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RESUMEN 

En nuestra era digital, la relevancia de los activos intangibles ha modificado la visión 
tradicional de las empresas. En las últimas décadas, este tipo de activos ha aumentado 
considerablemente, sustituyendo a los activos tangibles como principal fuente de valor 
económico. En este sentido, las marcas son un elemento clave para conseguir un crecimiento 
sostenible a largo plazo. Un activo históricamente asociado al marketing, pero que 
actualmente es un tema candente para los académicos y profesionales de las finanzas.  

Este trabajo de fin de máster tiene el objetivo de proporcionar un análisis en profundidad de 
las metodologías existentes de valoración de marcas, especialmente en relación con el sector 
de las Tecnologías de la Información. En primer lugar, se presenta un análisis crítico de la 
bibliografía académica referente a los métodos más utilizados de valoración de marcas y las 
tasas de descuento apropiadas. En segundo lugar, se realiza un caso práctico sobre una de las 
marcas más prestigiosas del mundo, tanto desde el punto de vista de los consumidores como 
del sector financiero: Apple Inc. A continuación, se aplican las metodologías adecuadas a esta 
marca, estudiando en profundidad sus características, ventajas y limitaciones. Por último, se 
proponen conclusiones y recomendaciones sobre la valoración de marca de una empresa 
tecnológica líder. 

El objetivo final de esta tesis es poner de relieve la importancia de la valoración de marcas y 
abordar sus desafíos. Un análisis con el propósito de desarrollar metodologías de valoración de 
marcas transparentes, universales y coherentes. 
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ABSTRACT 

In our digital era, the importance of intangible assets has disrupted the traditional view of 
enterprises. In the last decades, this type of assets has risen considerably, replacing tangible 
assets as the main source of business value. In this sense, brands are a key factor to enjoy a 
sustainable long-term growth. An asset historically associated to marketing, but now a hot 
topic for financial academics and practitioners.  

This research paper aims to provide an analysis of the existing brand valuation approaches, 
especially in relation to the Information Technology sector. First, a critic view of the 
academic literature covering brand valuation approaches and appropriate discount rates is 
presented. Second, a case study is carried out about one of the strongest brands, from 
consumers and financial perspective: Apple Inc. Thereafter, the appropriate methodologies 
are applied to the branded firm, studying in depth their characteristics, advantages and 
limitations. Finally, conclusions and recommendations are proposed on the brand valuation 
of a leading technology firm. 

The final objective of this thesis is to emphasize the relevance of brand valuation and address 
its challenges. An analysis with the purpose of develop transparent, universal and consistent 
brand valuation methodologies. 
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Abstract 

 

In our digital era, the importance of intangible assets has disrupted the traditional view of 

enterprises. In the last decades, this type of assets has risen considerably, replacing tangible assets 

as the main source of business value. In this sense, brands are a key factor to enjoy a sustainable 

long-term growth. An asset historically associated to marketing, but now a hot topic for financial 

academics and practitioners.  

This research paper aims to provide an analysis of the existing brand valuation approaches, 

especially in relation to the Information Technology sector. First, a critic view of the academic 

literature covering brand valuation approaches and appropriate discount rates is presented. 

Second, a case study is carried out about one of the strongest brands, from consumers and financial 

perspective: Apple Inc. Thereafter, the appropriate methodologies are applied to the branded 

firm, studying in depth their characteristics, advantages and limitations. Finally, conclusions and 

recommendations are proposed on the brand valuation of a leading technology firm. 

The final objective of this thesis is to emphasize the relevance of brand valuation and address its 

challenges. An analysis with the purpose of develop transparent, universal and consistent brand 

valuation methodologies. 
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1. Introduction 
 

In our digital era, the importance of intangible assets has disrupted the traditional view of 

enterprises. In the last decades, this type of assets has risen considerably, replacing tangible assets 

as the main source of business value. In this sense, brands are a key factor to enjoy a sustainable 

long-term growth. An asset historically associated to marketing, but now a hot topic for financial 

academics and practitioners. This introductory chapter has the objective to present a brief 

definition and overview of intangible assets, brand value, brand equity, and brand valuation. 

Finally, on this background, it is enunciated the scope of this research paper. 

1.1. What is an intangible asset? 
 

Under an accounting perspective, International Accounting Standard 38 defines intangible assets 

as “non-monetary assets which are without physical substance and identifiable”. In addition, it 

requires recognizing an intangible asset if its future economic benefits will flow to the entity and 

the cost can be measured reliably. This could be a broad concept. However, since 2001, IFRS 3 

in Europe and FAS 141 in U.S. defined a breakdown of the intangible assets in five categories: 

marketing-related, customer-related, contract-based, technology-based, and artistic-based 

intangibles assets. In the table below, some examples of intangible assets are classified: 

Table 1. Categories of intangible assets under IFRS 3 

Marketing-related 
intangible assets 

Customer-related 
intangible assets 

Contract-based 
intangible assets 

Technology-based 
intangible assets 

Artistic-related 
intangible assets 

Trademarks, 
tradenames 

Customer lists 
Licensing 

agreements 
Patented 

technology 
Plays, operas 
and ballets 

Service marks, 
collective marks 

Production 
backlog 

Management or 
supply contracts 

Computer software 
and mask works 

Literary works 

Non-competition 
agreements 

Customer 
contracts 

Lease 
agreements 

Databases Musical works 

Non-competition 
agreements 

Related customer 
relationships 

Servicing 
contracts 

Trade secrets 
Pictures and 
photographs 

Internet domain 
names 

Non-contractual 
relationships 

Permits and 
rights 

 
Audiovisual 

material 

Source: Global Intangible Finance Tracker 2019 report (Brand Finance, 2019) 
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This classification is defined by an accounting standard, but it is not exclusive. For instance, in 

academic literature, other terms can be identified, such as intellectual property or intellectual 

capital. A class that includes trademarks, patents, copyrights, proprietary technology, and other 

business knowhow. A definition than could cause confusion. Therefore, in this research paper, 

the categorization of the IFRS 3 is used as a reference, being the brand part of the marketing-

related intangible assets. In this sense, a breakdown of a firm value can be composed by tangible 

assets, disclosed intangible assets, and undisclosed intangible assets.  

After this definition, it is important to differentiate between internally generated and acquired 

intangible assets. Under IFRS 3, only acquired intangible assets in transaction can be disclosed in 

the bidding firm’s consolidated balance sheet. Therefore, internally generated brands are 

categorized as non-recognizable intangible assets. A condition that separates the disclosed 

intangible assets on the balance sheet and the undisclosed, both including the goodwill. In some 

sectors, undisclosed intangible assets are much more valuable than disclosed ones. A circumstance 

that is at the heart of the debate between regulators, investors and other stakeholders. 

The firms with higher market capitalization base part of its success on strong brands and 

innovative technology. The relevance of these assets is reflected on the stock market, but are not 

recognized in financial reports. Consequently, there is a gap between a company’s market 

capitalization and its book value. According to Parr (2007), S&P 500 firms were composed by 

16.8% of intangible assets and 83.2% of tangible assets in 1975. However, now these roles are 

inversed. In 2005, 79.7% corresponds to intangible assets and 20.3% to tangible assets. A trend 

that continued in the last decades. Finally, the fluctuation of ratios between sectors is remarkable. 

This research paper focus on Information Technology (IT) sector, in which branding and 

proprietary technology is at the core of corporate success. In the table below, the percentage of 

total intangible assets related to market value is presented by sector: 
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Table 2. Intangible assets percentage of market capitalization in 2005 

Sector 
Intangible assets of 

market capitalization (%) 

Energy 69% 
Materials 78% 
Consumer Discretionary 88% 
Consumer Staples 94% 
Health Care 89% 
Financials 64% 
Communications 79% 
Information Technology 82% 
Utilities 62% 

Source: Royalty Rates for Licensing Intellectual Property (Parr, 2007) 

1.2. What is a brand? 
 

Under the Standard ISO 10668:2010 for brand valuation, a brand is defined as “a marketing-

related intangible asset that may include names, terms, and logos that are intended to identify 

goods and create distinctive images and associations in the minds of stakeholders, thereby creating 

economic benefits for the owner”. 

The previous definition is clear and relevant, but this term can have other meanings. First, it is 

necessary to remark that the brand includes the concept of trademark (name, logo, and other form 

of representation). Second, it is crucial to differentiate between the terms “brand value” and “brand 

equity”, widely used in academic literature. On the one hand, brand value is a concept from a 

financial perspective, being the revenue differential between a branded and unbranded firm. On 

the other hand, brand equity is a concept from a behavioural perspective, defined as “the set of 

associations and behaviour on the part of a brand’s customers, channel members and parent 

corporation that permits the brand to earn greater volume or greater margins than it could without 

the brand name” (Salinas, 2009). In this manner, Aaker (1991) identifies five elements of brand 

equity: brand loyalty, brand awareness, brand associations, perceived quality, and other brand 

assets, such as trademarks and copyrights. Both points of views take part of brand valuation. 

Nevertheless, in this research paper, the objective is to study how to obtain a brand value from a 

financial perspective, even some hybrid methods are applied.  
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Brands are one of the most relevant assets of leading firms. To underline this relevancy and its 

role on value creation, in the table below is presented the top 5 best global brands by a brand 

consultancy firm as Interbrand. Its contribution to market capitalization ranges from 7.83% to 

31.71%, highlighting their brands as a crucial source of future benefits and carefully analyzed by 

management teams, financial analysts and investors. 

Table 3. Interbrand’s top 5 best global brands 2019 

Interbrand 
Global 
Ranking 2019 

Company Sector 
Brand 
Value 
($m) 

Market 
Capitalization 

($m) 

Brand value of 
market 

capitalization (%) 

1 Apple Inc. 
Information 
Technology 

234,241 1,367,743 17.13% 

2 Alphabet Inc. 
Information 
Technology 

167,713 979,188 17.13% 

3 
Amazon.com, 

Inc. 
Information 
Technology 

125,263 1,217,564 10.29% 

4 
Microsoft 

Corporation 
Information 
Technology 

108,847 1,389,276 7.83% 

5 
The Coca-Cola 

Company 
Consumer 

Staples 
63,365 199,824 31.71% 

Sources: Interbrand, Thomson Reuters Eikon 

1.3. The importance of brand valuation 
 

Due to the takeover boom in the 1980s decade, the valuation of intangible assets was put on the 

table. The difference between purchase price and the book value of tangible assets was attributed 

to the goodwill, but debate grew deeper about a breakdown of this value. Therefore, the origins 

of brand valuation can be set in that time. Before, its implication in business, social, and economics 

fields were well known. Nonetheless, there was not specific demand for develop reliable brand 

valuation methodologies, so the accounting and academic fields were left behind.  

Brand valuation measures the financial value of a brand using a data analysis, such as financial 

data and consumer-oriented research, and assumptions. Before 1995, only nine proprietary brand 

valuation methodologies were developed, but in the next decade, more than 30 were added. 

Salinas (2009) identified four main incentives to justify this boom:  
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• Measure marketing performance: quantify the return of advertising expenses and study 

the impact of marketing as a financial investment. 

• Justify share prices: to solve the gap between market prices and company book values. It 

is clear that a well establish brand has a reputational and trust effect on market sentiment. 

• Value brands transactions: part of an acquisition, the brand has to be valued to pay a 

premium and analyze the synergies. From weak to strong brands, they have to be reported 

in a purchasing transaction. 

• Improve tax management: legal control of brands and its taxation in different 

jurisdictions could lead to tax efficiencies. 

At the present time, brand valuation services are provided by auditors, consultant, traders, market 

research specialists, and academics, among others. A growing demand that overcome some 

barriers. These are the confidential information about competitive advantages related to 

intangible assets, and the lack of an accounting rule. Thereupon, there are currently three major 

purposes of brand valuation (Salinas, 2009): 

• Brand management purpose: develop the business strategy to reinforce the brand. It is 

especially relevant in budget allocation and marketing strategy. It focuses on generation 

of economic and reputational value. 

• Accounting purpose: standards require to record on the balance sheet the acquired 

intangible assets at their fair value.  

• Transactional purposes: there are two categories of this purpose. On the one hand, 

external transactions, meaning mergers and acquisitions (M&A). On the other hand, 

internal transactions, such as the royalty rates paid for licensing. 

To sum up, brand valuation is a good economic indicator of the brand effect, added to the 

traditional marketing perspective of social value. In the recent years, the royalty savings method 

has emerged as the most used technique. Nonetheless, the lack of credibility of some valuation 

models and assumptions, as the brand contribution, and the opaqueness of financial reporting 

related to undisclosed intangibles assets are some blockades to be resolved in the future. 
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1.4. Scope of the research paper 
 

This research paper aims to provide an analysis of the existing brand valuation approaches, 

especially in relation to the Information Technology sector. First, a critic view of the academic 

literature covering brand valuation approaches and appropriate discount rates is presented. 

Second, a case study is carried out about one of the strongest brands, from consumers and financial 

perspective: Apple Inc. Thereafter, the appropriate methodologies are applied to the branded 

firm, studying in depth their characteristics, advantages and limitations. Finally, conclusions and 

recommendations are proposed on the brand valuation of a leading technology firm.  

Throughout this research paper, the concepts learnt during the Double Degree Program between 

HEC Paris and ETSIT-UPM are put into practice. Combining the financial and Information 

Technology business knowledge acquired during the last four years, the final objective is to 

emphasize the relevance of brand valuation and address its challenges. 
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2. Brand valuation approaches 
 

Brand valuation is a topic widely studied due to its financial importance. In this sense, different 

approaches group valuation models by their concepts or usage. This chapter has the aim to give 

an overview of the four most relevant approaches. First, the financial-based approach is the most 

widely used, using financial and market information. It is the general way to value a brand and 

inside this classification, there are three different perspectives: cost approach, market approach 

and income approach. Second, the consumer-based approach, that considers the brand influence 

on consumers’ preferences. Third, the composite economical, psychographic and behaviorally 

oriented approaches, that considers how psychology affects economic decision-making, habits 

and values. Fourth and last, the formulary approach includes proprietary models developed by 

brand consulting firms and other organizations. This chapter finalizes with a brief summary and 

conclusions. 

2.1. Financial-based approach 
 

The financial-based approach is the most known and used approach. It values the brand as a 

conditional asset with financial and market information. The three basic financial-based 

approaches are: the cost approach, relying in brand development expenses; the market approach, 

based on available market data; and the income approach, calculated from the expected operating 

cash flows attributable to the brand.  

2.1.1. Cost approach 
 

The cost approach relies on the brand development or brand replacement costs. In a simple way, 

the brand value is the historical cost of the brand development or the present costs needed to 

recreate a similar brand (Salinas, 2009). 

In the cost-approach, the brand value is calculated considering expenses incurred during the 

different development phases: testing, R&D, products improvements, and promotions (Salinas, 

2009). Other indirect costs, as the staff working in R&D or marketing tasks should also be 

considered. 
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In this section, the brand valuation methods explained are the historical cost of creation, the 

replacement cost, the reproduction/recreation/replication cost, and the capitalization of brand-

attributable expenses. 

2.1.1.1. Historical cost of creation 

 

This method, also known as accumulated cost model, determines the brand value as the sum of 

all the historical brand development costs. It is important to identify correctly the costs 

attributable to the creation of the brand. Analyzing past income statements, Kapferer (2004) 

signals development costs, marketing costs, advertising costs and communication costs as the 

main drivers. Nonetheless, Anson, Samala & Noble (2014) propose a more specific definition of 

cost areas: 

• Hard costs: materials and acquisition assets. 

• Soft costs: engineering time, design time and overhead. 

• Market costs: advertising costs and other costs associated to the intellectual property 

market. 

According to Reyneke, Abratt & Bick (2014), the formula of the historical cost of creation 

method is: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = �𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝑖𝑖𝐵𝐵𝑖𝑖𝑣𝑣𝐵𝐵𝐵𝐵𝑣𝑣𝐵𝐵 𝐶𝐶𝐶𝐶 𝐵𝐵𝐵𝐵𝐶𝐶𝑣𝑣
0

𝑡𝑡−𝑥𝑥

−�𝐴𝐴𝐴𝐴𝐶𝐶𝐵𝐵𝐶𝐶𝑖𝑖𝐴𝐴𝐵𝐵𝐶𝐶𝑖𝑖𝐶𝐶𝐵𝐵
0

𝑡𝑡−𝑥𝑥

 

As we can notice with the equation, this method is suitable when the market application and 

future benefits of the brand are uncertain. For this reason, it is usually used in early-stages of 

brand development. For example, for valuing the brand of a start-up. 

Advantages 

The cost approach determines a floor for the range of different brand valuations. It does not 

consider the value added generated for the brand, as well as other benefits. Consequently, it is 

used for value intangible assets in an embryonic phase, when future benefits are uncertain (Anson, 

Samala & Noble, 2014).  
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Other advantage of the historical cost of creation model is that isolates well the costs attributable 

to the brand. All costs have been incurred, so there is no issue of separability with other type of 

company assets (Kapferer, 2004). 

Disadvantages 

This method faces three relevant disadvantages. First, the costs attributable to the brand have to 

be clearly defined and available. It is not straightforward to aggregate all historical costs, as past 

management investment decisions should be taken into account. An analysis prone to a high 

degree of subjectivity.  

Second, this method neglects time value of money (Kothari, Mehta & Latika, 2013). To 

overcome this drawback, Reilly & Schweihs (1999) proposed an alternative method, adjusting the 

costs by an inflation factor. Hence, the brand value would be the inflation-adjusted launch cost. 

Third, and more relevant, it is that this model does not considers either the brand value added or 

the brand earnings potential. The enhanced competitive position of a branded firm is ignored, as 

well as the benefit of a strong brand awareness and image. For this reason, the historical cost of 

creation is not a good future indicator. 

2.1.1.2. Replacement cost 

 

This method determines the brand value as the cost at current prices of replacing the existing 

brand with another one that provides the same utility to the owner (Smith, 1997). Given that it 

considers the costs at present value, the replacement costs method overcome the disadvantage of 

the time value of money present on the historical cost of creation. 

The cost of launching a new equivalent brand in terms of utility should replicate various complex 

characteristics: awareness, percentage of trial purchases and repurchases, market share, 

distribution network, image, leadership, quality of the legal deposition and geographic presence 

(Kapferer, 2004). In addition, inadequacies, super adequacies and obsolescence present in the 

intangible asset should be excluded (Reilly and Schweihs, 1999). Consequently, it is more difficult 

to replicate strong brands and market leaders with this method. 
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According to Aaker (1991), the formula of the replacement cost method is: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 =
𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝐶𝐶𝑜𝑜 𝑣𝑣𝐵𝐵𝑣𝑣𝐵𝐵𝑖𝑖ℎ𝑖𝑖𝐵𝐵𝑖𝑖 𝐵𝐵 𝐵𝐵𝑣𝑣𝑛𝑛 𝑏𝑏𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵

𝑃𝑃𝐵𝐵𝐶𝐶𝑏𝑏𝐵𝐵𝑏𝑏𝑖𝑖𝑣𝑣𝑖𝑖𝐶𝐶𝑃𝑃 𝐶𝐶𝑜𝑜 𝐶𝐶𝑣𝑣𝑖𝑖𝑖𝑖𝑣𝑣𝐶𝐶𝐶𝐶
 

The mathematical expression includes the probability of success, as the high failure rate for 

launching a new brand is a determinant factor.  

Advantages 

This method is more conceptually sound that the historical cost of creation. It solves the issue 

with the time value of money, as the costs are at current prices. The other advantages are the 

same. It is suitable for valuing early-stages brands and offers a floor minimum value for the brand. 

Disadvantages 

This method has two main weaknesses. First, this model does not consider either the brand value 

added or the brand earnings potential. For this reason, it is not a good future indicator. Second, 

it is inherently complex to replicate a brand with another of an equivalent utility. Some branded 

firms enjoy a competitive and image advantage that involve high risk during the launch of the 

new brand. It is not just replicate an image, but brand loyalty and awareness among other 

attributes (Kapferer, 2004). 

2.1.1.3. Reproduction/recreation/replication cost 

 

This method estimates the brand value as the cost at current prices incurred to develop a brand 

replica. The attributes of the replica should be equal to the objective assets. In this manner, the 

inadequacies, super adequacies and obsolescence should be included in the recreation cost (Reilly 

and Schweihs, 1999).  

This method is often confused with the replacement cost method. Because of that, it is important 

to remark the conceptual differences. The replacement cost method determines the brand value 

as the cost to develop a brand with an equivalent utility to its company. On the contrary, the 

replication cost method is not based on the utility function. Instead, the costs quantified are the 

needed to develop an exact brand replica. Both methods are calculated at current prices. 
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Advantages 

This method is more conceptually sound that the historical cost of creation. It solves the issue 

with the time value of money, as the costs are at current prices. The other advantages are the 

same. It is suitable for valuing early-stages brands and offers a floor minimum value for the brand. 

Disadvantages 

As the advantages, this method faces the same weaknesses that the replacement cost technique. 

First, this model does not consider either the brand value added or the brand earnings potential. 

For this reason, it is not a good future indicator. Second, it is inherently complex to recreate a 

brand. Certain companies developed their brands when marketing expenses were negligible. As a 

result, market leadership and their brand loyalty progress are beyond investments. Recreate a 

brand would be prone to a high failure rate and uncertainty (Kapferer, 2004). 

2.1.1.4. Capitalization of brand-attributable expenses 

 

This method values a brand as the proportion of historical development expenses attributable to 

the brand. This ratio is the development cost, as the aggregation of advertising expenses, divided 

by marketing expenses, including selling and distribution expenses. Finally, the percentage of the 

residual costs associated to the brand is used as a proxy to the company business value attributable 

to the brand (Salinas, 2009). It should be noted that advertising and marketing expenses incurred 

are adjusted by inflation.  

Advantages 

This method has an easily calculation if the financials of the firm are available. 

Disadvantages 

This method is criticized due to the assumption that the proportion of development expenses 

could be applied to the total business value. It is not usually the case that the business value is 

divided proportionally between the brand historical investment and the investment made in other 

selling and distribution activities (Salinas, 2009). 
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2.1.1.5. Residual value method 

 

According to investment theory, this residual value method determines the brand value using the 

net asset value approach. In this case, the pure value of the subject assets is calculated deducting 

the historical brand costs to the aggregate historical brand revenues (Virvilaitè & Jucaitytè, 2008). 

The residual value formula was introduced by Bekmeier-Feuerhahn in 1998: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = �𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶
0

𝑡𝑡−𝑥𝑥

−�𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑖𝑖𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶
0

𝑡𝑡−𝑥𝑥

 

Advantages 

This method is appealing due to its simple application if financial data of the company is available 

Disadvantages 

The residual value method faces several weaknesses. First, the historical revenues and costs 

attributable to the brand are not adjusted by inflation. Second, it is not a good future indicator, 

as all the inputs are from the past. In this sense, it fails to capture the expected brand earnings. 

2.1.2. Market approach 
 

The market approach takes the available data of recent transactions that have involved comparable 

brands to value this intangible asset. The transactions could be sales, acquisitions, licensing or 

others that involved a similar brand (Salinas, 2009). 

When selecting the useful recent transactions, it is important to identify the comparable 

companies or peers. They have to present a similar business model in order to be comparable. In 

addition, they have to operate in the same sector or exhibit similar margins. 

Selecting the correct peers is one of the key steps of the market approach, but other conditions 

must be met. On the one hand, the brand subject to valuation should not be unique. This is a 

contradiction with the nature of branding, as its goal is to differentiate from competitors. On the 

other hand, there have to be a sufficient number of transactions involving similar brands of peers. 



23 
 

These conditions are challenging. Consequently, the market approach faces two main 

shortcomings. First, it is essential to choose carefully the comparable brands and peers. The 

strategic value added by a brand is particular, and the brand awareness and image are usually 

distinguishable. Therefore, adjustments should be made to improve comparability (Smith & Parr, 

2000). Second, isolated brands are not traded. In this sense, we must understand the 

characteristics of the transactions. One limitation is that brands cannot generally be valued on 

transaction prices due of the inexistence of a trading activity for brands (Seetharamann, Nadzir & 

Gunalan, 2001). Other limitation is that synergies, strategic values and control premium are part 

of the transaction price. Thereupon, transaction could not reflect the fair value of this intangible 

assets (James P. Catty, 2011). 

In this section, the brand valuation methods explained are the sales transactions comparison, 

royalty savings, brand equity based on equity valuation, residual method and price to sales ratio. 

2.1.2.1. Sales transactions comparison 

 

This method is based on public recent transactions prices involving similar brands. Then, 

multiples are used to determine the brand value of the objective firm. This is an approach widely 

used for mergers and acquisitions (M&A) valuation. 

The main concept of this method is to estimate the willingness to pay for the brand. Therefore, 

it is crucial to understand the nature of the transactions and its markets. Transactions should be 

comparable and recent, to reflect the same market conditions. In addition, peers should be 

selected carefully and analyze the trade-off between quantity and quality.  

Once the public information is obtained, the financials of the firms involved in the transactions 

are gathered. In this manner, multiples are calculated dividing brand value over financial terms, 

as sales or EBITDA. Thereupon, the multiple applied is an average or median of the transactions 

in the same sector. The result is the percentage attributable to the brand of the estimated 

enterprise value, computed as the transaction multiple times the corresponding financial term of 

the target company. 



24 
 

The most common transaction multiple is the sales multiple. The mathematical expression of its 

application is: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = 𝐴𝐴𝑣𝑣𝑣𝑣𝐵𝐵𝐵𝐵𝑖𝑖𝑣𝑣 𝐶𝐶𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶 𝐶𝐶𝐶𝐶 𝑏𝑏𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 𝐴𝐴𝑣𝑣𝑣𝑣𝐶𝐶𝑖𝑖𝑚𝑚𝑣𝑣𝑣𝑣 · 𝑇𝑇𝐵𝐵𝐵𝐵𝑖𝑖𝑣𝑣𝐶𝐶′𝐶𝐶 𝐶𝐶𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶 

Advantages 

When there is available sufficient data of recent transactions, this method is easily to apply. 

Moreover, it is widely used by financial analysts as it relies on objective prices agreed by 

independent parties. 

Disadvantages 

The first step of this method is to gather financial information on the purchase price of brands. 

According to Abratt & Bick (2003), it is difficult to find similar brands and detailed information 

on transaction prices. Furthermore, the prices paid include the premium related to synergies and 

particular strategic objectives. A percentage that can distort the brand valuation, as the premium 

is different for each transaction. 

Other shortcoming is to determine the proportion of the enterprise value attributable to the 

brand. Isolated brands are not usually traded, thus this ratio is complex to establish.   

2.1.2.2. Royalty savings 

 

This approach, also known as royalty relief method, values a brand as the royalty savings achieved 

by the ownership of the brand. It assumes that the company being valued does not possess the 

ownership rights and needs to license from a third party. As these expenses are not going to be 

incurred, the royalty savings after taxes at present value are the brand value (Salinas, 2009). 

This technique requires forecasting the expected sales, applying an appropriate royalty rate to 

them and finally, discounting the future after-tax royalties to present value. It could be noted that 

this method entails part of the market-approach, the determination of the royalty rate, and of the 

income-approach, the estimation of future sales. For this reason, some researchers described it as 

“mixed”. In brand valuation literature, it can be seen classified as market approach or income 

approach (Salinas, 2009). 
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According to Salinas (2009), the royalty savings procedure is: 

1. Estimate the branded net sales for the planning horizon 

The branded net sales are forecasted using the historical revenues, the financial analysts’ 

estimates and the economic growth rates. These terms must correspond to the planning 

horizon, generally ranging from three to five years. 

