary of the sample Brand Value 

calculation is shown in table 1.
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Table 1: Summary Output of Sample Brand Value Calculation

Year 1 Year 2 Year 3 Year 4 Years Year 6-
Market (Units) 1 000 000 1 050 000 1 097 250 1 141 140 1181 080 1 210 607
Market growth rate 5,0 % 4,5 % 4,0 % 3,5 % 2,5 %

Market share 27,0 % 26,5 % 26,0 % 25,5 % 25,0 % 24,0 %
Volume 270 000 278 250 285 285 290 991 295 270 290 546
Price (€) 100,0 102,5 105,1 107,7 110,4 113,1
Price change 2,5 % 2,5 % 2,5 % 2,5 % 2,5 %

Branded Revenues 27 000 000 28 520 625 29 972 755 31 336 516 32 592 280 32 872 574
Cost of sales 14 040 000 14 830 725 15 585 833 16 294 988 16 947 986 17 093 739
Gross margin 12 960 000 13 689 900 14 386 923 15 041 528 15 644 295 15 778 836

Marketing costs 2 700 000 2 852 063 2 997 276 3133 652 3 259 228 3 287 257
Depreciation 2 500 000 2 500 000 2 500 000 2 500 000 2 500 000 2 500 000
Other overheads 1 350 000 1 426 031 1 498 638 1 566 826 1 629 614 1 643 629
Central cost allocation 675 000 713 016 749 319 783 413 814 807 821 814

EBITA (Earnings Before Interest, Tax and Amortisation) 5 735 000 6 198 791 6 641 690 7 057 637 7 440 646 7 526 135
Applicable taxes 26% 1 491 100 1 611 686 1 726 839 1 834 986 1 934 568 1 956 795

NOPAT (Net Operating Profit After Tax) 4 243 900 4 587 105 4 914 851 5 222 652 5 506 078 5 569 340

Net PPE (Property, Plant, Equipment) 7 500 000 7 687 500 7 879 688 8 076 680 8 278 597 8 485 562
Working capital 5 250 000 5 512 500 5 788 125 6 077 531 6 381 408 6 700 478
Capital Employed 12 750 000 13 200 000 13 667 813 14 1 54 211 14 660 004 15186 040

Capital Charge 8% 1 020 000 1 056 000 1 093 425 1 132 337 1 172 800 1 214 883

Intangible Earnings 3 223 900 3 531 105 3 821 426 4 090 315 4 333 277 4 354 457

Role of Branding Index 79%

Brand Earnings 2 546 881 2 789 573 3 018 926 3 231 349 3 423 289 3 440 021

Brand Strength Score 66 = Beta 0.67
Brand Discount Rate 7.4%

Discounted Brand Earnings 2 371 398 2 418 406 2 436 911 2 428 660 2 395 643 2 241 483

NPV of Discounted Brand Eanings (years 1-5) 12 051 018

Long-term growth rate 2.5%

NPV of Terminal Brand Value (Beyond year 5) 45 744 545

Total Brand Value 57 795 562
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5. FINANCIAL REPORTING OF BRAND VALUE

5.1 Background

The increasing recognition of the value of intangibles came with the continuous 

increase in the gap between companies’ book values and their stock market 

valuations, as well as with sharp increases in premiums above the stock market value 

that were paid in mergers and acquisitions in the late 1980s. For instance, Grand 

Metropolitan ended up paying 88% of goodwill when acquiring Pillsbury in 1989 and 

Nestle 83% in acquiring Rowntree in 1988. Hadjiloucas and Winter (2003) noticed 

that intangible assets and goodwill constituted 74 % of the average purchase price of 

acquired companies in the US in 2003 (with, respectively, intangible assets 

representing 22 % and residual goodwill 52 %). Brands are critical assets in mergers 

and acquisitions (Keller 1993). In their research Morck and Yeung (2003) found that 

corporate diversification - both across different industries and countries - enhances 

the value of an enterprise in the presence of intangibles - brands particularly, but 

destroys values without intangibles.

Interbrand has followed the development of market value allocation between asset 

classes in FTSE 100 (Footsie®) companies on the London Stock Exchange (LSE). 

The materialised proportions and the estimate for 2008 are presented in figure 5.

Figure 5: Division of Market Cap in FTSE 100 between Asset Classes
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Source: Interbrand, (Blackett and Boad, 1999).
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As can be seen from the figure, the value of companies’ intangible assets has 

consistently increased. Daum (2001) also claims that the percentage of intangible 

assets from the total assets for S&P 500 corporations has increased on average from 

less than 40 % in 1982 to more than 80% in 19983. Lev and Daum (2004) state that 

this is because the economy has changed from being industrial to knowledge based.

Another way to present the quantity and value of intangible assets is to relate the 

long-run market equilibrium value of a firm to the replacement cost of the firm assets 

(Tobin, 1969). When these are not equivalent, i.e. the ratio differs from 1, markets 

place value on the company’s intangibles. The ratio is called Tobin’s q. The higher 

the ratio is, the more the market value is explained by intangibles. For instance, in 

2003 e-commerce company Amazon had a q ratio of 10 whereas US Steel had a q 

ratio of 0. Not surprisingly, the former is included in the list of 100 Most Valuable 

Global Brands - unlike the latter. The mathematical formula for Tobin’s q is:

q = {MV + BV + DEBT) /A, where

MV = Market value of equity;

BV= Book value of outstanding preferred stock;

DEBT= Short-term liabilities less short-term assets + book value of long-term debt;

A = Book value of total assets.

Using Tobin’s q as a proxy for brand equity, Lindenberg and Ross (1981) found that 

the consumer goods companies had a ratio greater than 2, indicating that these 

companies had considerable intangible value. More commodity type of industrial 

companies had a ratio close to 1. Simon and Sullivan (1993) decomposed firm value 

into tangible and intangible components. Intangibles were broken down into industry

wide, cost, and brand factors. The brand factors were derived from a market share 

equation using instrumental variables such as order of entry and advertising. As a 

percentage of replacement values, brand equity was 61% with apparels, 58% with 

printing and publishing and 46% with tobacco. On the other end, brand equity was 

close to zero with industries such as paper, metal and mining. Interbrand has

3 This may be partly an oversimplification as the amount of intangible asset was calculated by the 
difference between the market value minus physical and financial assets on the balance sheet.
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examined the relative importance of brands in different industries, the findings of 

which are presented in table 2.

Table 2: Relative Importance of Brands and Other Assets across Industries

Tangibles Brands Other intangibles

Utilities 70% 0% 30%

Industrial 70% 5% 25%
Pharmaceutical 40% 10% 50%

Retail 70% 15% 15%
Info Tech 30% 20% 50%
Automotive 50% 30% 20%

Financial services 20% 30% 50%
Food and drink 40% 55% 5%
Luxury goods 25% 70% 5%

Source: Interbrand, 1997

Both acquisitions and organic investments in intangible assets can create a large 

permanent measurement bias. In many companies large resources are spent annually 

in order to generate successful future business. The resources associated with these 

activities are commonly recorded as immediate expenses, rather than being 

capitalised. Assuming that such expenditure is expected to generate fair but late 

return, the size of the measurement bias is a function of how late this return is 

expected to be realised and at what risk. The component that shows up annually in the 

income statement can mathematically be expressed as:

Income = [/(1+ /')"]-/, where

I = Annual constant investment (expenditure) in real terms; 

r = Discount rate (expected real return); 

n = Number of years until the investment pays off.

The annual investments have for accounting and tax purposes been fully treated as 

expenses. The tax rate times the unrecorded value can thus be viewed as deferred tax. 

The unrecorded after-tax NPV of annual investments can then be expressed as:

NPV = I* t(1 + r) *(l-r), where 
r

t = Applicable tax rate.
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Companies can no longer differentiate themselves neither create competitive 

advantages without intangible assets (Daum, 2002). In providing financial 

information, companies have to comply with accounting regulations. However, 

current accounting practises are not able to capture all the values of intangible assets. 

This has automatically resulted in widening gap between the companies’ book and 

market values, since a major portion of intangible assets is not reported on the balance 

sheet (Edvinsson and Malone, 1998). Technically, the difference is due to book value 

being controlled by accounting rules, whereas the market value is controlled by the 

markets’ expectations of the company’s future performance (Bild, 1998). Brealy and 

Meyers (2003) argue that the difference originates from the market’s estimation of the 

company’s asset yield. If the market believes the company can make a higher return 

than the risk free rate on its assets, a positive value is recognised. If the return equals 

risk free rate, the market value equals book value. Hall (2001) as well as Finchara and 

Roslender (2003) all conclude that the discrepancy can be explained by the intangible 

assets. Also, Lev (2001) claims that the accounting struggles to determine the 

financial value of intangible assets. Of course, intangible items should be off-balance 

sheet items, when they are not under explicit control of the company. Online 

communities, hobbyist clubs, and dealer networks provide good examples.

Global financial markets demand international consistency in accounting and auditing 

standards and approaches. International Financial Reporting Standards (IFRS) are 

standards and interpretations adopted by the International Accounting Standards 

Board (IASB). All listed EU companies have been required to use IFRS since 2005, 

and practically replace older Financial Accounting Standard (FAS). Approximately 

100 countries currently require or permit the use of or have a policy of convergence 

with IFRS. There are still minor differences in reporting standards, for example with 

USGAAP (United States Generally Accepted Accounting Principles), but in most 

material aspect they are rather similar. Probably the most significant difference is in 

the treatment of R&D: Under GAAP it is immediately expensed, while under IFRS it 

is capitalised and amortised. However, some other countries than United States using 

GAAP, for instance Australia, permits recognition of the value of internally 

developed intangible assets such as brands, providing that certain prerequisites are 

met.
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The key target of IFRS is to improve the information given to capital market and thus 

to investors. IFRS focuses on the balance sheet, which has been of secondary interest 

to many investors. One probable reason is that balance sheet reported under FAS 

“misstated” book value in relation to market value. IFRS aims to narrow this gap by 

introducing changes particularly for the calculation of equity in such a way that the 

book value would more closely reflect the market value of a company. The practical 

problem is, however, that in many businesses reported sales and earnings fluctuate 

both within a financial year and from year to year. Therefore, capitalising intangible 

assets based on their capability of generating revenue and earnings is challenging, as 

the equity value on the balance sheets should vary in accordance with the associated 

revenues and earnings. Brands are only one form of intangible assets, but they 

basically have features which make prudent valuation possible: they are often 

detachable from other assets; they often have property rights recognised in law; and 

the cash flows they produce are often fairy reliable. The argument that brands cannot 

be measured reliably is also applicable to tangible assets. The financial picture that 

accountants attempt to portray is always incomplete. The issue of what should be 

included is simply a question of how much distortion is acceptable to the users of it.

Those with an interest in valuing brands argue that they can be separated and a value 

obtained based on discounted revenue streams. A report from Arthur Andersen (1992) 

accepts that most brand valuations adopt economic-based approaches because of the 

lack of market information - each methodology seeks to evaluate the NPV of the 

incremental cash flows or earnings attributable to a brand. The report concludes that it 

is possible to codify valuation methodologies and improve the general understanding 

of the valuation process to such that users can have more confidence in the 

incorporating brands into financial statements. It also argues that there is a 

considerable consensus in the business and professional community regarding 

valuation methodologies and by acceptance of valuations in taxation, licensing 

agreements, and fund raising. On the other hand, the report agrees that separability is 

one of the main obstacles in enabling the reliable measurement of brand value. It 

recognised that the value of a brand may be dependent on other intangible elements, 

and must therefore be defined either very narrowly or very broadly.
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The value of a brand is dependent on the future cash flows attributable to it. The 

complex relations between the brand and other factors or assets contributing the future 

cash flows are impossible to specify in an unambiguous way. Therefore the allocation 

of cash flow to the certain asset is always a subjective procedure. As both the future 

cash flows and the brand’s contribution of generating the cash flows are uncertain, 

there are also bound to be uncertainties in the brand value. This - if interpreted 

narrowly - is in conflict with IFRS, which demands that internally generated 

intangible assets should be capitalised only when they are separately identifiable and 

have a readily ascertainable market value defined as being from a homogenous 

population of assets that are equivalent in all material respects’ and for which there is 

an active market, evidenced by frequent transactions. Brands are never likely to 

comply with this rule - whether internally generated or acquired.

