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STANDARDS FOR

In Ghis articln the awthors argue that there Is a noed to create awareness and support
amang the financial community for consistont brand measurement and metrice
that tie investmonts in corperato and product brands to financial value.
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OPPORTUNITIES
AND OBSTACLES

JAMES GAEGORY AND MICHAEL MOODRE

here has been considerable  cial and managerial accounting records,
effort by the Marketing norare they reported to external users
Accountability Standards of financial statements. However, boards
Board (MASB) 1o raise of directors and management are allo-

awareness regarding finan-
cial reporting of marketing intangibles.
In many cases these intangibles have
grown to be of significant value yet

cating resources for marketing activi-
ties of the firm with little guidance as
to the values created by these expendi-
tures, Investors and analysts attempt 1o

receive little attention in internal finan-  value and compare firms attempting to
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predict how assets owned by the firms
will produce future income with little
knowledge of the value of marketing
intangibles, MASB was created by the Mar-
keting Accountability Foundation as an
independent private sector, self-gov-
erning body where marketing and
finance align on measurement for report-
ing, forecasting, and improving finan-
cial returns from buyers in markets.
M ASE's mission is to establish market-
ing measurement and accountability
standards across industry and domain
for continuous improvement in finan-
cial performance and the guidance and
education of business decision-makers
and users of performance and financial
information.

MASB has several projects underway
designed to raise awareness of the ben-
efits and obstacles of formalizing the
recognition of the brand as a major mar-
keting intangible.

The Brand Investment/Valuation
Model (BIV) Project has an objective of
providing the ¢ritical "missing link”
between marketing and financial com-
munities by developing consistent, cred-
ible, and actionable brand valuations
through the establishment of "generally
accepted brand investment and valua-
tion standards,” using metrics that are sim-
ple, transparent, relevant, and calibrated
across categories and conditions and
that reliably tie marketing actions to
cualomer :il'l'lp-ﬁi:lp to market outcomes,
and to financial returns both short term
and over time.

The Brand Investment/Valuation Mar-
keting Communication Praject has a goal
of effectively clarifying and communi-
cating the operational importance of the
BIV Project to all constituencies,

The Improving Financial Reporting
(IFR) Project has its goal 1o facilitate
partnering with the financial reporting
and investment communities for improv-
ing the accounting and/or reporting rules
related to marketing, such that financial
returns from corporations will be driven
and measured by buyer behavior in mar-
kets over time, and to ensure that mar-
keting is at the table when reporting of
brand value is required far internally
developed brands.
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The current landscape

The implementation of a goal of report-
ing brand values is not without hurdles,
since a significant change in accounting
practice and reporting will be necessary.
Bath the Financial Accounting Standards
Board (FASB) and the International
Accounting Standards Board (1ASB) have
been very reluctant to depart from the
current practice of deducting most adver-
tising and marketing expenses as ordi-
nary operating expenses, For accounting
(and tax) it is assumed that advertising
costs incurred in anticipation of future
probable economic benefits are usually
expensed currently because the benefit
period is presumed 1o be short or the
periods in which economic benefits might
be received or the amount of economic
benefit cannot be determined easily and
objectively. As such, internally devel-
oped (self-created) assets are not rec-
ognized as assets in the accounting
records. Intangible assets acquired in a
business combination are measured and
reported in the financial records under
both FASE and [ASE standards.

Marketing assets

With respect to branding and other mar-
keting intangibles, there are noticeable
inconsistencies between the treatment
of purchased intangibles and internally
developed intangibles, Additional char-
acteristics should also be noted, Inter-
nally developed intangibles are always
carried on the books at adjusted his-
torical cost and are not written up to
market. Likewise, purchased intangibles
are recorded at cost and are adjusted
down by amortization or impairment
and never written up to market. The cur-
rent debate revolving around whether
or not intangible assets such as the brand
can be recorded on the balance sheet in
situations where economic value was
created as a result of prior expenditures
shows a large gap between those who
espouse such treatment and the policy-
makers at FASE and 1ASE, Recording
assets at fair value using Generally
Accepted Accounting Principles (GAAP)
or International Financial Reporting
Standards (1FRS) is generally limited to
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marketable securities and write-downs
for asset impairments,

It is feli I,ll].r many Il!iI-TI'HHiIIj.: pn:ur';q-.-
sicmials that the balance sheet does not
adequately reflect the fair value of mar-
keting assets or, in most cases, docs not
even refllect the existence of an assef,
Muost feel that such a treatment falls short
of information necessary for evaluation
of areas such as marketing effectiveness,
investment and portfolio optimization,
asset management, and benchmarking.

Recording marketing assets on the
balance sheet under mark-to-market
accounting seems years in the future.
Development of a model for record-

would be required to replace the service
capacity of an asset {current replace-
ment cost).