This step is the main reason why the royalty relief method is often classified as an income 

approach. 

2. Determine an appropriate royalty rate 

The royalty rate is the payment agreed by several independent parties to transfer the 

license of a brand. This rate is critical to the brand valuation and several methods are 

explained thoroughly in the following section. 

It is crucial to find comparable licensing agreements; a hard task conducted using 

historical data on royalty rates by sector, industry and product. According to Salinas 

(2009), the royalty rate is a function of: 

• The brand strength 

• The duration and termination provision of the agreement 

• The license exclusivity 

• The negotiating power of the firms 

• The product’s lifecycle 

• The local market environment 

• The level of operating margin or licensee’s sales 

Regarding the estimation of the level of operating margin, Robert Goldsheider presented 

two useful rules of thumb: “the 25% rule” and “the 5% rule”. The royalty rate could be 

estimated as the 25% of operating profit or as the 5% of sales (Smith & Parr, 2000). 
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3. Compute the annual royalty savings 

The annual royalty savings before taxes are the forecasted branded net sales for the 

planning horizon multiplied by the royalty rate. 

4. Apply a fiscal charge to the annual royalty savings 

The result is the after-tax annual royalty savings. 

5. Determine the brand’s perpetual growth rate, economic useful life and discount rate 

The valuation is very sensitive to the discount rate and it should consider only the 

intangible assets. In the chapter 3, the discount rate for brand valuation is studied, 

recommending the weighted average of return of assets (WARA). 

6. Discount the royalty savings at present value 

The final step is equivalent to discount the expected operating free cash flow in the 

discounted cash flow (DCF) methodology at present value. The net present value of the 

discounted after-tax annual royalty savings is the brand value: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = �
𝐶𝐶𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶𝑖𝑖 · 𝐵𝐵𝐶𝐶𝑃𝑃𝐵𝐵𝑣𝑣𝐶𝐶𝑃𝑃 𝐵𝐵𝐵𝐵𝐶𝐶𝑣𝑣 · (1 − 𝐶𝐶)

(1 + 𝐵𝐵)𝑖𝑖
+
𝐶𝐶𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶𝑛𝑛 · 𝐵𝐵𝐶𝐶𝑃𝑃𝐵𝐵𝑣𝑣𝐶𝐶𝑃𝑃 𝐵𝐵𝐵𝐵𝐶𝐶𝑣𝑣 · (1 − 𝐶𝐶) · (1 + 𝑖𝑖)

(1 + 𝐵𝐵)𝑛𝑛 · (𝐵𝐵 − 𝑖𝑖)

𝑛𝑛

𝑖𝑖=1

 

where 𝐵𝐵 is the planning horizon, 𝐶𝐶 is the appropriate fiscal charge, 𝐵𝐵 is the discount rate, 

and 𝑖𝑖 is the perpetual growth rate.  

2.1.2.2.1. Royalty rate 

 

The most critical step of the royalty savings methodology is the determination of the royalty rate. 

For this reason, the royalty savings method is classified as a market approach in this paper.  

The royalty rate is the payment agreed by several independent parties to transfer the license of a 

brand. As the main constraints, it can be neither negative nor greater than the perpetual growth 

rate. Therefore, the price has to be positive and increase less than the revenues. 
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According to Salinas (2009), the five most relevant methods to determine the royalty rate are: 

2.1.2.2.1.1. Method based on brand strength and market comparables 

 

A range of royalty rates for a sector is obtained reviewing comparable brand license contracts. 

This technique gives a reference to establish the objective royalty rate attributable to the brand. 

The main source of market data are databases and publications that provide international royalty 

rates by sector. 

The royalty rate is composed by two components. On the one hand, the key clauses of the license 

contracts. These can be the exclusivity clauses, duration or the rights of the parties. On the other 

hand, the relative brand strength compared to competitors. 

Smith & Parr (2000) criticized this method, as the causes of a specific royalty rate could be various. 

Maybe a brand can have low awareness or just the license contract terms are penalizing. 

2.1.2.2.1.2. Operating margin differential 

 

The royalty rate is determined as the operating margin differential between a branded company 

and a generic o private label product company. The assumption is that this margin is generated 

by the brand. 

2.1.2.2.1.3. The Knoppe formula 

 

The Knoppe formula was introduced in 1967 and is based on the principle that the royalty rate 

payment should leave a sufficient operating margin for the brand. This technique is based in 

administrative principles and is only used for particular auditing purposes (Boos, 2003). 

In the previous section, we commented “the 25% rule”. The Knoppe formula is also a rule of 

thumb, but in this case, the royalty rate is 33.33% of the operating profit. The Knoppe formula is 

(Boos, 2003): 

𝑅𝑅𝐶𝐶𝑃𝑃𝐵𝐵𝑣𝑣𝐶𝐶𝑃𝑃 𝐵𝐵𝐵𝐵𝐶𝐶𝑣𝑣 (%) =
𝑃𝑃𝐵𝐵𝐶𝐶𝑜𝑜𝑖𝑖𝐶𝐶 𝐶𝐶𝑜𝑜 𝑣𝑣𝑖𝑖𝐵𝐵𝑖𝑖𝑣𝑣𝐵𝐵𝐶𝐶𝑣𝑣𝐵𝐵 𝑚𝑚𝐵𝐵𝐶𝐶𝐵𝐵𝑣𝑣𝑖𝑖𝐶𝐶 · 100
𝑆𝑆𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶 𝐶𝐶𝑜𝑜 𝑣𝑣𝑖𝑖𝐵𝐵𝑖𝑖𝑣𝑣𝐵𝐵𝐶𝐶𝑣𝑣𝐵𝐵 𝑚𝑚𝐵𝐵𝐶𝐶𝐵𝐵𝑣𝑣𝑖𝑖𝐶𝐶 · 3
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2.1.2.2.1.4. Cluster or group analysis 

 

This method consists on aggregating license contracts into clusters. This multivariate analytical 

technique has the aim to maximize the intra-cluster homogeneity among variables and minimize 

the inter-cluster (Salinas, 2003).  

The procedure presented by Boos (2003) to obtain the royalty rate starts by collecting the available 

data and determining the clustering attributes. These can be contractual terms, as exclusivity, or 

financial terms, as operating margin. Then, the clustering is done and in the end, the cluster 

associated to the brand is analyzed. The median royalty rate or the profit levels on the benchmark 

companies are used as the royalty rate. 

This technique faces some shortcomings. In practice, the comparable data is limited. An 

accentuated situation in case of unique strong brand, due to the difficulty to find relevant peers 

(Boos, 2003). 

2.1.2.2.1.5. Other: Kleineidam, Kuebart and contractor benchmarks 

 

These models are focused on the study of the negotiation process between independent licensors 

and licensees (Boos, 2003). 

Advantages 

This method considers recent third-party licensing transactions. For this reason, it is based on 

objective and observable market royalty rates. Consequently, many fiscal authorities accept it 

(Salinas, 2009).  

Other advantage is that not relies heavily on financial statements. Using the company’s sales as 

the base for the methodology, it reduces the uncertainty of which operating margin is attributable 

to the brand. It only depends on contracts and the ability to charge a premium price. 

 

 

 



29 
 

Disadvantages 

There are two main drawbacks of the royalty savings method. First, brands tend to be unique. An 

aspect translated in limited comparable peers. When the brand has a strong brand loyalty and 

robust financials, it is more complex to find equivalent companies. 

Second, the determination of the royalty rate is subject to several critiques. The brand value is 

very sensitive to this rate, thus its nature should be understood. It could be noted that these 

methods are prone to a high degree of subjectivity. Even it is used objective data of licensing 

contracts, it includes other factors. It is very difficult to isolate the rate attributable exclusively to 

the brand. Other agreements or obligations could be included in the contract, as the right to use 

a supply chain methodology. Furthermore, Smith & Parr (2005) point out that the royalty rate 

fails to capture the value added that could be originated with its exploitation. 

2.1.2.3. Brand equity based on equity valuation 

 

In 1993, Simon & Sullivan presented a research paper estimating the brand equity based on equity 

valuation. From the perspective of financial markets, the intangible assets value is calculated as 

the differential of the financial value of the firm, market capitalization plus net debt, minus the 

value of tangible assets. Later, the brand equity is carved out from intangible assets. 

First of all, it is essential to define correctly which securities are tangible and intangible assets. In 

their paper, Simon & Sullivan (1993) proposed the following classification: 

• Tangible assets: the physical replacement value of the company at market prices. Three 

groups compose them: property, plant and equipment; current assets; and stock and long-

term bonds. 

• Intangible assets: any factors of production that generate cash flows in excess of the return 

on tangible assets. Brand equity, patents, R&D and goodwill are some examples. 

When the market approach is used to value intangible assets, it is noted that could be difficult to 

achieve the objective using their book value. The main reason is that their value does not appear 

on the balance sheet.  
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Related to the financial markets perspective, this method has a relevant assumption. It considers 

a strong form in efficient market hypothesis (EMH). In other words, the stock price should fully 

reflect the expected future revenues of the firm. 

The brand equity based on equity valuation technique developed by Simon & Sullivan (1993) is: 

1. Determine the value of the intangible assets 

The intangible assets value is calculated as the differential of the financial value of the 

firm, market capitalization plus net debt, minus the value of tangible assets. 

𝑉𝑉𝐼𝐼 = 𝑉𝑉∗ − 𝑉𝑉𝑇𝑇 

where 𝑉𝑉𝐼𝐼  is the intangible assets value of the company, 𝑉𝑉∗  is the asset value of the 

company, and 𝑉𝑉𝑇𝑇 is the tangible assets value of the company 

2. Break down the intangible assets value 

Intangible assets could be divided in three components: 

𝑉𝑉𝐼𝐼 = 𝑜𝑜(𝑉𝑉𝑏𝑏 ,𝑉𝑉𝑛𝑛𝑏𝑏 ,𝑉𝑉𝑖𝑖𝑛𝑛𝑖𝑖) 

where 𝑉𝑉𝑏𝑏 is the brand equity value, 𝑉𝑉𝑛𝑛𝑏𝑏 are the non-brand factors that reduce costs as 

R&D, technology and patents, and 𝑉𝑉𝑖𝑖𝑛𝑛𝑖𝑖 are the industry related factors which originate 

monopolies, such as regulation. 

3. Break down the brand equity 

Brand equity could be divided in two components: 

• “Demand-enhancing” component: prime premium profits and positive effect of 

the advertising. This is due to a perceived quality that influences consumers’ 

preferences. 

• Cost advantage component: well establish brands, with a strong awareness and 

image, could reduce marketing costs and enhance economies of scales for the 

firm.  

𝑉𝑉𝑏𝑏 = 𝑉𝑉𝑏𝑏1 + 𝑉𝑉𝑏𝑏2 
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where 𝑉𝑉𝑏𝑏1  is the value of the “demand-enhancing” component, and 𝑉𝑉𝑏𝑏2  is the cost 

advantage component. 

With this further breakdown, the intangible assets value formula is: 

𝑉𝑉𝐼𝐼 = (𝑉𝑉𝑏𝑏1 + 𝑉𝑉𝑏𝑏2) + 𝑉𝑉𝑛𝑛𝑏𝑏 + 𝑉𝑉𝑖𝑖𝑛𝑛𝑖𝑖 
 

4. Determine the brand equity value 

To isolate market share advantages attributable to brand and non-brand factors, an 

ordinary least squares (OLS) regression is done: 

𝑉𝑉𝐼𝐼 = 𝛽𝛽0 + 𝛽𝛽1 · 𝐶𝐶𝑅𝑅4 + 𝛽𝛽2 · 𝐵𝐵𝑣𝑣𝑖𝑖 + 𝛽𝛽3 · 𝐵𝐵𝐵𝐵𝑣𝑣 + 𝛽𝛽4 · 𝐵𝐵𝑖𝑖𝑣𝑣 + 𝛽𝛽5 · 𝐸𝐸(𝑆𝑆𝑏𝑏2) + 𝛽𝛽6 · 𝐸𝐸(𝑆𝑆𝑛𝑛𝑏𝑏) 

where 𝛽𝛽’s are the estimated regression coefficients, 𝐶𝐶𝑅𝑅4 is the four-firm concentration 

ratio capturing barriers to entry, 𝐵𝐵𝑣𝑣𝑖𝑖 is a dummy variable representing the regulation, 

𝐵𝐵𝐵𝐵𝑣𝑣 are the advertising expenses, and 𝐵𝐵𝑖𝑖𝑣𝑣 is the age of the company. 

Two market share estimates are included in the above equation. The first capturing cost 

advantage and non-brand related factors, and the second, technological advantage: 

𝐸𝐸(𝑆𝑆𝑏𝑏2) = 𝑏𝑏1 · 𝐶𝐶𝐵𝐵𝐵𝐵 + 𝑏𝑏2 · 𝐵𝐵𝐵𝐵𝐶𝐶ℎ𝐵𝐵 
 

𝐸𝐸(𝑆𝑆𝑛𝑛𝑏𝑏) = 𝑏𝑏0 + 𝑏𝑏3 · 𝑚𝑚𝐵𝐵𝐶𝐶𝐶𝐶ℎ𝐵𝐵 + 𝑏𝑏4 · 𝐵𝐵𝐵𝐵𝐵𝐵𝐶𝐶ℎ𝐵𝐵 

where 𝑏𝑏 ’s are the estimated regression coefficients, 𝐶𝐶𝐵𝐵𝐵𝐵  is the order of market entry, 

𝐵𝐵𝐵𝐵𝐶𝐶ℎ𝐵𝐵 are the advertising expenses compared to competitors, 𝑚𝑚𝐵𝐵𝐶𝐶𝐶𝐶ℎ𝐵𝐵 are the patents 

relative to competitors, and 𝐵𝐵𝐵𝐵𝐵𝐵𝐶𝐶ℎ𝐵𝐵 is the R&D expenditure compared to competitors. 

Conclusively, the brand equity can be computed as: 

𝑉𝑉𝑏𝑏� = 𝛽𝛽3� · 𝐵𝐵𝐵𝐵𝑣𝑣 + 𝛽𝛽4� · 𝐵𝐵𝑖𝑖𝑣𝑣 + 𝛽𝛽5� · 𝐸𝐸(𝑆𝑆𝑏𝑏2) 

Advantages 

This financial markets approach presents several advantages related with its perspective. It has 

strong theoretical background and uses stock prices. Objectivity and comparability between firms 

are highly attractive aspects. Besides, it considers expected cash flows, not relying only on 

historical information. 
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Disadvantages 

The disadvantages are also related to the financial markets perspective. In practice, the assumption 

of a strong form in the efficient market hypothesis (EMH) is not observable. In addition, being 

based on stock prices limits the available comparable firms and, more relevant, isolating the factors 

attributable to the brand is a complex and very time-consuming task. In other words, it is difficult 

to determine if stock price movements are caused by the brand or other events. 

2.1.2.4. Residual method 

 

This method values the brand as the differential between the market capitalization of the branded 

firm and its net asset value. The formula proposed by Keller (1998) is: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = 𝑀𝑀𝐵𝐵𝐵𝐵𝑀𝑀𝑣𝑣𝐶𝐶 𝑖𝑖𝐵𝐵𝑚𝑚𝑖𝑖𝐶𝐶𝐵𝐵𝑣𝑣𝑖𝑖𝐴𝐴𝐵𝐵𝐶𝐶𝑖𝑖𝐶𝐶𝐵𝐵 − 𝑁𝑁𝑣𝑣𝐶𝐶 𝐵𝐵𝐶𝐶𝐶𝐶𝑣𝑣𝐶𝐶 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 

There are two assumptions involved in this method. First, it assumes a strong efficient market 

hypothesis (EMH) and that the brand is being exploited to its full potential. Second, it considers 

that the residual is driven only by the brand, as the only intangible asset of the firm.  

Advantages 

This method has an easily and fast application if the branded firm is publicly listed. Hence, its 

data is available. 

Disadvantages 

The two assumptions of this method do not hold in practice. The markets are not efficient in the 

strong form and the brand is generally only a proportional part of the intangible assets of a firm. 

2.1.2.5. Differential of price to sales ratio 

 

In 1996, Damodaran proposed a brand valuation model based on the differences in price to sales 

ratio. The methodology compares this ratio between branded and unbranded companies. Its main 

rationale is that well stablished brands can charge a price premium, achieving higher profits 

margins and hence, higher price to sales ratio (Salinas, 2009). 
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This model is a particular case of the brand valuation based on comparison of specific ratios 

between branded firms and generics or private label peers. Even in this case, sales is the most used 

financial term, also could be applied with EBITDA or EBIT. 

The procedure of the Damodaran’s model (1996) or differential of price to sales ratio is: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = ��
𝑃𝑃
𝑆𝑆
�
𝑏𝑏
− �

𝑃𝑃
𝑆𝑆
�
𝑢𝑢
� · 𝐶𝐶𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶𝑏𝑏 

where �𝑃𝑃
𝑆𝑆
�
𝑏𝑏
is the price to sales ratio of the branded firm, �𝑃𝑃

𝑆𝑆
�
𝑢𝑢

 is the price to sales ratio of the 

generic product company, and 𝐶𝐶𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶𝑏𝑏 is the sales value of the branded firm. 

In detail, Damodaran (1996) proposed to calculate the price to sales ratio with this formula: 

𝑃𝑃0
𝑆𝑆0

= 𝑚𝑚𝐵𝐵𝐶𝐶𝑜𝑜𝑖𝑖𝐶𝐶 𝐴𝐴𝐵𝐵𝐵𝐵𝑖𝑖𝑖𝑖𝐵𝐵 · �
𝑚𝑚𝐵𝐵𝑃𝑃𝐶𝐶𝑣𝑣𝐶𝐶 𝐵𝐵𝐵𝐵𝐶𝐶𝑖𝑖𝐶𝐶 · (1 + 𝑖𝑖) · �1 − (1 + 𝑖𝑖)𝑛𝑛

(1 + 𝐵𝐵)𝑛𝑛�

𝐵𝐵 − 𝑖𝑖 +
𝑚𝑚𝐵𝐵𝑃𝑃𝐶𝐶𝑣𝑣𝐶𝐶 𝐵𝐵𝐵𝐵𝐶𝐶𝑖𝑖𝐶𝐶𝑛𝑛 · (1 + 𝑖𝑖)𝑛𝑛 · (1 + 𝑖𝑖𝑛𝑛)

(𝐵𝐵𝑛𝑛 − 𝑖𝑖𝑛𝑛) · (1 + 𝐵𝐵)𝑛𝑛 � 

where 𝑚𝑚𝐵𝐵𝐶𝐶𝑜𝑜𝑖𝑖𝐶𝐶 𝐴𝐴𝐵𝐵𝐵𝐵𝑖𝑖𝑖𝑖𝐵𝐵 is the cash flow after tax hold by investors, 𝑚𝑚𝐵𝐵𝑃𝑃𝐶𝐶𝑣𝑣𝐶𝐶 𝐵𝐵𝐵𝐵𝐶𝐶𝑖𝑖𝐶𝐶 is the dividend-

payout ratio, 𝑖𝑖  is the perpetual growth rate, 𝐵𝐵  is the appropriate discount rate, and 𝐵𝐵  is the 

planning horizon. 

In 2002, a research paper published by Fernández formulates a critique of this model as the 

Damodaran’s valuation model uses the sales of the branded company as the base level. In practice, 

this could not be the case. The current sales revenues could be different for the branded and 

generic product firm. Moreover, the Damodaran’s formula is prone to a high degree of 

subjectivity, considering the vast amount of assumptions and variables. 

In order to overcome the sales issue, Fernández (2002) proposed the following alternative formula: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = �
𝑃𝑃
𝑆𝑆
�
𝑏𝑏

· 𝐶𝐶𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶𝑏𝑏 − �
𝑃𝑃
𝑆𝑆
�
𝑢𝑢

· 𝐶𝐶𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶𝑢𝑢 

Advantages 

If both companies are publicly listed, the financial information is available and hence, the method 

is easy to apply. 
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Disadvantages 

One of the drawbacks is the critique solved by Fernández (2002) regarding the current sales level. 

The other main shortcoming is that price to sales ratio differential could not be generated solely 

by the brand. Other factors intervene as the quality of the product and market sentiment. Finally, 

the brand value is very sensitive to the unbranded firm parameters involved in the formula, adding 

subjectivity. 

2.1.3. Income approach 
 

The income approach is based on estimating future income, profit or operating cash flow 

attributable to the brand and discounting them to the present. It mainly applies the discounted 

cash flow (DCF) methodology. This technique is very popular in the mergers and acquisitions 

(M&A) sector. For this reason, it is often used for brand valuation, being widely understandable 

and accepted. 

It must be noted that this approach needs to determine sensitive parameters to forecast income 

and discount them to the present value. Perpetual growth rate, remaining useful life and discount 

rate are some of these critical variables. In the chapter 3 of this paper, a study of the possible 

discount rates for brand valuation has been carried out. 

In this section, the brand valuation methods explained are price premium, demand drivers/brand 

strength analysis, comparison of gross margin, comparison of operating profit, comparison with 

theoretical profits of a generic product, cash flow or income differential with a benchmark 

company, incremental cash flow, free cash flow less required return on tangible assets, excess 

earnings, excess return, firm value less value of net tangible assets, and real options. 

2.1.3.1. Price Premium 

 

This method calculates the brand value as the branded firm incremental profits related to a 

comparable generic product firm (Seetharamann, Nadzir & Gunalan, 2001). This differential is 

caused by the consumers’ willingness to pay a little extra for the branded product or service. It 

could be explained by the brand loyalty or the perceived quality associated to the company with a 

strong brand (Aaker, 1991). 
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To obtain the brand value, the unit price differential is multiplied by the current sales volume of 

the branded firm. Finally, the expected cash flows are discounted to the present value. The 

mathematical expression is: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = �
(𝑃𝑃𝑖𝑖 𝑏𝑏 − 𝑃𝑃𝑖𝑖 𝑢𝑢) · 𝐶𝐶𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶 𝑣𝑣𝐶𝐶𝑣𝑣𝑣𝑣𝐴𝐴𝑣𝑣𝑖𝑖

(1 + 𝐵𝐵𝑖𝑖)𝑖𝑖

𝑛𝑛

𝑖𝑖=1

 

where 𝐵𝐵 is the brand remaining useful life, 𝑃𝑃𝑖𝑖 𝑏𝑏 is the unit price of the branded firm, 𝑃𝑃𝑖𝑖 𝑢𝑢 is the 

price of the unbranded firm, and 𝐵𝐵 is the appropriate discount rate. 

Advantages 

It is based on a widely understood concept.  

Disadvantages 

This method faces several drawbacks. First, it is difficult to find comparable companies. Prices 

could not be available if independent channels distribute their offering or products are part of a 

bundle (Salinas, 2009). Second, having a strong brand does not mean that the business model 

charges a price premium. A brand could have other benefits as advertising savings or 

manufacturing economies of scale for a high volume firm (Tollington, 1999). Third, the statistical 

methods used to determine the price premium do not remove all subjectivity. The selection of 

brand attributes could be biased. 

2.1.3.1.1. Price premium methods 

 

According to Salinas (2009), there are two main methods to determine the price premium: the 

conjoint analysis and the hedonic analysis: 

2.1.3.1.1.1. Conjoint analysis 

 

This statistical method measures the utility that consumers assign to independent product 

attributes. These features have to be identified and then determine the importance on consumers.  

The procedure of the conjoint analysis starts with a survey asking consumers which attributes they 

are willing to drop in order to obtain a little extra of another. With an iteration of questions 
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comparing attributes, researchers can measure the features that influence clients’ preferences and 

price premium. As brand is one of the characteristics of the products, the price premium can be 

obtained. 

A relevant alternative to the conjoint analysis is the proposed by Ogilvy & Mather, who used a 

simplified version of the conjoint analysis only considering brand and price (Keller, 2008). 

Determining the price premium with these two variables. 

Advantages 

Quantitative statistical methods can remove certain degree of subjectivity.  

Disadvantages 

This method faces two drawbacks. On the one hand, the features of a product are not 

independent. For an accurate result, the brand, the price and the other attributes should not 

influence each other. Nonetheless, the brand halo effect appears in practice (Zimmermann et al., 

2001). On the other hand, subjectivity is not totally removed. The conjoint analysis procedure 

involves consumers’ surveys that are exposed to biases and personal perceptions (Kamakura & 

Russell, 1993). 

2.1.3.1.1.2. Hedonic analysis 

 

This statistical technique determines the price of a product as a function of its characteristics. 

Brand is one of these factors. In this manner, the impact of each one can be quantified with the 

following formula: 

𝑚𝑚𝐵𝐵𝑖𝑖𝑖𝑖𝑣𝑣 = 𝛽𝛽0 + 𝛽𝛽1 · 𝑥𝑥1 + 𝛽𝛽2 · 𝑥𝑥2 + ⋯+ 𝛽𝛽𝑛𝑛 · 𝑥𝑥𝑛𝑛 + 𝜀𝜀 

where 𝛽𝛽0 is a constant that set a base level non-related to the characteristics of the asset, 𝛽𝛽𝑖𝑖 are 

the coefficients representing the impact of the attributes, 𝑥𝑥𝑖𝑖 are the chosen characteristics, and 𝜀𝜀 

is a random error term. 

The first remark of this procedure is that the coefficients (𝛽𝛽𝑖𝑖) have to be statistically significant. 

Then, the price is calculated with and without the brand variable. In this manner, the price 
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premium is determined. Finally, the brand value is this price premium attributable to the brand 

multiplied by sales volume. 

Advantages 

Quantitative statistical methods can remove certain degree of subjectivity.  

Disadvantages 

The step in which the coefficients (𝛽𝛽𝑖𝑖) are computed is very complex and it is prone to subjectivity. 

The decisions of the chosen characteristics and its price weights are not exempt of biases (Boos, 

2003). 

2.1.3.2. Demand drivers/brand strength analysis 

 

This method, also known as “reasons-to-buy”, focuses on how the brand strength and the demand 

drivers influence consumers’ decision-making and preferences. This effect on supply and demand 

is quantified as a brand contribution index. Then, it is applied to a financial term as sales, earnings 

or cash flow economic value added (Salinas, 2009). 

The main challenge of this method is to determine objectively the demand drivers and measure 

their relevance. Although statistical techniques are often used, in other cases respond to arbitrary 

decisions. For that reason, Salinas (2009) points out that a commonly used approach is the Delphi 

method, a decision-making tool that combines quantitative and qualitative market research.  

As a reference, some factors used as demand drivers are: client service, price, brand, advertising, 

tradition, reputation and innovation. 

According to Salinas (2009), there are two types of algorithms to estimate the brand contribution: 

• Absolute techniques 

This approach defines the brand contribution as the percentage of brand related factors 

in relation to the total number of factors that affects the demand. In these techniques, the 

factors are not weighted by relevance. A recurrent critique to the absolute techniques is 

the arbitrariness of the factors’ selection process and measurement. 
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• Relative techniques 

There are two techniques for applying this relative approach: 

o A first technique that ranks all the factors by importance and then determines 

which proportion is attributable to the brand. Consequently, the brand 

contribution is the sum of all the weighted attributes. 

o A second technique that defines the brand as an independent factor. In this case, 

it does not affect the whole group. With a statistical algorithm, the brand 

contribution is the relevance, in percentage, of the brand attribute. 

Advantages 

This method is highly centered on market research techniques. For this reason, information on 

appropriate peers and recent transactions is not needed. In addition, a marketing point of view 

can help to understand the demand drivers that generate benefits to the firm. 