5.2 IFRS on Intangible Assets

We briefly review the accounting standards introduced by IASB to regulate 

accounting for intangible assets. According the IASB framework, the objective of 

financial reporting is to provide information which is useful to those making 

economic decisions. Although there is a wide range of users, in most contexts the 

focus is on equity investors and their advisers who use financial statements as one 

basis for forecasting a company’s future cash flows and thus determining its share 

price. The emphasis is on the needs of capital markets. The framework sets three 

recognition criteria for a resource to be recognised as an asset (Smith, 2006).

1. The resource must be expected to generate economic benefits to the enterprise

2. The resource must be controlled by the enterprise.

3. The resource must be the result from past transactions of other past events.

Consistently, the standard reviewed will be IAS 38 - Intangible Assets and the parts 

of IFRS 3 - Business Combinations concerning intangible assets. IAS 38 is the part of 

IFRS that deals with how intangible assets such as brands should be treated in 

accounting. IFRS defines intangible asset as “a non-monetary asset without physical 

substance” (IAS 38:8). The standard requires an enterprise to recognise an intangible 

asset only if certain criteria are met. The standard also specifies how to measure 

intangible assets and requires certain disclosures.
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IAS 38 consists of a number of requirements in order for intangibles to be recognised 

as assets. The three main criteria are identifiability, control, and generation of future 

economic benefits as well as reliable measurement of these benefits (IAS 38:8). 

Reliability of measurement means that, for a given basis of measurement, different 

measurers of an item will arrive at amounts that are not materially different. It is 

affected by the amount of evidence available about two factors: the timing of benefits 

inherent in the item by monetary terms; and the size of these benefits.

An intangible asset must be identifiable to distinguish it from goodwill (IAS 38:10). 

According to IAS 38:12, identifiability requires that the asset can be separated or the 

asset was created as the consequence of a contract or other legal rights. By separated 

means that the asset must be able to separate from equity and transferred, whether be 

it sold, rented, licensed or exchanged either individually or together with a related 

contract, asset or liability. Many see brands as collection of assets which are an 

integral part of a business activity and for which a market price is impossible to 

establish because each asset is unique. Even if the asset cannot be separated from the 

entity and transferred, it is still accepted as separable if it was created as the 
consequence of an action (Smith, 2006).

IAS 38:13-16 requires that the company controls the future economic benefits 

deriving from the asset. This means that the company must have exclusive rights to 

those benefits and thus be able to stop others from obtaining them (Epstein and Miraz, 

2005). However, legal enforceability of a right is not a necessary condition of control. 

Some - but not all - brands are protected by trademarks or design copyrights, which 

provide the owner of the brand with a statutory monopoly in the mark for the goods or 

services. Unfortunately, it is too common to break these monopolies by illegal pirates 

particularly in less developed markets.

IAS 38:17 states that unless the asset will create revenues, cost savings, or other 

benefits for the company, and if the economic benefit cannot be reliably determined, 

it cannot be recognised as an asset. In addition, the standard states that assumptions of 

these cash flows must be made on probable grounds, and that the assumptions must be 

made with concern to all relevant and available information (IAS 38:21-23). Unless
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all the three criteria are met, the cost for acquiring the asset should be expensed and 
not capitalised (IAS 68).

If an intangible has been defined as an asset and also reaches the criteria to be 

capitalised on the balance sheet, the value of the asset must still be determined. There 

are two different methods for use, depending on whether the asset came into the 

company’s possession through acquisition or whether it was crated by the company 

in-house. For the acquired intangibles, the value is dependent on whether the asset 

was bought as a part of larger asset pool or whether it was the only asset being 

bought. If the asset was paid separately, that price should be used on the balance sheet 

as well or adjusted by any directly attributable cost of preparing the asset for its 

intended use. In case the asset was a part of an acquisition, the assets must be 

identified and separated from goodwill before any part of the purchase price can be 

allocated to it on the balance sheet.

Internally generated goodwill can never be capitalised (Artsberg, 2005). On the other 

hand, identifiable and separable intangible assets can be capitalised under certain 

circumstances. All projects run within the company are divided in to either research or 

development phase. Projects labelled as research cannot be capitalised but must be 

expensed (IAS 38:54). This is due to their uncertainty of generating future benefits for 

the company (IAS 38:55). In contrast, projects labelled as development should be 

capitalised, if the enterprise is able to demonstrate how the asset will generate future 

economic benefits (Nilsson, 2005). However, brands and some other types of 

internally generated intangible assets may never be capitalised (Smith, 2006). The 

main reason why these assets are not allowed to be capitalised is that they are 

complex and difficult to measure (Srivastava, Shervani and Fahley, 1998).

Concerning amortization of intangible assets, the useful life must first be determined, 

over which the asset should be amortised with a depreciable amount allocated on a 

systematic basis. Intangible assets with indefinite useful life shall not be amortised 

(IAS 38:107), but instead must be tested for impairment by comparing its recoverable 

amount with its carrying amount annually, or whenever there is an indication that the 

asset may have been impaired.
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The objective of IFRS 3 is to specify the financial reporting by an entity when it 

undertakes a business combination. In particular, it specifies that all acquired business 

combinations should be accounted for by applying the purchase method (IFRS 

3:l).The acquirer purchases net assets and recognises the assets, liabilities and 

contingent liabilities assumed. Applying the purchase method requires identifying an 

acquirer, measuring the cost of the business combination and allocating the associated 

cost to the assets, liabilities and contingent liabilities assumed (IFRS 3:24). It also 

implies goodwill being recognised by the acquirer. Acquired goodwill should be 

recognised and measured as the excess of the cost of the business combination over 

the acquirer’s share of the net fair values of the acquiree’s identifiable assets, 

liabilities and contingent liabilities (IFRS 3:51). Amortisation of goodwill is 

prohibited (IFRS 3:54), and instead it should be tested for impairment at least 

annually (IAS 36).

An important aspect in recognition of intangible assets is to determine whether an 

expenditure on an intangible item shall be recognized as an asset or as a cost when it 

is incurred. IAS 38 states that expenditures on intangible items shall be recognized as 

an expense when incurred, unless it forms a part of the cost of an intangible asset that 

meets the recognition criteria, or unless the item is acquired in a business combination 

and thus cannot be recognized as an asset. In the latter case, this expenditure shall 

form a part of the amount attributed to goodwill at the acquisition date, since the 

possible future economic benefits cannot be attributed to a specific intangible asset.

In measuring an intangible asset after its recognition, an entity shall choose either the 

cost model or the revaluation model. The cost model implies that an intangible asset 

shall be carried at its cost less any accumulated amortisation and impairment losses. 

Revaluated fair values shall be determined primarily by reference to an active market 

and with such regularity that at the balance sheet date the carrying amount of the asset 

does not materially differ from its fair value. However, as most intangible assets - 

brands particularly - are unique in nature, neither good comparables nor active 

markets for them exist and consequently fair values cannot be reliably determined. In 

practise, using the income capitalisation approach for determining the fair value of 

intangible assets is both possible and also frequently used.
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International Valuation Committee (IVC) is an organisation committed to the 

development of a single set of global standards and requirements for the valuation of 

assets and liabilities for accounting purposes. IVC argues that IAS 38 does not 

actually limit any valuation approach, method, or input as long as the output for fair 

value closely match the price at which knowledgeable, willing parties would transact 

for an asset. Thus, the valuer has relatively high degree of freedom providing that the 

requirement for reliable measurement for future economic benefit is fulfilled (IVSC, 

2007). IAS 38:31 explains that information is reliable “when it is free from material 

error and bias and can be depended upon by users to represent faithfully that which it 

either purports to represent or could reasonably be expected to represent”.

Goodwill, intangible assets with indefinite lives and those not yet in use must all be 

tested for impairment at least annually. Intangible assets with finite lives require a 

review for indications of any impairment. The test involves a comparison of the 

carrying value of the asset with its estimated recoverable amount. The recoverable 

amount is defined as the higher of the value less costs to sell and the value in use. The 

value in use is generally based on the DCF from the asset. If the recoverable amount 

is found to be lower than the carrying value, the carrying value is reduced to the 

recoverable amount with a charge to profits. It is possible to reverse an impairment 
loss related to an intangible asset, but not for goodwill.

5.3 Concerns on Financial Reporting of Intangible Assets

The accounting treatment of goodwill upon acquisition is an important step in 

improving the financial reporting of intangibles such as brands. On the other hand, it 

is still insufficient as it takes into account only the acquired goodwill, which may be 

but a small portion of the total value of the intangibles in companies’ possession. 

Moreover, this information is often presented in not-detailed form in the footnotes of 

the accounts. There is still also a problem with the quality of brand valuations for 

balance sheet recognition as the companies enjoy great flexibility on using whatever 

valuation techniques they choose - despite its level of sophistication. Lagerström and 

Nicander (2006) found substantial flaws in impairment testing of listed Swedish 

companies. Gauffin and Nilsson (2006) complained also on the lack of unified 

methods on valuing and reporting on intangibles and goodwill.
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SFAS 141, the US equivalent standard to IFRS 3, was introduced in the US in 2001 to 

standardize the accounting for assets acquired in a business combination. A brand 

consultant Intangible Business (2007) analyzed its application over the first five years. 

The values of identifiable intangibles appeared to be lower than expected and, as a 

consequence, goodwill higher. This may be because intangibles were not all being 

identified while some were allocated low valuations. There was also likely element of 

overpayment for acquisitions which had not been recognized or identified. The study 

concluded that benefits from implementation of SFAS 141 appeared insignificant - 

showing little difference to the implementation of IFRS 3 examined in their similar 

study (2007). It also found that under IFRS 3, intangible assets were significantly 

undervalued, the level of information was so short of detail that it is of little use, and 

it underlined the inherent limitations within the framework. The final remark was that 

there had been no improvement in the quality of reporting over the observed period.

To summarize, there are companies who do value intangibles on their balance sheet 

and companies who do not. There are companies, who do use adequately 

sophisticated methods in valuation and companies who do not. These inconsistencies 

make the comparison of the companies’ balance sheets more difficult. This is also 

noted by Whitwell, Lukas and Hill (2006), who state that the disclosure and reporting 

of intangibles are often “irregular, subjective, selective and informal”. In order to 

create a more informative and transparent financial reporting that correctly captures 

also the intangible assets to the balance sheet, the consistent valuation methodology 

and technique should be included in the accounting practises.

There are several problematic consequences originating from the lack of adequate 

reporting on intangibles and from prevailing information asymmetry. Deficiencies in 

information disclosure of any company - particularly intangible-intensive ones - 

result in excessive cost of capital (Botosan, 1997; Sengupta, 1998). Lev, Sarath, and 

Sougiannis (2000) found that companies with high growth rate of intangible-related 

expenses and resulting lower growth rate of earnings are systematically undervalued 

by investors. Their conclusion was that also systematic undervaluation of intangibles 

exists. A study by Aboody and Lev (2000) addressed that in companies with high 

degree of intangibles, gains to insiders are far greater than in companies with less 

intangibles. This probably originates from the intangible-related information
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asymmetry between managers and investors, and the exploitation of such asymmetry 

by some executives. Whitwell et al. (2006) argue that the confusion around intangible 

assets could potentially have a large impact on the market economy, and that it has 

resulted in a number of recent accounting scandals. Further, they claim that 

overvaluation of intangible assets was the principal cause of corporate crashes such as 

WorldCom and Enron in the US. An agreed way of handling intangibles would 

decrease the risk of this happening again.

However, it is not only the balance sheet whose usefulness is deteriorated by the lack 

of capitalisation of intangible assets. This is because investments in intangible assets - 

whether organic or acquisitions - are often expensed as they incur. The possible 

economic benefits of these expensed items are visible during many future fiscal years’ 

income statements, thus misdirecting cash outflows with inflows. This inflates also 

many commonly used financial measures such as ROE and P/E together with balance 

sheet based M/В and gearing. Current-term results tend to have future-term 

implications and thus an impact to the long-term value of firms (Miller and Rock, 

1985). Lev and Zarowin (1999) reasoned that reported earnings play a decreasing role 

in information for investors as they found lessening association between annual 

earnings and stock returns for the US firms during 1980-96. Also, a simulation-based 

study by Healy, Myers and Howe ( 1997) demonstrated the general superiority of 

intangibles’ recognition as assets compared to immediate expensing in providing 

relevant performance data to investors. We can thus conclude that the recognition of 

intangible assets on balance sheets would lead to more realistic earnings growth 

patterns in companies’ financial reporting.

