
Valuing Intangibles Doable, Despite Resistance

2:12 pm ET
Mar 23, 2016

FASB

RadioShack’s brand name and its customer lists were among the two most valuable assets, after the
retailer filed for bankruptcy protection last year.
Reuters

Company executives and investors say that recording values for intangible assets like
brand names and customer data is time consuming and difficult. That’s why many
resist the idea of having to bring them onto their balance sheets.

But valuing such items is doable. There are well-established methods used by
companies when they need to calculate values for assets such as trademarks.

Under current accounting rules, U.S. companies don’t record those items on their
books as assets, leaving a growing gap in how balance sheets and income statements
reflect the inner-workings of business.

Companies do put values on intangibles in acquisitions and during restructurings.

Valuation experts such as PJ Patel, co-chief executive of Valuation Research
Corporation, use a “discounted cash flow” model to help companies come up with
values during those instances. That involves estimating the amount of cash produced
annually by the intangible and then projecting the cash flow out for many years. The
firm then discounts the number to determine the present-day value of the future cash
flows.

The method isn’t as precise as it would be for estimating the value of commodities
such as copper, where there are well-established markets that set prices. “There’s still
subjectivity involved,” said Mr. Patel. But he added that it’s becoming more
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commonplace to get values for intangibles.

Companies in distress or restructuring almost always get their intangible assets valued,
especially those related to the Internet, said Holly Etlin, a managing director at
consulting firm AlixPartners LLP.

“All of it has value to potential buyers,” said Ms. Etlin. She advised defunct book seller
Borders Group Inc. on its bankruptcy in 2011. She also acted as interim chief financial
officer for RadioShack Corp. before it filed for bankruptcy protection last year.

While getting values on such assets takes time, it’s not always expensive.

The consultancy fee for initial valuations for companies involved in mergers can run as
low as in the five figures for middle-market companies, said Anthony Alfonso, head of
the valuation and the business analytics department of accounting and consulting firm
BDO USA LLP. He added that similar work for large, multinational companies, could run
into the millions, but that the number would be small compared to the market
capitalization of such corporations.

It’s unclear, however, whether investors are clamoring for the values. Putting more
information onto the balance sheet would only have limited worth, say investors.

For fund managers the balance sheets or earnings aren’t the most important financial
statements; many prefer to look at cash flow to see how companies are really doing,
said Jason Tauber, senior research analyst with Neuberger Berman. There are too
many variables and assumptions that go into earnings statements, which can color the
numbers, he explained.

“Earnings are a story, but cash is a fact,” he said.
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