Disadvantages 

The disadvantages are related to the challenge of select and measure the factors. This task is prone 

to a high degree of subjectivity and relevant metrics could be manipulated. As it does not rely on 

objective and public data, it is difficult to use the brand value from a financial perspective. 

Nevertheless, it is useful for marketing purposes. 

Other drawback is that the brand contribution ratio is applied to different financial terms, as term 

as sales, earnings or cash flow economic value added. A circumstance that makes the results 

incomparable. 

2.1.3.3. Comparison of gross margin 

 

In 1997, Smith presented this method, also known as “economies of scale method”, to value strong 

brands that benefit from cost advantages rather than price premium. This technique compares 

the gross business margin between a branded company without premium prices and the average 

of a set of relevant competitors. The rationale is that the branded firm benefits for market 
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positioning and enjoys a higher volume. This condition translates in cost savings due to economies 

of scale related to production, distribution and procurement.  

The methodology introduced by Smith (1997) consists of calculating this gross business margin 

differential. Then, this differential is multiplied the net sales of the branded company. The result 

achieved is forecasted and discounted to the present value. Finally, the after-tax gross profit 

attributable to the brand at present value is the brand value. 

The earnings generated by economics of scale advantage is formulated as (Smith, 1997): 

𝐸𝐸𝑆𝑆𝐸𝐸𝑚𝑚 = (𝐺𝐺𝑀𝑀𝑚𝑚 − 𝐺𝐺𝑀𝑀𝑐𝑐) · 𝑆𝑆𝑚𝑚 

where 𝐸𝐸𝑆𝑆𝐸𝐸𝑚𝑚 are the economies of scale earnings attributable to the brand 𝐴𝐴, 𝐺𝐺𝑀𝑀𝑚𝑚 is the gross 

business margin of the brand 𝐴𝐴, 𝐺𝐺𝑀𝑀𝑐𝑐 is the average gross business margin of the set of relevant 

competitors, and 𝑆𝑆𝑚𝑚 is the net sales of the brand 𝐴𝐴 firm. 

By going into detail, the gross margin and gross profit expressions are: 

𝐺𝐺𝑀𝑀 = �
𝐺𝐺𝑃𝑃
𝑆𝑆
� 

𝐺𝐺𝑃𝑃 = 𝑆𝑆 − 𝐶𝐶𝐺𝐺𝑆𝑆 

where 𝐺𝐺𝑀𝑀 is the gross business margin, 𝐺𝐺𝑃𝑃 is the gross profit, 𝑆𝑆 is the net sales, and 𝐶𝐶𝐺𝐺𝑆𝑆 is the 

cost of goods sold. 

As commented before, the final step is to estimate the expected economies of scale earnings and 

discounting them to the present: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = �
𝐸𝐸𝑆𝑆𝐸𝐸𝑚𝑚

(1 + 𝐵𝐵)𝑖𝑖

𝑛𝑛

𝑖𝑖=1

 

where 𝐵𝐵 is the remaining useful life of the brand, and 𝐵𝐵 is the appropriate discount rate. 

Advantages 

Even it is intuitive to measure price premium for strong brands, the attractiveness of this method 

is that considers costs advantages, such as economies of scale. 
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Disadvantages 

It assumes that the full gross margin is attributable to the brand. In practice, other non-brand 

related conditions influence this margin. For this reason, the brand valuation could be distorted. 

2.1.3.4. Comparison of operating profit 

 

This method compares the operating profit between the branded firm and the average of the set 

of relevant competitors. The decision to use the operating profit instead of the gross margin is 

grounded on capturing more brand advantages. In this case, lowering promotion costs, 

administration expenses and other terms included in the SG&A expenses are taken into account 

(Smith, 1997).  

This methodology is similar to the previous one, first calculating the operating profit (EBIT) 

differential attributable to the brand: 

𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑚𝑚 = ��
𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇
𝑆𝑆

�
𝑚𝑚
− �

∑ �𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑆𝑆 �
𝑖𝑖

𝑛𝑛
𝑖𝑖=1

𝐵𝐵
�� · 𝑆𝑆𝑚𝑚 

where 𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑚𝑚 is the operating profit attributable to the brand 𝐴𝐴, �𝐸𝐸𝐸𝐸𝐼𝐼𝑇𝑇
𝑆𝑆
�
𝑚𝑚

 is the operating profit 

to sales ratio for the branded firm, the third term is the average for the set of relevant competitors, 

and 𝑆𝑆𝑚𝑚 is the net sales of the brand 𝐴𝐴 firm. 

The final step is the estimation of the expected operating profit attributable to the brand and 

discounting them to the present: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = �
𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑚𝑚

(1 + 𝐵𝐵)𝑖𝑖

𝑛𝑛

𝑖𝑖=1

 

where 𝐵𝐵 is the remaining useful life of the brand, and 𝐵𝐵 is the appropriate discount rate. 

Advantages 

Considering other expenses rather than cost of goods sold, it captures more brand advantages 

than the comparison to gross margin method. As the previous case, it is suitable for branded firms 

that do not benefit from price premium advantages. 
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Disadvantages 

It assumes that the full operating profit differential is attributable to the brand. In practice, other 

non-brand related conditions influence this term. For this reason, the brand valuation could be 

distorted. 

2.1.3.5. Comparison with theoretical profits of a generic product 

 

This method determines the brand value as the operating profit (EBIT) differential between a 

branded firm and a generic product competitor multiplied by a multiple. 

The first step of the procedure is the estimation of the EBIT of an equivalent generic competitor 

(Salinas, 2009): 

𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑒𝑒𝑒𝑒 = 𝐴𝐴𝑣𝑣𝐵𝐵 �
𝐶𝐶𝐸𝐸
𝑆𝑆
�
𝑠𝑠

· 𝑆𝑆𝑏𝑏 · 𝑅𝑅𝑅𝑅𝐶𝐶𝐸𝐸(5%) 

where 𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑒𝑒𝑒𝑒 is the EBIT of an equivalent generic competitor, 𝐴𝐴𝑣𝑣𝐵𝐵 �𝐶𝐶𝐸𝐸
𝑆𝑆
�
𝑠𝑠
 is the median ratio of 

capital employed to sales in the sector, 𝑆𝑆𝑏𝑏 is the net sales of the branded firm, and 𝑅𝑅𝑅𝑅𝐶𝐶𝐸𝐸 is a 5% 

of return on capital employed on the generic product. 

Once the EBIT of the generic product has been calculated, there are two ways to determine the 

profits attributable to the brand. On the one hand, deducting the EBIT of the equivalent generic 

competitor to the same financial term of the branded firm. As a rule of thumb, the return on 

capital employed for the generic is assumed to be 5%. On the other hand, an alternative that also 

subtracts the remuneration of the resources. 

Finally, the brand value is the EBIT differential attributable to the brand times a multiplier: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = 𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇 𝐵𝐵𝑖𝑖𝑜𝑜𝑜𝑜𝑣𝑣𝐵𝐵𝑣𝑣𝐵𝐵𝐶𝐶𝑖𝑖𝐵𝐵𝑣𝑣 𝐵𝐵𝐶𝐶𝐶𝐶𝐵𝐵𝑖𝑖𝑏𝑏𝑣𝑣𝐶𝐶𝐵𝐵𝑏𝑏𝑣𝑣𝑣𝑣 𝐶𝐶𝐶𝐶 𝐶𝐶ℎ𝑣𝑣 𝑏𝑏𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 · 𝐴𝐴𝑣𝑣𝑣𝑣𝐶𝐶𝑖𝑖𝑚𝑚𝑣𝑣𝑖𝑖𝑣𝑣𝐵𝐵 

Advantages 

This method is conceptually robust as it compares the operating profit of the branded firm with 

that of the generic product firm. 
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Disadvantages 

The main drawback of this method is the computation of the operating profit of the generic 

product firm. The assumptions and estimations increase considerably the degree of subjectivity 

compared to other methods. 

2.1.3.6. Cash flow or income differential with a benchmark company  

 

In 2005, Smith & Parr introduced this method, also known as “subtraction approach”. It values a 

brand as the cash flow or income differential between a branded firm and a set of relevant 

competitors.  

It can be observed that several income approach methods are based on comparison of financial 

metrics. In this case, the differential is of the operating free cash flows (FCF). In the international 

accounting rules of the International Accounting Standard Board (IASB), it is stated that if the 

fair value of an asset cannot be determine based on market prices, the use of the discounted cash 

flow (DCF) methodology is recommended (Schauten, 2008). As this method and other income 

approach rely on the DCF, it important to recall its procedure. First, future incremental free cash 

flow (FCF) are estimated. Then, they are discounted with an appropriate discount rate, see 

chapter 3, to the present value and they are aggregated. 

Returning to this method, Smith & Parr (2005) assume that the branded and the benchmark 

companies have the same mix of tangible, intangible and monetary assets. The discrepancy is 

owning or not a brand. 

The mathematical expression of the method proposed by Smith & Parr (2005) is: 

𝐹𝐹𝐶𝐶𝐹𝐹𝑠𝑠𝑢𝑢𝑠𝑠𝑠𝑠𝑠𝑠𝑢𝑢𝑠𝑠 = 𝐹𝐹𝐶𝐶𝐹𝐹𝑏𝑏 − 𝐹𝐹𝐶𝐶𝐹𝐹𝑢𝑢 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = �
𝐹𝐹𝐶𝐶𝐹𝐹𝑠𝑠𝑢𝑢𝑠𝑠𝑠𝑠𝑠𝑠𝑢𝑢𝑠𝑠 𝑖𝑖

(1 + 𝐵𝐵𝑖𝑖)𝑖𝑖
+

𝑛𝑛

𝑖𝑖=1

𝐹𝐹𝐶𝐶𝐹𝐹𝑠𝑠𝑢𝑢𝑠𝑠𝑠𝑠𝑠𝑠𝑢𝑢𝑠𝑠 𝑛𝑛 · (1 + 𝑖𝑖)
(𝐵𝐵𝑛𝑛 − 𝑖𝑖) · (1 + 𝐵𝐵𝑛𝑛)𝑛𝑛  

where 𝐹𝐹𝐶𝐶𝐹𝐹𝑠𝑠𝑢𝑢𝑠𝑠𝑠𝑠𝑠𝑠𝑢𝑢𝑠𝑠  is the operating free cash flow differential for a given year, 𝐹𝐹𝐶𝐶𝐹𝐹𝑏𝑏  is the 

operating free cash flow of a branded firm, 𝐹𝐹𝐶𝐶𝐹𝐹𝑢𝑢 is the operating free cash flow for the generic 

benchmark, 𝐵𝐵𝑖𝑖 is the appropriate discount rate, 𝑖𝑖 is the perpetual growth rate, and 𝐵𝐵 is the brand 

remaining useful life. 



43 
 

Advantages 

This method is conceptually sound and with a high ease of application if the financial information 

is available. 

Disadvantages 

This method faces several shortcomings. First, the approaches based on the DCF are sensitive to 

discount rate and perpetual growth rate hypotheses. Second, finding a relevant benchmark could 

be a difficult task. A generic product company with the same mix of assets restricts the possible 

peers (Smith & Parr, 2005). Third and last, the full income differential is attributed to the brand. 

In practice, it is not usually observable. Unbranded firms could have higher operating free cash 

flows or other non-brand related factor affects the income.  

2.1.3.7. Incremental cash flow 

 

This method determines the brand value as the income differential between the company with 

and without the brand. This technique relies on the DCF methodology. The main concept behind 

this approach is to identify and quantify the brand effect. This objective might be done increasing 

the growth rates and the advertising expenses, and decreasing the business risks (Smith, 1997). 

Advantages 

The rationale is sound, as compares the value created by the brand. 

Disadvantages 

This main challenge of this method is to capture the brand effect. This is a complex and highly 

subjective task. Therefore, brand values could vary over a wide range depending on the brand 

effect’s hypotheses. 

2.1.3.8. Free cash flow less required return on non-brand related assets 

 

This technique, also used by Houlihan Advisors, calculates the brand value as the business free 

cash flow (FCF) of the firm minus the FCF attributable to non-brand related assets, whatever its 

type (Smith, 1997). 
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In the table below, an explanatory case is presented to understand the method’s details: 

Table 4. Brand valuation example according to Houlihan Advisors ($m) 

Assets employed 
Required 

return 
2000 2001 2002 2003 2004 2005 

Working capital requirements 
(WCR) 

6.0% 90.0 91.8 93.6 95.5 97.4 99.4 

Net fixed assets 9.0% 225.0 229.5 234.1 238.8 243.5 248.4 
Intangible assets 14.0% 75.0 76.5 78.0 79.6 81.2 82.8 
Patents 14.5% 10.0 10.2 10.4 10.6 10.8 11.0 
Proprietary technology 20.3% 15.0 15.3 15.6 15.9 16.2 16.6 

Company's free cash flow  44.1 44.9 47.0 49.1 51.4 53.7 
Assets employed x required return  (40.6) (41.5) (42.3) (43.1) (44.0) (44.9) 

FCF attributable to the brand  3.4 3.4 4.7 6.0 7.4 8.8 

Brand value  50.3      
        

Assumptions        

Discount rate 16% 
      

Growth rate 4% 
      

Source: Valuation of brands and intellectual capital (Fernández, 2002) 

Advantages 

This technique removes the need of finding relevant peers or data on recent transactions. 

Disadvantages 

There is considerable criticism of this method. The fundamental shortcoming is that it replaces 

the FCF of a generic product company by the branded firm assets multiplied by their required 

rate of return (Fernández, 2002). 

2.1.3.9. Excess earnings 

 

This technique estimates the intangible assets value deducting the rate of return on tangible assets 

to the firm’s total rate of return. Hence, the excess earnings obtained are associated to the 

intangible assets. In this manner, an analyst has to apply a subjective brand contribution to this 

value to reach the brand value. 
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According to Salinas (2009), there are three relevant methods to determine the excess earnings: 

U.S. Revenue Ruling 68-609, Baruch Lev’s intangibles scoreboard, and analysis of required return 

on investment. 

2.1.3.9.1. U.S. Revenue Ruling 68-609 

 

In U.S. Revenue Ruling 68-609, also known as “The Formula Approach”, the excess earnings are 

the firm value less the fair rate of return on net tangible assets. In this case, the result is allocated 

to the intangible assets value. 

The procedure of “The Formula Approach” step-by-step is (Pratt, 2002): 

1. Collect all the available financial statements of the objective firm. Normalize the pre-tax 

earnings and recalculate income taxes. 

2. Compute the net tangible assets value of the company. 

3. Establish an appropriate rate of return on net tangible assets. A reasonable rate of return 

could be the average of the sector or between 8%-10% depending on business risk. 

4. Apply the rate of return to the net tangible assets value.  

5. Subtract the return on tangible assets from the net earnings of the firm. The result is the 

excess earnings. 

6. Determine an appropriate capitalization rate for the excess earnings, considering goodwill 

and other intangible assets. A reasonable rate could be between 15%-20% depending on 

the business risk. 

7. Calculate the intangible assets value as the excess earnings divided by the capitalization 

rate. 

2.1.3.9.2. Baruch Lev’s intangibles scoreboard 

 

This method introduced by Professor Baruch Lev of New York University is a variation of “The 

Formula Approach”. The methodology follows the same steps, but instead of using an 8-10% 

range for the return on tangible assets, it sets an after-tax rate of return at 7% on physical assets 

and at 4.5% on financial assets (Hofmann, 2005). 
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2.1.3.9.3. Analysis of required return on investment 

 

In 1997, Smith proposed to estimate the excess earnings with a higher level of granularity. Instead 

of using a required rate of return solely on tangible assets, it isolates also net working capital and 

intellectual property. The last one is composed by the brand, patents and technology. This 

technique tries to calculate more accurately the brand value with different rate of returns that 

capture the inherent level of risks. 

Advantages 

It is conceptually robust as it isolates the product in order to obtain the brand value. 

Disadvantages 

The most relevant disadvantages are related to the definition of the rate of return. There are 

discrepancies between fixed, the first two methods, and variable, the third one, required rate of 

return on tangible assets. In addition, a firm with cash surplus and obsolete tangible assets could 

underestimate the brand value, as the assumed required rate of return on tangibles is higher than 

in practice. 

2.1.3.10. Excess return 

 

In 2006, Damodaran introduced a method that determines the brand value as the excess return 

of a firm. The main assumption is that all excess returns over the cost of capital are allocated to 

the brand. In this manner, the mathematical expression of the excess return method is: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = 𝑉𝑉𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 𝐶𝐶𝑜𝑜 𝑏𝑏𝑣𝑣𝐶𝐶𝑖𝑖𝐵𝐵𝑣𝑣𝐶𝐶𝐶𝐶 − 𝐶𝐶𝐵𝐵𝑚𝑚𝑖𝑖𝐶𝐶𝐵𝐵𝑣𝑣 𝑖𝑖𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶𝐶𝐶𝑣𝑣𝐵𝐵 𝑖𝑖𝐵𝐵 𝑜𝑜𝑖𝑖𝐵𝐵𝐴𝐴  

The value of business and the capital invested have to be at present values. The DCF is 

recommended to obtain the value of business. In this way, brand value is the excess return cash 

flows from both existing and future projections (Damodaran, 2006). 

Advantages 

This technique removes the need of finding relevant peers or data on recent transactions. It is 

suitable for cases in which generic product do not exist. 
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Disadvantages 

The main shortcoming is that the assumption does usually not hold in practice. The total excess 

return is not only attributable to the brand. Consequently, this method could overestimate the 

brand value. 

2.1.3.11. Company valuation less value of net tangible assets 

 

This technique determines the brand value as the fair value of the firm minus the fair value of the 

net tangible assets (AASB, 2001). It is recommended to use the DCF methodology to obtain the 

company fair value.  

The mathematical expression of this method is: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = �
𝐹𝐹𝐶𝐶𝐹𝐹𝑏𝑏 𝑖𝑖

(1 + 𝐵𝐵𝑖𝑖)𝑖𝑖
− 𝑀𝑀𝐵𝐵𝐵𝐵𝑀𝑀𝑣𝑣𝐶𝐶 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 𝐶𝐶𝑜𝑜 𝐵𝐵𝑣𝑣𝐶𝐶 𝐶𝐶𝐵𝐵𝐵𝐵𝑖𝑖𝑖𝑖𝑏𝑏𝑣𝑣𝑣𝑣 𝐵𝐵𝐶𝐶𝐶𝐶𝑣𝑣𝐶𝐶𝐶𝐶

∞

𝑖𝑖=1

 

where 𝐹𝐹𝐶𝐶𝐹𝐹𝑏𝑏 is the operating free cash flow of the branded firm, and 𝐵𝐵𝑖𝑖 is the appropriate discount 

rate. 

Advantages 

As it considers all the intangible assets value attributable to the brand, it can be used as a cap for 

the brand valuation range (AASB, 2001). 

Disadvantages 

The main assumption drives the advantages and drawbacks. In this case, intangible assets value is 

not solely generated by the brand in practice (AASB, 2001). 

2.1.3.12. Real options 

 

Financial options are the right of sell or buy an underlying financial asset at a strike price in an 

agreed date or period of time. Besides, the theory of real options could also apply to non-financial 

assets. These assets can be set as iterative options that generate cash flows. As an analogy, the real 
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options for brand valuation can be seen as the repeated opportunities to extend, defer or abandon 

a brand-licensing contract (Salinas, 2009). 

To generate future cash flows, some of the real options associated to the brand could be 

geographical growth, growth by the use of new distribution channel, growth by differentiation, 

growth by innovation, and new market segments growth (Fernández, 2002). To achieve this task 

effectively, the development lifecycle of the brand should be analyzed. This could be compared to 

a multi-stage option which specificities, as growth by new distribution coverage in the early phases 

and growth by developing a franchise when maturity is reached. 

This technique is widely used for financial assets, but investment banks usually do not apply it for 

calculating the brand value (Lamb, 2002). Nonetheless, when there is a lack of peers, this method 

is suitable (Torres, 2006). 

The real options variables to be determined are (Salinas, 2009): 

• Risk-free interest rate �𝐵𝐵𝑓𝑓� 

• Implicit volatility of the underlying asset (𝜎𝜎2) 

• Current strike price (𝐸𝐸) 

• Current market value of the underlying asset (𝑆𝑆) 

• Time to maturity (𝐶𝐶) 

The brand value can be computed with the parameters above. In this case, the brand development 

cost is the strike price. The other variables focus on the potential cash flows generated by the 

brand and the inherent business risk. 

Advantages 

The main advantage is that considers the brand management and the decisions taken during the 

brand lifecycle (Fernández, 2002). Uncertainty of cash flow, flexibility and future opportunities 

are factors quantified with real options (Salinas, 2009).  

Disadvantages 

This technique is often not used for valuing intangible assets due to the complexity to calculate 

the parameters involved. It adds difficulty and subjectivity to the valuation of financial assets. For 
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this reason, investment banks and fiscal authorities are not willing to use real options for brand 

valuation (Salinas, 2009). 

2.1.3.12.1. Real options methods 

 

According to Salinas (2009), there are two main methods to apply real options to brand valuation: 

the binomial method, with time as a discrete variable, and the Black-Scholes model, with time as 

a continuous variable. 

2.1.3.12.1.1. Binomial method (time as a discrete variable) 

 

This method considers time as a discrete variable with options being the possible price 

movements. Each period of time, the assets can have an upward movement, success, or a 

downward trend, failure (Salinas, 2009).  

Woodward (2003) presented a methodology of the binomial method:  

1. Make a diagram tree in which each node faces a binomial decision. 

2. Assign to each node a utility function and a probability of occurrence, reflecting the 

specific risk. 

3. Choose the decision that maximizes the utility function. 

4. Discount the final value to the present using an appropriate discount rate. 

Advantages 

This technique has flexibility as main advantage. Drawing a diagram tree with several nodes 

permit to calculate options that are exercised at any time before maturity or at maturity. Opposed 

to the Black-Scholes model, the binomial method can calculate the value of American options 

(Salinas, 2009).  

Disadvantages 

The calculations involved in this method are complex and time-consuming. For each node, the 

risk, the utility, the probability of occurrence and the discount rate have to be calculated. A task 

that complicates its application.  
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2.1.3.12.1.2. Black-Scholes model (time as a continuous variable) 

 

The Black-Scholes model is used to price European call and put options. A European option can 

only be exercised at maturity by its strike price.  

The Black-Scholes-Merton formulas for pricing a European call option are (Hull, 1989): 

𝑖𝑖 = 𝑆𝑆0 · 𝑁𝑁(𝐵𝐵1) − 𝐾𝐾 · 𝑣𝑣−𝑠𝑠𝑇𝑇 · 𝑁𝑁(𝐵𝐵2) 

𝐵𝐵1 =
𝑣𝑣𝐵𝐵 �𝑆𝑆0𝐾𝐾� − �𝐵𝐵 + 𝜎𝜎2

2 � · 𝑇𝑇

𝜎𝜎 · √𝑇𝑇
 

𝐵𝐵2 = 𝐵𝐵1 − 𝜎𝜎 · √𝑇𝑇 

where 𝑖𝑖 is the European call price, 𝑆𝑆0 is the price of the underlying asset at time zero, 𝐾𝐾 is the 

strike price, 𝐵𝐵 is the continuously compounded risk-free rate, 𝜎𝜎 is the implicit volatility of the 

underlying asset, 𝑇𝑇 is the time to maturity, and 𝑁𝑁(𝑥𝑥) is the cumulative probability distribution 

function for a standardized normal distribution. 

Advantages 

The Black-Scholes model is widely used for pricing financial assets and derivatives, beings its 

theoretical concepts more intuitive for analysts.  

Disadvantages 

The Black-Scholes model is very time consuming and complex, due it is usually applied to shares. 

The parameters involved are the main challenge to use this method fast and accurately.  

In addition, Black-Scholes model prices only European options, exercising at maturity. In 

practice, it might not be the situation of a brand. 

2.2. Consumer-based approach 
 

The consumer-based approach determines the brand equity as the differential between consumers’ 

preference and the utility function attributable to the products or services. The brand equity is the 

set of associations that the consumers have and that influences their preferences, above the other 
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attributes offered. Nonetheless, this residual could be also negative if the brand is a disincentive 

for customers. In essence, that brand equity does not rely on price or cost, but on consumers’ 

preferences. 

The main concept of these approaches could be mathematically expressed as: 

𝐶𝐶𝐵𝐵𝐵𝐵𝐸𝐸 = 𝐶𝐶𝐶𝐶𝐵𝐵𝐶𝐶𝑣𝑣𝐴𝐴𝑣𝑣𝐵𝐵𝐶𝐶′𝑚𝑚𝐵𝐵𝑣𝑣𝑜𝑜𝑣𝑣𝐵𝐵𝑣𝑣𝐵𝐵𝑖𝑖𝑣𝑣𝐶𝐶 − 𝐶𝐶𝐶𝐶𝐵𝐵𝐶𝐶𝑣𝑣𝐴𝐴𝑣𝑣𝐵𝐵𝐶𝐶′𝑣𝑣𝐶𝐶𝑖𝑖𝑣𝑣𝑖𝑖𝐶𝐶𝑃𝑃 𝑜𝑜𝑣𝑣𝑖𝑖𝐵𝐵𝐶𝐶𝑖𝑖𝐶𝐶𝐵𝐵 

where 𝐶𝐶𝐵𝐵𝐵𝐵𝐸𝐸 is consumer-based brand equity. 

For measuring the customer-based brand equity, there are two approaches: indirect and direct 

(Keller, 1993). Both are complementary and should be used together.  

2.2.1. Indirect approach 
 

The indirect approach determines the brand knowledge, the brand awareness and image that 

create associations with the customers. It has a multidimensional nature and copes with image, 

attributes, strength and uniqueness.  

There are many ways to measure brand knowledge. From individual surveys to individual tasks, 

it could be done by surveys, picture interpretation and brand personality descriptors to try to assess 

the feelings of the consumers. Moreover, the relationships among brand associations should be 

compared between types of consumers, market competitors and different products of a basket 

(Keller, 1993). 

Advantages 

It easily applicable through market research surveys. 

Disadvantages 

The indirect approach could not capture the strength of each association. It identifies the brand 

knowledge, but needs the direct approach to measure them (Keller, 1993). 
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2.2.2. Direct approach 
 

The direct approach measures the nature of the brand knowledge. The consumer-based brand 

equity is determined by the impact of the differential response associated to the brand awareness 

and image. 

The most used approach is the blind test. A mix of product are presented to various groups of 

consumers. They should respond some questions about different brands before experimenting 

with the products. Thereafter, consumers compare between a branded product and a generic 

without knowing if it is unbranded or not. Finally, the consumer-based brand equity is the 

differential generated by the brand knowledge compared to the objective preferences. 

Advantages 

It measures the responses of the brand knowledge and complements the indirect approach. 

Nonetheless, for an efficient task, the attributes of the product should be well defined in a 

preliminary indirect approach. 

Disadvantages 

The responses of the consumers are subjective. Therefore, the sample group should be carefully 

selected and representative of the market. In addition, it is easier to incur a blind test if the 

branded company has a physical product, rather than a service. 