In today’s knowledge-based economy, much of value creation or destruction 

precedes, sometimes by years, the occurrence of recordable transactions. This is a 

major reason for the growing disconnect between market values and financial 

information. In the worst case, this may have an adverse impact on the decision

making by the companies’ management. The management may be tempted to adjust - 

by cutting or postponing - value creating investments in intangibles to be able to meet 

or exceed incentive criteria or analysts’ expectations, thus destroying longer term 

shareholder value of the company. Darrough and Rangan (2001) found evidence that 

in the year of initial public offering, firms tend to cut investment in intangibles in
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order to report higher earnings, apparently in attempting to improve investors’ 

perception of current value. Muller (1999) examined UK firms’ capitalisations of 

brands and found that the decisions were influenced by the impact that immediate 

write-off of goodwill to equity had on the USE. The companies’ management did not 

want report reduced earnings. The capitalised brands are not amortised and thus have 

no direct adverse impact on future earnings.

An economy that cannot measure its value properly, can neither allocate its resources 

properly (Edvinsson and Malone, 1998). A consulting firm Brand Finance carried out 

a survey (2000), which supports the need for the increase in brand value information. 

In the study, out of 339 U.K.-based analysts and investor relation managers, 73 % 

requested for more reported information on brand values in light of their usefulness to 

investors, up from 53% in 1997. Financial market reward companies for increased 

disclosure. Barnett (2003) found that corporate transparency and stock price volatility 

have a clear linkage that gets stronger as enterprises gets smaller. Barth and Kasznik 
(1998b) found that firms’ decisions to repurchase shares and the market’s reaction to 

the announcement of repurchase are significantly positively related to the estimates 

for unrecognised intangible assets. Also, Barth et al. (2001) noticed that the estimates 

for unrecognised intangible assets including brands are significantly positively related 

to analyst coverage and the effort analysts spends on analysing firms.

Eccles et al. (2001) found evidence that the usefulness of traditional financial 

measures such as P/В and P/E ratios have declined, and new measures for recognising 

the value of intangible assets and evaluating performance on non-financial dimensions 

have increased in importance. They also refer to a series of surveys that accounting 

firm PricewaterhouseCoopers conducted during the period of four years. Investors 

and analysts value information about brand equity and visibility much higher than the 

companies’ managements do. Their conclusion was that the market disagrees with 

most managers’ valuations of their companies - partly because investors and analysts 

lack adequate information to make a proper judgement. Eccles et al. (2001) conclude 

that better disclosure leads to better strategies, which in turn leads to better 

performance - all reinforcing each other.
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5.4 Alternative Reporting for Intangible Assets

Intangible assets can not often be recognised on balance sheets, because of the 

uncertainty about their existence or their possibility to generate future economic 

benefits. This can also be used as a counterargument: is it not exactly for the high 

uncertainty related to intangibles why additional information of these assets is needed 

as they move along the value chain from ideas to feasibility and commercialisation. 

Since intangible assets have become important factors for value creation, many 

important valuable assets are hidden from investors and other users of financial 

reporting - including often the management of a company (Lev and Daum, 2004). Of 

course, also physical and financial assets may have hidden value not shown in the 

accounting, but a greater part of the difference is attributable to intangible assets. 

Moreover, the informational asymmetry is only getting bigger because of the 

increasing importance of intangible assets.

The disparity between a company’s market and book values is often attributed to 

“intellectual capital”. Market value can be described as an indicator of a company’s 

potential future value determined by corporate outsiders - investors. The attempt to 

try to narrow the gap between market and book values may imply an overestimation 

of companies’ intangible assets. The management probably believes strongly in their 

capabilities of creating value, and is thus inclined to report great values for intellectual 

capital. Consequently, companies cannot set their own market values, but they could 

provide investors with the best and most comprehensive information possible for the 

evaluation of intellectual capital. Since traditional accounting standards fail to capture 

companies’ intellectual capital, more precise information on intangible assets needs to 

be provided in order to enable investment community to better evaluate companies’ 

value. It may be that accounting rules will be changing in the course of future to better 

adapt to the need of information on intangible asset. Until then, however, companies 

can themselves voluntarily improve the situation by developing and providing 

alternative ways of reporting their intangible assets.

The purpose with alternative reporting of intangible assets is to reduce information 

asymmetry created by the increasing importance of intangibles by communicating 

better about the intellectual property company possess. Alternative reporting could
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thus provide investors and management with value relevant information missing in 

accounting by revealing potentially hidden values of intangible assets. Companies 

would be providing indications about their assessment of real economic values.

Capital market would then evaluate the information and - based on the judgement - 

transfer the information to market values of the companies. This would result in 

decreasing the information asymmetry, which is the principal purpose of accounting.

Intangible assets by themselves neither create value nor generate growth (Daum, 

2002). They are an integrated part of the value chain of a company, and as such 

embedded with physical assets. Corporate reporting and internal management systems 

must therefore provide a more comprehensive picture that allows investors and 

managers to evaluate the performance of the total value creation system of a 

company. Therefore, it is not only financial information about separate intangible 

assets that alternative reporting should consist. It should elaborate the entire value 

creation process in order to provide forward-looking guidelines on companies’ future 

performance potential. This information - or the process of developing it - may be 

valuable also to the company itself, because it enables the management to better 

recognise the value creation process of the company and thus manage and develop it 

more efficiently - “what get measured, gets done”. The survey of 250 executives and 

directors conducted by Deloitte (2004) revealed that the overwhelming majority of the 

sample felt they are lacking incisive information on their companies’ key non- 

financial drivers of success. The findings of the study by Cravens and Guilding (2001) 

provide strong support for the view that brand value accounting creates a considerable 

potential also for positive managerial implications.

The value of intangible assets is related to the future. They represent capacities and 

potential for future growth and income. Current internal and external reporting 

practices are primarily presenting past information. This should be complemented 

with more forward looking information. In addition, the whole reporting approach 

must be more dynamic, since regular checks and updates for the total value chain are 

required for the ever-changing market conditions. For instance, Barth et al. (1998a) 

found considerable variation in the sign and magnitude of brand value changes over 

time. This variation is hardly surprising given the diverse factors that can affect brand 

values, including factors beyond the control of the company owning the brand such as
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actions by competitors. In order to attain objectivity and reliability, all the information 

in the alternative reporting should be regulated and externally audited - at least to the 

extent of internal disclosures.

Investors typically have a broad selection of competing investments available. 

Investors consider the lack of information and resulting uncertainty as a risk, which 

needs to be compensated with the additional yield. Therefore, the information 

provided by at least the listed companies should be coherent to ensure rational and 

reliable comparability. This is the main reason why so many countries have adapted 

IFRS. It is also why alternative reporting on intangible assets needs to be regulated; 

otherwise both the quantity and quality of information varies too much between the 

companies. On the other hand, since the companies’ intangible assets and value 

creating processes are different, adequate degree of flexibility must remain in order to 
ensure sensible output.

The problems in traditional financial reporting as well as the need for additional 

information and alternative reporting are well known. Some attempts to improve the 

situation have already taken place. Working groups of the US Securities and 

Exchange Commission (SEC) as well as the Financial Accounting Standard Board 

(FASB) have suggested guidelines for alternative reporting (SEC 2001; FASB 2001). 

In Denmark, the Danish Financial Statements Act (June 2001) requires supplementary 

disclosure of intellectual assets if they are likely to affect future earnings. Lev and 

Daum (2004) have made concrete proposals for alternative reporting. Lev (2001) has, 

for instance, developed the “Value Chain Scorecard”, which provide non-transaction 

and non-financial information for evaluation of companies’ value creation potential. 

Widely used “Balance Scorecard” developed by Kaplan and Norton (1996) aims also 

to report of intellectual properties although it is mainly used for internal purposes. It 

could still be used as a foundation and a benchmark in developing an external 

reporting model. Also companies themselves have created and published several 

approaches for internal and external reporting of intellectual capital. Of these, at least 

Swedish insurance company’s method “the Skandia Navigator” is widely recognised, 

as it pioneered on this area by being the first externally published complement to the 

1994 annual report. Sveiby’s (1997) “Intangible Asset Monitor” has also been applied 

by some of the listed companies in their financial reporting.
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To sum up, there is a clear need for financial reporting to give a better understanding 

of the intellectual capital, which for many companies is the main source of future 

earnings potential and as such the most valuable asset. However, there are many 

obstacles to overcome and concerns to consider until this need can be fulfilled.

Firstly, the value of intangible assets is related to their ability to generate future 

earnings, and this value is often embedded with other assets. This makes the value of 

intangible vague, volatile and thus difficult to determine. The reporting of such value 

would fail to meet the two key criteria of IFRS: identifiably and reliability in 

measurement. Even the third criterion - controllability - is questionable as the assets 

are often linked with external factors such as customer loyalty that are beyond the 

control of companies. Furthermore, the lack of regulation in alternative reporting for 

intangible assets makes it difficult for investors to compare companies as optional 

investments. On the other hand, the regulation cannot set up both an informative and a 

strictly formulated model for alternative reporting because it should take into account 

the differences in the nature of companies and thus in their value creation processes.

A realistic compromise could be to set a standard, according to which more 
information on intellectual capital will be provided as a form of the comprehensive 

value creation process, and the future earnings potential it implies as well as risks 

associated with it - rather than aiming to capitalise additional individual intangible 

assets to balance sheets. The information could include also financial figures so that 

investors could rationally evaluate e.g. investments, expenses and earnings associated 

with intellectual capital. The final evaluation of the financial value of intellectual 

capital will, of course, be left to capital markets.
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6. EMPIRICAL RESEARCH

6.1 Formulation of Research Hypothesis

Despite of the fact that accounting principles fail to fully report the brand values on 

companies’ balance sheets, even the most conservative accountant is probably willing 

to admit, that brands do have value. As can be seen from figure 6, the Best Global 

Brands index has consistently outperformed the leading global market indicators, such 

as the MSCI World index and the S&P 500 index, by a considerable margin.

Figure 6: Interbrand Top 100 vs Market Benchmarks
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Source: Interbrand, 2007

Such performance may be expected from category-leading companies, but the source 

of value is interesting and deserves a closer look. In order to study the relationship 

between the companies’ brand values and their market and book values, we form the 

Hypothesis 1 (1:H):

Ho: Brand value is not an important value driver for the company’s market 

capitalisation

Hi: Brand value is an important value driver for the company’s market capitalisation
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Moreover, the portion of intangible assets of the company’s total asset base has 

increased dramatically over the last couple of decades (for instance, Daum, 2001). 

Accounting standards have been slow in reacting to this development. The 

introduction of IFRS aims to improve the situation by providing new reporting 

practise under which the shareholders’ equity would act as a better indicator for the 

future earnings potential of the company and thus the fair market value (for instance, 

Kallunki and Niemelä, 2004). However, based on the secondary data presented in 

chapter 5, there are reasons to believe that IFRS fails to achieve that goal and the 

book values continue to show wide gaps between the market values in many sectors. 

In order to study this issue, we form the Hypothesis 2 (2:H):

H0: Book value is an important indicator for brand value

Hi : Book value is not an important indicator for brand value

By exploiting the relevant data in econometric methods, i.e. regression analysis 

together with t- and Wilcoxon tests, we test the hypothesis that brand values are 
relevant to equity valuations of the firms owning the brands, and that book value fails 

to adequately capture brand values. More precisely, the research aims to study 

whether there is an evidence to support Hi and thus to reject H0. The interdependency 

between the variables in the econometric model is studied with correlation analysis.