There are many inputs (assumptions)
that market participants use in pricing
an asset or liability, These include
assumptions about risks inherent in a
valuation technique andfor the risks
inherent in the inputs to the valuation
technigue. These inputs are classified as
observable and pnobservable. Observable
inputs are inputs that reflect market par-
Iifipanl assumptions based on market
data obtained from sources independent
of the reporting entity. Unobscervable
fupuis are inpuls that reflect the report-

allows for situations where there is lit-
tle or no market activity for the asset or
liability at the measurement date, Unob-
servable inputs are developed based on
the best information available 1o the
circumstances. This might include the
reporting entity's own data. Unobsery-
able inputs are intended to allow for
situations in which there is litile, if any,
market activity for the asset or liabil-
ity at the measurement date.’

In addition to the general fair value
models from FASE and TASE and spe-
cific branding commercial valuation
maodels such as Brand Finance, Core-
Brand, Interbrand and Millward Brown,
other madels have

Fair value and financial statement

There are three approaches to the treat-
ment of fair value write-ups and write-
downs on the financial statements, Using
investments in debt and equity securi-
ties as an example, debt securities that
a firm has the intent and ability to hold
to maturity are ¢lassified as "held-to-
maturity” and reported at amortized cost
less impairment an the balance sheet
{historical cost approach). Debt and
equity securitics that are purchased prin-
cipally to sell in the near term are clas-
sified as“trading” securities and reported
at fair value an the balance sheet (mark-
to-market approach). Unrealized gains
and losses are included in earnings. Debt

ing internally developed marketing  ing entity’s own assumptions about mar-
assets that measures fair value is ket participant assumptions that would
critical to its acceptance by FASB  be used based on the best information
and IASB. The fair value concept available in the circumstances, There is
focuses on the price that would be  a hierarchy that prioritizes the inputs 1o
received upon the sale of an asset  valuation techniques used to measure

Lttt Decn proposed, no-  and equity securities not classified as

ACCOUNTING OVERSIGHT : : T -
BOARD (PCAOE) POUND tably International  abowve are classified as “available for sale
Pt i bl Organization for securities and reported at fair value
PPN EITE Standardization  (mark-to-market approach) on the bal-
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or paid to transfer a Hability. It is
an exit price rather than a price that
would Be paid to acquire the asser or
received to assume the liability, called
an emtry price. In other words, fair value
is a market-based measurement, not an
entity-specific measurement. A fair value
measurement should be determined
based on assumptions that market par-
ticipants would use in pricing an asset
or liakility.

Valuation issues

For both FASE and 1ASE, valuation tech-
nigues that are consistent with the mar-
kel approach, income approach, andfor
cosf approgch are wsed o measure fair value,
A market approach uses prices and other
relevant information generated by mar-
ket transactions involving identical or com.
p:lr:lbl-: asseis or liabilities, & valuation
technique consistent with the marker
approach might be ane that uses market
multiples derived from a set of compa-
rables. The income approach uses valu-
ation techniques to convert future
amounts to a discounted present value
amount, The technigques include present
value models, option-pricing models,
lattice models, and the multi-period
excess carnings method. The cost approach
is based on the amount that currently
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fair value, These are prioritized into

three broad levels,

Lewel 1. Level | inputs are quoted
prices in active markets for identical
assets or liabilities that the reporting
entity has the ability to access at the
measurement date,

Level 2. Level 2 inputs are inputs other
than guoted prices included within
Lewvel 1 that are observable for the asset
or liability, either directly or indirectly.
Level 2 inputs include the following:

o guoted prices for similar assets or
liabilities in active markets;

* quoted prices for identical or simi-
lar assets or liabilities in markets
that are not active;

« inputs other than quated prices that
are observable for the asset or lia-
bility (¢.g., interest rates and yield
curves observable at commaonly
quoted intervals, volatilities, pre-
payment spreads, loss severities,
credit pisks, and default rates); and

« inputs that are derived principally
from or corroborated by abservable
market data by correlation or other
means.

Level 2. Level 3 inpuis are unob-
servable inputs for an asset or liabil-
ity, Unobservable inputs are used to
micasure fair value to the extent oh-
servable inputs are not available. This
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RELATED TO FAIR-VALUE

FIRMS THAT WERE Faido LTI S MY T

ESTIMATES AND ASSET [nternational Val-

T I uation Standards,

which issued Inter-
national Valuarion Standards (IVS)—
2011. This study sets standards for the
valuation of a wide range of assets, includ-
ing intangibles.

In order to persuade the FASE and
the IASE that marketing assets should
be reported at fair value in the finan-
cial statements, a valuation model must
be developed that has the characteris-
tics consistent with fair value inputs
prescribed by FASE and [ASE. MASDH
is currently working on validating
such a fair value model. This project
invalves creation of general principles
and standards/methodologies for invest-
ing in and valuing brands. It will involve
empirical trials among three to five
brands to serve as examples of apply-
ing the standardsimethodology. The
BIV methodology is based on an in-
come approach or cash flow approach
that uses valuation techniques to con-
vert future amounts to a discounted
present value amount, This model will
have several levels of impact metrics: cus-
tomer level, market level, operating
financial level, and non-operating finan-
cial level.
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LRl L el LI Brand Valuation are reported as other comprehensive

incame, which is reported in a separate
component of sharcholders' equity.