As a summary, the table below summarizes the construct of the brand knowledge. As previously 

discussed, the indirect approach identifies the aspects of the brand knowledge that cause 

differential responses and the direct approach measure the nature of these responses (Keller, 

1993). 
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Table 5. Measurement of brand knowledge constructs for customer-based brand equity 

Construct Measure Purpose of measure 
   
Brand awareness   

Recall 
Correct identification of brand given 
product category or some other type 

of probe as cue 

Capture “top-of-mind” accessibility 
of brand in memory 

Recognition 
Correct discrimination of brand as 

having been previously seen or heard 
Capture potential retrievability or 
availability of brand in memory 

   
Brand image   

Characteristics of brand associations 

Type 
Free association tasks, projective 

techniques, depth interview 
Provide insight into nature of brand 

associations 

Favorability Ratings of evaluations of associations 
Assess key dimension producing 
differential consumer response 

Strength Ratings of beliefs of association 
Assess key dimension producing 
differential consumer response 

Relationships among brand associations 

Uniqueness 

Indirect measure: compare 
characteristics of associations with 

those of competitors  
Direct measure: ask consumers what 

they consider to be the unique 
aspects of the brand 

Provide insight into the extent to 
which brand associations are not 

shared with other brands; assess key 
dimension producing differential 

consumer response 

Congruence 

Indirect measure: compare patters of 
associations across consumers 

Direct measure: ask consumers about 
conditional expectations 

Provide insight into the extent to 
which brand associations are shares, 
affecting their favorability, strength, 

or uniqueness 

Leverage 

Indirect measure: compare 
characteristics of secondary 

associations with those for a primary 
brand association 

Direct measure: ask consumers 
directly what inferences they would 
make about the brand based on the 

primary brand association 

Provide insight into the extent to 
which brand associations to a 
particular person, place, event, 
company, product class, etc. are 

linked to other associations, 
producing secondary associations for 

the brand 

Source: Conceptualizing, Measuring, and Managing Customer-Based Brand Equity (Keller, 

1993) 
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2.3. Composite economical, psychographic and behaviorally oriented approaches 
 

After the analysis of the financial and consumer-based approaches, other methods add 

psychographic and behavioral components. In essence, it considers how psychology influences 

economic decision-making, habits and values.  

2.3.1. Aaker brand valuation model 
 

Aaker (1991) defined a brand as a symbol associated to several mental assets and liabilities that 

help us to identify and differentiate products. He identifies five mental elements that affects the 

brand value: 

• Brand loyalty: customers’ attachment to a brand. It reduces costs, as marketing expenses 

are not critical. 

• Brand awareness: the ability to recognize that a brand belongs to a certain category. 

• Perceived quality: a differentiating attribute that enhances the reasons to buy.  

• Brand associations: relationships between the brand and psychology, as lifestyle, 

reputation and benefits.  

• Other brand assets: for example, patents, brands and channel relations. 

Once these features have been identified, they influence different agents. On the one hand, 

consumers’ decision-making is modified constantly by these factors. However, Virvilaitè & 

Jucaitytè (2008) pointed out that a drawback of this method is that psychographic phenomenon 

is not always converted into monetary value. On the other hand, the financial benefit is easily 

achievable for the company. Marketing efficiency, leverage in trade, brand extensions and 

competitive advantages are some of the benefits that positive features could originate (Reyneke, 

Abratt & Bick, 2014). 

2.3.2. Kapferer brand valuation model 
 

Kapferer (1997) stated that the brand value could be compared to a tacit agreement or contract 

with the customers. This affective bond between a brand and a client reduces the buying risks and 
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increase utility. Consequently, with a strong and well-established brand, the purchasing risk is 

lower and hence, the differentiation efforts (Reyneke, Abratt & Bick, 2014). 

The main critique that receives this model is that do not consider evolving consumers values, 

market forces and other external factors that could influence the brand value growth (Virvilaitè & 

Jucaitytè, 2008). 

2.3.3. Keller brand valuation model 
 

Keller (1993) defined the brand value as the differential between the brand knowledge and an 

unbranded comparable firm. Therefore, it switched the main sources of value from the firm to 

consumers. His model proposed to measure the relationship and resonance between brand and 

clients. With this aim, he proposed a four-stage analysis: brand identity, brand meaning 

(performance and imagery), brand response (judgments and feelings) and resonance (Keller, 

1997).  

2.3.4. Integrated model 
 

Virvilaitè & Jucaitytè (2007) introduced an integrated model of brand valuation where 

economical, psychographic, behaviorally oriented, and composite economical and behaviorally 

oriented brand valuation models are mixed. The main concept if to measure brand value from 

customer and firm point of views combined.  

In a revised version of the integrated model, Virvilaitè & Jucaitytè (2008) proposed a methodology 

composed by three parts: 

• Brand strength factors: from the customers’ point of view, the Aaker brand valuation 

model (1991) is used. Brand loyalty, brand awareness, perceived quality, brand 

associations and other brand assets are the factors to measure. All the behaviorally-

oriented factors are valued from 0 to 20 and then sum up with a maximum of 100. 

• Financial brand value factors: from firm’s perspective, the Simon & Sullivan (1993) 

brand valuation model is used. It determines the economical brand value deducting the 

asset value of the firm from the market capitalization. 
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• Financial brand strength factors: from market’s perspective, the price-to-book value 

(P/BV) of the firm is compared to peers. The higher will get 100 points and the others, 

the value proportional to their ratio. 

Finally, the two brand values, customers and market, are averaged in points. The range is from 0 

to 100. The brand could be classified as weak (0-40 average points), moderate (40-80 average 

points) and strong (80-100 average points). 

In the figure below is presented the integrated model proposed by Virvilaitè & Jucaitytè (2008), 

constructed on the ground of market-oriented brand valuation model by Aaker (1991) and Simon 

& Sullivan (1993). 

Figure 1. Integrated model of brand valuation 

 

Source: Brand valuation: viewpoint of customer and company (Virvilaitè & Jucaitytè, 2008) 

2.4. Formulary approach 
 

The last type of approach is the set of proprietary models developed by brand consulting firms 

and other organizations. They usually combine several techniques discussed above, and some 

researchers include them in each respectively group, for example, Interbrand is classified as an 

income approach.  
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This section has the aim of give a basic understanding of the commercial models behind the brand 

values that we could see in media or financial reports. In this overview, the Interbrand, Brand 

Finance, Brand Equity Ten, BrandZ and Financial World models are studied. 

2.4.1. Interbrand model 
 

Interbrand is one of the leading brand consultancy firms and a pioneer in developing brand 

valuation methodologies. In 1988, Interbrand introduced the multiplier model. An approach that 

considers financial performance, role of the brand and brand strength. A method that determines 

brand value multiplying the brand earnings differential between a branded firm and a generics by 

a multiplier (Fernández, 2002). This technique is widely studied by researchers and in some 

classifications; it is part of the income approach. However, as it uses consumer-based techniques 

and it has a commercial purpose, it usually is classed as formulary. Finally, Interbrand was the first 

company to certify its methodology as compliant with the requirements of ISO 10668 

(requirements for monetary brand valuation). A fact that underscores the confidence and 

reputation of this firm on brand valuation. 

According to Salinas (2009), two steps compose the Interbrand’s multiplier model: 

• Earnings attributable to brand 

In this step, a differential of the operating profit (EBIT) between a branded and an 

unbranded firm is obtained for the last three year. Then, the profit attributable to the 

brand is computed weighting these differentials after tax and deducting capital 

remunerations. 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝐵𝐵𝑖𝑖𝑜𝑜𝑜𝑜 𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇 =
1 · (𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑏𝑏 −2 −  𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑏𝑏 −2) + 2 · (𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑏𝑏 −1 −  𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑏𝑏 −1) + 3 · (𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑏𝑏 0 −  𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑏𝑏 0)

1 + 2 + 3  

 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝐵𝐵𝐵𝐵𝑖𝑖𝐵𝐵𝑖𝑖𝐶𝐶 = 𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝐵𝐵𝑖𝑖𝑜𝑜𝑜𝑜 𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇 − 𝑇𝑇𝐵𝐵𝑥𝑥 − 𝐶𝐶𝐵𝐵𝑚𝑚𝑖𝑖𝐶𝐶𝐵𝐵𝑣𝑣 𝐵𝐵𝑣𝑣𝐴𝐴𝑣𝑣𝐵𝐵𝑣𝑣𝐵𝐵𝐵𝐵𝐶𝐶𝑖𝑖𝐶𝐶𝐵𝐵𝐶𝐶 
 

where 𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑏𝑏 is the operating profit for the branded firm, 𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑢𝑢 is the operating profit 

for the unbranded firm, and 1,2,3 are the weights for the second last year, last year and 

current year respectively. 
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• Brand strength indicator and determination of multiplier 

To obtain the brand multiplier, first it is needed to obtain the brand strength indicator. 

It derives from a brand strength analysis of the “Brand Index” composed by seven 

weighted factors (Salinas, 2009): 

 Leadership (10%): the ability to be a market leader and maintain a dominant 

market share. 

 Stability (15%): the strength of the brand loyalty. 

 Market (10%): analysis of the market, more valued for stronger barriers to entry 

than in that in which are more easily disrupted. 

 International image (25%): global exposure and geographic expansion. 

 Trend (10%): the ability to maintain or improve its positioning.  

 Support (10%): management support and investment.  

 Protection (5%): legal trademark’s protection.  

Once, the “Brand Index” is determined, the brand multiplier is obtained through the 

below “S-curve”. 

Figure 2. “S-curve” and the determination of brand multiplier in the Interbrand model 

 

Source: The International Brand Valuation Manual (Salinas, 2009) 

In the “S-Curve”, the x-axis corresponds to the “Brand Index” already computed and the 

y-axis to the brand multiplier. The last one is associated to a price-to-earnings ratio (P/E), 
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having the brand value as numerator and the brand earnings, calculated in the first step, 

as denominator.  

The “S-Curve” has several relevant concepts behind. First, it is based on ratios for 

comparable companies and the P/E ratios of recent transactions (Torres Coronas, 2002). 

Second, the “S-Curve” resembles the brand lifecycle. The early-stage, an exponential 

growth and maturity at the end. It shows how uncertainty and small variations can change 

the brand value. In this sense, its form could be compared to a threshold, in which the 

brand starts to create associations in customers’ minds and gain market share in the 

market. 

Finally, the brand value is calculated by applying the brand multiple to the net brand profit: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = 𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝐵𝐵𝐵𝐵𝑖𝑖𝐵𝐵𝑖𝑖𝐶𝐶 · 𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝐴𝐴𝑣𝑣𝑣𝑣𝐶𝐶𝑖𝑖𝑚𝑚𝑣𝑣𝑖𝑖𝑣𝑣𝐵𝐵 

The brand valuations of Interbrand are taken as one of the benchmarks in the market. 

Nonetheless, Fernández (2002) criticized this model as it is prone to a highly degree of subjectivity 

and opaqueness. Most notably, the “Brand Index” and the associated brand multiplier. In 

addition, other drawback identified is that the “S-Curve” includes the premium paid in the recent 

transactions. Variating the fair value due to expected synergies. 

2.4.2. Brand Finance model 
 

Brand Finance is another leading brand consultancy firm. It publishes brand-related reports and 

rankings annually and along Interbrand, it is one of the main references. Brand Finance defines a 

brand as the “trademark and associated intellectual property, including the word mark and 

trademark iconography”.  

Regarding the valuation, Brand Finance uses the royalty saving method explained in the section 

2.1.2.2. This method calculates the brand value, as the willingness to pay for a brand license in 

the case the firm do not own it. 
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The following seven steps compose the Brand Finance model: 

1. Calculation of the Brand Strength Index (BSI): the brand strength is measured by several 

attributes on a total scale of 0 to 100. The three dimensions analyzed for the BSI 

computation are: 

• Brand investment: measurement of the investment related to reinforce brand 

loyalty and emotional connections between consumers and the brand. This 

relationship translated in less purchase risk and a reduction on marketing 

expenses, due the need for differentiation is lower. 

• Brand equity: quantify the associations of the brand with consumers’ mind. 

• Brand performance: measurement of the sales volume and price premium 

through financial and market information. 

The Brand Strength Index (BSI) measures the strength, risks and potential of a brand 

relative to its competitors. Similar to the credit ratings, Brand Finance gives a brand 

ratings: 

Table 6. Brand Finance’s brand ratings 

Brand ratings Meaning 

AAA+ Extremely strong 

AA Very strong 

AA Strong 

BBB to B Average 

CCC to C Weak 

DDD to D Failing 

Source: Brand Finance 

2. Determine the royalty range by sector: it is computed using comparable licensing 

contracts from own Brand Finance’s databases and others online. 

3. Calculate the royalty rate: the BSI is applied to the royalty range. 

4. Determine brand specific revenues: calculate the company’s revenues attributable to the 

brand. 

5. Estimate future brand specific revenues: forecast the revenues using historic data, equity 

analyst forecasts and economic growth rates. 



61 
 

6. Apply the royalty rate: the royalty rate is applied to the estimated future brand specific 

revenues in order to obtain the royalty charge.  

7. Discount to the present value: forecasted royalties are discounted post tax to obtain the 

brand value at present value. For the discounting rate, Brand Finance proposed an own 

methodology, the BrandBeta, that it is discussed in detail in the chapter 3. 

2.4.3. The Brand Equity Ten 
 

This model presented by Aaker in 1996 measures brand equity through five categories: 

• Loyalty measures: price premium and loyalty/satisfaction.  

• Perceived quality/leadership measures: perceived quality and leadership. 

• Associations/differentiation measures: perceived value, brand personality and 

organizational associations. 

• Awareness measures: brand awareness. 

• Market behavior measures: market share, and price and distribution indices. 

These dimensions are a mix between consumer-based, first four, and market-based, fifth. Due to 

the combination of factors, this model could serve as a useful reference for market researches, but 

it is not reliable for obtaining the economic brand value. 

2.4.4. BrandZ valuation model 
 

BrandZ is an annual study of brands carried out by Millward Brown, a brand specialized 

consulting firm. It claims to be distinguished to other commercial methodologies by their 

extensive consumer research, in combination with a financial analysis. According to Millward 

Brown, “their on ongoing, in-depth quantitative research includes three million consumers and 

more than 100,000 brands in over 50 markets worldwide”.  
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Three steps compose the hybrid methodology proposed by BrandZ: 

1. Calculating Financial Value 

First, it is important to remark that the eligibility criteria is being publicly listed and brand 

derived at least 25% of earnings from retail business. If the criteria is meet, the first step 

is divided in two parts: 

• Part A: from the firm’s point of view, it obtains the corporate earnings and multiply 

those by the Attribution Rate, the amount associated to the brand. Then, it arrives at 

the branded earnings. 

•  Part B: estimation of future earnings, by computing an own BrandZ Brand Multiple 

from Bloomberg data. Finally, the BrandZ Brand Multiple is applied to the branded 

earnings to obtain the financial value. 

2. Calculating Brand Contribution 

This step determines the brand associations in clients’ minds and the differential response 

derived. Therefore, Brand Contribution is a measurement of the uniqueness of a brand 

and its impact on future earnings. First, three elements are analyzed to quantify these 

associations: being meaningful, being different, and being salient. If these factors are 

positive, they increase reasons to buy. Hence, Brand Contribution identifies the 

differential response looking at the purchase volume and price premium.  

3. Calculating Brand Value 

Combine step 1 and 2, applying the Brand Contribution, which is a percentage, to the 

financial value. The result is the brand value that appears in Millward Brown’s BrandZ 

reports. 

2.4.5. Financial World model 
 

Financial World published its technique in 1992 based on the income approach, comparison with 

theoretical profits of a generic product. It compares the operating profits of the branded firm with 

the estimated for the generic firm (Salinas, 2009).  

The model calculates the differential between brand earnings between a branded and private label 

companies. Regarding the earnings of an unbranded firm, it could be used a return on capital 
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employed (ROCE) of 5% (Keller, 1998). Then, the brand strength multiple is applied to the 

brand earnings. 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = (𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑏𝑏 − 𝐸𝐸𝐵𝐵𝐸𝐸𝑇𝑇𝑢𝑢) · 𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝐶𝐶𝐶𝐶𝐵𝐵𝑣𝑣𝐵𝐵𝑖𝑖𝐶𝐶ℎ 𝐴𝐴𝑣𝑣𝑣𝑣𝐶𝐶𝑖𝑖𝑚𝑚𝑣𝑣𝑣𝑣 

It is interesting to understand how brand consulting firms and publications evolved. In 1992, 

Financial World published Interbrand rankings. A relationship beyond releases, as Financial 

World model relies on Interbrand’s data and its “Brand Index”. 

2.5. Summary and conclusions 
 

This section has the aim of the study of the approaches to brand valuation. Several conclusions 

are drawn after its description and analysis. First, the most conceptually sound approach is the 

income-based, as considers the future benefits. Nonetheless, some market techniques are also 

reliable and efficient, as royalty savings, one of the most widely used methods by practitioners. 

Second, brand valuation is not a financial or behaviorally science, but a convergence between both. 

Third and last, there is a lack of brand valuation credibility of formulary approaches, due to its 

“black-box” methods. Especially, the justification of the brand index or contribution is subject to 

debate. These issues are addressed on the Apple Inc.’s case study. 
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3. Discount rate for brand valuation 
 

As commented in chapter 2, the discounted cash flow (DCF) is one of the preferred brand 

valuation methods. In the international accounting rules of the International Accounting 

Standard Board (IASB), it is stated that if the fair value of an asset cannot be determine based on 

market prices, the use of the DCF is recommended (Schauten, 2008). As active markets of brands 

do not exist, the DCF should be used to value a brand or other intangible assets. 

One of the key steps of the DCF methodology is discounting the operating free cash flow and 

the terminal value to the present value. In this sense, using the appropriate discount rate is critical, 

given the high sensitivity of the final valuation to its rate. Regarding intangible assets, the discount 

rate should be the expected return of intangible assets given the cash flows risk. 

The literature about the discount rate for intangible assets identified that the main issue is to 

determine their implicit risk. For that reason, some widely known methods serve as proxies for 

the discount rate. Each one with advantages and disadvantages.  

According to Schauten (2008), the better discount rate methods for brand valuation are: 

• Weighted average cost of capital (WACC) 

• Adjusted weighted average cost of capital (Adjusted WACC) 

• Unlevered cost of equity 

• Levered cost of equity 

• Weighted average return on assets (WARA) 

3.1. Weighted average cost of capital (WACC) 
 

The weighted average cost of capital (WACC) is the calculation of a company cost of capital, 

weighting each class of capital. In 1999, Reilly & Schweihs stated that the WACC could serve as 

a proxy discount rate for intangible assets valuation. 

 The WACC equation is: 

𝑊𝑊𝐴𝐴𝐶𝐶𝐶𝐶 = 𝑀𝑀𝑒𝑒 ·
𝐸𝐸

𝐸𝐸 + 𝐷𝐷
+ 𝑀𝑀𝑖𝑖 · (1 − 𝐶𝐶) ·

𝐷𝐷
𝐸𝐸 + 𝐷𝐷
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where 𝑀𝑀𝑒𝑒 is the cost of equity, 𝑀𝑀𝑖𝑖 is the cost of debt, 𝐶𝐶 is the corporate tax rate, 𝐸𝐸 is the economic 

value of equity and 𝐷𝐷 is the net debt. 

3.1.1. Cost of equity and cost of debt 
 

In the WACC equation, cost of equity and cost of debt values are needed. First, the cost of equity 

usually is computed using the capital asset pricing model (CAPM).  

The mathematical expression of the CAPM is: 

𝑀𝑀𝑒𝑒 = 𝐵𝐵𝑓𝑓 + �𝐵𝐵𝑚𝑚 − 𝐵𝐵𝑓𝑓� · 𝛽𝛽 

where 𝑀𝑀𝑒𝑒 is the required rate of return on equity, 𝐵𝐵𝑓𝑓 is the risk-free rate, 𝐵𝐵𝑚𝑚 is the expected market 

return, 𝐵𝐵𝑚𝑚 − 𝐵𝐵𝑓𝑓 is the market risk premium, and 𝛽𝛽 is the beta coefficient, a measure of volatility 

or the systematic risk of the firm. 

 The parameters above could be obtained from market data. The risk-free rate (𝐵𝐵𝑓𝑓) is usually 

obtained as the interest rate of the 10-year bond of the country where the company fiscal 

headquarters are located. The expected market return (𝐵𝐵𝑚𝑚) is the average return of the financial 

market associated to the listed firm. The market risk premium (𝐵𝐵𝑚𝑚 − 𝐵𝐵𝑓𝑓) is the expected return 

that investors consider to invest in the market. Finally, 𝛽𝛽  is a measure of volatility or the 

systematic risk of the firm. It is the risk inherent to an investment contrary to idiosyncratic factors. 

This coefficient is the most difficult to determine.  

Regarding the cost of debt, it is the effective interest rate that a company pays on its current debt. 

Analysis 

The WACC is not a good proxy for the discount rate used in a DCF valuing intangible assets. 

As presented above, the equation of the WACC considers the risk of assets of the capital 

structure. Hence, tangible assets and intangible assets are not differentiated. Consequently, with 

the WACC we get the average systematic business risk. Nonetheless, the risk attributable to 

tangible assets and intangible assets differs. The tangible assets risk would be lower than 

intangible, due its characteristics. Intangible assets face a higher liquidity risk, as it does not exist 

market for them and they are not easily traded (Reilly & Schweihs, 1999). Therefore, the required 
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rate of return has to be higher. In short, the WACC usually underestimates the discount rate for 

intangible assets as it considers the whole assets of the capital structure, mainly driven by tangible 

assets risk.  

3.2. Adjusted weighted average cost of capital (Adjusted WACC) 
 

In the Brand Finance valuation model discussed in the section 2.4.2., the forecasted royalties are 

discounted to the present value. The brand consultancy uses the adjusted weighted average cost 

of capital, instead of the WACC. They consider the beta as the most sensitive coefficient, and 

adjust it, naming its development BrandBeta. This coefficient includes the information obtained 

by the Brand Strength Index (BSI). 

The Brand Strength Index (BSI) measures the strength, risks and potential of a brand relative to 

its competitors. A positive attribute could reduce the discount rate as the volatility decreases and 

vice versa.  

The mathematical expression for the adjusted weighted average cost of capital used by Brand 

Finance is: 

𝐴𝐴𝐵𝐵𝐴𝐴𝑣𝑣𝐶𝐶𝐶𝐶𝑣𝑣𝐵𝐵 𝑊𝑊𝐴𝐴𝐶𝐶𝐶𝐶 = 𝑀𝑀𝑒𝑒 ·
𝐸𝐸

𝐸𝐸 + 𝐷𝐷
+ 𝑀𝑀𝑖𝑖 · (1 − 𝐶𝐶) ·

𝐷𝐷
𝐸𝐸 + 𝐷𝐷

 

𝑀𝑀𝑒𝑒 = 𝐵𝐵𝑓𝑓 + �𝐵𝐵𝑚𝑚 − 𝐵𝐵𝑓𝑓� · 𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝑣𝑣𝐶𝐶𝐵𝐵 

where 𝑀𝑀𝑒𝑒 is the cost of equity, 𝑀𝑀𝑖𝑖 is the cost of debt, 𝐶𝐶 is the corporate tax rate, 𝐸𝐸 is the economic 

value of equity, 𝐷𝐷 is the net debt, 𝐵𝐵𝑓𝑓 is the risk-free rate, 𝐵𝐵𝑚𝑚 is the expected market return, 𝐵𝐵𝑚𝑚 −

𝐵𝐵𝑓𝑓  is the market risk premium, and 𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝑣𝑣𝐶𝐶𝐵𝐵 is the beta coefficient adjusted including the 

Brand Strength Index (BSI) outcome. 

Finally, Brand Finance determine a WACC for each market where the company operates. In this 

manner, it considers the brand strength in each geographical region or market. This reflects more 

accurately the different risks inherent to the same branded product or service as its growth 

estimation. After analyzing all the markets, they calculate a blended WACC. 
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Analysis 

The Brand Finance method and the BrandBeta tries to improve the 𝛽𝛽 coefficient part of the 

WACC. With this aim, the BrandBeta includes information of the Brand Strength Index (BSI), 

and then computes it regionally, with risk and growth estimation as part of the computation. 

However, this adjustment to the traditional WACC increases considerably the subjectivity and 

complexity. The Brand Strength Index (BSI) could be set arbitrarily in some cases. Because of 

that, the trade-off between being more accurate or being simple and comparable has to be study 

carefully. As we are going to discuss, other method, WARA, is more desirable for valuing 

intangible assets. 

3.3. Unlevered cost of equity 
 

Smith & Parr (2005) proposed the unlevered cost of equity as a proxy for the discount rate for 

intangible assets. Their main argument is that due to the liquidity risk, high volatility and being 

non-physical, debt investors usually do not invest on intangible assets. Consequently, intangible 

assets are generally funded with equity. 

Analysis 

This is not a good proxy of the discount rate of intangible assets because it considers the business 

risk of the firm. Therefore, it underestimates the discount rate as the WACC. In the same 

manner, it is distorted as the tangible assets are taken into account (Schauten, 2008). 

3.4. Levered cost of equity 
 

The levered cost of equity includes the additional risk associated to the debt funding. In this 

manner, it considers the global risk of the company, but adding the one of the debt funding. 

Consequently, the levered cost of equity is a better proxy for the expected return of intangibles 

assets than the WACC, the Adjusted WACC and the unlevered cost of equity. As previously 

mentioned, the main drawback of these methods is that underestimate the discount rate due to 

the lower risk of the tangible assets. Even this problem is not solved, as the risk assessed is of the 

global company, the levered cost of equity should be higher than the other methods. A condition 
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that matches with the concept that the expected return of intangible assets is usually higher than 

the return of the whole company. 

Analysis 

The levered cost of equity is a better proxy than the WACC, the Adjusted WACC and the 

unlevered cost of equity. Including the additional risk of the debt funding should give a higher 

discount rate, closer to the expected return of intangible assets. 

3.5. Weighted average return on assets (WARA) 
 

The most reliable method to obtain the discount rate for intangible assets valuation is the 

weighted average return on assets (WARA). In 2005, Smith & Parr introduced this method and 

it derives the rate of each asset of the firm. First, they assumed that the WACC before tax and 

the WARA are equal. Nonetheless, this approach is useful for not valuing the whole company 

and determining the rate of return for each asset of the company. 