6.2 Formulation of Regression Equations

6.2.1 Regression Equation for Hypothesis 1

Based on the theoretical background, we form a regression to test Hypothesis 1, i.e. 

whether brand value is an important value driver for market value. We choose 

MARKET VALUE (MV) as the dependent variable and BOOK VALUE (BV), ROE, 

RISK, GROWTH, and BRAND as the independent variables. This regression is 

considered to be relevant for testing whether brand values have incremental 

explanatory power over companies' market values after we have accounted for the 

determinants that should explain companies' market values, that is book value and the 

determinants of value added (i.e. return on equity, risk and growth). A variable e is a 

random variable. The mathematical form of the regression equation is:
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MV = BV + ^(VA) + BRAND + s, where

VA stands for Value Added, which is the risk adjusted return expected to generate by 

the company. It is used here as a proxy for the difference between the market value of 

the company and the capital contributed by shareholders. In other words, it is the sum 

of shareholders’ capital claims held against the company plus the market value of debt 

and equity. A high VA indicates that the company is expected to create substantial 

wealth for the shareholders. A negative VA means that the value of the actions and 

investments of management is less than the value of the equity contributed to the 

company by the capital markets, meaning that value is expected to be destroyed. In 

the regression, we use the following function as a proxy for VA:

VA ~ f(ROE, RISK, GROWTH), where

ROE = Return on equity measured as five-year average annual return on equity;

RISK =360 day volatility of the listed share;

GROWTH = five-year average annual sales growth.

6.2.2 Regression Equation for Hypothesis 2

Another regression is formed in order to study the second hypothesis, i.e. whether 

book value has a significant explanatory power on brand value. We choose BRAND as 

the dependent variable and SALES (S), EARNINGS (E), ASSETS (A, i.e. total assets), 

and BOOK VALUE (BV, i.e. shareholders’ equity) as the independent variables. This 

regression is considered to be relevant for testing whether book value has incremental 

explanatory power over brand value after we have adjusted for the determinants that 

should explain brand values - i.e. size of sales (excellent brands should generate 

strong sales), profitability (excellent brands should allow brand owners to earn above- 

average profits), and assets invested (excellent brands should allow companies to 

extract good profitability with less capital employed). A variable e is a random 

variable. The mathematical form of the regression equation is:

BRAND = S + E + A + BV + s.
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6.3 Statistical Tests Used in the Analysis

Normality tests check a given set of data for similarity to the normal distribution.

There are various statistical methods to empirically test the assumption of normal 

distribution. In statistics, Kolmogov-Smirnov (K-S) test is a goodness of fit test used to 

determine whether two underlying one-dimensional probability distributions differ, or 

an underlying probability distribution differs from a hypothesized distribution, in 

either case based on finite samples. The one-sample К-S test compares the empirical 

distribution function with the cumulative distribution function. The main applications 

are testing goodness of fit with the normal and uniform distributions. The two-sample 

К-S test is one of the most useful and general non-parametric methods for comparing 

two samples, as it is sensitive to differences in both location and shape of the 

empirical cumulative distribution functions of the two samples.

A Mest is any statistical hypothesis test in which the test statistic has a Student's t 

-distribution if the null hypothesis is true. Given two data sets, each characterized by 

its mean, standard deviation and number of data points; we can use some kind of Mest 

to determine whether the means are distinct, provided that the underlying distributions 

can be assumed to be normal. All such tests are usually called Student's Mests, though 

strictly speaking that name should only be used if the variances of the two populations 

are also assumed to be equal. Once a ¿-value is determined, a Z5-value can be found 

using a table of values from Student's ¿-distribution. P-value gives the probability of 

obtaining a value of the test statistic at least as extreme as the one that was actually 

observed. We used ¿-test as a primary method for determining the statistical 

significance of the obtained results.

Since the distribution of the variables is not known, we cross check the significance of 

the findings with Wilcoxon signed-rank test. It is a non-parametric alternative to the 

paired Student's ¿-test for the case of two related samples or repeated measurements 

on a single sample. Like the ¿-test, the Wilcoxon test involves comparisons of 

differences between measurements, so it requires that the data is measured at an 

interval level. However it does not require assumptions about the form of the 

distribution of the measurements. It should therefore be used whenever the 

distributional assumptions that underlie the ¿-test cannot be satisfied.
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6.4 Data Mining

6.4.1 Brand Value Data

As an input for brand values, we use estimates from a study of “Best Global Brands 
2007”4. The study is conducted by the brand consultant group Interbrand, which has 

valued and ranked 100 globally most valuable brands provided that certain conditions 

are met. The firms owning the brands are global and operate in variety of industries.

Optimally, each company in the sample would possess only one of the top 100 brands, 

or at least the brand would clearly dominate the company’s total brand value i.e. the 

brand would be clearly the strongest and most valuable brand in the company’s brand 

portfolio. In addition, the branded business would be the company’s main business. 

Unfortunately, this is not the case. All of these 100 brands cannot even be included in 

the sample. Among those are four privately held companies - IKEA, Chanel, Rolex, 

and Prada, which lack the required stock market data. Moreover, the list includes 

many brands, which all belong to the brand portfolio of a company - often a valuable 

brand itself. These include Toyota - an owner of Lexus, Volkswagen - an owner of 

Audi, Nestle - an owner of Nescafe, and Möet & Chandon - an owner of Louis 

Vuitton and Hennessey. Finally, there are listed brand companies, which own several 

brands on the list, but do not posses a consumer brand status themselves. These 

include Proctor & Gamble - an owner of Gillette and Duracell, Yum! Brands - an 

owner of Pizza Hut and KFC. We have summed different brand values as one, when 

they are owned by the same party. This is because they should together contribute to 

the market value of the listed entity, in case the 1 :Hi turns out to be true. Due to afore 

mentioned adjustments, the total sample size shrinks to 89 companies and 96 brands.

It is also important to notice that many of the brands are only a part of the business or 

brand portfolio of the listed entity. For instance, Gucci - ranked 46 - is a part of PPR, 

which owns also other well-known brands such as Puma and YSL, MTV - ranked 52 

- belongs to Viacom, Zara - ranked 64 - is a part of Inditex, Kleenex - ranked 70 - is 

a brand of Kimberly-Clark, and Cartier - ranked 83 - is a part of Richemont. This is 

naturally decreasing the explanatory power of a single valuable brand to the market 

value of the companies, which are running also plenty of other businesses or brands.

4 The study is published annually in Business Week
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Using the database of global brands, populated with critical information over the past 

20 years of valuing brands, an initial consideration set was formed. All the brands in 

the database were subject to the following criteria narrowing candidates significantly:

• There must be substantial publicly available financial data

• The brand must have at least one-third of revenues outside of its country of origin

• The brand must be a market-facing brand

• EVA must be positive

• The brand must not have a purely business-to-business single audience with no 

wider public profile and awareness.

6.4.2 Other Data

The 100 brand values in accordance with Interbrand’s study have been key parameters 

for selecting the companies. All the other variables used in the regressions consist of 

the financial and market data of these 89 listed companies. The data was collected 

from Bloomberg database. As market values we use the market caps at the end of 

fiscal year 2007. As net sales, book values ^shareholders’ equity), earnings, and 

assets we use 2007 full year figures or balance sheet values at the end of 2007. As a 

risk indicator, we use 360-day volatility during 2007. As a growth figure, we use the 

past 5-year average sales growth percentage when applicable, or as close proxy as 

possible. As a return of equity, we use the past 5-year average return when applicable, 

or as close proxy as possible. All figures are presented in or derived from USD terms.

It is also important to note, that brand value estimates are calculated by using 

Interbrand’s valuation model, and are thus not based on observed share prices. This 

eliminates concerns that brand value estimates and market values are jointly 

endogenously determined and thus attributable to simultaneity bias.

6.5 Key Statistical Parameters of Data Variables

The key statistical parameters of all the variables used in the regressions are presented 

in table 3. Even though these characteristics are not necessary to draw conclusions on 

the hypothesis, the better understanding of the data makes the interpretation of the 

correlation and regression diagnosis more meaningful.
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Table 3: Key Statistical Parameters of Variables Used in Regressions

Variable Unit Observations Mean Median Max. Min. Std. Dev.
Market Value ('000) USD 89 79 492 54 927 374 637 1 858 75 538
Assets (’000) USD 89 245 642 34 812 2 354 300 1 642 524 338
Book Value ('ООО) USD 89 28 446 15 993 135416 274 33 084
Brand Value ('000) USD 89 12 718 7 730 65 324 3 026 12 693
Sales ('000) USD 89 19 497 9 904 126 845 457 24 897
Earnings ('000) USD 89 1 238 1 094 9 309 -10 853 3 238
Growth % 89 11,95 8,80 114,00 -9,68 15,44
ROE % 89 26,42 22,21 113,63 -8,75 19,85
Risk % 89 24,52 24,97 45,58 11,28 6,52

The estimated BRAND accounts on average for 16% of MARKE VALUE and 45% of 

BOOK VALUE of the companies owning them. BOOK VALUE accounts on average 

for 36% of MARKET VALUE. These statistics are consistent with the notion that the 

firms in the sample have on average substantial unrecognised net assets, presumably 

intangible ones such as brands. Since in most cases brand values are not included in 

book values at all, and not in a single case at full estimated value, it can be argued that 

brand values explain a substantial portion of intellectual capital i.e. difference 

between market values and book values.

However, as already mentioned, there are shortcomings in the data, which may 

misguide when drawing hasty conclusions. The relationship between market, book, 

and brand values are biased at least because many companies in the sample are 

conglomerates or owners of a brand portfolio, in which the given brand plays a 

significant role only in a part of the business. In addition, there are evident outliers in 

the data series. This is partly due to the fact that we have not done any adjustments to 

the financial reporting or equity market data for extraordinary items of any.kind. 

Consequently, we need to find further evidence to test our Hypotheses.

6.6 Distribution of Data

The normal distribution is an important family of continuous probability distributions, 

applicable in many fields. Each member of the family is definable by two parameters, 

location and scale: the mean (ju) and variance (s2), respectively. The importance of the 

normal distribution as a model of quantitative phenomena in the natural and 

behavioral sciences is due to the central limit theorem. It states that the sum of a large
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number of independent and identically-distributed random variables will be about 

normally distributed if the random variables have a finite variance. The normal 

distribution also arises in many areas of statistics. For example, the sampling 

distribution of the sample mean is approximately normal, even if the distribution of 

the population from which the sample is taken is not normal. In addition, the normal 

distribution maximizes information entropy among all distributions with known mean 

and variance, which makes it the natural choice of underlying distribution for data 

summarized in terms of sample mean and variance. The normal distribution is the 

most widely used family of distributions in statistics and many statistical tests are 

based on the assumption of normality.

When there is reason to suspect the presence of a large number of small effects acting 

additively and independently, it is reasonable to assume that observations will be 

normal. There are statistical methods to empirically test that assumption. Effects can 

also act as multiplicative modifications. In that case, the assumption of normality is 

not justified, and it is the logarithm of the variable of interest that is normally 

distributed. The distribution of the directly observed variable is then called log

normal. Finally, if there is a single external influence which has a large effect on the 

variable under consideration, the assumption of normality is not justified either.

It is a widely used practice to represent price changes of stocks using the normal 

distribution. Because of the exponential nature of inflation, financial indicators such 

as stock values and commodity prices exhibit multiplicative behavior. As such, their 

periodic changes are not normal, but rather lognormal - i.e. returns as opposed to 

values are normally distributed. This is a commonly used hypothesis in finance, in 

particular in asset pricing. However, even if financial variables may well be normally 

distributed, they do not necessarily need to be. Therefore, we examine the distribution 

of the data used in our empirical research to find out whether there is a need to apply 

suitable method for handling possibly non-normally distributed data.

A plot of the residuals of market/book/brand values obtained after fitting a straight- 

line models presented in figures 7, 8, and 9 with uniformly distributed random errors 

is one way to visually examine the distribution. The histogram and normal probability 

plots are the most useful for assessing the distribution of the residuals. In this case the
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untabulated histogram resembles only indefinitely bell-shaped normal distribution 

with clear positive skewness, i.e. right hand tail is longer. The winding straight-line 

curvature in the normal probability plot also suggests that the random errors are not 

normally distributed. Again, the plotted points appear to bend up and to the left of the 

normal line indicating a longer tail to the right. Finally, К-S tests indicate significant 

difference from the normal distribution at 95% confidence level for all the data series. 

