Brand Image Valuing

Brand Accounting: Measuring and valuing brands

Abstract
The main intention of this paper is to examine the how brands as intangible assets can be reflected in a company’s financial statement. Over the last 20 years brands have become progressively important elements of corporate goals, wealth and success. Corporate firms are increasingly competing and striving hard to build strong brand image(s) which reflects an escalation into intangible assets, resulting into the relevance of brand valuing.

With such a trend, more often than not will be the listing of brand names in the balance sheet of certain companies which impact valuation procedures and business decisions. The treatment procedures in brand accounting have been an issue that remains hotly debated in the accounting arena. There is exists disharmony among different accounting bodies worldwide and accounting systems adopted by various countries.

There are various approaches to valuing brands, namely: cost-based method, market-based method, and income-based method and formulatory method. This paper notes and how organizations can utilize that valuation in brand accounting is more than just the method but rather management implications such as accounting strategy. Other considerations of brand valuation in terms of relevance to needs of organizations and businesses are briefly mentioned.
Introduction
The onset of the recognition of brand accounting seem to have come along with the booming brand culture trend of the 1980s which was experienced with business deals that saw organizations bidding more for the name (brand image) than the tangible assets of a company. In 1987 Grand Metropolitan acquired Pillsbury for $1.125 billion with approximately 88 percent of it estimated to be exclusively for the Pillsbury brand. Others include Microsoft buying Google, BMW Rolls-Royce, VW buying Bentley, Nestle acquisition of Rowntree and Danone buying Nabisco’s European business. Srikanthan, Ward and Neal (1988) were quick to note of the increased awareness for the brand accountability and other marketing assets which in many cases were formerly unrecognized and rather seen as ambiguous.
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Brand accounting in its sunset years of recognition was viewed with doubts of whether it was a myth or reality or if it was in fact proceeds of commercial convenience committed by a few major companies. Seetharaman et al. (2001) highlighted that the amount being paid for the acquisition, especially for the strong branded names, was progressively higher than the value of company’s net tangible assets. Purcell (2001) recognizes the use of brand extension whereby other products can be added to the brand range to exploit on the existing goodwill.

Recent development is of the year 2008 lucrative Microsoft (MSFT) $31 a share pre-emptive bid worth $44.6 billion for Yahoo (YHOO). The stalemate in the takeover deal was because the shareholders felt that the company had been “substantially undervalued” and demanded higher stakes. Yahoo primary been an intangible asset company, has over the years established itself through its brand image and the other related brand synergies. Cook, Jr. (2008) observes that the apparent advantages of Yahoo brands such as the ‘Buzzword’ as a “tangible reason” Microsoft needed to acquire Yahoo.

Brand accounting is here to stay and is indeed a conventional reality. It also implies need for valuation significance in today’s business world where marketing synergies are directed towards “brand capitalization”. Fernández (2001) points out that a company’s brands are often its most vital assets, more important even than the physical counterparts, whose value is included in the accounts. More and more companies are embracing the optimization of intangible assets such as intellectual property and brand reputation.

Coupled with digital era such as the use internet and mobile technology, small/medium-sized enterprises (SMEs) are increasingly operating under the idea of ‘briefcase office’ with a lesser amount of tangible assets to account for. In addition with the increased levels of outsourcing, major companies are concentrating on the core competencies of their business with brand management in the forefront.

The beneficiaries of outsourced businesses also have to strive to build and maintain rapport and reputation (brand equity) in order to survive. One implication to this is that brand image trickles down from multinational national companies (MNCs) to small/medium-sized enterprises (SMEs).

How to go about valuing brands is the hard-nut-to-crack as compared to the merely recognizing it as an intangible asset. Wyatt and Abernethy (2003) clarifies that asymmetric asset recognition rules has been traditionally prescribed for acquired and internally generated intangible assets that leads to conservative reporting of intangible assets. They observe that acquired intangible assets have verifiable measure since they are traceable through historical records of the exchange transaction.

In contrast, internally generated intangible assets are typically overlooked from the balance sheet due to the lack of a verifiable measure. Martin and Hartley (2006) The issues involved in developing and exploiting intangible assets differ from those involved in managing physical and financial assets. The lack of concrete form and the general absence of functioning markets for intangible assets make their valuation problematic in comparison with that of physical assets that are regularly bought and sold in transparent markets.
Research Problem
In the new era of digital technology it seems inescapable to assume the growing importance of intangible assets in all aspects of business. With the trend towards brand capitalization, accounting as a discipline is even more empowered to make vital contributions to valuation of businesses. Many investigations have been made to achieve the best out of brand accounting for accounting objectives. The major problems in brand accounting seem to be as follows:
· There exists disharmony of a clear approach for brand accounting in terms of the reliability and relevance relationship.

· The of a clear universally acceptable system for measuring and valuing brands

· There is no clear decision making framework for assisting businesses to recognition and account for internally generated brands as intangible assets.
There are limitations of a number of the methods proposed for valuing brands within the limits imposed by the brand’s intrinsic reality.
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Establish guidelines for value creation through the study of brands and intellectual capital. We also propose a scheme for identifying brand value drivers, that is, the parameters influencing the brand’s value.
Objectives of the Research
The objectives of the research are:
· To define a set of major organizational attributes in terms of how they impact choosing the best accounting system development method.

· To find a standard segmentation of organizations in order to define each organization’s accounting related attributes.

· To build up a decision making framework for choosing the best digital accounting system development solution.
The first section of the paper explains how brand asset recognition is typically dependent upon the recognition and value of purchased goodwill at the time of a business acquisition only. It shows how the recognition of brand assets is restricted by these circumstances which, for example, exclude internally created brand assets.

The accounting recognition of brand assets is demonstrated by reference to a worked example which, also, is used in the second section of the paper to explain the impact of the standard. The second section of the paper addresses the standard with a view to identifying positive trends towards the widespread recognition of brand assets on the balance sheet.

Two supporting, positive trends are observable: the capitalisation of purchased goodwill and the capitalisation of RAMVs (to be explained later on). However, the standard still does not specifically address the recognition of brand assets, preferring, instead, to emphasise the importance of reliability of measurement for intangible assets, for example, through the application of an elaborate impairment test for any diminution in the value of intangible assets. Given the importance which accountants attach to measurement, often as a means of simultaneously recognising

Intangible assets, the third section of the paper contains a brief critique of the main measurement methods used to establish a brand asset value. The aim is to highlight the accounting profession's concern with regard to reliability of measurement, a concern which appears to be largely justified.

The final section of the paper shows how, in relation to actual accounting practice over the past seven years and future accounting practice as proposed by the standard, the accounting profession still continues to ``fudge'' the issue of brand asset recognition on published balance sheets. Brand asset recognition, such as it is, has historically been linked to purchased goodwill accounting. It is, therefore, important to understand the basics of goodwill accounting before one can appreciate the impact it has upon brand asset recognition.