According to Schauten (2008), the assets of a company are classified in four categories: 

• Monetary assets (net working capital) 

• Tangible fixed assets 

• Intangible assets 

• Present value of tax shields (PVTS), if company is funded by both equity and debt 

Assuming an efficient capital market, a residual method could be used to determine the value of 

the intangible assets. In this manner, its value is not obtained directly, but as the differential of 

the enterprise value and the other assets Schauten (2008): 

𝑉𝑉𝑈𝑈 = 𝑀𝑀𝐴𝐴 + 𝑇𝑇𝐹𝐹𝐴𝐴 + 𝐸𝐸𝐴𝐴 

𝑉𝑉𝐿𝐿 = 𝐸𝐸 + 𝐷𝐷 = 𝑉𝑉𝑈𝑈 + 𝑃𝑃𝑉𝑉𝑇𝑇𝑆𝑆 

where 𝑉𝑉𝑈𝑈 is the market value of the unlevered firm, 𝑀𝑀𝐴𝐴 is the market value of monetary assets, 

𝑇𝑇𝐹𝐹𝐴𝐴 is the market value of the tangible fixed assets, 𝐸𝐸𝐴𝐴 is the market value of the intangible assets, 

𝑉𝑉𝐿𝐿 is the market value of the levered firm, 𝐸𝐸 is the market value of equity, 𝐷𝐷 is the market value 

of debt, and 𝑃𝑃𝑉𝑉𝑇𝑇𝑆𝑆 is the present value of the tax shields. 
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Having the market value of the unlevered or levered firm, the market value of the intangible assets 

can be calculated by the residual method: 

𝐸𝐸𝐴𝐴 = 𝑉𝑉𝑈𝑈 −𝑀𝑀𝐴𝐴 − 𝑇𝑇𝐹𝐹𝐴𝐴 

𝐸𝐸𝐴𝐴 = 𝑉𝑉𝐿𝐿 − 𝑀𝑀𝐴𝐴 − 𝑇𝑇𝐹𝐹𝐴𝐴 − 𝑃𝑃𝑉𝑉𝑇𝑇𝑆𝑆 

Once we defined the composition of the firm by these four classes of assets, the WARA divided 

the WACC before tax in four weighted components. The key assumption is equating the WACC 

before tax and the WARA, replicating the residual method above, but in this case to get the rate 

of return associated to the intangible assets. The WARA equation proposed by Schauten (2008) 

based on the initial formula of Smith & Parr (2005) is: 

𝑊𝑊𝐴𝐴𝐶𝐶𝐶𝐶 𝑏𝑏𝑣𝑣𝑜𝑜𝐶𝐶𝐵𝐵𝑣𝑣 𝐶𝐶𝐵𝐵𝑥𝑥 = 𝑊𝑊𝐴𝐴𝑅𝑅𝐴𝐴 

𝑊𝑊𝐴𝐴𝐶𝐶𝐶𝐶 𝑏𝑏𝑣𝑣𝑜𝑜𝐶𝐶𝐵𝐵𝑣𝑣 𝐶𝐶𝐵𝐵𝑥𝑥 = 𝑀𝑀𝑒𝑒 ·
𝐸𝐸

𝐸𝐸 + 𝐷𝐷
+ 𝑀𝑀𝑖𝑖 ·

𝐷𝐷
𝐸𝐸 + 𝐷𝐷

 

𝑊𝑊𝐴𝐴𝑅𝑅𝐴𝐴 = 𝑅𝑅𝑀𝑀𝑀𝑀 ·
𝑀𝑀𝐴𝐴
𝑉𝑉𝐿𝐿

+ 𝑅𝑅𝑇𝑇𝑇𝑇𝑀𝑀 ·
𝑇𝑇𝐹𝐹𝐴𝐴
𝑉𝑉𝐿𝐿

+ 𝑅𝑅𝐼𝐼𝑀𝑀 ·
𝐸𝐸𝐴𝐴
𝑉𝑉𝐿𝐿

+ 𝑅𝑅𝑃𝑃𝑃𝑃𝑇𝑇𝑆𝑆 ·
𝑃𝑃𝑉𝑉𝑇𝑇𝑆𝑆
𝑉𝑉𝐿𝐿

 

where 𝑊𝑊𝐴𝐴𝐶𝐶𝐶𝐶 𝑏𝑏𝑣𝑣𝑜𝑜𝐶𝐶𝐵𝐵𝑣𝑣 𝐶𝐶𝐵𝐵𝑥𝑥 is the weighted average cost of capital before tax, 𝑅𝑅𝑀𝑀𝑀𝑀 is the required 

rate of returns on monetary assets, 𝑅𝑅𝑇𝑇𝑇𝑇𝑀𝑀 is the required rate of returns on tangible fixed assets, 

𝑅𝑅𝐼𝐼𝑀𝑀 is the required rate of returns on intangible assets, and 𝑅𝑅𝑃𝑃𝑃𝑃𝑇𝑇𝑆𝑆 is the required rate of returns 

on present value of tax shields.  

Finally, the required rate of return on intangible assets could be isolated. The result is the required 

rate of return as if the company is only funded with equity, subtracting the present value of tax 

shields. The discount rate use for valuing intangibles assets through the WARA is: 

𝑅𝑅𝐼𝐼𝑀𝑀 =
𝑊𝑊𝐴𝐴𝐶𝐶𝐶𝐶 · 𝑉𝑉𝐿𝐿 − 𝑅𝑅𝑀𝑀𝑀𝑀 · 𝑀𝑀𝐴𝐴 − 𝑅𝑅𝑇𝑇𝑇𝑇𝑀𝑀 · 𝑇𝑇𝐹𝐹𝐴𝐴 − 𝑅𝑅𝑃𝑃𝑃𝑃𝑇𝑇𝑆𝑆 · 𝑃𝑃𝑉𝑉𝑇𝑇𝑆𝑆

𝐸𝐸𝐴𝐴
 

Some of the parameters of the WARA methodology are not explained in the description above. 

For this reason, this section covers all terms present to make more comprehensive the application 

of the WARA. 
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3.5.1. WACC before tax 
 

The main assumption of the WARA is that is equal to the WACC before tax. Instead of taking 

the WACC, taxes are not applied due to the present value of tax shield (PVTS) added to the 

WARA method. 

The WACC before tax formula is: 

𝑊𝑊𝐴𝐴𝐶𝐶𝐶𝐶 𝑏𝑏𝑣𝑣𝑜𝑜𝐶𝐶𝐵𝐵𝑣𝑣 𝐶𝐶𝐵𝐵𝑥𝑥 = 𝑀𝑀𝑒𝑒 ·
𝐸𝐸

𝐸𝐸 + 𝐷𝐷
+ 𝑀𝑀𝑖𝑖 ·

𝐷𝐷
𝐸𝐸 + 𝐷𝐷

 

where 𝑀𝑀𝑒𝑒 is the levered cost of equity, 𝑀𝑀𝑖𝑖 is the pre-tax cost of debt, 𝐸𝐸 is the market value of 

equity and 𝐷𝐷 is the market value of net debt. 

3.5.2. Required return on monetary assets 
 

The required return on the portfolio of monetary assets (𝑅𝑅𝑀𝑀𝑀𝑀) is the corresponding to the net 

working capital. To compute this required return, a weighted average of rates on different 

monetary assets is done. The assets that compose this portfolio are the cash and cash equivalents, 

transferable securities, accounts receivable, inventories and other assets Schauten (2008). 

It is important to understand the characteristics and risk associated with the monetary assets. The 

net working capital is very liquid, as it uses for short-term needs. Consequently, the investment 

risk is low (Smith & Parr, 2005). 

3.5.3. Required return on tangible fixed assets 
 

The tangible fixed assets face higher investment risk, as they are more illiquid. It is more 

challenging to convert them into cash, depending on the market. For this financial term, two 

proxies are proposed. On one hand, Smith & Parr (2005) use the interest rate of a loan by a 

commercial bank, collateralizing with tangible fixed assets. On the other hand, Schauten (2008) 

uses the Bloomberg Real Estate Investment Trust Index (BBREIT). 
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3.5.4. Required return on tax shield 
 

There are several methods for calculating the present value of tax shield. According to Schauten 

(2008), the Harris & Pringle’s (1985) formula is the soundest: 

𝑃𝑃𝑉𝑉𝑇𝑇𝑆𝑆 =
𝑀𝑀𝑖𝑖

𝑀𝑀𝑒𝑒 − 𝑖𝑖
𝐷𝐷 · 𝐶𝐶 

where 𝑃𝑃𝑉𝑉𝑇𝑇𝑆𝑆 is the present value of tax shield, 𝑀𝑀𝑖𝑖 is the cost of debt, 𝑀𝑀𝑒𝑒 is the cost of equity, 𝑖𝑖 is 

the estimated growth rate, 𝐷𝐷 is the market value of net debt, and 𝐶𝐶 is the corporate tax rate. 

Analysis 

The WARA is the best method to compute the discount rate for brand valuation. The reason is 

that divided the traditional WACC before tax in the different classes of assets. Using the residual 

method, the required rate of return on intangible assets is obtained. In this sense, it is not 

influenced by the lower investment risk of the monetary assets and the tangible fixed assets. 

3.6. Summary and conclusions 
 

This section has the aim of the study of the different discount rates for brand valuation. As the 

DCF methodology is highly sensitive to this term, we can now rank the five methods analyzed. 

The best estimate of the discount rate for intangible assets is the WARA, as it obtains the required 

rate of return only for this asset class. The second best proxy is the levered cost of equity, as it 

includes the additional risk associated to the debt funding, even the value it is of the whole firm. 

Finally, the other three method consider the risk of the global company. For this reason, the lower 

investment risk of tangible assets is a considerable weight that diminish the discount rate. The 

WACC, the adjusted WACC and the unlevered cost of equity underestimates the discount rate 

for intangible assets. In essence, the WARA is the unique method that take into account the 

characteristics, as liquidity risk, of intangible assets. 
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4. Case Study: brand valuation of Apple Inc. 
 

This chapter focuses on a case study to apply and gain deeper insights on brand valuation concepts 

and methodologies. After realizing an introduction and a literature review, the purpose of this 

study is to obtain the brand value of Apple Inc. and realize a practical analysis on brand valuation.  

This chapter is composed by five sections. In the first section, the motivation for choosing Apple 

Inc. is explained. The second section provides an overview of Apple Inc. and its business strategy. 

The next section analyzes its financial statements. The fourth section determine the common 

hypotheses for valuation. In the last section, the methods and approaches described in the chapter 

2 are applied to value the Apple Inc.’s brand. 

4.1. The choice of Apple Inc. 
 

Before Apple Inc. was decided as the selected firm, some prerequisites were identified as key 

enablers to realize this case study. First, the branded company has to be publicly listed. This is a 

crucial condition due to this valuation relies on public information. In this manner, the firm has 

to communicate periodically with investors and market authorities. Second, the brand has to 

influence clearly the products offered or services provided. Third, the economic model and 

business strategy have to be well identified. Three main requirements met by Apple Inc. 

In our digital age, technology has become an integral part of our day-to-day life. From devices to 

services, innovation has disrupted traditional business models and activities, as shopping or 

entertainment. For this reason, technology firms dominate their markets and their brands are the 

most valued these recent years. Alphabet, parent company of Google, Amazon, Netflix, 

Facebook, and Apple Inc. coped the rankings of most valuable global brands. In this sense, Apple 

Inc. has topped the Interbrand annual best global brand rankings from 2013 to present. The last 

ranking, 2019, establish $234,241 million as the Apple brand value, above Alphabet and Amazon. 

Undoubtedly, its brand is one of the most recognized and strong brands in the last decades. 

Regarding the requisites of the methodologies described in the chapter 2 of this paper, brand 

awareness, brand image, perceived quality and brand loyalty were some of the attributes identified 

to value a brand and understand the consumers’ associations. Apple Inc. aggregates the positive 
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impacts of these characteristics. The client loyalty to its products and services is very robust, and 

it is already studied that they are willing to pay a premium due to the brand, with its inherent 

reputation. Moreover, the Apple brand has an effect on all the firm offering from physical devices, 

as the iPhone, to services, as Apple TV+. 

Finally, this choice responds to a challenge to analyze and measure an intangible asset in a leading 

technology firm. This sector is exposed to innovation and intangible assets, as technology know-

how and patents, are fundamental to future growth. Consequently, this section is prone to two 

particular circumstances. On the one hand, the brand valuation will have been very sensitive to 

the common hypotheses, due to the high risks and volatility of this sector. On the other hand, 

there are not peers with the same exact mix of products and services offering as Apple Inc. 

Nonetheless, firms specialized in the technology hardware and equipment has been selected as 

appropriate comparable companies.  

For all these reasons, Apple Inc. has been chosen for this research paper case study. Currently, 

technology firms lead their sectors, and top market capitalizations and the most valuable brands 

rankings. Therefore, the aim of this paper is to quantify the brand value of one of the big tech 

and analyze the effects on its business. 

4.2. Apple Inc. 
 

The different brand valuation approaches rely on financial data, consumers’ preferences or other 

psychographic and behavioral factors. Before applying them, it is important to understand the 

history of the branded firm, its market, and the business model among others. Therefore, this 

section has the aim to provide a brief overview of Apple Inc. and its brand.  

4.2.1. History and company description 
 

Apple Inc. is an American multinational company founded in 1976 that designs, manufactures, 

and markets personal computing and mobile communication devices along with other software 

and services. It is headquartered in Cupertino, California, U.S., and as of September 2019, had 

approximately 137,000 full-time employees. Regarding its geographic presence, it covers the 

entire world, with more than 500 retail stores at the end of 2019. To finalize this introduction, 
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currently Apple’s most important executives are Tim Cook, Chief Executive Officer (CEO); Jeff 

E. Williams, Chief Operating Officer (COO); Mary Demby, Chief Information Officer (CIO); 

and Arthur D. Levinson, Chairman. 

Back to the origins, in a garage of Los Altos, California, Steve Jobs, Steve Wozniak and Ronald 

Wayne founded Apple Computer on April 1976. This company was a small personal computer 

manufacturer with the first purpose of develop and sells the Apple I, its first product. It was a 

success, and in 1978, the Apple II was released, selling more than 100,000 units by the end of 

1980. In December of that year, Apple launched its initial public offering (IPO) at $22 per share. 

A breakthrough occurred in personal computing with the launch of the Macintosh in 1984. A 

revolution due to its intuitive interface and design. Even it was an initial success, the high retail 

price and lack of compatibility with other software reduced considerably the sales volume. A 

source of tensions that finished in 1985 with Steve Wozniak renouncing and Steve Jobs resigning 

with other employees to found NeXT, a software programming firm. As Ronald Wayne sold his 

10% of the firm by $800 in 1976, in 1985 none of it founders remained in Apple. 

From 1985 and 1997, three CEOs led the company: John Sculley (1985-1993), Michael Spindler 

(1993-1996), and Gil Amelio (1996-1997). This period began positioning Apple as a price 

premium company. The Macintosh cost as much as $10,000 and by 1990, Apple had $1 billion 

in cash. However, the fierce competition with IBM and Intel in this profitable sector of 

computing and software reversed the upward trend. Their competitors’ strategy was to cut prices 

in order to gain market share. A setback for Apple that bring them to switch their strategy to 

lower price products and forge alliances with them. The cornerstone was the failed agreement to 

run Mac OS on Intel chips, a loss of the first years company culture. Amidst rumors of 

bankruptcy, Steve Jobs became interim CEO in September 1997. A year after NeXT won a bid 

to provide the operating system firmware to Apple, being purchased in 1997 for $429 million and 

1.5 million shares of Apple stock.  

The return of Steve as CEO in 1997 transform Apple in a cultural and innovation force. He 

focused on improve and invest the creativity vision of the firm. A vision that materialized in the 

year 2001, with some game-changer events. A new Mac OSX firmware was presented, a chain of 

retail stores, named as Apple stores, opened to enhance the customer experience and loyalty, and 
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the iPod, a digital music player device, was introduced in the market. This last product was 

reinforced by the launch of iTunes, a digital music store, which made Apple growth until 

dominate the music player market with a 76% of market share in 2004. The year 2001 set up a 

business strategy that led to a rename the firm as Apple Inc. in 2007, now centered on computers, 

phones and household devices. That year the iPhone was launched. A product that outperforms 

and disrupt phones market due to its elegant design, intuitive use and touch screen newness. A 

financial and demand boom followed by other releases such as the iPad in 2010, when Apple Inc. 

surpassed its historical competitor, Microsoft, by market capitalization. However, this prosperous 

era ends sadly due to the health issues of Steve Jobs, resigning as CEO in 2011 and dying months 

later. Tim Cook, former chief operating officer (COO), took on the leadership and the challenge 

of replacing a visionary pioneer. 

From 2011 to present, the Tim Cook era is financially outperforming, but it criticized by losing 

the innovation vision of his predecessor. On the one hand, Apple Inc. became the first publicly 

listed company worth more than $1 trillion in August 2018. On the other hand, new models of 

successful products have been developed. Nevertheless, the most relevant point could be a switch 

to services, such as the launch of the streaming service Apple TV+ on November 2019. This 

business diversification will face several challenges. From anticompetitive regulation to the trade 

war between China and U.S., as well as the present uncertainty of the ongoing COVID-19 

pandemic. Their production and their demand, paying high price premiums, are going to be 

exposed to a lot of pressure. In the financial results of fiscal 2020 second quarter, Services 

segment’s revenues reach an all-time high of $13.3 billion. Apple TV+, Apple Arcade, Apple 

Card and Apple News+ could drive the beginning of a new Apple era. 

4.2.2. Business overview 
 

The values of Apple could be summarized as being creative, setting the pace. A purpose of making 

a positive impact for society through technological innovation. In this sense, it has been illustrated 

in the previous section the different launches and strategies responding a new technologies, 

technical capabilities and consumers’ needs. Even it is normally associated to computers, phones 

and household electronics or to its operating system, iOS; the year 2019 was a landmark for its 

Services offering. A successful launch of services Apple TV+ and Apple News+ makes a robust 
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portfolio combining with market leaders as App Store. Consequently, we can observe in the tables 

below the net sales of Apple Inc. by category: 

Table 7. Apple Inc.’s Products and Services performance 

Net sales by category 
(in million $): 

2019 Change 2018 Change 2017 

iPhone 142,381 -14% 164,888 18% 139,337 
Mac 25,740 2% 25,198 -1% 25,569 
iPad 21,280 16% 18,380 -2% 18,802 
Wearables, Home and 
Accessories 

24,482 41% 17,381 36% 12,826 

Services 46,291 16% 39,748 22% 32,700 

Total net sales 260,174 -2% 265,595 16% 229,234 

 

Net sales percentage 
by category: 

2019 Change 2018 Change 2017 

iPhone 54.7% -12% 62.1% 2% 60.8% 
Mac 9.9% 4% 9.5% -15% 11.2% 
iPad 8.2% 18% 6.9% -16% 8.2% 
Wearables, Home and 
Accessories 

9.4% 44% 6.5% 17% 5.6% 

Services 17.8% 19% 15.0% 5% 14.3% 

Total net sales 100.0%  100.0%  100.0% 

Source: Apple Inc. Annual Report 2019 10-K 

In 2019, the Products division was 82.2% of total net sales and Services, 17.8%. In addition, it is 

remarkable that the iPhone’s sales represented more than half of the total. It can be stated that 

Apple has a diversified offering, even more than the illustrated in the tables above due to its 

software products. Software, composed by iOS or Siri, is not included in their financial reports 

classification due to its embedded to all its offerings. For instance, its operating system covers 

from the iPhone to the Apple Watch, not being an independent sellable unit. 

The Apple’s business integrates hardware, software and services, classified officially as Products 

and Services divisions. To understand how its brand affect to its demand, a summary of the main 

platforms is done: 
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• Products 

o iPhone: line of smartphones based on iOS operating system and main source of 

Apple Inc.’s revenues, with a 54.7% of net sales in 2019. The first generation was 

launched in 2007 and supposed a revolution for mobile phones. In 2019, the 

iPhone 11, iPhone Pro, and iPhone Pro Max were marketed. Depending on the 

model and characteristics, the last line prices range from $699 to $1,449. 

Analyzing the components and manufacturing expenses, the iPhone Pro Max has 

an estimated cost of $490.50, a 195% price premium. Nevertheless, this “Apple 

tax” has been paid more than 2.2 billion times since 2007. In the beginning of 

2019, more than 900 iPhones were active, 56% of total active Apple devices. 

o Mac: line of desktop and laptop personal computers based on macOS since 1984. 

From the launch of the first Macintosh, it has passed for several phases during 

its lifecycle, from disrupting the market, lowering the quality standards to reduce 

costs, and its revival in the last decades. It dominates the premium computer 

market, with prices for MacBook Pro ranging from $1,299 to $1,799. In 2019, 

24% of U.S. household have an Apple laptop, being representative of its 

positioning and brand loyalty (Statista). 

o iPad: is the line of tablets based on iOS operating system since being unveiled in 

2010. This portable product was another milestone for the firm, but could not go 

beyond the iPhone success. Being a cheaper product due to lower demand, the 

current prices range from $329 to $799. Even the iPad’s share of global shipments 

was 31.4% in the end of 2019, its sales peaked a 2013. In this sense, it follows a 

declining trend and it is losing relevance in the company portfolio.  

o Wearables, home and accessories: this group is leading the Apple hardware 

innovation, from the release of the Apple Watch in 2015 to the AirPods in 2016. 

Mainly, the products here are complements of the iPhone or the Mac, such as 

the HomePod, a smart speaker launch in 2018. In this group, Apple Watch is 

one of the success stories of Tim Cook, dominating the market with a 55.5% of 

share in the beginning of 2020, and overpassing traditional competitors as 

Samsung (13.9%) and Garmin (8.0%). In essence, wearables enhance the 
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customer experience and creates loyalty as Apple products operates with 

proprietary systems. 

• Services 

In the last decade, many sectors have been transformed by digital platforms. Some of 

them are entertainment, media, finance and gaming. To catch up with other competitors, 

such as Netflix, and diversify and adapt its offering to new demand, Tim Cook has 

decided to switch part of its business model. Not only rely on physical products and its 

software. The App store, AppleCare and iCloud were the traditional services, a mix 

increases considerably in 2019 with the launch of Apple TV+, Apple Arcade, Apple 

News, and Apple Pay among others. A category with a positive trend, that reached its 

all-time high with $13.3 billion of revenues in the second quarter of 2020. 

4.2.3. Information Technology sector analysis 
 

The table below illustrates the volume and expected future of the Information Technology sector: 

Table 8. Information Technology market overview 

Market 
Revenue in 

2020 
(in million $) 

CAGR 
2020-2025 

Revenue in 
2025 

(in million $) 

Largest 
segment 

Largest 
segment volume 

in 2020 (in 
million $) 

IT Services 1,023,592 4.2% 1,258,724 
Other 

IT Services 
496,599 

Hardware 1,062,349 2.3% 1,190,786 Phones 556,098 

Software 554,981 7.1% 781,468 
Enterprise 
Software 

220,166 

Cloud Hosting 91,096 20.0% 226,679 
Public 
Cloud 

91,096 

Total 2,732,018  3,457,657   

Source: Statista 

When a company is catalogued as a technology firm, it is a vague and broad concept. The same 

issue occurs with the Information Technology (IT) sector. As it can be noted in the table 8, several 

industries compose it. There is not a consensus on the classification, but the four markets analyzed 

(IT services, hardware, software and cloud hosting) offer a good understanding of its relevance. 
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By revenues in 2020, IT services is the leading market, with $1,023,592 million. Nonetheless, the 

cloud hosting has the higher expected CAGR 2020-2025, with 20%. In the case of Apple Inc., 

its main source of revenues is the hardware market, especially the mobile phones markets, with a 

54.7% of net sales in 2019. 

The most innovative firms usually integrate several platforms in its offering. For this case study, 

it supposes a challenge, as the hypotheses have to consider estimates of a mix of products and 

markets. It would be needed to find relevant peers, with similar business strategies. A good picture 

is given by the classification of the publicly listed peers given by Bloomberg: 

Table 9. List of Apple Inc.’s peers 

Company Name Identifier 
(RIC) 

Sector  Industry 

Apple Inc. AAPL.O 
Information 
Technology 

Technology Hardware, Storage 
& Peripherals 

Cisco Systems, Inc. CSCO.OQ 
Information 
Technology 

Communications Equipment 

HP Inc. HPQ.N 
Information 
Technology 

Technology Hardware, Storage 
& Peripherals 

International Business 
Machines Corporation 

IBM.N 
Information 
Technology 

IT Services 

Microsoft Corporation MSFT.OQ 
Information 
Technology 

Software 

Motorola Solutions, Inc. MSI.N 
Information 
Technology 

Communications Equipment 

Lenovo Group Limited 0992.HK 
Information 
Technology 

Technology Hardware, Storage 
& Peripherals 

Samsung Electronics Co., 
Ltd. 

005930.KS 
Information 
Technology 

Communications Equipment 

Sources: Bloomberg, Reuters, Fidelity 
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Finally, it is important to have in mind the global exposure of the list of peers. In this manner, an 

analysis of the geographic segments covered by Apple Inc. is presented: 

Table 10. Apple Inc.’s geographic segment performance 

Net sales by segment 
(in million $): 

2019 Change 2018 Change 2017 

Americas 116,914 4% 112,093 16% 96,600 
Europe 60,288 -3% 62,420 14% 54,938 
Greater China 43,678 -16% 51,942 16% 44,764 
Japan 21,506 -1% 21,733 23% 17,733 
Rest of Asia Pacific 17,788 2% 17,407 15% 15,199 

Total net sales 260,174 -2% 265,595 16% 229,234 

 

Net sales percentage 
by segment: 

2019 Change 2018 Change 2017 

Americas 44.9% 6% 42.2% 0% 42.1% 
Europe 23.2% -1% 23.5% -2% 24.0% 
Greater China 16.8% -14% 19.6% 0% 19.5% 
Japan 8.3% 1% 8.2% 6% 7.7% 
Rest of Asia Pacific 6.8% 4% 6.6% -1% 6.6% 

Total net sales 100.0%  100.0%  100.0% 

Source: Apple Inc. Annual Report 2019 10-K 

Due to its business driven mainly by the iPhone, it is available around the world. Nonetheless, it 

is observed that Asia account for less net sales share due to currency risk, political issues, regulation 

and the fierce competition with local competitors. All the relevant competitors are from Asian 

countries, such brands as Samsung, Huawei, Oppo, Vivo and Xiaomi. Having a leading position 

in the Americas, and a strong presence in Europe, conquering Asian markets is a challenge too 

for its Services platform. Apple TV+, Apple Arcade, Apple News, and Apple Pay could face 

several social and political barriers. On balance, a stable net sales percentage around 40% in the 

Americas provides a flexibility and security for its financials to the firm, that the brand loyalty 

makes difficult to be undermined. 
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4.2.4. Stock market overview and key events 
 

On 12 December 1980, Apple went public as ‘AAPL’ on the Nasdaq stock exchange. Its initial 

public offering was at $22 per share, selling 4.6 million shares. A company that shows a trend in 

the stock exchange according to its success, and becoming the first publicly listed company worth 

more than $1 trillion in August 2018. Besides, on 12 February 2020, closed at all-time high of 

$327.2, with a market capitalization of $1.423 trillion. The historical values of Apple Inc. stock 

and a list of the key event from year 2000 are: 

Figure 3. Apple Inc. (AAPL) historical stock price 

 

Source: Yahoo! Finance 

• 2001: on May 19, the inaugural App stores were opened, and on November 10, the 

iPod was sold by the first time. 

• 2007: on June 29, the iPhone was released. 

• 2010: on April 3, the iPad was marketed. 

• 2011: on August 23, Steve Jobs resigned as CEO and was replaced by Tim Cook. On 

October 5, Steve Jobs died. 

• 2014: the Apple Watch was announced. 

• 2016: on July, Apple Inc. announced to investors that had reached the milestone of 

one billion iPhones sold. 

• 2019: on January, reported its first decrease in revenues and profits in the last decade. 

In addition, on November 1, Apple TV+ was launched. 
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The COVID-19 pandemic combined with the financial analysts’ expectations of the iPhone sales 

declining trend has increased considerably its price-to-earnings (P/E) ratio. On May 10, 2019, 

Apple Inc. P/E ratio is 24.33. This peak is highest since 2008 due to the financial crisis. From 

2010 until 2018, its P/E ratio has ranged from 8.90 to 20.32. It could be a warning sign of 

overvaluation or a positive sign of growing excepted earnings. In the same date, the P/E ratio of 

S&P 500 Index is 20.17, Samsung Electronics Co., Ltd. 15.09, HP Inc. 8.47, and IBM 8.92. 

Consequently, an unusually high ratio compared to the benchmarks. However, the company stock 

performance measured as the cumulative total shareholder return on a dividend-reinvested basis 

outperforms the benchmark indexes: 

Figure 4. Comparison of 5-year cumulative total return 

 

 

Source: Apple Inc. Annual Report 2019 10-K 

4.2.5. SWOT analysis 
 

SWOT analysis is a strategic tool used to identify strengths, weaknesses, opportunities, and 

threats of a firm or a project. In our case, it can provide deeper insights on Apple Inc. business 

strategy and performance. This analysis is based on the Apple Inc.’s annual reports and investor 

newsroom, International Journal of Scientific & Engineering Research (IJSER), Marketline, and 

own research. 
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Strengths 

• Competitive advantage through integration: on the one hand, Apple Inc. integrates 

hardware, software, and services creating vertical integration. On the other hand, its wide 

line of products creates horizontal integration.  