Consequently, it is likely that the data used in the study is non-normally distributed, 

which questions the usability of the data in our empirical methods.

6.7 Correlation Analysis

A correlation describes the degree of relationship between variables. An association 

between variables means that the value of one variable can be predicted, to some 

extent, by the value of the other. For a set of variable pairs, a correlation coefficient 

gives the strength of the association. The square of the size of the correlation 

coefficient is the fraction of the variance of the one variable that can be explained 

from the variance of the other variable. The relation between the variables is called 

the regression line. The regression line is defined as the best fitting straight line 

through all value pairs, i.e., the one explaining the largest part of the variance.

We study the correlation between all variables used in the regression for two reasons: 

Firstly, to find out whether the strength of interdependency between the variables 

provides support to either accept or reject Ho; Secondly, to test the level of 

multicollinearity in the regression.

A number of different correlation coefficients are used for different situations. In this 

research, we use both Pearson product-moment correlation coefficient and Spearman 

rank correlation coefficient for cross-checking the results for the analysis. The former 

is obtained by dividing the covariance of the two variables by the product of their 

standard deviations. Mathematically Pearson's Correlation Coefficient (pp) is:

Pp
I>. -m, - я where
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x¡ and y¡ = Random variables in samples of x and y; 

x and y = Means of samples x and y.

Spearman’s correlation analysis is a non-parametric measure of correlation, and can 

thus be used without making any assumptions about the frequency distribution of the 

variables. Unlike Pearson’s correlations coefficient, it does not require the assumption 

that the relationship between the variables is linear, nor does it require the variables to 

be measured on interval scales, but can be used for variables measured at the ordinal 

level. As a result, Spearman’s correlation analysis is generally less sensitive to 

possible abnormal observations in the sample. Mathematically Spearman’s 

Correlation Coefficient (ps) is:

Ps = 1- V 1=1 /
n{n2-1)

, where

d¡ = Difference between each rank of corresponding values of x and _y; 

n = Number of pairs of values.

6.8 Regression Analysis

Regression analysis is a technique used for the modeling and analysis of numerical 

data consisting of values of a dependent variable and of one or more independent 

variables. The dependent variable in the regression equation is modeled as a function 

of the independent variables, corresponding parameters ("constants"), and an error 

term. The error term is treated as a random variable. It represents unexplained 

variation in the dependent variable. The parameters are estimated so as to give a "best 

fit" of the data. Most commonly the best fit is evaluated by using the least squares 

method, but other criteria have also been used.

Regression can be used for prediction, inference, hypothesis testing, and modeling of 

causal relationships. These uses of regression rely heavily on the underlying 

assumptions being satisfied. In this research, we do not try to predict the future value

56



of the dependent variable. Instead, we aim to analyze the relationship between several 

independent variables and the dependent variable.

Once a regression model has been constructed, it is important to confirm the goodness 

of fit of the model and the statistical significance of the estimated parameters. 

Commonly used checks of goodness of fit include the R-squared, analyses of the 

pattern of residuals and hypothesis testing. Statistical significance is checked by an F- 

test of the overall fit, followed by Wilcoxon and /-tests of individual parameters. 

Interpretations of these diagnostic tests rest heavily on the model assumptions. 

Although examination of the residuals can be used to invalidate a model, the results of 

/-test or F-test are meaningless unless the modelling assumptions are satisfied. We 

therefore test the model for heteroscedasticity, autocorrelation, and multicollinearity.

Customarily, the degree to which independent variables are related to the dependent 

variable is expressed in the correlation coefficient R, which is the square root of R- 

square. In multiple regressions, R can assume values between 0 and 1. To interpret 

the direction of the relationship between variables, one looks at the signs (plus or 

minus) of the regression or b coefficients. If a A coefficient is positive, then the 

relationship of this variable with the dependent variable is positive; if the b coefficient 

is negative then the relationship is negative. Naturally, if the b coefficient is equal to 0 
then there is no relationship between the variables.

The R-square (R2) or the coefficient of determination is an indicator of how well the 

model fits the data, i.e. the variability of the residual values around the regression line 

relative to the overall variability. The smaller the variability of the residual values 

around the regression line relative to the overall variability, the better is our prediction 
and thus the value of R2. Mathematically the coefficient is equivalent to Regression 

Sum of Squares (explained deviation) divided by Total Sum of Squares (total 

deviation). As the denominator is fixed and the numerator can only increase, each 

additional variable used in the equation will result to a higher R2, even when the new 

variable causes the equation to become less efficient. The Adjusted R2 is an attempt to 

correct this weakness by adjusting both the numerator and the denominator by their 

respective degrees of freedom.
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7. RESULTS

7.1 Correlation Analysis for Hypothesis 1

The Pearson’s and Spearman’s correlation coefficient matrixes presenting coefficients 

between all variables in Regression 1 are shown in table 4 and 5.

Table 4: Pearson Correlation Matrix for Regression 1

Market Value Book Value ROE Risk Growth Brand Value
Market Value 1
Book Value 0,72 1
ROE -0,09 -0,29 1
Risk -0,35 -0,24 -0,13 1
Growth 0,21 0,03 -0,02 0,24 1
Brand Value 0,58 0,26 -0,02 -0,27 0,01 1

Table 5: Spearman Correlation Matrix for Regression 1

Market Value Book Value ROE Risk Growth Brand Value
Market Value 1
Book Value 0,83 1
ROE -0,01 -0,37 1
Risk -0,37 -0,22 -0,25 1
Growth 0,18 0,06 0,16 0,21 1
Brand Value 0,53 0,39 0,01 -0,17 0,11 1

Despite minor deviations, both Pearson’s and Spearman’s analysis give fairly parallel 

results for the correlations between variables in Regression 1. There is a relatively 

strong correlation between MARKET VALUE and BOOK VALUE (0.72 / 0.83) but 

also between BRAND (0.58 / 0.53). On the other hand, there is much less correlation 

between BOOK VALUE and BRAND (0.26 / 0.39). It is therefore likely that both book 

and brand value act as important indicators for market value. However, there is less 

evidence that book and brand value have significant explanatory power on each 

others. The referred correlations are statistically significantly different from zero at 

95% confidence level.

Interestingly, the correlations between BRAND and factors of VA are weak or almost 

non-existent. ROE, for example, has a negative or low correlation between all 

MARKET VALUE, BOOK VALUE and BRAND. This is actually not irrational, since
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ROE is a relative measure of profitability, whereas the latters are absolute measures of 

scale. However, none of the low correlated coefficients are statically significantly 

different from zero at 95 % confidence level.

Due to the low degree of linear correlation between the explanatory variables in a 

multiple regression model, the existence of excessive multicollinearity is unlikely. In 

the presence of multicollinearity, it will be difficult to assess the effect of the 

independent variables on the dependent variable. One simple way to test the level of 

multicollinearity is to calculate a formal detection-tolerance or its derivative variance 

inflation factor (VIF) between highly correlated variables.

Tolerance = 1 - R2, and VIF = 1 / Tolerance

The adjusted coefficient of determination in Regression 1 is 0.73 resulting to 

Tolerance of 0.27. Tolerance of multicollinearity for highly correlated variables - i.e. 

MARKET VALUE and BOOK VALUE as well as MARKET VALUE and BRAND are 

0.48 and 0.66, respectively. The closer the value is to 1, the less there is 

multicollinerarity. We can conclude that multicollinearity represents a potential threat 

in the regression, but a commonly used rule of thumb is that only Tolerance below 

0.20 poses a problem (For example G arson, 1998).

7.2 Regression Analysis for Hypothesis 1

The regression was conducted with AnalysisToolPack in Excel. Table 6 presents the 

summary output of results, i.e. the regression multiples and their statistical 

significance for different variables as well as other diagnosis of the regression model.
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Table 6: Diagnosis Summary Output for Regression 1

Regression Statistics
Multiple R 0,86
R Square 0,74
Adjusted R Square 0,73
Standard Error 39591,98
Observations 89,00

ANOVA
df SS MS F Significance F

Regression 5,00 372019331627,53 74403866325,51 47,47 0,00
Residual 83,00 130104594493,39 1567525234,86
Total 88,00 502123926120,92

Coefficients Standard Error tStat P-value Lower 95% Upper 95%
Intercept 32533,00 22501,41 1,45 0,15 -12221,39 77287,40
BOOK VALUE 1,37 0,14 9,61 0,00 1,09 1,65
ROE 301,53 227,68 1,32 0,19 -151,31 754,37
RISK -1709,26 726,21 -2,35 0,02 -3153,65 -264,86
GROWTH 1114,72 284,09 3,92 0,00 549,69 1679,76
BRAND VALUE 2,25 0,35 6,35 0,00 1,54 2,95

The Correlation Coefficient R is 0.86, which indicates that the data points of the 

model have strong correlation between the dependent variables. This could have been 

expected already based on the correlation analysis. The adjusted coefficient of 
determination R2 is 0.73, which means that 73% of the variation of the dependent 

variable around the regression line is explained by the independent variables. 

Interpretation is that the model fits to the data moderately, but its usability for 
prediction is questionable.

The standard error of the regression is 39,592 MUSD. The standard error here refers 

to the estimated standard deviation of the error term e. The significance F is 

associated with P-value. Since it is less than 0.05 at the 5% significance level, we can 

conclude that the model has statistically significant explanatory power, i.e. at least 

one of the coefficient Ъф 0. This is, however, somewhat irrelevant for us, since we are 

not using the model for prediction purposes. Instead, we are more interested in the 

relationship between the separate independent variables and the dependent variable.

In accordance with our prior analysis, the coefficient of both BOOK VALUE and 

BRAND are positive and show also strong explanatory power to MARKET VALUE 

(coefficient b Ф 0) at a statistically very significant level. So do GROWTH and RISK 

factors of VA, although not as strongly as the former variables. Surprisingly, ROE 

factor reach nowhere near 5% significance level. The same applies to intercept. 

Wilcoxon test showed P-values of less than 5% for all the independent variables.
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Consequently, brand value alone represents a major source of intellectual capital in 

the companies under observation. These results lead us to conclude that brand value 

estimates capture value-relevant information to investors and are sufficiently reliable 

to be reflected in market capitalisation. Therefore, we can reject #o, and instead accept 

Hi. The result highlights the importance of brand value being in some form included 

in the companies’ financial reporting.

The Durbin-Watson statistic (d) is used to test for the presence of first-order 

autocorrelation in the residuals of a regression equation. The test compares the 

residual of regressand and develops a statistic that measures the significance of the 

correlation between these successive comparisons. The statistic is used to test for the 

presence of both positive and negative correlation in the residuals. The statistics has a 

range from 0 to 4, with a midpoint of 2. The null hypothesis (Ho:) is that there is no 

significant correlation. With n (=number of residuals) of 89 and к (=number of 

independent variables in the equation) of 5, the rejection of H0 at confidence level of 

95 % requires d to be outside the range of 1.54 - 2.48. Since the value of d is 2.28, we 

can conclude that the regression has substantial autocorrelation, but it is not 

significant enough to reject Ho at confidence level of 95 %.

We also tested the regression for homo- and heteroscedasticity in a linear regression 

model by using the Breusch-Pagan test. It tests whether the estimated variance of the 

residuals from a regression are dependent on the values of the independent variables. 

Assumption of homoscedastic distribution of data when it is really heteroscedastic 

may cause the variance of coefficient to be underestimated, inflating t-scores and 

sometimes making insignificant variables appear to be statistically significant. We 

regressed the squared residuals on the independent variables. According to F-test, the 

independent variables are not jointly significant. As a result, we can reject the 

hypothesis of heteroscedasticity in the regression.