Problems abound even with fair value
balance sheet measurements that are cur-
rently acceptable methods of account-
ing. In a recent Wall Street Journal article
it was reported that the Public Compa-
nies Accounting Owersight Board
(PCAOB) found 123 audit deficiencies of
250 audits in 2010 among clients of the
Big Four accounting firms that were related
to fair-value estimates and asset impair-
ments in 2010, PCAOB questioned the
assumptions and methodologies that went
into some of the asset pricing models.

Marketing assets do not fit well in this
current framework of fair value mea-
surement for inclusion of such assets on
the balance sheet, and many issues still
need to be resolved by MASB and
accounting policymakers, MASE real-
izes that acceptance of fair value report-
ing of marketing assets on the balance
sheet is likely years in the future.

A need for better reporting

In the meantime the need exists for a
consistent dashboard measure for mans
agement and investors whao need to know
if a firm is creating value through invest-
ments in advertising and other market-

R B PR R R



VALUATION
STANDARDS FOR
INTANGIBLE
ASSETS SUCH AS
BRANDS NEED TD

BE RECOGNIIED
TO FINALLY GET
MARKHETING AND
FINANCE ON THE
SAME PAGE.

ing activities. For reasons stated above,
rather than entering the fair value of
marketing assets on the balance sheet,
MASE Is proposing that disclosure be
made in the Management’s Discussion
and Analysis of Financial Condition and
Results of Operations (MD&A) section
of the firm's annual report. The MD&A
seems to be a solid first step in encour-
aging development of disclosure of mar-
keting expenditures and results as seen
through the eyes of management.

Examples. The following note is an
example of a suggested MDE&A disclosure
for product brand values:

As of June 30, 2002, the senlar mamagement
of Gadget Corporation values the Widget
Hrand st 290, up 7 percent [Fof a year ago
and 20 percent over the past three years. We
estimate this value vsing the methodolegy
pravided by ValuePack LLC, a BMASDH qualified
Brand Valuatar.

The following note is an example of a
proposed MD&A disclosure for corpo-
rate brand values:

W, the senior management of Alpha
Corparation, believe the value of aur
corporale brand, as of December 31,
2001, is 5264 billion, up 2.7 percem
from a year aga ansd down 3.8 percent
ower The past three years. We estimate
this brand value using the methed-
alopy provided by Brand Top, LLC, s
MASE qualified Brand Valuatar,

Both examples utilize contin-
uous quantitative research study
maodels based on how investments in the
product or corporate brand impact future
cash flows.

The simple inclusion of these notes,
either separately or together, in the MD&A

- section of the annual report will have pro-

found impact on the practice of market-
ing and not cause any disruption to current
accounting practice for external users.
This single change will make marketing more
accountable and unite finance and mar-
keting toward creating a common goal —
increasing enterprise value,

Additional benefits include the con-
sistent diagnostic evaluation of the long-
term financial health of the company. It
will provide a dashboard measure by
which the company management, invest-
ors, and employees alike would be able to
determine if the investments being made
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in marketing were wise and provided the
company with an effective return.

Marketing activities can be highly effi-
cient for value creation, but not when
accounting standards obstruct reason-
able requests. Valuation standards for
intangible assets such as brands need to
be recognized to finally get marketing and
finance on the same page.

What's in it for the CFO?

It depends on whether individual CFOs
approach their role as providing account-
ing reports ar approach it as providing
financial leadership. Although intangi-
ble assets have grown in value, there is
less understanding than ever of what
drives that value. There is no doubt that
accounting standards for intangible assets
will eventually be changing worldwide.
CFOs who see their role from the account-
ing perspective will wait until IASE stan-
dards for valuing intangibles are updated
and distributed sometime in the distamt
futuwre. But from the financial leadership
perspective, CFOs will embrace and
encourage forward-thinking ideas abowut
what drives the value of intangible assets.
Those CFOs who lead the charge will be
providing better acceptance of company
value and future value estimates by
investors, analysts, employees, and man-
agement, CFOs will be at the forefront
of helping marketing and finance to work
together toward commaon goals with ¢lear
RON measures in place,

Conclusion

We believe the establishment of brand val-
uation standards will help companies
make better investment decisions, meel
arganic growth targets more often,
improve performance as measured by
customer, market, and financial out-
comes, build strong brands more prof-
itably and consistently, and will serve as
the primary forward-looking marketing
KPl in Corporate Scorecards and in
MD&A discussions.

We seek to have CFOs, CPAs, and the
world of finance join MASE to achieve
consistent, comparable, credible, and
actionable brand valuations for both
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externally and internally developed cor-
porate and product brands. MASE is
establishing “generally accepted brand
investment and valuation standards™
using metrics that are simple, transpar-
ent, relevant, and calibrated across cat-
egories, cultures, and conditions. The
ultimate goal is to reliably tie marketing
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actions to customer impact, to market out-
comes, and to financial returns both
short term and over time. W

NOTES
'FASE ASC 167, Fair Value Moasuramanis (H006] asd
IFRS 13, Fair Valve Measoremeant (20010,
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