• Robust growth rates and cash flows: despite the COVID-19 pressure, Apple Inc. has 

$192.7 billion cash on hand in fiscal Q2 2020. Furthermore, its revenue compound annual 

growth rate (CAGR) 2014-2019 is 7.3%. Regarding its debt, it is stabilized around 

$118.8 billion since 2017. 

• High average selling prices (ASPs): its prices charge a price premium higher than 

competitors do. For example, the iPhone Pro Max was unveiled in 2019, with a price of 

$1,449. Analyzing the components and manufacturing expenses, the iPhone Pro Max has 

an estimated cost of $490.50, a 195% price premium. 

• Strong brand and customer loyalty: its brand awareness and image based on high quality 

and easy-of-use products has created a solid base of loyal clients. The reputation and 

superior experience that Apple Inc. offers is not replicable by competitors. 

Weaknesses 

• High dependence on iPhone product line: in 2019, 54.7% of net sales was coped by its 

top product, the iPhone. Such high share is causing downward opinions in the last couple 

of years. Even the launch of new lines, analysts expect a perpetually declining business. 

Confirming this trend, before the coronavirus outbreak, the iPhone grew 7.8% in fiscal 

Q4 2019 after four quarters of decline. 

• Lack of interoperability: Apple Inc. products and services are based in its proprietary 

operating systems, as iOS and macOS. Therefore, interoperability with other devices and 

software is not possible, not being able to capture a specific market segment. For instance, 

smartphones based on Android are the 85.9% share of the global volume, and 44.29% of 

the U.S. market. 

• Limited distribution network: Apple Inc. combines e-commerce and physical 

marketplaces as the Apple stores. Nonetheless, it usually distributes its products by itself 
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to ensure the quality and experience. Not teaming with other parties makes entering in 

emerging markets more challenging. 

• Narrow target market: its business strategy and advertising campaigns narrow the target 

market. These conditions make that the penetration in emerging markets, especially Asia, 

is not high and that even it is the most recognized brand, Samsung shipped 315 million 

mobiles phones in 2019 against the 215 by Apple Inc., a 46.5% more. 

Opportunities 

• Breakthrough of 5G technology: 5G is expected for the fourth quarter of 2020, and it is 

supposed to disrupt telecommunications. A revolution on speed and latency is 

announced. Connecting devices in real-time with allow to develop the Internet of Thing 

(IoT), such as wearables, and revitalize the demand for the last technology smartphones. 

• Expansion in Services segment: in the financial results of fiscal second quarter of 2020, 

Services segment’s revenues reach an all-time high of $13.3 billion. App store, 

AppleCare, Apple TV+, Apple Pay and others were the 17.8% of net sales in 2019. 

• Innovation in wearables product lines: with more than 1 billion iPhones around the 

world, the wearables are being a massive success in financial and innovations terms. The 

Apple Watch and the AirPods are the two flagship products. Analysts estimates that 

nearly 60 million wireless earphones were sold in 2019, being its top accessory product. 

• R&D investment and acquisitions: with iPhones sales declining, the R&D expenses 

experienced a 17.3% CAGR 2016-2019, with a $16.2 billion incurred in 2019. Moreover, 

the race to develop game-changer innovation has led to acquire start-ups, such as Drive.ai 

in June 2019, about autonomous driving, and Voysis in April 2020, operating in the 

artificial intelligence (AI) field. 

Threats 

• COVID-19 outbreak: the pandemic is causing a global demand and supply shock. As a 

key indicator, unemployment rate in U.S. is 14.7% in April 2019. The nonfarm payrolls 

fell by 20.5 million in that month. The economy is experiencing high volatility, and could 

severely affect Apple Inc. due to its price premium differentiation. 
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• Fierce competition in the technology sector: in the market analysis section, the 

diversification of the big tech was remarkable. With a shrinking smartphones business, 

Facebook, Alphabet, Amazon, and Netflix set higher barriers to entry in its dominated 

markets. A real threat to the intent of the Services division expansion. 

• U.S.-China trade war: the manufacturing of Apple Inc. is located mainly in China, a 

globalized production that is suffering the uncertainty inherent to tariffs negotiation. Its 

revenues could plummet and the company is executing contingency plans. On the one 

hand, the Apple Watch was exempt on tariffs, ranging from 7.5% to 15%, in March 2020. 

On the other hand, the firm is moving production to other countries. For example, 

AirPods moved 30% of production from China to Vietnam.  

• Loss of first-mover advantage: the leadership of Tim Cook in terms of innovation has 

been questioned for a long time. Continuing the legacy of Steve Jobs is a challenge, but 

it has not presented a game-changer, as iPod or iPhone, in his mandate. In this sense, the 

move to Services comes very late related to Netflix in the entertainment market or, 

Amazon and Alphabet in the smart speakers market. 

Table 11. Apple Inc.’s SWOT analysis 

Strengths 
• Competitive advantage through 

integration 
• Robust growth rates and cash flows 
• High average selling prices (ASPs) 
• Strong brand and customer loyalty 

Weaknesses 
• High dependence on iPhone product 

line 
• Lack of interoperability 
• Limited distribution network 
• Narrow target market 

Opportunities 
• Breakthrough of 5G technology 
• Expansion in Services segment 
• Innovation in wearables product lines 
• R&D investment and acquisitions 

Threats 
• COVID-19 outbreak 
• Fierce competition in the technology 

sector 
• U.S.-China trade war 
• Loss of first-mover advantage 

Sources: Apple Inc.’s annual reports and investor newsroom, International Journal of Scientific 

& Engineering Research (IJSER), Marketline, and own research 
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4.2.6. The brand 
 

Apple. Steve Jobs gives this name to its founded firm in 1976. The fruit of the creation and as 

simple as recognizable. Nonetheless, behind this apparently random choice, he showed a business 

instinct that accompanied him in his professional career. “And also remember that I worked at 

Atari, and it got us ahead of Atari in the phonebook”.1 This is how Steve Jobs finished his speech 

about the naming given to Steve Wozniak. An anecdote that summarized the nature of Apple 

brand. 

In the chapter 2 of this paper, several brand valuation methodologies rely on the brand attributes. 

The brand awareness and image is key to understand the brand associations in the customers’ 

minds. In this manner, status, lifestyle, luxury, simplicity, aspiration and power are some of the 

core concepts associated to the Apple brand. Although the quality of its offering is exceptional, 

there are other subjective effects to buy them, such as empowering and giving uniqueness to its 

user. 

In our digital age, Apple is recognized as one of the most creative firms. It is the result of several 

decades challenging the preconceptions and creating unimaginable products. It is representative 

that in “The Most Innovative Companies” annual report by The Boston Consulting Group 

(BCG), Apple Inc. has leaded the ranking from 2005 to 2017. An unbeatable trajectory until 

2018, when fell to the third place behind Alphabet and Amazon.  

Besides the simplicity already commented, consistency is another concept of its outstanding 

marketing strategies. There is no distinction between products; the brand has a halo effect that 

covers the whole firm and its experience. From its foundation, the employees leading by the vision 

of Steve Jobs have been written a unique extraordinary story.  

Finally, brands have traditionally been represented in two forms: by image and by words. The first 

form is associated to a logo. In the case of Apple, it is the silhouette of this fruit. An untouchable 

symbol since the 1977 Rob Janoff’s design. As an anecdote, the first logo, designed by Ron 

                                                      
1 Estes, A. (2011, December). Apple's Original Brand Strategy: Get Ahead of Atari in the Phonebook. 
The Atlantic. Retrieved from: https://www.theatlantic.com/technology/archive/2011/12/apples-original-
brand-strategy-get-ahead-atari-phonebook/333742/ [Accessed 25 May 2020]. 



87 
 

Wayne, shows Sir Isaac Newton under an apple tree. In the figure below, it can be noted that 

consistency and simplicity are two constants through time. The second form of representation is 

by words. In advertising, slogans are the most relevant messages. Apple has two iconic slogans 

that stand out from the rest: “Byte into an Apple”, late 1970s, and “Think different.” (1997-2002). 

Both evoke the sublime and the impossible. Encourage to taste the fruit of the creation. An apple. 

Figure 5. Apple Inc. logo evolution 

 

Source: Logaster 

4.3. Financial statement analysis 
 

After analyzing Apple Inc. business and strategies, a financial statement analysis (FSA) must be 

incurred to complete a whole picture of the firm. With these aims, this section presents the 

income statement analysis, the cash flow statement analysis, the economic balance sheet analysis 

and the key financial ratios analysis. For this financial analysis, the last five fiscal years (2015-

2019) are taken into consideration, each one finishing on 30 September.   

4.3.1. Income statement analysis 
 

In the last five years, the sales have been stable. A compound annual growth rate (CAGR) of 

2.72%, with revenues of $233,715m in 2015 to $260,174m to 2019. This consistency is translated 

to a decrease in the operating profit margin, from 40.1% in 2015 to 37.8% in 2019. This trend is 

caused by the increase in the cost of goods sold (COGS). The consequent margins also worsen 

mainly due to an increase on R&D expenses. They experienced a CAGR of 19.07% in that period. 

As commented before, the declining estimates for its main product, the iPhone, is forcing to 

innovate, for example on wearables, and enter new markets, such as streaming services. This 

downward situation is also observed in the EBITDA margin, from 35.3% in 2015 to 29.4% in 

2019, and the EBIT margin, from 30.5% to 24.6%. In addition, it is remarkable that the pre-tax 
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earnings are higher than the EBIT, exemplifying its solid financial position. Finally, due a 

decrease on corporate tax, its positive net income fluctuated minimally during this period, from 

22.8% of revenues in 2015 to 21.2% in 2019. 

Table 12. Apple Inc.’s income statement (2015- 2019) 

Income Statement ($m) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A 

Revenues 233,715 215,639 229,234 265,595 260,174 
% Growth n.a. (7.7%) 6.3% 15.9% (2.0%) 
Cost of Goods Sold (COGS) (140,089) (131,376) (141,048) (163,756) (161,782) 
% Growth n.a. (6.2%) 7.4% 16.1% (1.2%) 
Margin COGS (% Revenues) 59.9% 60.9% 61.5% 61.7% 62.2% 

Operating Profit 93,626 84,263 88,186 101,839 98,392 
% Growth n.a. (10.0%) 4.7% 15.5% (3.4%) 
Margin Operating Profit (% Revenues) 40.1% 39.1% 38.5% 38.3% 37.8% 
SG&A expenses (14,329) (14,194) (15,261) (16,705) (18,245) 
% Growth n.a. (0.9%) 7.5% 9.5% 9.2% 
Margin SG&A (% Revenues) 6.1% 6.6% 6.7% 6.3% 7.0% 
R&D expenses (8,067) (10,045) (11,581) (14,236) (16,217) 
% Growth n.a. 24.5% 15.3% 22.9% 13.9% 
Margin R&D (% Revenues) 3.5% 4.7% 5.1% 5.4% 6.2% 

EBITDA 82,487 70,529 71,501 81,801 76,477 
% Growth n.a. (14.5%) 1.4% 14.4% (6.5%) 
EBITDA Margin (% Revenues) 35.3% 32.7% 31.2% 30.8% 29.4% 
D&A expenses (As reported) (11,257) (10,505) (10,157) (10,903) (12,547) 
% Growth n.a. (6.7%) (3.3%) 7.3% 15.1% 
Margin D&A (% Revenues) 4.8% 4.9% 4.4% 4.1% 4.8% 

EBIT 71,230 60,024 61,344 70,898 63,930 
% Growth n.a. (15.7%) 2.2% 15.6% (9.8%) 
 EBIT Margin (% Revenues) 30.5% 27.8% 26.8% 26.7% 24.6% 
Non-Operating Net Interest Income  2,188 2,543 2,878 2,446 1,385 
% Growth n.a. 16.2% 13.2% (15.0%) (43.4%) 
Other Non-Operating Income  (903) (1,195) (133) (441) 422 

EBT 72,515 61,372 64,089 72,903 65,737 
% Growth n.a. (15.4%) 4.4% 13.8% (9.8%) 
Margin EBT (% Revenues) 31.0% 28.5% 28.0% 27.4% 25.3% 
Corporate tax (19,121) (15,685) (15,738) (11,857) (10,481) 
Tax Rate (26.4%) (25.6%) (24.6%) (16.3%) (15.9%) 
% Revenues (8.2%) (7.3%) (6.9%) (4.5%) (4.0%) 
Net Income after taxes 53,394 45,687 48,351 61,046 55,256 
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Net Income 53,394 45,687 48,351 59,531 55,256 
% Growth n.a. (14.4%) 5.8% 23.1% (7.2%) 
Margin Net Income (% Revenues) 22.8% 21.2% 21.1% 22.4% 21.2% 

Source: Thomson Reuters Eikon 

4.3.2. Cash flow statement analysis 
 

The net change in cash has varied in the last five years, although the positive shifts are more 

influential. The main source of an enhancing cash position is the stable inflow from operating 

activities, even the CAGR in this period is -3.87%. From 2015 to 2017, this inflow was higher 

than the sum of cash from investing and financing activities. However, the last two years, to 

balance the decreasing cash from operating activities, the cash from investing activities has turned 

positive. The main reason is the decrease on purchase on investments, from $166,402m in 2015 

to $40,631 in 2019. A declining trend of self-financed investments, as historically Apple Inc. has 

favored by a growing negative WCR change. In 2019, the most relevant acquisition is the Intel’s 

smartphone modem business by about $1 billion. In addition to its slower pace in investments, it 

could be noted the issuance of debt to fund its current capital return program, with associated 

shares repurchases and dividends. Nevertheless, in 2019 Apple Inc. has reduced debt by $7,819m. 

Last, the net change in cash is an outstanding $24,311m in 2019, a 332% YoY growth. 

Table 13. Apple Inc.’s cash flow statement (2015-2019) 

Cash Flow Statement ($m) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A 

      
Operating Activities  

    

Net Income 53,394 45,687 48,351 59,531 55,256 
D&A 11,257 10,505 10,157 10,903 12,547 
Deferred Taxes 1,382 4,938 5,966 (32,590) (340) 
Non-Cash Items 3,586 4,696 4,674 4,896 5,416 
(Changes in Working Capital) 11,647 405 (4,923) 34,694 (3,488) 

Cash from Operating Activities 81,266 66,231 64,225 77,434 69,391 
      
Investment Activities      

Capital Expenditures (11,488) (12,734) (12,451) (13,313) (10,495) 
Other Investing Cash Flow Items (44,786) (33,243) (33,995) 29,379 56,391 

Cash from Investing Activities (56,274) (45,977) (46,446) 16,066 45,896 
      



90 
 

Financing Activities      

Financing Cash Flow Items (750) (1,570) (1,874) (2,527) (2,922) 
Dividends Paid (11,561) (12,150) (12,769) (13,712) (14,119) 
Net Issuance (Retirement) of Stock (34,710) (29,227) (32,345) (72,069) (66,116) 
Net Issuance (Retirement) of Debt 29,305 22,057 29,014 432 (7,819) 

Cash from Financing Activities (17,716) (20,890) (17,974) (87,876) (90,976) 
      

Net Cash - Beginning Balance  13,844 21,120 20,484 20,289 25,913 
Net Cash - Ending Balance 21,120 20,484 20,289 25,913 50,224 

Net Change in Cash 7276 (636) (195) 5,624 24,311 

Source: Thomson Reuters Eikon 

4.3.3. Economic balance sheet analysis 
 

With the economic balance sheet, several key insights could be drawn about the Tim Cook 

management decisions. First, in the beginning of the decade, Apple Inc. has negative invested 

and employed capital. This was mainly caused by strong cash position and negative net financial 

debt. Nonetheless, under the leadership of Tim Cook, the debt has grown exponentially, changing 

completely the capital structure. In the period from 2015 to 2019, the debt presents a CAGR of 

13.84%. The two main benefits of using debt are the lower cost of financing and the tax-

optimization strategies. In December 2017, a U.S. tax reform (Tax Cuts and Jobs Act) was passed, 

which forces a tax transition on foreign cash reserves and adjusted deferred taxes. To adapt to it, 

Apple Inc.’s debt is maturing, issuing bonds, valued $8 billion, again in September 2019. On the 

contrary, the cash and equivalents raise by a CAGR of 24.69%, but it is not sufficient to have 

negative net financial debt as in first years of the decade. Second, it is representative the negative 

operating working capital requirement (WCR). This is caused by a negative cash conversion cycle, 

having strong power with suppliers. In this manner, WCR was -34 days of sales in 2015 and -38 

in 2019. To sum up, the economic balance sheet is solid due to its cash position boosts by debt 

advantages and an optimal situation of working capital requirement. 
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Table 14. Apple Inc.’s economic balance sheet (2015-2019) 

Economic Balance Sheet ($m) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A 
      

Equity 119,355 128,249 134,047 107,147 90,488 
Net Financial Debt 22,727 19,877 41,499 48,182 7,490 
Debt 64,328 87,032 115,680 114,483 108,047 
Cash & Cash Equivalents 41,601 67,155 74,181 66,301 100,557 
Other Non-Current Liabilities 37,051 39,004 43,251 48,914 50,503 

Capital Invested 179,133 187,130 218,797 204,243 148,481 
      
Fixed Assets 200,967 214,817 246,674 234,386 175,697 
Operating WCR (21,834) (27,687) (27,877) (30,143) (27,216) 
Inventory 2,349 2,132 4,855 3,956 4,106 
Net Total Receivables 30,343 29,299 35,673 48,995 45,804 
Other Current Assets 15,085 8,283 13,936 12,087 12,352 
Accounts Payable 35,490 37,294 44,242 55,888 46,236 
Accrued Expenses 24,169 20,951 -- -- -- 
Other Current Liabilities 9,952 9,156 38,099 39,293 43,242 

Capital Employed 179,133 187,130 218,797 204,243 148,481 

Source: Thomson Reuters Eikon. View adjusted by author. 

4.3.4. Key financial ratios analysis 
 

This overview of financial ratios gives a picture of the stability and the good health of the Apple 

Inc. financials. First, the extraordinary profitability ratios slightly decrease mainly by the slowed 

sales growth and investment in R&D. Second, the short-term liquidity ratios are quite impressive, 

being all above one. Third, the long-term liquidity ratios are increasing for the debt-to-equity 

ratio, being greater than one the last two years. In September 2019, Apple Inc. issued bonds for 

the first time since the Tax Cuts and Jobs Act (TCJA) of 2017. Regarding the debt coverage ratio, 

it is a sign of a good health being so low, being a normal covenant a ratio below 3. 

Table 15. Apple Inc.’s key financial ratios (2015-2019) 

Ratios  FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A 
      

Profitability ratios       

ROA 18.4% 14.2% 12.9% 16.3% 16.3% 
ROE 44.7% 35.6% 36.1% 55.6% 61.1% 
ROCE 34.0% 24.7% 22.3% 28.4% 27.5% 
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Short-term liquidity      

Quick ratio 1.1x 1.3x 1.2x 1.1x 1.5x 
Current Ratio 1.1x 1.4x 1.3x 1.1x 1.5x 
Cash ratio 2.2x 2.4x 2.2x 1.8x 1.4x 
      
Long-term liquidity      

Debt-to-Equity ratio 0.5x 0.7x 0.9x 1.1x 1.2x 
Debt Coverage ratio  0.3x 0.3x 0.6x 0.6x 0.1x 

Source: FSA analysis 

4.4. Preliminary analysis for valuation 
 

The brand valuation is preceded by the definition of the business plan, the determination of the 

common hypotheses, computation of the discount rates and selection of generic comparable firms. 

This preliminary analysis is a crucial step to obtain a legitimate brand value. As it has been 

commented in previous chapters, the sensitivity of most brand valuation methodologies is high to 

common assumptions. With the current uncertainty due to the COVID-19 pandemic, this 

section focuses on explaining all arguments behind all the hypotheses and decisions. 

4.4.1. Business plan 
 

The fundamental base for brand valuation is a business plan. This projection is developed to 

estimate the financials of Apple Inc. and being able to compute the brand value. First, it is 

assumed that the remaining useful life of the brand is indefinite. Apple Inc. is one of the most 

recognizable trademarks in the world, and its steady innovation does not seem to stop in the near 

future. 

The business plan can be divided in four periods. First, the past financial statements of Apple Inc. 

are available in its annual reports. From fiscal year 2015 to 2019, we obtained the data from 

Thomson Reuters Eikon, although more financial databases are equally appropriate. This period 

corresponds to the actuals. Second, from 2020 to 2024, it has been used the estimates of this 

financial tool. These are the expected growth and margins by analysts. Third, a soft landing from 

2025 to 2028. This period forecasts the growth as reaching the levels of the Information 

Technology sector. Fourth, a perpetual growth period from 2029 onwards.  
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In this section, the main hypotheses regarding the income statement are explained. Most of the 

methods used rely on its information. Nonetheless, the entire business plan is in the Appendix 1. 

The key assumptions are: 

• Revenues: the sales fluctuate in the actuals and in the analysts’ estimates. Still, the growth 

is always positive, with a 5.6% expected growth in 2023. In line with broker consensus, 

the soft landing ends with a perpetual growth rate of 2.5%. The soft landing is through a 

linear phasing, and the perpetual growth rate is attributable to the high innovation 

standards, exposure to emerging economies and sustainable brand awareness. 

• Cost of goods sold (COGS): it has been stable through years, with a slight opportunity 

improvement in production and manufacturing. Therefore, it has been assumed a 56.7% 

margin of revenues, such as broker consensus for 2023. 

• Selling, general and administrative (SG&A): these expenses are also steady through the 

years. An annual decrease of 0.03% of revenues margin is computed. Consequently, the 

soft landing ends with a 7.25%. 

• Research and development (R&D): these expenses have doubled from $8,067m in 2015 

to $16,217m in 2019. This strategy is supported by debt financing, so it is carefully 

monetarized by financial ratios. As debt levels are skyrocketing for Apple Inc., it is 

reasonable to stabilize the R&D expenses levels, soft landing to 7% of revenues in 2028. 

• Depreciation and amortization (D&A): in line with actuals and Thomson Reuters Eikon 

estimates, it is expected to remain stable over the long-term. The soft landing ends with 

a 4.11% margin of revenues, the average of estimates from 2020 to 2023.  

• Corporate tax: the Tax Cuts and Jobs Act (TCJA) of 2017 set the corporate income tax 

rate in 21%. In this analysis, it is used this tax rate. However, it could be noted that the 

effective tax rate is lower before 2017, when the U.S. corporate income tax rate was 35%, 

and after the tax reform. The main reason is the global geographic exposure and a foreign 

strategy of tax optimization. 
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Table 16. Apple Inc.’s income statement assumptions 

Income Statement Assumptions    Source 

Perpetual Growth Rate 2.50% 
 

Annual Decrease of SG&A 0.03% Thomson Reuters Eikon estimates 
Perpetual SG&A (% Revenues) 7.25% Soft landing to 7.25% in 2028 
R&D (% Revenues) 7.00% Mean of the estimates (2020-2023) 
D&A (% Revenues) 4.11% Mean of the estimates (2020-2023) 
Corporate tax rate 21% U.S. corporate tax rate 

Source: own analysis 

The income statement business plan 2015-2028 developed for Apple Inc. is: 



 
 

Table 17. Apple Inc.’s income statement business plan 2015-2028 

      

Sources: Thomson Reuters Eikon, own analysis

Income Statement ($m) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A FY 2020 E FY 2021 E FY 2022 E FY 2023 E FY 2024 E FY 2025 E FY 2026 E FY 2027 E FY 2028 E

Revenues 233,715 215,639 229,234 265,595 260,174 263,308 295,371 308,368 325,578 341,741 356,602 369,911 381,438 390,974
% Growth n.a. (7.7%) 6.3% 15.9% (2.0%) 1.2% 12.2% 4.4% 5.6% 5.0% 4.3% 3.7% 3.1% 2.5%

Cost of Goods Sold (COGS) (140,089) (131,376) (141,048) (163,756) (161,782) (162,585) (181,350) (188,691) (184,761) (193,934) (202,367) (209,920) (216,461) (221,873)
% Growth n.a. (6.2%) 7.4% 16.1% (1.2%) 0.5% 11.5% 4.0% (2.1%) 5.0% 4.3% 3.7% 3.1% 2.5%
Margin COGS (% Revenues) 59.9% 60.9% 61.5% 61.7% 62.2% 61.7% 61.4% 61.2% 56.7% 56.7% 56.7% 56.7% 56.7% 56.7%

Operating Profit 93,626 84,263 88,186 101,839 98,392 100,724 114,021 119,678 140,817 147,808 154,235 159,992 164,977 169,102
% Growth n.a. (10.0%) 4.7% 15.5% (3.4%) 2.4% 13.2% 5.0% 17.7% 5.0% 4.3% 3.7% 3.1% 2.5%
Margin Operating Profit (% Revenues) 40.1% 39.1% 38.5% 38.3% 37.8% 38.3% 38.6% 38.8% 43.3% 43.3% 43.3% 43.3% 43.3% 43.3%

SG&A expenses (14,329) (14,194) (15,261) (16,705) (18,245) (19,882) (21,498) (22,976) (24,150) (25,235) (26,213) (27,068) (27,785) (28,349)
% Growth n.a. (0.9%) 7.5% 9.5% 9.2% 9.0% 8.1% 6.9% 5.1% 4.5% 3.9% 3.3% 2.6% 2.0%
Margin SG&A (% Revenues) 6.1% 6.6% 6.7% 6.3% 7.0% 7.6% 7.3% 7.5% 7.4% 7.4% 7.4% 7.3% 7.3% 7.3%

Research & Development (R&D) expenses (8,067) (10,045) (11,581) (14,236) (16,217) (18,463) (20,269) (21,949) (22,782) (23,913) (24,953) (25,884) (26,691) (27,358)
% Growth n.a. 24.5% 15.3% 22.9% 13.9% 13.9% 9.8% 8.3% 3.8% 5.0% 4.3% 3.7% 3.1% 2.5%
Margin R&D (% Revenues) 3.5% 4.7% 5.1% 5.4% 6.2% 7.0% 6.9% 7.1% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%

EBITDA 82,487 70,529 71,501 81,801 76,477 73,207 82,265 84,816 90,375 98,660 103,069 107,039 110,502 113,395
% Growth n.a. (14.5%) 1.4% 14.4% (6.5%) (4.3%) 12.4% 3.1% 6.6% 9.2% 4.5% 3.9% 3.2% 2.6%
EBITDA Margin (% Revenues) 35.3% 32.7% 31.2% 30.8% 29.4% 27.8% 27.9% 27.5% 27.8% 28.9% 28.9% 28.9% 29.0% 29.0%

D&A expenses (As reported) (11,257) (10,505) (10,157) (10,903) (12,547) (11,470) (12,163) (12,987) (12,198) (14,039) (14,649) (15,196) (15,669) (16,061)
% Growth n.a. (6.7%) (3.3%) 7.3% 15.1% (8.6%) 6.0% 6.8% (6.1%) 15.1% 4.3% 3.7% 3.1% 2.5%
Margin D&A (% Revenues) n.a. 4.9% 4.4% 4.1% 4.8% 4.4% 4.1% 4.2% 3.7% 4.11% 4.11% 4.11% 4.11% 4.11%