7.3 Correlation Analysis for Hypothesis 2

The Pearson’s and Spearman’s correlation coefficient matrixes presenting coefficients 

between all variables in Regression 2 are shown in tables 7 and 8.
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Table 7: Pearson Correlation Matrix for Regression 2

Brand Value Sales Earnings Assets Book Value
Brand Value 1
Sales 0,11 1
Earnings 0,20 0,47 1
Assets 0,04 0,46 -0,22 1
Book Value 0,26 0,71 0,28 0,68

Table 8: Spearman Correlation Matrix for Regression 2

Brand Value Sales Earnings Assets Book Value
Brand Value 1
Sales 0,28 1
Earnings 0,31 0,64 1
Assets 0,39 0,85 0,48 1
Book Value 0,39 0,83 0,63 О CO

The correlation is relatively strong between BOOK VALUE and SALES, ASSETS and 

SALES, as well as between BOOK VALUE and ASSETS. The findings are not 

surprising as they all are important indicators of the companies’ scale. Moreover, 

book value is included in total assets on the balance sheet. The referred correlations 

are statistically significant at 95% confidence level. BRAND, on the other hand, has 

fairly low correlations with all variables. Its Pearson’s coefficients with other 

variables do not differ from zero at statistical significance - with the exception of that 

with BOOK VALUE. One possible explanation for the low correlation between 

BRAND and EARNINGS is that investments in brand values, such as advertising, are 

written as expense as they incur rather than being capitalised thus depressing current 

year earnings.

We again test Tolerances for multicollinearity for highly correlated variables - i.e. 

BOOK VALUE and SALES together with BOOK VALUE and ASSETS. Tolerances are 

0.50 and 0.43, respectively. Exactly the same interpretation as with the Tolerance 

between MARKET VALUE and BOOK VALUE as well as MARKET VALUE and 

BRAND can now be repeated: multicollinearity represents a potential threat in the 

regression, but it cannot be determined as a problem since Tolerance is still way 

above the critical value
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7.4 Regression Analysis for Hypothesis 2

The regression was conducted with AnalysisToolPack in Excel. Table 9 presents the 

summary output of results.

Table 9: Diagnosis Summary Output for Regression 2

Repression Statistics
Multiple R 0,36
R Square 0,13
Adjusted R Square 0,09
Standard Error 12138,10
Observations 89,00

ANOVA

df SS MS F Significance F
Regression 4,00 1802216863,58 450554215,89 3,06 0,02
Residual 84,00 12376006922,18 147333415,74
Total 88,00 14178223785,75

Coefficients Standard Error tStat P-value Lower 95% Upper 95%
Intercept 9877,12 1742,33 5,67 0,00 6412,31 13341,93
SALES -0,11 0,08 -1,39 0,17 -0,28 0,05
EARNINGS 0,44 0,57 0,76 0,45 -0,70 1,58
ASSETS 0,00 0,00 -1,10 0,28 -0,01 0,00
BOOK VALUE 0,20 0,07 2,78 0,01 0,06 0,34

The Correlation Coefficient R is 0.36, which evidences low correlation between the 

dependent variables and the data points of the model. The adjusted coefficient of 
determination R2 is only 0.09, which means that the model fits poorly to the data. 

Therefore, the model is not a good tool to predict brand values. The standard error of 

the regression is 12,138 MUSD. As significance F is less than 0.05 at 5% significance 

level, we can conclude that the model has statistically significant explanatory power 

even though it is low.

BOOK VALUE (and intercept) has - perhaps a bit surprisingly - explanatory power to 

BRAND at 5 % significance level. This may be partly explained by the fact that 12 out 

of 96 brands in the sample are acquired and thus at least a part of the estimated brand 

value is included in the book value of the company owning the brand either as brand 

or as a part of goodwill. All the other independent variables i.e. ASSETS, SALES and 

EARNINGS are not nearly statistically significant at 5 % level. On the other hand, 

Wilcoxon test showed statistical significance at 5 % level for all the independent 

variables, although for EARNINGS less than for the others.
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These results provide clear evidence that book value is significantly positively 

associated with brand value. Therefore, we accept Ho and reject H¡. We can also 

conclude that other explanatory variables for brand values are difficult to point out 

from income statements and balance sheets. This emphasises the complex 

characteristics of brand value. As our theoretical analysis already indicated, we should 

dig beyond the past financial data, and analyse factors such as companies’ value 

chain, market, customer base and competitive environment to find better explanatory 

variables for our model. However, some of these factors are qualitative and as such 

difficult to dress into the numerical form.

Autocorrelation is again tested with Durbin-Watson d. With n of 89 and к of 4, the 

rejection of Ho at 95 % confidence requires d to be outside the range of 1.57 - 2.43. 

Since the value of d is 1.79, we conclude that the regression has some autocorrelation, 

but it is not significant enough to reject Ho at significance level of 5 %.

We also repeat the test for homo- and heteroscedasticity in the regression by using the 

Breusch-Pagan test. We regress the squared residuals on the independent variables. F- 

test shows no joint significance between the independent variables, which allows us to 

conclude that there is no significant heteroscedasticity in the regression.

The Regression 2 as well as the correlation analysis gives support to statistically 

significant positive relationship between BOOK VALUE and BRAND, which is in 

conflict with some of our theoretical findings. Let us therefore examine this 

relationship in more detail in order to find a rational explanation to this dilemma. We 

formulate still another regression equation, Regression 3, in which we replace 

BRAND as a dependent variable to MARKET VALUE. All the independent variables, 

i.e. SALES, EARNINGS, BOOK VALUE, and ASSETS remain intact. The summary 

output of the regression analysis is presented in table 10.
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Table 10: Diagnosis Summary Output for Regression 3

Regression Statistics

Multiple R 0,78
R Square 0,61
Adjusted R Square 0,59
Standard Error 48305,96
Observations 89,00

ANOVA

df SS MS F Significance F
Regression
Residual
Total

4,00
84,00
88,00

306112800719,67
196011125401,26
502123926120,92

76528200179,92
2333465778,59

32,80 0,00

Coefficients Standard Error tStat P-value Lower 95% Upper 95%
Intercept 31710,95 6933,93 4,57 0,00 17922,07 45499,83
SALES -0,65 0,33 -1,99 0,05 -1,30 0,00
EARNINGS 4,07 2,28 1,78 0,08 -0,47 8,62
ASSETS -0,03 0,02 -2,05 0,04 -0,07 0,00
BOOK VALUE 2,25 0,29 7,86 0,00 1,68 2,82

The Correlation Coefficient R is 0.78, which indicates that the data points of the 

model have moderate correlation with the dependent variables. This is further 

supported by the correlation analysis. The adjusted coefficient of determination R2 is 

0.59, which means that the model fits to data moderately, but its usability for 

prediction is questionable. The standard error of the regression is 48,306 MUSD. As 
significance F is less than 0.05 at 5% significance level, we can conclude that the 

model has statistically significant explanatory power.

The interesting finding is that the same variables that fail to explain well BRAND, are 

still reasonable and statistically significant explanatory variables for MARKET 

VALUE. Also Wilcoxon test showed P-values of less than 5% for all the independent 

variables. There is a completely rational explanation to the finding: market value is by 

definition the sum of book value and hidden intellectual capital. Because there is only 

little information about intellectual capital in balance sheets, investors are forced to 

draw conclusion on its value based on also reported financial figures.

In figures 7, 8 and 9 we further compare the relationship between BRAND and BOOK 

VALUE to the relationship between BRAND and MARKET VALUE as well as to the 

relationship between BOOK VALUE and MARKET VALUE. It appears that BOOK 

VALUE still serves as a better indicator for MARKET VALUE than BRAND does (R2 
of 51% vs R2 of 33%) as could have been deduced already from the correlation
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analysis. This is actually hardly surprising since brands account only for a part of total 

intellectual capital of the companies. Moreover, many of the acquired brands are at 

least partly included in the book values either as separable assets or as parts of 

goodwill. From the dispersion of paired variables and the coefficient of determination 

we can conclude that brand value is clearly a better indicator for market value than 

book value is for brand value. This further supports our Hypothesis 1 on the existing 

positive linkage between brand and market values. Even though in Hypothesis 2: Ho - 

book value is an important indicator for brand value - got accepted, judging from the 

low explanatory power the relationship is not strong. Therefore, book value cannot be 

characterised as an important indicator of brand value. Moreover, the finding does not 

necessarily indicate a direct cause and effect causality between the variables, but they 

may have other common factors strongly associated with both of them.

Figure 7: Relationship between Brand and Book Value (MUSD)

y = 0,1002x + 9868,2
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Figure 8: Relationship between Market and Brand Value (MUSD)
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Figure 9: Relationship between Market and Book Values (MUSD)
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7.5 Sensitivity Analysis

We check the robustness of the inferences by conducting few sensitivity analyses. 

First, we examine whether our findings result mainly from a small set of observations 

with high brand values. We divide the sample into companies with ratio of brand 

values to book values above and below the sample mean. Untabulated results indicate
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that the association between brand value estimates and book values are statistically 

significant and positive in both subgroups.

We also similarly examine the possibility that our findings relate only to companies 

whose brand value estimates are high in relation to respective market value. We study 

this by dividing the sample into companies with ratio of brand values to market values 

above and below the sample mean and permit the coefficient on BRAND to vary 

between two subgroups. Although the un tabulated incremental coefficient differ 

between the subgroups, the difference is insignificantly different from zero, indicating 

that our inferences are not dependent only on the portion that brand value account for 
total market value.

We also note that 64 of the total 89 company sample have only one or at least a 

dominating one brand. Again we divide the sample into two subgroups, where the 

other consists of companies with only one or a dominating one brand and the other of 

companies with multiple brands. We investigate the possible differences in 

association between BRAND and MARKET VALUE by permitting the coefficient on 

BRAND to vary between two subgroups. Untabulated findings show statistically 

significant positive coefficient on BRAND for both subgroups, although a higher value 

for the subgroup of companies with multiple brands. This indicate that brand value 

estimates reflect more value-relevant information for companies with multiple brands, 

possibly because such companies have main focus on branding business, which 

therefore is a major source of value creation for them.

Finally, we run several alternative regressions where some of the independent 

variables with a proven low significance are totally excluded, and later replaced with 

other but similar variables. For instance, in Regression 1 a proxy for RISK is changed 

from volatility to beta and a proxy for ROE from return on equity to return on capital 

employed. Similarly in Regression 2, a proxy for EARNINGS is changed from 

earnings to Ebitda and a proxy for ASSETS from total asset to capital employed. 

Untabulated results do not materially differ from the earlier outcomes, and none of the 

previously insignificant independent variables turn significant. The current proxies for 

the dependent variables appear therefore to be functional. Consequently, in order to 

improve the coefficients of determination of the models, the independent variables
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themselves ought to be changed either by adding new efficient variables and/or 

replacing the existing insignificant variables with better ones.

One set of alternative regressions we do tabulate is based on the same variables but to 

the assumption of non-normal distribution. The plot lines of variables are not linear 

but bend upwards. In addition, a plot of the residuals of MARKET VALUE, BOOK 

VALUE and BRAND with uniformly distributed random errors has positive skewness. 

These indicate exponential, logarithmic or lognormal distribution of the data, rather 

than normal. In order to cross-check the regressions with different distribution 

assumption, we convert the data to natural logarithms and run the corresponding 

regressions for testing Hypothesis 1 and 2. If the model is used for forecasting 

purposes, the values can be transferred back to original variables by applying inverse 

logarithms. The correlation and regression diagnostics for Regression 1 using the 

logarithmic data is presented in tables 11,12 and 13.

Table 11: Pearson Correlation Matrix for Regression 1 (Log)

Market Value Book Value ROE Risk Growth Brand Value
Market Value 1 -
Book Value 0,82 1
ROE -0,08 -0,46 1
Risk -0,35 -0,20 -0,20 1
Growth 0,16 0,02 0,08 0,20 1
Brand Value 0,53 0,41 0,02 -0,21 0,07 1

Table 12: Spearman Correlation Matrix for Regression 1 (Log)

Market Value Book Value ROE Risk Growth Brand Value
Market Value 1
Book Value 0,83 1
ROE -0,11 -0,46 1
Risk -0,37 -0,22 -0,18 1
Growth 0,18 0,02 0,13 0,23 1
Brand Value 0,53 0,39 0,01 -0,17 0,06 1

There are no major differences in the correlation coefficients between variables when 

comparing the raw and the logarithmic data.
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Table 13: Diagnosis Summary Output for Regression 1 (Log)

Repression Statistics
Multiple R 0,91
R Square 0,83
Adjusted R Square 0,82
Standard Error 0,47
Observations 89,00

ANOVA

df ss MS F Sipnificance F
Regression 5,00 89,62 17,92 82,52 1.00E-30
Residual 83,00 18,03 0,22
Total 88,00 107,64

Coefficients Standard Error t Stat P-value Lower 95% Upper 95%
Intercept 2,16 1,10 1,97 0,05 -0,02 4,34
LN BOOK VALUE 0,68 0,05 14,65 0,00 0,59 0,77
LN ROE 0,51 0,10 5,32 0,00 0,32 0,70
LN RISK -0,46 0,20 -2,29 0,02 -0,85 -0,06
LN GROWTH 0,19 0,07 2,72 0,01 0,05 0,33
LN BRAND VALUE 0,18 0,07 2,50 0,01 0,04 0,32

As can be seen, the adjusted coefficient of determination R2 is 82%, which is higher 

than in the regression using the unmodified data. The significance of the model is 

very strong in both cases. Another major difference is that all the variables are 

statistically significant at 95% confidence level.

The correlation and regression diagnostics for Regression 2 using the logarithmic data 

is presented in tables 14, 15 and 16.

Table 14: Pearson Correlation Matrix for Regression 2 (Log)

Brand Value Sales Earnings Assets Book Value
Brand Value 1
Sales 0,26 1
Earnings 0,43 0,76 1
Assets 0,33 0,80 0,65 1
Book Value 0,41 0,82 0,79 0,86 1

Table 15: Spearman Correlation Matrix for Regression 2 (Log)

Brand Value Sales Earnings Assets Book Value
Brand Value 1
Sales 0,28 1
Earnings 0,42 0,75 1
Assets 0,39 0,85 0,72 1
Book Value 0,39 0,83 0,79 0,92 1
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The correlation coefficients between the logarithmic data variables are generally 

higher than between the raw data variables in Regression 2. Nevertheless, the 

correlations between BRAND and other variables are still relatively low. All the 

correlations are statistically significantly different from zero at 95 % confidence level.

Table 16: Diagnosis Summary Output for Regression 2 (Log)

Regression Statistics
Multiple R 0,48
R Square 0,24
Adjusted R Square 0,20
Standard Error 0,71
Observations 89,00

ANOVA

df SS MS F Significance F
Regression 4,00 13,04 3,26 6,46 0,00
Residual 84,00 42,40 0,50
Total 88,00 55,44

Coefficients Standard Error tStat P-value Lower 95% Upper 95%
Intercept 7,55 0,58 13,05 0,00 6,40 8,70
LN SALES -0,23 0,12 -1,97 0,05 -0,47 0,00
LN EARNINGS 0,24 0,10 2,40 0,02 0,04 0,43
LN ASSETS 0,04 0,09 0,41 0,68 -0,14 0,21
LN BOOK VALUE 0,18 0,13 1,39 0,17 -0,08 0,44

There are more differences in results of regression 2 between using the unmodified 

and the logarithmic data. Also in this case, the explanatory power of the model is 
better although still not good when using the logarithmic data. However, the 

significances of variables differ considerably from the regression using the raw data. 

Particularly, BOOK VALUE does not seem to reflect to BRAND at statistical 

significance unlike it did with the raw data. Moreover, EARNINGS appear to be 

statistically significant (coefficient Ъф 0) with the logarithmic data, whereas it was 

nowhere near inside 95% confidence level with the raw data. The revised findings are 

actually more compatible with the theoretical framework. The sensitivity analysis 

provides us with a strong indication to reject Ho in Hypothesis 2 and instead to accept 

Hi, i.e. book values are not significantly reflected to brand values, after all.

Autocorrelation, multicollinearity, or homo-/heteroscedasticity do not pose a serious 

threat for the usability of our findings with the logarithmic data as it did not with the 

raw data, either.
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8. DISCUSSION

Based on our theoretical framework, it is fair to assume that for many companies 

brands represent assets, which act as important sources of current and future cash 

flows. As such, the value of a brand should manifest itself in the market value of the 

firm and thus have an impact on shareholder value as tested in our Hypothesis 1.

Since brands and many other intangible assets are missing from balance sheets, the 

value-relevance of book value should consequently be lower. Only few studies exist 

that have empirically investigated this relationship between brand and shareholder 

value, or the impact of brands’ absence from book value. We now review many of 

them and compare their findings with the ones generated by our empirical research.

Barth et al. (1998a) studied the relationship between brand value estimates from 

Interbrand’s survey for the period 1992 to 1997 and market values of firms owning the 

brands. They concluded that estimated brand values capture valuation-relevant 
information not reflected in book value. Additionally, brand value estimates provided 

significant explanatory power for share prices incremental to advertising expense, 
operating margin, growth, and market share. Brand value estimates were also 

significantly positively related to share prices after controlling for recognised brand 

assets and analysts’ earnings forecasts. They also considered whether brand value 

estimates reflect brand values incremental to recognised brand assets. Their findings 

revealed that the coefficient on recognised brand assets is insignificantly different 

from zero and the coefficient on brand is significantly positive. In concordance with 

our findings, their results indicate that brand value estimates reflect value-relevant 

information beyond financial statement amounts.

Kerin and Sethuraman (1998) studied companies on the 1995 and the 1996 Interbrand 

brand rankings, and the relationship between market-to-book ratios (МУВ) and brand 

values. They used M/В as a dependent and brand value as an independent variable, 

and run both linear and logarithmic regression models to test the association. Both 

models showed statistically significant positive relationship between M/В and brand 

values. This is again in line with our empirical findings, which indicate that the 

distribution of data is not an elementary assumption in measuring the association.
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Pahud de Mortanges and Van Ried (2003) measured DCF-value for 43 Dutch brands 

between years 1993 and 1997. They studied the relationships between brand values 

and three determinants of shareholder value: ROE, EPS, and M/В ratio. Various 

indications were found that confirmed the expected positive relationships. They 

concluded that marketing is not only to create value for the company’s customers but 

also to the shareholders. Therefore, brand marketers’ performance is accountable for 

the financial implications in terms of shareholder value. This adds another motivation 

for the closer co-operation between marketing and finance professionals within a firm.

Similarly, Kallapur and Kwan (2004) examined whether managers’ discretionary 

valuations of intangible assets are relevant despite contracting incentives to over-state 

them. The study examined the value relevance of brand assets recognized by 30 UK 

firms beginning in 1985. The results suggest that brand values recognized in financial 

statements are associated with values capitalized in stock prices, and with future net 

income, even for firms with the major contracting incentives. According to our study, 

the association of brand value and past net income was insignificantly different from 

zero when using the raw data, and barely significant when using the logarithmic data.

Aaker and Jacobson (1994) relate yearly stock returns for 34 companies during 1989 

to 1992 to unanticipated changes in ROI, brand equity, and brand salience. Using 

EquiTrend’s perceived quality rating as a proxy for brand equity; they found that 

changes in quality and thus equity had a significant effect over and above that of 

changes in ROI. Firms who experienced the largest gains in brand equity witnessed 

stock return average of 30%; conversely, firms with the largest losses in brand equity 

experienced stock return average of a negative 10%. These findings support our 

conclusion that while brand value is reflected to the share price, the value of brand 

itself is not strongly associated with the other value indicators of financial reporting.

This observation is supported by Madden, Fehle and Fournier (2002) who, using 

monthly stockholder returns data for the period 1994 to 2000, found that the portfolio 

of brands identified as strong using Interbrand’s valuation methodology displays 

statistically- and economically-significant performance advantages versus the overall 

market, both before and after adjusting for company size and risk. Their results also 

supported the role of brand in reducing the volatility and vulnerability of cash flows.
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Parkhurst (2002) found that strong corporate brand could add 5% to 7% to a 

company’s stock price in a bull market, and mitigate losses in a bear market. Also 

Butterfield and Haigh (1998) noticed that strongly brand-related companies’ stock 

price development outperformed the general index by 15-20% during the 15-year 

observation period on the LSE. Our study did not cover the impact of brand value on 

the development of shareholder value, but it seems evident that strong brands are not 

only reflecting to shareholder value but are also improving the company’s risk/retum 

relationship in both absolute terms and relative to stock market average.

Barth, Clinch and Shibano (2003) studied market effects of recognition and disclosure 

of intangible assets in financial reporting. Their findings revealed that price 

information is determined by the interaction of three information sources - the 

recognised amount, the disclosed information and the information revealed by price. 

Particularly, the recognition of a highly unreliable accounting amount can result in 

greater share price information than highly reliable amount. They concluded that 

because of the effects of aggregation, basing recognition decisions on reliability alone 

is too simplistic. Reliability relative to relevance is a key, not reliability per se. As 

concluded in our study, if the purpose of IFRS is to add more value-relevant 

information on financial reporting, some compromises on reliability must be accepted 

in order to achieve the goal. This is because much of this information is forward 

looking and thus subject to additional uncertainty.

Gelb (2002) examined how R&D and advertising expenditures affect firms' 

disclosures. GAAP mandate these expenditures to be immediately expensed in 

financial reports, despite the fact that they often benefit the firm for longer periods.

He found that firms with higher levels of intangible assets receive significantly higher 

ratings for their investor relations programs or voluntary publications than for their 

annual reports. He concluded that investors consider intangible assets in their 

valuation of firms, and argued that current GAAP, by not recognizing the value 

generated by these assets, severely impairs the usefulness of accounting reports.

Based on our study, we believe that firms with substantial intangible assets emphasize 

supplemental disclosures because mandated accounting disclosures inadequately 

present their financial performance. These results indicate that voluntary disclosures, 

even if they are unregulated and unaudited, are important disclosures for these firms.
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Mavrinac and Boyle (1996) focused on the relationship between financial analysts’ 

use of non-financial data and the analysts’ forecast accuracy. Their results suggest 

that a wide range of non-financial factors are considered by analysts, although the 

types of issues considered vary strongly across industries. Their findings also provide 

support for the hypothesis that analysts who consider non-financial data more 

frequently are able to generate more accurate earnings predictions. In short, the results 

of the study suggest that analysts treat non-financial performance data as leading 

indicators of future financial performance. Also Ittner and Larcker (1996) found clear 

evidence in their study that investors want more than just traditional financial data for 

making economic decisions about firms. They noticed that for example customer 

satisfaction measures are value-relevant, suggesting that non-financial measures of 

customer satisfaction are necessary to forecast future performance. These findings 

again support our view that additional information on intellectual capital would be 

value-adding. Such alternative reporting should consist of also descriptive and 

qualitative data to supplement financial data.

McCarthy and Schneider (1996) studied the value-relevance of different intangible 

assets in the US market. They found evidence that identifiable intangibles with the 

ability to generate reliable cash flows such as brands and licenses are valued as assets 

by the stock market, whereas many other types of intangibles were not. This supports 

our reasoning that brand value - whether internally generated or acquired - could be 

recognized as an asset on the balance sheet. On the other hand, for many other types 

of intangible assets the disclosure of additional forward-looking, not purely financial 

information complementing financial reporting would probably be more feasible.

Our findings in the research are somewhat in line with the ones of earlier studies 

examining the similar topics. All the studies use at least partly different methods and 

data from different time period, markets and industries. Despite of this, the results are 

consistently fairly identical. This emphasises the robustness of the findings. The 

theoretical framework, the prior comparable studies and our own empirical research 

all provide strong evidence that brand value estimates are significantly positively 

related to market values of the firms owning the brands. This is naturally true only for 

companies and industries, where branding acts as an important competitive edge and 

as such a major source of shareholder value. As a result, brand value estimates
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provide also relevant information to investors. This, in tum, calls into question the 

concerns whether brand values can be reliably measured.

Moreover, our empirical research got slightly contradictory results on the significance 

of association between book and brand value. Still, it is safe to argue that brand value 

estimates provide value-relevant information far beyond the amount captured in book 

values. We can conclude that in general brand values are not adequately presented on 

the balance sheet of the companies owning the brands. Since brands are important 

value drivers for many companies, additional information on their financial 

implications is needed. This does not necessarily mean that both the acquired and 

internally generated brands should be recognised and capitalised as intangible assets 

on balance sheets. On the other hand, the theoretical background and many empirical 

studies including this one, provide at least some support on the possibility of doing so.

Brands may well be assets that can be recognised on the balance sheets. This is 

probably not the case with all the intangible assets. Traditional financial statements 

are largely backward-looking and focused on the ability to realise value from physical 

and financial assets and liabilities. A new financial reporting paradigm is needed to 

capture and report on the firms’ future value creation potential. The important value 

drivers in the modem economy are largely non-physical and thus cannot be easily 

presented in financial reports. However, a set of measures could be developed that 

would allow investors and creditors to better evaluate and compare companies. 

Intangibles are the distinguished feature of a modem economy. Accounting standard- 

setters should develop a basis for the recognition and measurement of internally 

generated intangible assets such as brands, rather than only recognising them when 

they are acquired.

Despite of all the well-earned criticism given here for the limitations of financial 

reporting, it is important to bear in mind that book values are still strongly associated 

with the companies’ market values even in industries, where intangible assets are 

important value drivers. Therefore, it is fair to conclude that financial reporting has 

not lost its relevance as it is still extremely important source of information also for 

valuation purposes. Even so, financial reporting can and should be developed further 

to better meet the needs for today’s dynamic global capital markets.
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9. CONCLUSION

9.1 Summary

Although brands are important intangible assets and value drivers for many 

companies in the current knowledge-based economy, the major accounting standards 

such as IFRS or USGAAP do not permit companies to recognise internally developed 

brands on their balance sheets. A major reason for this is concerns about whether the 

value of brands can be reliably estimated. The acquired brands can, providing that 

strict criteria are met, be separated from goodwill and recognised as assets on the 

balance sheets. As a result, generally only a small portion of brand values are 

recognised on the balance sheets of the firms owning the brands. This applies to many 

other intangible assets as well. The growing importance of intellectual capital has led 

to ever widening gap between book and market values of companies.

A brand is the polyvisual expression of a set of values. These values are built on 

impressions about the product or service concerned, which help to differentiate it in a 

desirable way. Branded products or services potentially generate higher earnings over 

time than unbranded products otherwise do. Because of this ability, brands potentially 

do have value. The research presents various methodologies for brand valuation. A 

closer attention is paid to the economic use method and particularly to the model 

developed by Interbrand. We notice that while brand valuation has certain special 

features, the basic principals and their pros and cons are similar than with the 

valuation of other type of assets. We aim to examine whether the value of a brand can 

be measured with a similar confidence as any other asset, business or company, and 

how this estimated value reflects to the market and book values of the company 

owning the brand.

The difference between market and book values of companies consist mainly on 

intangible assets hidden from accounting - also known as intellectual capital. 

Financial reporting is unable to produce adequate numerical data on intellectual 

capital that would narrow the difference. This creates various concerns, which are 

mainly linked to the information asymmetry between the company insiders, i.e. the 

management, and outsiders, i.e. current or potential owners. The study suggests
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guidelines for alternative reporting on intangible assets, which would enable better 

understanding of the company’s future value creation potential.

The study’s empirical portion examines how shareholder value relevant information 

brand value estimates are. Our first hypothesis is to test whether the brand value 

estimates are important value drivers for the share price of the company owning the 

brand. We used a sample of 89 companies owning 96 brands valued by Interbrand for 

their annual “The Best Global Brands” study in 2007. We used econometric models 

for examining the association between market values and the combination of book 

values, brand values, and value added consisting of return on equity, risk and growth. 

Our empirical findings indicate that the brand value estimates are significantly 

positively associated with the equity market values.

The empirical portion also examined how important indicators book values are for 

brand value estimates, as all internally generated and many acquired brands are not 
recognised on the balance sheets. Our second hypothesis is to test whether book 

values are significantly reflected to brand value estimates. Again, we used 

econometric models for examining the relationship between brand values and the 

combination of book values, net sales, earnings, and total assets. Our findings indicate 

that book values fail to catch the essence of brand values. Book values still provide 

value relevant information for investors, although they probably have lost some 
relevance.

Valuable brands are clearly positively reflected in market values of the companies 

owning them. This should alleviate concerns that estimates of brand values are 

unreliable. The parties setting on accounting and reporting standards must decide 

whether the reliability is sufficient to be recognised on the balance sheets. In any case, 

more information on currently hidden intellectual capital should be provided in 

financial reporting in order to increase its value-relevance.

9.2 Limitations in the Study

While the Interbrand’s top 100 brands service well for the empirical purposes, it is not 

without limitations. The ranking includes only the most valuable brands by definition.
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Therefore, it may limit the applicability of the findings for lesser-known brands or for 

companies, in which branding do not play a major competitive factor. While this 

reduces the generalisability of the findings, it does not affect their validity. 

Generalisability is not a primary concern in this research, which sought to 

demonstrate the linkages between the companies’ market capitalisation and their 

brand value. A demonstration of valuable, global publicly-traded brands seems to 

offer a strong and relevant test of theory of building brand equity.

In addition, as already discussed the input data includes handicaps. Many of the 

companies own a portfolio of brands - all contributing to the market value. Therefore, 

one or a couple of brands - even though they are the most valuable ones - do not fully 

describe the relationship between the total brand value of the company and its market 

value. However, this type of a noise dampens the ability to observe effects, which 

strengthens the significance of the reported findings. If we could capture the value of 

all the brands owned by the observed 89 companies, the outcome would be even 

stronger association between the brand and the market values of the companies.

9.3 Further Research

This research could be extended, for instance, by studying the findings across 

different industries and over a longer period of time, i.e. how the change in brand 

value is associated with the change of market capitalisation of a firm owning the 

brand. In addition, the impact on certain brand-specific variables, such as marketing 

costs or brand market share, to brand value could be examined further. Another way 

to extend the research would be to study the effects of brand value to firm 

performance, in terms of both quantitative (sales, earnings, market share and 

capitalisation etc.) and qualitative (consumer satisfaction, loyalty etc.) measurement.

However, the ultimate and the most ambitious - although extremely challenging - 

goal would be to approach the broader issue of developing a valid, transparent and 

comparable measure of brand value for financial reporting and analysis purposes. As 

the findings of this and many other researches indicate, the values of companies are 

increasingly derived from intangible assets - the brand in forefront. Therefore, 

accounting systems should better acknowledge this source of shareholder value.
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APPENDIX: BEST GLOBAL BRANDS - 2007 RANKING

Best Global Brands 2007

Rank

1

2

3

4

5

6

7

8

9

10 

11 

12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

Brand

Coca-Cola

Microsoft

IBM

GE

Nokia

Toyoa

Intel

McDonald's

Disney

Mercedes

Citi

Hewlett-Packard

BMW

Marlboro

American Exrpess

Gillette

Louis Vuitton

Cisco

Honda

Google

Samsung

Merrill Lynch

HSBC

Nescafe

Sony

Logo Country

INI CD KLIA
Finland

toyota Japan

finteD

-U..\

® G 

Mercedes-Benz Germany

US

US

us

G8fe#e us

France
■ 111 • 111 • 

CISCO us

Japan

Google
US

Republic of Korea

Merrill Lynch US

HSBC 4» UK

NESCAFE. Switzerland

® Japan

Sector

Beverages 

Computer Software 

Computer Services 

Diversified 

Consumer Electronics 

Automotive 

Computer Hardware 

Restaurants 

Media 

Automotive 

Financial Services 

Computer Hardware 

Automotive 

Tobacco

Financial Services 

Personal Care 

Luxury

Computer Services 

Automotive 

Internet Services 

Consumer Electronics 

Financial Services 

Financial Services 

Beverages

Consumer Electronics

65 324 

58 709 

57 091 

51 569 

33 696 

32 070 

30 954 

29 398 

29 210 

23 568 

23 443 

22 197 

21 612 

21 283 

20 827 

20 415 

20 321 

19 099 

17 998 

17 837 

16 853 

14 343 

13 563 

12 950 

12 907

Brand Value ($)
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26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

Brand Logo_____Country

Pepsi

Oracle

UPS

Nike

Budweiser

Dell

JPMorgan

Apple

SAP

Goldman Sachs 

Canon

Morgan Stanley

Ikea

UBS

Kellogg's

Ford

Philips

Siemens

Nintendo

Harley-Davidson

Gucci

AIG

eBay

AXA

Accenture

ORACLE

Morgan Q

us

us

US

US

US

US

US
V

Germany 

US 

Japan 

US

Sweden 

Switzerland 

US 

US

Netherlands 

Germany 

Japan

Canon

Morgan Stanley

Subs

PHILIPS

SIEMENS

GD
GUCCI Italy

AIG

accenture US

Sector Brand Value ($)

Beverages 12 888

Computer Software 12 448

Transportation 12 013

Sporting Goods 12 004

Alcohol 11 652

Computer Hardware 11 554

Financial Services 11 433

Computer Hardware 11 037

Computer Software 10 850

Financial Services 10 663

Computer Hardware 10 581

Financial Services 10 340

Home Furnishings 10 087

Financial Services 9 838

Food 9 341

Automotive 8 982

Diversified 7 741

Diversified 7 737

Consumer Electronics 7 730

Automotive 7718

Luxury 7 697

Financial Services 7 490

Internet Services 7 456

Financial Services 7 327

Internet Services 7 296
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Rank Brand Logo Country Sector Brand Value ($)

51
L'ORÊAL

L Oreal France Personal Care 7 045

52
MTV 1EÜÜ5 'us

Media 6 907

53
Heinz {jfflíPi US Food 6 544

54 Volkswagen у

VaHciO'

' Germany Automotive 6511

55 Yahoo!
V

US Internet Services 6 067

56 Xerox /1Ш US Computer Hardware 6 050

57
Colgate 1'SMMf US

Personal Care 6 025

58 Chanel 3D
>

France Luxury 5 830

59 Wrigley ,WRKM.BV US Food 5 777

60 KFC ВI# us Restaurants 5 682

61 Gap
(i AI1 1 US Apparel 5 481

62 Amazon.com
amazon com

US Internet Services 5411

63 Nestlé

ZARA
Switzerland Food 5 314

64 Zara 1 Spain Apparel 5 165

65 Avon US Personal Care 5 103

66 Caterpillar y11fus
Diversified 5 059

67
Danone ^ 1 France

Food 5 019

68 Audi ди^, Germany Automotive 4 866

69 Adidas
ocelos

Germany Sporting Goods 4 767

70 Kleenex " ”us Personal Care 4 600

71
W

Rolex ROLEX; Switzerland Luxury 4 589

72 Hyundai HYuriDHi Republic of Korea Automotive 4 453

73 Hermès
HERMÈS

France Luxury 4 255

74 Pizza Hut US Restaurants 4 254

75 Porsche Щ Germany Automotive 4 235
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Rank Brand Logo Country Sector Brand Value ($)

76 Reuters REUTERS 1

Q
MOTOR OjL Л

UK Media 4 197

77 Motorola US Consumer Electronics 4 149

78 Panasonic F-"”О"* Japan Consumer Electronics 4 135

79 Tiffany & Co.
Tiffanv&Cq

US Luxury 4 003

80 Allianz Allianz (fii),.v-/ Germany Financial Services 3 957

81 TNG INGA) Netherlands Financial Services 3 880

82 Kodak US Consumer Electronics 3 874

83 Cartier (artier France Luxury 3 852

84 BP

_bp
о UK Energy 3 794

vT>A-V.
85 ' Moët & Chandon rtOET k CHANDON France Alcohol 3 739

86 Kraft fkRAFTi US Food 3 732
iL

87 Hennessy Hennessy France Alcohol 3 638

88 Starbucks US Restaurants 3 631

89 Duracell
DURACELL

Consumer Electronics 3 605

90 J ohnsson& J ohnsson US Personal Care 3 445

91 Smirnoff UK Alcohol 3 379

92 Lexus Japan Automotive 3 354

93 Shell Netherlands Energy 3 331

94 Prada Italy Luxury 3 287

95 Burberry UK Luxury 3 221

96 Nivea
M IVE A

Germany Personal Care 3 116

97 LG
/ИШ 1 л
43/ Republic of Korea Consumer Electronics 3 100

98 Nissan Xei/. Japan Automotive 3 072

99 Polo RL p*Tx.»US Luxury 3 046

100 Hertz liLHÙL us Automotive 3 026
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