EBIT 71,230 60,024 61,344 70,898 63,930 62,500 72,701 75,272 77,690 84,621 88,420 91,843 94,832 97,333
% Growth n.a. (15.7%) 2.2% 15.6% (9.8%) (2.2%) 16.3% 3.5% 3.2% 8.9% 4.5% 3.9% 3.3% 2.6%
 EBIT Margin (% Revenues) 30.5% 27.8% 26.8% 26.7% 24.6% 23.7% 24.6% 24.4% 23.9% 24.8% 24.8% 24.8% 24.9% 24.9%

Non-Operating Net Interest Income (Expense) 2,188 2,543 2,878 2,446 1,385 (1,380) (1,198) (1,200) (1,259) (1,219) (1,226) (1,235) (1,227) (1,229)
% Growth n.a. 16.2% 13.2% (15.0%) (43.4%) (199.6%) (13.2%) 0.2% 4.9% (3.2%) 0.6% 0.7% (0.7%) 0.2%

Other Non-Operating Income (Expense) (903) (1,195) (133) (441) 422
EBT 72,515 61,372 64,089 72,903 65,737 61,121 71,503 74,072 76,430 83,402 87,194 90,608 93,606 96,104

% Growth n.a. (15.4%) 4.4% 13.8% (9.8%) (7.0%) 17.0% 3.6% 3.2% 9.1% 4.5% 3.9% 3.3% 2.7%
Margin EBT (% Revenues) 31.0% 28.5% 28.0% 27.4% 25.3% 23.2% 24.2% 24.0% 23.5% 24.4% 24.5% 24.5% 24.5% 24.6%

Corporate tax (19,121) (15,685) (15,738) (11,857) (10,481) (9,593) (12,017) (12,112) (14,700) (17,514) (18,311) (19,028) (19,657) (20,182)
Tax Rate (26.4%) (25.6%) (24.6%) (16.3%) (15.9%) (15.7%) (16.8%) (16.4%) (19.2%) (21.0%) (21.0%) (21.0%) (21.0%) (21.0%)
% Revenues (8.2%) (7.3%) (6.9%) (4.5%) (4.0%) (3.6%) (4.1%) (3.9%) (4.5%) (5.1%) (5.1%) (5.1%) (5.2%) (5.2%)

Net Income after taxes 53,394 45,687 48,351 61,046 55,256 54,077 61,519 63,572 65,537 65,888 68,883 71,581 73,948 75,922
Equity in Afiliates -- -- -- -- --
Net Income before extra items 53,394 45,687 48,351 61,046 55,256 54,077 61,519 63,572 65,537 65,888 68,883 71,581 73,948 75,922
Extraordinary items -- -- -- (1,515) --
Net Income 53,394 45,687 48,351 59,531 55,256 54,077 61,519 63,572 65,537 65,888 68,883 71,581 73,948 75,922

% Growth n.a. (14.4%) 5.8% 23.1% (7.2%) (2.1%) 13.8% 3.3% 3.1% 0.5% 4.5% 3.9% 3.3% 2.7%
Margin Net Income (% Revenues) 22.8% 21.2% 21.1% 22.4% 21.2% 20.5% 20.8% 20.6% 20.1% 19.3% 19.3% 19.4% 19.4% 19.4%

Thomson Reuters EIKON EstimatesHistorical data (Actuals) Soft Landing Forecast



 
 

4.4.2. General hypotheses 
 

To calculate the WACC and the WARA, general assumptions have to be done. In addition, 

market data is key to value the brand, mostly when using the market approach. In the table below, 

the general hypotheses applied are compiled: 

Table 18. Apple Inc.’s valuation general hypotheses 

Market data     Source 

Corporate tax rate 21%  U.S. corporate tax rate 
Market Capitalization ($m) 1,367,743  Thomson Reuters Eikon (as of 11 May 2020) 
Shares Outstanding (m) 4,334  Thomson Reuters Eikon (as of 11 May 2020) 
Share Price ($) 315.56  Thomson Reuters Eikon (as of 11 May 2020) 
Net Debt ($m) 7,490  Business plan 
Risk free rate 0.69%  U.S. risk-free rate (10 year government bond) 
Cost of debt 2.91%  Estimated from Financial Statement Analysis 
Levered beta (β) - 5 year  1.17  Thomson Reuters Eikon (as of 11 May 2020) 

Sources: Thomson Reuters Eikon, FSA analysis 

4.4.3. Equity risk premium 
 

The equity risk premium (ERP) is the excess return derived to invest in the stock market in 

comparison with risk-free debt instruments. In our case, it is calculated with the Damodaran 

methodology. First, the sales share by geographical segment is computed. Second, this weight 

applies to the equity risk premium estimated by Damodaran2.  

In the 2019 annual report of Apple Inc., there are five differentiated geographical segments: 

Americas, Europe, Greater China, Japan, and rest of Asia Pacific. In order to match with 

Damodaran’s estimates, it has been used the Western Europe equity risk premium as proxy for 

Europe, and Australia and New Zealand as proxy for Rest of Asia Pacific. A calculation that gives 

an equity risk premium (ERP) of 7.04% for Apple Inc. 

                                                      
2  Damodaran, A. (2020, May). Damodaran Online. Retrieved from: 
http://pages.stern.nyu.edu/~adamodar/ [Accessed 25 May 2020]. 
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In the tables below, the calculation is shown step by step: 

Table 19. Damodaran’s equity risk premiums 

Equity Risk Premiums (ERP)   Source 

U.S. Equity risk premium  6.01% Damodaran (as of April 2020) 
Western Europe Equity risk premium  8.10% Damodaran (as of April 2020) 
China Equity risk premium 7.39% Damodaran (as of April 2020) 
Japan Equity risk premium  7.39% Damodaran (as of April 2020) 
Australia & New Zealand Equity risk premium  8.96% Damodaran (as of April 2020) 

Source: Damodaran Online 

Table 20. Apple Inc.’s equity risk premium 

Apple Inc. Segments 2019 Sales ($m) % Net Sales ERP 

Americas 116,914  44.94% 6.01% 
Europe 60,288  23.17% 8.10% 
Greater China 43,678  16.79% 7.39% 
Japan 21,506  8.27% 7.39% 
Rest of Asia Pacific 17,788  6.84% 8.96% 

Total 260,174  100% 7.04% 

Sources: Apple Inc. Annual Report 2019 10-K, Damodaran Online 

4.4.4. WACC 
 

The calculation of the Apple Inc.’s weighted average cost of capital (WACC) gives an 8.93%. 

This result has been checked computing the cost of equity by the Modigliani-Miller (MM) 

approach and by the capital asset pricing model (CAPM). 

To dive deep in the methodology, it is necessary to understand each formula used. First, the 

unlevered beta (𝛽𝛽∗) is computed with the net debt (𝐷𝐷), market value of equity (𝐸𝐸), corporate tax 

rate (𝐶𝐶), and the 5 years levered beta (𝛽𝛽). 

𝛽𝛽∗ =
𝛽𝛽

1 + 𝐷𝐷 · (1 − 𝐶𝐶)
𝐸𝐸

 

In the case of Apple Inc., the net debt is negligible in comparison to the equity value. 

Consequently, the levered and unlevered beta both are 1.17. Second, the cost of equity assuming 

no debt is computed with the risk-free rate (𝐵𝐵𝑓𝑓) and the equity risk premium (𝐸𝐸𝑅𝑅𝑃𝑃). 
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𝜌𝜌 = 𝑀𝑀𝑒𝑒
∗ = 𝐵𝐵𝑓𝑓 + 𝛽𝛽∗ · 𝐸𝐸𝑅𝑅𝑃𝑃 

The discount rate of the unlevered firm (𝜌𝜌) is 8.93%. Then, the levered beta (𝛽𝛽) is calculated with 

the debt beta (𝛽𝛽𝐷𝐷). 

𝛽𝛽𝐷𝐷 =
𝑀𝑀𝑖𝑖 − 𝐵𝐵𝑓𝑓
𝐸𝐸𝑅𝑅𝑃𝑃

 

𝛽𝛽 = 𝛽𝛽∗ + (𝛽𝛽∗ − 𝛽𝛽𝐷𝐷) · (1 − 𝐶𝐶) ·
𝐷𝐷
𝐸𝐸

 

The levered beta (𝛽𝛽) is 1.17. Last, a checking is done using the cost of equity by the Modigliani-

Miller (MM) approach and by the capital asset pricing model (CAPM). Again, it is key the capital 

structure of Apple Inc., with no weight of debt. Both results are 8.93%. 

𝑀𝑀𝑒𝑒(𝐶𝐶𝐴𝐴𝑃𝑃𝑀𝑀) = 𝐵𝐵𝑓𝑓 +  𝛽𝛽 · 𝐸𝐸𝑅𝑅𝑃𝑃 

𝑀𝑀𝑒𝑒(𝑀𝑀𝐶𝐶𝐵𝐵𝑖𝑖𝑖𝑖𝑣𝑣𝑖𝑖𝐵𝐵𝐵𝐵𝑖𝑖 − 𝑀𝑀𝑖𝑖𝑣𝑣𝑣𝑣𝑣𝑣𝐵𝐵) = 𝜌𝜌 + (𝜌𝜌 − 𝑀𝑀𝑖𝑖) · (1 − 𝐶𝐶) ·
𝐷𝐷
𝐸𝐸

 

Finally, the WACC is 8.93%. In this sense, it is equal to the cost of equity. A crucial factor to 

take into account, as is prone to a high sensitivity to the equity risk premium estimation. 

𝑊𝑊𝐴𝐴𝐶𝐶𝐶𝐶 = 𝑀𝑀𝑒𝑒 ·
𝐸𝐸

𝐸𝐸 + 𝐷𝐷
+ 𝑀𝑀𝑖𝑖 · (1 − 𝐶𝐶) ·

𝐷𝐷
𝐸𝐸 + 𝐷𝐷
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A summary of the WACC computation for Apple Inc. is: 

Table 21. Apple Inc.’s WACC 

Weighted Average Cost of Capital (WACC) - Apple Inc.   

Corporate tax rate 21% 
Equity ($m) 1,367,742,752,600 
Net debt ($m) 7,490 
Levered beta (β) - 5 year  1.17 

Unlevered beta (β*) 1.17 
Equity risk premium (ERP) 7.04% 
Risk free rate 0.69% 

Cost of equity 8.93% 
Cost of debt 2.91% 
Debt beta (βd) 0.32 

Levered beta (β) 1.17 
Cost of equity by CAPM method 8.93% 
Cost of equity by Modigliani & Miller approach 8.93% 

WACC 8.93% 

Source: own analysis 

4.4.5. WARA 
 

The most reliable method to obtain the discount rate for intangible assets valuation is the 

weighted average return on assets (WARA). In the section 3.5., it was explained in detail this 

methodology. For that reason, only the assumptions and two formulas involved are commented 

in this section. 

On the one hand, the hypotheses. The working capital of Apple Inc. is negative, and it has been 

assumed a return of 0.69%, the risk-free rate. The return on tangible fixed assets is the cost of 

equity, 8.93%. Finally, the last term is the present value of the tax shield (PVTS) with a return 

equal to the cost of debt, 2.91%. For this last variable, Harris & Pringle’s (1985) formula is the 

soundest: 

𝑃𝑃𝑉𝑉𝑇𝑇𝑆𝑆 =
𝑀𝑀𝑖𝑖

𝑀𝑀𝑒𝑒 − 𝑖𝑖
𝐷𝐷 · 𝐶𝐶 

 

Lastly, the discount rate use for valuing intangibles assets through the WARA is: 
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𝑅𝑅𝐼𝐼𝑀𝑀 =
𝑊𝑊𝐴𝐴𝐶𝐶𝐶𝐶 · 𝑉𝑉𝐿𝐿 − 𝑅𝑅𝑀𝑀𝑀𝑀 · 𝑀𝑀𝐴𝐴 − 𝑅𝑅𝑇𝑇𝑇𝑇𝑀𝑀 · 𝑇𝑇𝐹𝐹𝐴𝐴 − 𝑅𝑅𝑃𝑃𝑃𝑃𝑇𝑇𝑆𝑆 · 𝑃𝑃𝑉𝑉𝑇𝑇𝑆𝑆

𝐸𝐸𝐴𝐴
 

The WARA for Apple Inc. is 8.75%, a little lower than the WACC, 8.93%. The main reason is 

that the monetary assets are negative, the PVTS is very low, and the tangible fixed assets, 

computed as the addition of the net PP&E, and other long-term assets and investments, is also 

minor compared to the market value of the levered firm. This relation between WACC and 

WARA is not straightforward, as intangible assets normally are riskier than the whole firm is. 

Apple Inc. reverses this usual concept due to the high weight, 89.15%, of the intangible assets 

related to the market value of the firm. In short, intangible assets (patents, brand, copyrights, and 

technology) instead of the physical ones drive its value. A characteristic of the high-tech 

companies that it should be considered for the brand valuation.  

A summary of the WARA computation for Apple Inc. is: 

Table 22. Apple Inc.’s WARA 

Weighted Average Return on Assets (WARA) - Apple Inc. 

Assets Market value ($m) Return (%) 

Monetary assets (WC) (27,216) 0.69% 
Intangible assets (IA) 1,226,040  

Tangible fixed assets (TFA) 175,697 8.93% 

Market value of unlevered firm (Vu) 1,374,521  

Present value of the tax shield (PVTS) 712 2.91% 

Market value of the levered firm (Vl) 1,375,233  

Market capitalization 1,367,743  

Net debt 7,490  

Vl 1,375,233  

WACC 8.93%  

WARA 8.75%  
 

Present Value of Tax Shield (PVTS) - Apple Inc.   

Unlevered cost of capital 8.93% 
Cost of debt 2.91% 
Perpetual growth 2.50% 
Corporate tax rate 21% 
Value of debt 7,490 

PVTS (Harris and Pringle method) 712 

Source: own analysis 
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4.4.6. Brand contribution 
 

In the chapter 2, a main disadvantage for some methods, generally market and income 

approaches, is that the undisclosed intangible assets value is attributable to the brand. However, 

this is distorted in practice. Some sectors, such as Information Technology, have several important 

intangible asset classes, particularly related to technology. For this reason, a brand contribution 

ratio will be applied to the Apple Inc. valuations based on market data. 

Each year, Brand Finance published the “Global Intangible Finance Tracker (GIFT)” report. In 

those, an analysis of the undisclosed intangible assets value split is conducted. They identify the 

five IFRS 3 intangible asset classes: marketing, contractual, customer, technology, and artistic. A 

composition of the undisclosed intangibles, much higher than the disclosed intangibles in the 

annual report for high-tech firms. In this manner, it is illustrative the weights given for Internet 

and Software sector: 25% to marketing, 5% to contractual, 40% to customer, 20% to technology, 

0% to artistic, and 10% to goodwill. In the figure below, it can be seen the intangible assets split 

for Apple Inc. in 2016 and its brand contribution ratio to undisclosed intangible assets, 38.52%: 

Figure 6. Apple Inc.’s intangible assets split in 2016 

 

Source: Global Intangible Finance Tracker (GIFT) 2016 report (Brand Finance, 2016) 
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As previously analyzed, Apple Inc. is unique regarding some of these intangible asset classes. 

Moreover, in 2017, Brand Finance published that the brand contribution of Facebook Inc. was 

19.14%. The Brand Finance analysis of Apple Inc. and Facebook Inc., the skyrocketing market 

capitalization, and Internet and Software contribution ratios are the main benchmarks. Therefore, 

from its proprietary operating system to its technology patents, a brand contribution ratio of 30% 

will be applied to the methods that require this breakdown. Nonetheless, as the valuation could 

vary substantially due to this ratio, a sensitivity analysis will be conducted. 

4.4.7. Generic comparable companies 
 

The choice of relevant generic comparable companies is another preliminary analysis to brand 

valuation. This decision is based on strategic and financial factors. Several methods use the 

financials of these firms as benchmarks. Therefore, two companies have been selected: Lenovo 

Group Limited and HP Inc. 

The main objective of this section is to describe the rationale behind this decision. First, it has 

been collected a diverse competitors universe. Apple Inc.’s peers, listed in table 9, and the 

companies with more mobile phones sold in 2019, in the table below, compose this universe. 

Second, five conditions have been identified to choose two generic comparable companies: 

Table 23. Ranking of leading mobile phone brands worldwide in 2019 

Company Name 
Units Shipped 

(in millions) 
Profit 

(in million $) 
Sales 

(in million $) 

Samsung 315 18,947 170,625 
Apple 215 48,351 229,234 
Huawei 152 6,890 87,646 
Oppo 111 1,400 60,000 
Vivo 95 1,125 46,484 
Xiaomi 95 1,000 17,000 
LG 55 110 46,800 
Lenovo 50 535 43,035 
ZTE 45 719 17,123 
Alcatel-Lucent 20 218 15,149 

Source: Statista 
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• Publicly listed: the financial information must be available. In addition, holdings and 

firms with several brands are avoided. Firms such as Huawei, Oppo and Vivo do not meet 

this condition. 

• Low brand awareness: companies as Samsung do not enjoy the same level of brand 

awareness and image as Apple Inc., but it cannot be considered a generic. As it can be 

observed in table 23, it shipped 315 million units in 2019, leading the ranking of mobile 

phones sold that year.  

• Similar product line: peers should have at least two of its main products similar to Apple 

Inc.’s. A first round of comparable firms are eliminated as the sector is not the same. For 

instance, Cisco Systems, Inc. is classified as Communications Equipment, International 

Business Machines Corporation as IT Services, and Microsoft Corporation as Software. 

The selected generic firms should be catalogued as Technology Hardware, Storage & 

Peripherals. In the same manner, even it sells mobiles and computers, LG Electronics 

Inc. does not meet this condition due to its relevant sales share of home appliance and air 

solution products.  

• International presence: generic comparable companies should be having similar 

geographical exposure to Apple Inc. 

• Lower prices and profitability: customers have not willing to pay a significant price 

premium for its products or services. 

Finally, Lenovo Group Limited and HP Inc. are the chosen generic peers. A brief company 

overview and the associated hypotheses for brand valuation are: 

• Lenovo Group Limited: is a Chinese computer hardware firm, which also 

commercializes with smartphones and tablets. It was founded in 1984, and is traded in 

the Stock Exchange of Hong Kong. In its annual reports, it separates its business in the 

Intelligent Devices Group (IDG), including PC and mobiles, and the Data Center 

Group (DCG), including storage. In 2019, 88.4% by PC Business Group and 11.8$ by 

Mobile Business Group drove the IDG revenues. Although it is not comparable to the 

Apple Inc. segments shares, the product lines are quite similar. In addition, Lenovo 

acquired Motorola Mobility in 2014 by $2.91 billion to Google. Lastly, it has an 

international presence and low brand awareness. 
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• HP Inc.: is an American Information Technology firm, which provides products, services 

and solutions. It was founded in 1939 as Hewlett-Packard. In 2015, it was split up and 

Hewlett Packard Enterprise trade as a new services firm. HP Inc. is listed on the New 

York Exchange and it retains the stock price history and ticker of the partitioned firm, 

HPQ. Its segments include Personal Systems, Printing and Corporate Investments. This 

is one main drawback of this choice. It does not offer a product similar to the iPhone. 

Nonetheless, it is the most suitable American peer with lower brand awareness. Finally, 

it is also internationally exposed and has lower profit margin and average selling prices 

than Apple Inc.’s similar products, as computers and tablets. Consequently, it is an 

enriching option for methods as price premium and those based on profitability margins. 

To end this section, a preliminary analysis has been incurred of these two generic comparable 

firms. The income statement business plans, common hypotheses and WACC computations can 

be found in the Appendices 2,3,4 and 5. In this manner, the calculated WACC for Lenovo Group 

Limited is 8.91%, and 7.95% for HP Inc. 

4.5. The brand valuation 
 

The brand valuation is the core of the case study. After the description and analysis of Apple Inc., 

the methodologies explained in the chapter 2 are applied. In the first part, the brand valuation of 

third parties will serve as a benchmark. In the second, the cost approach, the market approach 

and the income approach are used. The practice and the results will provide us deep insights and 

a more valuable discussion about the brand valuation literature. Furthermore, the brand valuation 

of Apple Inc. will serve to face the challenges of valuing an Information Technology firm. 

This section is based on a financial model done in Excel with Thomson Reuters Eikon as the 

main source for the financials of Apple Inc., Lenovo Group Limited, and HP Inc. 

4.5.1. Benchmarks 
 

All brand-consulting firms value Apple Inc.’s brand. In the last decade, it is always on the top 

positions of the global brand rankings. To have a reference, the brand valuation of the last five 
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years has been collected of Interbrand, Brand Finance, BrandZ, and Forbes. In the following 

tables, there is a summary of their valuation and position of the global ranking: 

Table 24. Apple Inc.’s brand valuation third party benchmarks (2015-2019) 

Brand value - Summary ($m) 2015 2016 2017 2018 2019 

Interbrand 170,276 178,119 184,154 214,480 234,241 
Brand Finance 128,303 145,918 107,141 146,311 153,634 
BrandZ 246,992 228,460 234,671 300,595 309,527 
Forbes 145,300 154,100 170,000 182,800 205,500 
      
Min 128,303 145,918 107,141 146,311 153,634 

Mean 172,718 176,649 173,992 211,047 225,726 

Max 246,992 228,460 234,671 300,595 309,527 
Sources: Interbrand, Brand Finance, BrandZ, Forbes 

Table 25. Apple Inc.’s brand position in the global ranking (2015-2019) 

Global ranking - Summary 2015 2016 2017 2018 2019 

Interbrand 1 1 1 1 1 
Brand Finance 1 1 2 2 2 
BrandZ 1 2 2 2 2 
Forbes 1 1 1 1 1 

Sources: Interbrand, Brand Finance, BrandZ, Forbes 

Evaluating these tables, there are two main points to remark. On the one hand, the brand values 

have a range of around $150m. Brand Finance presents the lowest value, BrandZ the highest, and 

Interbrand and Forbes are in line. Therefore, the 2019 brand value average of $225,726 will be 

taken as a main benchmark, with the range previously commented. On the other hand, Apple 

Inc. is the first or second valuable brand in the world according these consulting firms. In 2019, 

the top position in the Brand Finance and BrandZ global rankings is hold by Amazon.com, Inc. 

This is a clear trend and could be interesting for further research. 
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4.5.2. Cost approach 
 

This approach determines the brand value as the historical development cost attributable to the 

brand. In this manner, it uses the replacement cost incurred to create a similar brand. In this case 

study, two methods are applied: historical cost of creation and replacement cost. 

4.5.2.1. Historical cost of creation 

 

This method determines the brand value as the sum of all historical brand-attributable expenses. 

The cost is not discounted to the present value, instead it takes the accounting value at the time 

they were incurred. Regarding Apple Inc., these expenses are since foundation in 1976. 

Three types of development cost have been considered. First, SG&A expenses, related to the sale 

of products and administration. Second, advertising expenses, covering the marketing to generate 

and improve the brand image. Third and last, the R&D expenses, associated to the development 

of new technology. 

The first step of the application was to collect the correct data. Even the IPO was in 1980, 

financial data is available since 1983. For that reason, it has been assumed a revenues linear growth 

from $0.01m in fiscal year 1976 to $983m in 1983. Likewise, the margin to revenues of 1983 are 

used for this previous period. In addition, analyzing the income statement of Apple Inc., it only 

accounts for SG&A and R&D expenses. The advertising costs are part of SG&A expenses. 

Nonetheless, from 1997 to 2015, they were reported as supplemental. This procedure provides as 

a good idea to the brand contribution ratio applicable to the SG&A expenses. Assuming that 

advertising costs are all brand-related, the brand contribution ratio ranges between 10% and 20%.  

The second step is to add up the SG&A and R&D expenses and apply a brand contribution ratio. 

As we commented, the ratio of advertising is between 10% and 20% of SG&A costs. Therefore, 

the hypothesis is that R&D attribute more to the brand, even Apple Inc. relies much on 

technology innovation. In Salinas (2009), it was proposed a rule of thumb of applying a 75% to 

the accumulated costs. However, it does not distinguish between sectors and does not take into 

account the specificities of the firm. Based in our business analysis, it seems too high for a high-

tech firm. Having the SG&A-advertising ratio as a benchmark and assuming that in R&D is 
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greater due to the relevance of new patents, products, and software, it has been used the 30% 

brand contribution ratio discussed in section 4.4.6. This ratio is applied to the accumulated 

business development costs. 

This method values Apple Inc.’s brand at $77,526m. In the tables below, the brand valuation 

using this method is presented, as well as a sensitivity analysis varying the brand contribution 

ratio. Comparing with the third party benchmarks, this method could provide us a floor minimum 

for the brand value as it does not consider future cash flows, economic value added or inflation. 

 

 

 

 

 

 



 
 

Table 26. Apple Inc.’s historical cost of creation valuation 

 

 

 

Source: own analysis

($m) 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997

Revenues 0 140 281 421 562 702 843 983 1,516 1,918 1,902 2,661 4,071 5,284 5,558 6,309 7,087 7,977 9,189 11,062 9,833 7,081
% Growth n.a. n.a. 100.0% 50.0% 33.3% 25.0% 20.0% 16.7% 54.2% 26.5% (0.8%) 39.9% 53.0% 29.8% 5.2% 13.5% 12.3% 12.6% 15.2% 20.4% (11.1%) (28.0%)

Total SG&A expenses 0 41 82 123 164 205 246 287 480 588 609 802 1,188 1,535 1,729 1,740 1,687 1,632 1,384 1,583 1,568 1,286
% Growth n.a. n.a. 100.0% 50.0% 33.3% 25.0% 20.0% 16.7% 67.2% 22.5% 3.6% 31.7% 48.1% 29.2% 12.6% 0.6% (3.0%) (3.3%) (15.2%) 14.4% (0.9%) (18.0%)
Margin SG&A (% Revenues) 29.2% 29.2% 29.2% 29.2% 29.2% 29.2% 29.2% 29.2% 31.7% 30.7% 32.0% 30.1% 29.2% 29.0% 31.1% 27.6% 23.8% 20.5% 15.1% 14.3% 15.9% 18.2%

Advertising expenses 0 3 6 9 11 14 17 20 31 39 38 54 82 107 112 127 143 161 186 223 199 143
% Growth n.a. n.a. 100.0% 50.0% 33.3% 25.0% 20.0% 16.7% 54.2% 26.5% (0.8%) 39.9% 53.0% 29.8% 5.2% 13.5% 12.3% 12.6% 15.2% 20.4% (11.1%) (28.0%)
Margin Advertising (% Revenues) 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%
Margin Advertising (% SG&A) 6.9% 6.9% 6.9% 6.9% 6.9% 6.9% 6.9% 6.9% 6.4% 6.6% 6.3% 6.7% 6.9% 7.0% 6.5% 7.3% 8.5% 9.9% 13.4% 14.1% 12.7% 11.1%

Research & Development (R&D) expenses 0 7 15 22 30 37 45 60 71 73 128 192 273 420 478 583 602 665 564 614 604 485
% Growth n.a. n.a. 100.0% 50.0% 33.3% 25.0% 20.0% 33.6% 18.3% 2.8% 75.3% 50.0% 42.2% 53.8% 13.8% 22.0% 3.3% 10.5% (15.2%) 8.9% (1.6%) (19.7%)
Margin R&D (% Revenues) 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 6.1% 4.7% 3.8% 6.7% 7.2% 6.7% 7.9% 8.6% 9.2% 8.5% 8.3% 6.1% 5.6% 6.1% 6.8%

Total Business Development Cost 0 48 97 145 194 242 291 347 551 661 737 994 1,461 1,955 2,207 2,323 2,289 2,297 1,948 2,197 2,172 1,771
Brand contribution ratio 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30%
Brand attributable expenses 0 15 29 44 58 73 87 104 165 198 221 298 438 587 662 697 687 689 584 659 652 531
Accumulated brand attributable expenses 0 15 44 87 145 218 305 410 575 773 994 1,292 1,731 2,317 2,979 3,676 4,363 5,052 5,636 6,296 6,947 7,478

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

5,941 6,134 7,983 5,363 5,742 6,207 8,279 13,931 19,315 24,578 37,491 42,905 65,225 108,249 156,508 170,910 182,795 233,715 215,639 229,234 265,595 260,174
(16.1%) 3.2% 30.1% (32.8%) 7.1% 8.1% 33.4% 68.3% 38.6% 27.2% 52.5% 14.4% 52.0% 66.0% 44.6% 9.2% 7.0% 27.9% (7.7%) 6.3% 15.9% (2.0%)

908 996 1,256 1,138 1,109 1,212 1,430 1,864 2,433 2,963 3,761 4,149 5,517 7,599 10,040 10,830 11,993 14,329 14,194 15,261 16,705 18,245
(29.4%) 9.7% 26.1% (9.4%) (2.5%) 9.3% 18.0% 30.3% 30.5% 21.8% 26.9% 10.3% 33.0% 37.7% 32.1% 7.9% 10.7% 19.5% (0.9%) 7.5% 9.5% 9.2%

15.3% 16.2% 15.7% 21.2% 19.3% 19.5% 17.3% 13.4% 12.6% 12.1% 10.0% 9.7% 8.5% 7.0% 6.4% 6.3% 6.6% 6.1% 6.6% 6.7% 6.3% 7.0%
152 208 281 261 209 193 206 287 338 467 486 501 691 933 1,000 1,100 1,200 1,800 2,201 2,634 3,219 4,013

6.3% 36.8% 35.1% (7.1%) (19.9%) (7.7%) 6.7% 39.3% 17.8% 38.2% 4.1% 3.1% 37.9% 35.0% 7.2% 10.0% 9.1% 50.0% 22.3% 19.7% 22.2% 24.7%
2.6% 3.4% 3.5% 4.9% 3.6% 3.1% 2.5% 2.1% 1.7% 1.9% 1.3% 1.2% 1.1% 0.9% 0.6% 0.6% 0.7% 0.8% 1.0% 1.1% 1.2% 1.5%

16.7% 20.9% 22.4% 22.9% 18.8% 15.9% 14.4% 15.4% 13.9% 15.8% 12.9% 12.1% 12.5% 12.3% 10.0% 10.2% 10.0% 12.6% 15.5% 17.3% 19.3% 22.0%
303 314 380 430 446 471 491 535 712 782 1,109 1,333 1,782 2,429 3,381 4,475 6,041 8,067 10,045 11,581 14,236 16,217

(37.5%) 3.6% 21.0% 13.2% 3.7% 5.6% 4.2% 9.0% 33.1% 9.8% 41.8% 20.2% 33.7% 36.3% 39.2% 32.4% 35.0% 33.5% 24.5% 15.3% 22.9% 13.9%
5.1% 5.1% 4.8% 8.0% 7.8% 7.6% 5.9% 3.8% 3.7% 3.2% 3.0% 3.1% 2.7% 2.2% 2.2% 2.6% 3.3% 3.5% 4.7% 5.1% 5.4% 6.2%

1,211 1,310 1,636 1,568 1,555 1,683 1,921 2,399 3,145 3,745 4,870 5,482 7,299 10,028 13,421 15,305 18,034 22,396 24,239 26,842 30,941 34,462
30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30%
363 393 491 470 467 505 576 720 944 1,124 1,461 1,645 2,190 3,008 4,026 4,592 5,410 6,719 7,272 8,053 9,282 10,339

7,842 8,235 8,726 9,196 9,662 10,167 10,744 11,463 12,407 13,530 14,991 16,636 18,826 21,834 25,860 30,452 35,862 42,581 49,853 57,905 67,187 77,526

Apple Inc. Brand Value ($m) 77,526

Sensitivity Analysis

Brand Contribution Ratio (%) Brand Value ($m)

75% 193,815
55% 142,131
50% 129,210
45% 116,289
40% 103,368
35% 90,447
30% 77,526
25% 64,605
20% 51,684
15% 38,763
10% 25,842



 
 

4.5.2.2. Replacement cost 

 

This method is the same as the historical cost of creation, but considering the time value of money. 

In this manner, to the accumulated brand attributable expenses, it has been applied an inflation 

factor and the WARA.  

Regarding the inflation, it has been used the U.S. inflation measured by the consumer price index 

(CPI). It reflects the annual percentage change in the cost to the average consumer of purchasing 

a basket of goods. The main source for this data is a database from the World Bank, which collects 

inflation from the International Monetary Fund (IMF). 

This method values Apple Inc.’s brand at $275,479m. As with the historical cost of creation, the 

brand valuation using this method is presented below, as well as a sensitivity analysis varying the 

brand contribution ratio. The brand value is much higher than the historical cost of creation, drive 

by the relevant effect of inflation since 1976. 



 
 

Table 27. Apple Inc.’s replacement cost valuation 

 

 

 

Source: own analysis

($m) 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997

Revenues 0 140 281 421 562 702 843 983 1,516 1,918 1,902 2,661 4,071 5,284 5,558 6,309 7,087 7,977 9,189 11,062 9,833 7,081
% Growth n.a. n.a. 100.0% 50.0% 33.3% 25.0% 20.0% 16.7% 54.2% 26.5% (0.8%) 39.9% 53.0% 29.8% 5.2% 13.5% 12.3% 12.6% 15.2% 20.4% (11.1%) (28.0%)

Total SG&A expenses 0 41 82 123 164 205 246 287 480 588 609 802 1,188 1,535 1,729 1,740 1,687 1,632 1,384 1,583 1,568 1,286
% Growth n.a. n.a. 100.0% 50.0% 33.3% 25.0% 20.0% 16.7% 67.2% 22.5% 3.6% 31.7% 48.1% 29.2% 12.6% 0.6% (3.0%) (3.3%) (15.2%) 14.4% (0.9%) (18.0%)
Margin SG&A (% Revenues) 29.2% 29.2% 29.2% 29.2% 29.2% 29.2% 29.2% 29.2% 31.7% 30.7% 32.0% 30.1% 29.2% 29.0% 31.1% 27.6% 23.8% 20.5% 15.1% 14.3% 15.9% 18.2%

Advertising expenses 0 3 6 9 11 14 17 20 31 39 38 54 82 107 112 127 143 161 186 223 199 143
% Growth n.a. n.a. 100.0% 50.0% 33.3% 25.0% 20.0% 16.7% 54.2% 26.5% (0.8%) 39.9% 53.0% 29.8% 5.2% 13.5% 12.3% 12.6% 15.2% 20.4% (11.1%) (28.0%)
Margin Advertising (% Revenues) 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%
Margin Advertising (% SG&A) 6.9% 6.9% 6.9% 6.9% 6.9% 6.9% 6.9% 6.9% 6.4% 6.6% 6.3% 6.7% 6.9% 7.0% 6.5% 7.3% 8.5% 9.9% 13.4% 14.1% 12.7% 11.1%

Research & Development (R&D) expenses 0 7 15 22 30 37 45 60 71 73 128 192 273 420 478 583 602 665 564 614 604 485
% Growth n.a. n.a. 100.0% 50.0% 33.3% 25.0% 20.0% 33.6% 18.3% 2.8% 75.3% 50.0% 42.2% 53.8% 13.8% 22.0% 3.3% 10.5% (15.2%) 8.9% (1.6%) (19.7%)
Margin R&D (% Revenues) 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 5.3% 6.1% 4.7% 3.8% 6.7% 7.2% 6.7% 7.9% 8.6% 9.2% 8.5% 8.3% 6.1% 5.6% 6.1% 6.8%

Total Business Development Cost 0 48 97 145 194 242 291 347 551 661 737 994 1,461 1,955 2,207 2,323 2,289 2,297 1,948 2,197 2,172 1,771
Brand contribution ratio 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30%
Brand attributable expenses 0 15 29 44 58 73 87 104 165 198 221 298 438 587 662 697 687 689 584 659 652 531
U.S. annual inflation rate (%) 5.74% 6.50% 7.63% 11.25% 13.55% 10.33% 6.13% 3.21% 4.30% 3.55% 1.90% 3.66% 4.08% 4.83% 5.40% 4.23% 3.03% 2.95% 2.61% 2.81% 2.93% 2.34%
Accumulated inflation factor 2.60 2.54 2.48 2.40 2.29 2.15 2.05 1.99 1.96 1.91 1.88 1.86 1.82 1.78 1.73 1.68 1.64 1.61 1.58 1.55 1.52 1.49
Present value of brand attributable expenses 0 37 72 105 133 157 179 207 324 380 415 555 799 1,046 1,148 1,171 1,125 1,108 922 1,023 993 794
Accumulated brand discount rate factor 36.86 33.90 31.17 28.66 26.35 24.23 22.28 20.49 18.84 17.33 15.93 14.65 13.47 12.39 11.39 10.47 9.63 8.86 8.14 7.49 6.89 6.33
Brand attributable expenses after discounting 0 1,254 2,248 3,005 3,511 3,797 3,989 4,244 6,097 6,578 6,619 8,126 10,767 12,952 13,080 12,266 10,834 9,812 7,511 7,661 6,839 5,029
Accumulated brand attributable expenses 0 1,254 3,502 6,507 10,018 13,815 17,804 22,049 28,146 34,724 41,343 49,469 60,236 73,187 86,268 98,534 109,368 119,180 126,691 134,352 141,191 146,220

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

5,941 6,134 7,983 5,363 5,742 6,207 8,279 13,931 19,315 24,578 37,491 42,905 65,225 108,249 156,508 170,910 182,795 233,715 215,639 229,234 265,595 260,174
(16.1%) 3.2% 30.1% (32.8%) 7.1% 8.1% 33.4% 68.3% 38.6% 27.2% 52.5% 14.4% 52.0% 66.0% 44.6% 9.2% 7.0% 27.9% (7.7%) 6.3% 15.9% (2.0%)

908 996 1,256 1,138 1,109 1,212 1,430 1,864 2,433 2,963 3,761 4,149 5,517 7,599 10,040 10,830 11,993 14,329 14,194 15,261 16,705 18,245
(29.4%) 9.7% 26.1% (9.4%) (2.5%) 9.3% 18.0% 30.3% 30.5% 21.8% 26.9% 10.3% 33.0% 37.7% 32.1% 7.9% 10.7% 19.5% (0.9%) 7.5% 9.5% 9.2%

15.3% 16.2% 15.7% 21.2% 19.3% 19.5% 17.3% 13.4% 12.6% 12.1% 10.0% 9.7% 8.5% 7.0% 6.4% 6.3% 6.6% 6.1% 6.6% 6.7% 6.3% 7.0%
152 208 281 261 209 193 206 287 338 467 486 501 691 933 1,000 1,100 1,200 1,800 2,201 2,634 3,219 4,013

6.3% 36.8% 35.1% (7.1%) (19.9%) (7.7%) 6.7% 39.3% 17.8% 38.2% 4.1% 3.1% 37.9% 35.0% 7.2% 10.0% 9.1% 50.0% 22.3% 19.7% 22.2% 24.7%
2.6% 3.4% 3.5% 4.9% 3.6% 3.1% 2.5% 2.1% 1.7% 1.9% 1.3% 1.2% 1.1% 0.9% 0.6% 0.6% 0.7% 0.8% 1.0% 1.1% 1.2% 1.5%

16.7% 20.9% 22.4% 22.9% 18.8% 15.9% 14.4% 15.4% 13.9% 15.8% 12.9% 12.1% 12.5% 12.3% 10.0% 10.2% 10.0% 12.6% 15.5% 17.3% 19.3% 22.0%
303 314 380 430 446 471 491 535 712 782 1,109 1,333 1,782 2,429 3,381 4,475 6,041 8,067 10,045 11,581 14,236 16,217

(37.5%) 3.6% 21.0% 13.2% 3.7% 5.6% 4.2% 9.0% 33.1% 9.8% 41.8% 20.2% 33.7% 36.3% 39.2% 32.4% 35.0% 33.5% 24.5% 15.3% 22.9% 13.9%
5.1% 5.1% 4.8% 8.0% 7.8% 7.6% 5.9% 3.8% 3.7% 3.2% 3.0% 3.1% 2.7% 2.2% 2.2% 2.6% 3.3% 3.5% 4.7% 5.1% 5.4% 6.2%
1,211 1,310 1,636 1,568 1,555 1,683 1,921 2,399 3,145 3,745 4,870 5,482 7,299 10,028 13,421 15,305 18,034 22,396 24,239 26,842 30,941 34,462
30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30% 30%
363 393 491 470 467 505 576 720 944 1,124 1,461 1,645 2,190 3,008 4,026 4,592 5,410 6,719 7,272 8,053 9,282 10,339

1.55% 2.19% 3.38% 2.83% 1.59% 2.27% 2.68% 3.39% 3.23% 2.85% 3.84% -0.36% 1.64% 3.16% 2.07% 1.46% 1.62% 0.12% 1.26% 2.13% 2.44% 1.81%
1.47 1.46 1.43 1.40 1.37 1.36 1.33 1.31 1.27 1.24 1.21 1.17 1.18 1.16 1.13 1.11 1.09 1.08 1.08 1.06 1.04 1.02
535 572 704 659 640 685 768 940 1,201 1,394 1,771 1,930 2,578 3,492 4,547 5,090 5,918 7,241 7,828 8,567 9,677 10,526
5.82 5.35 4.92 4.53 4.16 3.83 3.52 3.24 2.98 2.74 2.52 2.31 2.13 1.96 1.80 1.65 1.52 1.40 1.29 1.18 1.09 1.00

3,112 3,063 3,465 2,982 2,664 2,621 2,705 3,044 3,574 3,814 4,456 4,466 5,484 6,832 8,179 8,420 9,002 10,127 10,068 10,132 10,524 10,526
149,332 152,395 155,860 158,842 161,506 164,127 166,832 169,876 173,449 177,263 181,719 186,185 191,669 198,501 206,680 215,100 224,102 234,229 244,297 254,429 264,953 275,479

Apple Inc. Brand Value ($m) 275,479

Sensitivity Analysis

Brand contribution ratio 30%

Brand Contribution Ratio (%) Brand Value ($m)
4.75% 5.75% 6.75% 7.75% 8.75% 9.75% 10.75% 11.75% 12.75%

75% 688,697 10% 49,444 56,682 65,769 77,248 91,826 110,426 134,251 164,872 204,341
55% 505,045 15% 74,166 85,022 98,653 115,872 137,739 165,639 201,376 247,308 306,512
50% 459,132 20% 98,888 113,363 131,538 154,496 183,653 220,852 268,502 329,744 408,682
45% 413,218 25% 123,610 141,704 164,422 193,120 229,566 276,065 335,627 412,180 510,853
40% 367,305 30% 148,332 170,045 197,306 231,744 275,479 331,278 402,752 494,616 613,024
35% 321,392 35% 173,055 198,386 230,191 270,368 321,392 386,491 469,878 577,052 715,194
30% 275,479 40% 197,777 226,726 263,075 308,992 367,305 441,704 537,003 659,488 817,365
25% 229,566 45% 222,499 255,067 295,960 347,616 413,218 496,917 604,128 741,924 919,535
20% 183,653 50% 247,221 283,408 328,844 386,240 459,132 552,130 671,254 824,360 1,021,706
15% 137,739

Discount rate (%)
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4.5.3. Market approach 
 

The market approach takes the available data of recent transactions that have involved comparable 

brands and stock price to value the brand. The different methods are very useful for understanding 

the reliability of royalty rates, acquisition prices and price-to-sales ratios. To have a wide overview 

of market approach, it has been applied the market goodwill, royalty savings, sales transactions 

comparison and the differential of price to sales ratio methods. 

4.5.3.1. Market goodwill method 

 

This method is a variation of the residual method and it is widely used to find a maximum of the 

brand value. This benchmark measures the market willingness to pay for Apple Inc. The concept 

is to subtract the disclosed equity book value, the intangibles assets and goodwill to the market 

capitalization. In other words, the result is the internally generated goodwill, without the 

intangible assets acquired.  

Under IFRS 3, the intangible assets are break down in five categories: marketing, customer, 

contract, technology and artistic. As previously discussed in the section 4.4.6., it has been 

determined a brand contribution ratio of 30% for Apple Inc. Multiplying the market goodwill by 

this ratio, will provide us the market willingness to pay for Apple Inc.’s brand. 

This method values Apple Inc.’s brand at $380,448m. As expected, this is a higher value than the 

maximum of the third party benchmarks. In 2019, BrandZ values Apple Inc.’s brand at 

$309,527m. Consequently, it will serve as the cap for our brand valuation.  
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The methodology and the sensitivity analysis are presented as follow: 

Table 28. Apple Inc.’s market goodwill valuation 

 

 

Source: own analysis 

4.5.3.2.  Sales transactions comparison 

 

This method gathers recent acquisition deals in the Information Technology sector and applies a 

brand to sales ratio of the target to obtain the brand value.  

The preliminary and most challenging step is to gather valid transactions. Two main conditions 

must be meet. On the one hand, the deal has to be representative to the business of Apple Inc. 

On the other hand, the brand value of the target must be reported in the financial reports of the 

Market goodwill method 2019

Market capitalization (as of 11 May 2020) ($m) 1,367,743
Shares outstanding (m) 4,334
Share price (as of 11 May 2020) ($) 316
Equity book value ($m) 90,488
Market goodwill ($m) 1,277,255
Goodwill 2020 estimate ($m) 5,889
Other intagible assets 2020 ($m) 3,206
Apple Inc. Market Goodwill Value ($m) 1,268,160
Brand contribution ratio 30%

Apple Inc. Brand Value ($m) 380,448

Sensitivity Analysis

Brand Value ($m)

50% 634,080
45% 570,672
40% 507,264
35% 443,856
30% 380,448
25% 317,040
20% 253,632
15% 190,224
10% 126,816
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bidding firms. It is also recommendable to have a benchmark by a third party. In our study, it has 

been challenging to find relevant transactions that meet these conditions.  

For this procedure, it has been selected three deals. First, the acquisition of Alcatel-Lucent S.A. 

by Nokya Oyj, regarding telecommunications equipment and technologies. This deal was valued 

at €15,600m on 15 April 2015 announcement. Second, the acquisition of Red Hat Inc. by IBM 

Corp., an open source software firm with numerous applications as cloud. This deal was valued 

at $33,555m on 28 October 2018. Third, it is relevant a recent deal in relation with the growth 

of the Apple Watch. Google LLC announced the intent to acquire Fitbit Inc., the smartwatches 

and other wearables firm, by $2,113m on 1 November 2019. Even this deal is relevant, the brand 

value of Fitbit Inc. has not yet been disclosed in the bidding financial reports or a brand-

consulting firm has published its valuation. Therefore, it is not used for the calculation of the 

brand to sales ratio, but it could be considered for further research. 

Finally, several ratios have been calculated as brand value to deal value, brand value to sales and 

brand value to EBITDA. The brand to sales ratio, with an average of 1.13x, is the most 

conceptually sound and recommended by literature. The last computation is applying it to the 

sales of Apple Inc. in 2019, $260,174m. 

This method values Apple Inc.’s brand at $294,998m. The deals gathered are significant, although 

it is prone to high sensitivity. It is recommended to add the Fitbit Inc. transaction ratios in further 

research to increase the robustness of this method. Fitbit Inc. has a strong positioning in the 

smartwatches market, being significant the premium paid. 

The sales transactions comparison methodology and the sensitivity analysis varying the brand to 

sales ratio are presented as follow:



 
 

Table 29. Apple Inc.’s sales transactions comparison valuation 

 

 

 

 

Source: own analysis

Date Bidder Target Currency Stake (%) Deal Value Equity Value Target Sales Target Net Income Deal Equity Value to Net Sales Deal Equity Value to Net Income

01/11/2019 Google LLC Fitbit Inc. USD 100% 2,113 2,113 1,504 (185) 1.41x --
28/10/2018 IBM Corp. Red Hat Inc. USD 100% 33,555 33,555 3,157 412 10.63x 81.48x
15/04/2015 Nokya Oyj Alcatel-Lucent S.A. EUR 100% 15,600 15,600 14,275 235 1.09x 66.38x
Average 5.86x 73.93x

Transaction financialsTransaction details

Estimated BV ($m) Brand value/Deal value Brand Value/Sales Brand Value/EBITDA

-- -- -- --
6,300 0.19x 2.00x 15.30x
3,881 0.25x 0.27x 16.51x

0.22x 1.13x 15.91x

Target brand value ratios

Apple Inc. Sales in 2019 ($m) 260,174
Brand Value/Sales multiple 1.13x

Apple Inc. Brand Value ($m) 294,998

Sensitivity Analysis

Brand Value ($m)

1.38x 360,042
1.33x 347,033
1.28x 334,024
1.23x 321,016
1.18x 308,007
1.13x 294,998
1.08x 281,990
1.03x 268,981
0.98x 255,972
0.93x 242,964
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4.5.3.3. Royalty savings 

 

This approach values a brand as the royalty savings due to the ownership of the brand. The 

procedure requires forecasting the expected sales, applying an appropriate royalty rate to them and 

finally, discounting the future after-tax royalties to present value. 

As discussed in section 2.1.2.2., the critical step of the royalty relief method is the determination 

of the royalty rate. In our case, it is an average of market benchmarks and formulas proposed by 

literature. Regarding the market royalty rate, it was revealed that Qualcomm charged a 5% royalty 

rating per iPhone. This value establishes a floor to our estimation. Likewise, UpCounsel estimates 

the software sector royalty rate average at 9.6%, coherent with Parr (2007) study of royalty rates. 

On the contrary, it has been computed the “the 25% rule” proposed by Robert Goldsheider and 

the Knoppe formula, giving a 6.14% and 8.19% royalty rate respectively. Consequently, a 7.23% 

average of these four values is used in our financial model as the Apple Inc.’s royalty rate. 

Table 30. Royalty rate calculation for Apple Inc. 

 

Sources: EE Times, UpCounsel, own analysis 

Once the royalty rate is determined, the procedure is to forecast the sales of Apple Inc. assuming 

that the remaining useful life of its brand is indefinite. Then, applying the royalty saving after-

tax. Last, discounting with the WARA the royalty savings to the present value. 

This method values Apple Inc.’s brand at $219,322m. The most important estimation is the 

royalty rate and the sensitivity analysis provides a scenario in line with the third party benchmarks. 

With a royalty rate of 6.23%, the brand is value at $189,002m and with 8.23% at $249,643m. To 

dive deep, the tables below present the methodology and sensitivity analysis with the royalty rate, 

the WARA and the perpetual growth rate as variables. 

Royalty rate

Electronics 5.00%
Software 9.60%
The 25% Rule 6.14%
The Knoppe Formula 8.19%
Apple Inc. Royalty Rate 7.23%



 
 

Table 31. Apple Inc.’s royalty savings valuation 

 

Source: own analysis 

Hypotheses

Corporate tax rate 21%
Revenue growth 2.50%
Royalty rate 7.23%
Apple Inc. brand discount rate (WARA) 8.75%

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Revenues 260,174 263,308 295,371 308,368 325,578 341,741 356,602 369,911 381,438 390,974
% Growth n.a. 1.2% 12.2% 4.4% 5.6% 5.0% 4.3% 3.7% 3.1% 2.5%

Pre-tax royalty income n.a 19,046 21,365 22,306 23,550 24,720 25,795 26,757 27,591 28,281
Taxes n.a (4,000) (4,487) (4,684) (4,946) (5,191) (5,417) (5,619) (5,794) (5,939)
Royalty income after-tax n.a 15,046 16,879 17,621 18,605 19,528 20,378 21,138 21,797 22,342
Discount factor n.a 1.00 0.92 0.85 0.78 0.71 0.66 0.60 0.56 0.51
Present value of royalty income n.a 15,046 15,521 14,900 14,465 13,962 13,397 12,778 12,116 11,420
Sum of discounted royalty income 123,605
Terminal value 187,263
Discounted terminal value 95,718

Apple Inc. Brand Value ($m) 219,322

Sensitivity Analysis

3.23% 4.23% 5.23% 6.23% 7.23% 8.23% 9.23% 10.23% 11.23%
4.75% 280,327 367,024 453,721 540,418 627,115 713,811 800,508 887,205 973,902
5.75% 190,250 249,089 307,928 366,767 425,606 484,444 543,283 602,122 660,961
6.75% 143,985 188,516 233,046 277,577 322,107 366,637 411,168 455,698 500,229
7.75% 116,269 152,227 188,186 224,144 260,103 296,061 332,020 367,978 403,937
8.75% 98,040 128,360 158,681 189,002 219,322 249,643 279,964 310,285 340,605
9.75% 85,260 111,629 137,997 164,365 190,734 217,102 243,471 269,839 296,208
10.75% 75,869 99,333 122,797 146,261 169,725 193,189 216,653 240,117 263,581
11.75% 68,708 89,958 111,207 132,457 153,706 174,956 196,205 217,455 238,704
12.75% 63,083 82,593 102,103 121,613 141,123 160,632 180,142 199,652 219,162
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4.5.3.4. Differential of price to sales ratio 

 

In 1996, Damodaran proposed a brand valuation model based on the differences in price to sales 

ratio. The methodology compares this ratio between a branded firm, Apple Inc., and the relevant 

unbranded firms, Lenovo Group Limited and HP Inc. Its main rationale is that well stablished 

brands can charge a price premium, giving higher profits margins and hence, higher price to sales 

ratio (Salinas, 2009). 

The procedure of the Damodaran’s valuation model (1996) is: 

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑣𝑣𝐵𝐵𝑣𝑣𝑣𝑣𝑣𝑣 = ��
𝑃𝑃
𝑆𝑆
�
𝑏𝑏
− �

𝑃𝑃
𝑆𝑆
�
𝑢𝑢
� · 𝐶𝐶𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶𝑏𝑏 

where �𝑃𝑃
𝑆𝑆
�
𝑏𝑏
is the price to sales ratio of the branded firm, �𝑃𝑃

𝑆𝑆
�
𝑢𝑢

 is the price to sales ratio of the 

generic product company, and 𝐶𝐶𝐵𝐵𝑣𝑣𝑣𝑣𝐶𝐶𝑏𝑏 is the sales of the branded firm. 

This case study considers two models to obtain the price to sales ratio. On the one hand, the 

Damodaran’s formula. On the other hand, the market price to sales ratio, comparing the market 

value per share to the sales per share.  

As a reminder of the literature section, Damodaran (1996) proposed to calculate the price to sales 

ratio with this formula: 

𝑃𝑃0
𝑆𝑆0

= 𝑚𝑚𝐵𝐵𝐶𝐶𝑜𝑜𝑖𝑖𝐶𝐶 𝐴𝐴𝐵𝐵𝐵𝐵𝑖𝑖𝑖𝑖𝐵𝐵 · �
𝑚𝑚𝐵𝐵𝑃𝑃𝐶𝐶𝑣𝑣𝐶𝐶 𝐵𝐵𝐵𝐵𝐶𝐶𝑖𝑖𝐶𝐶 · (1 + 𝑖𝑖) · �1 − (1 + 𝑖𝑖)𝑛𝑛

(1 + 𝐵𝐵)𝑛𝑛�

𝐵𝐵 − 𝑖𝑖 +
𝑚𝑚𝐵𝐵𝑃𝑃𝐶𝐶𝑣𝑣𝐶𝐶 𝐵𝐵𝐵𝐵𝐶𝐶𝑖𝑖𝐶𝐶𝑛𝑛 · (1 + 𝑖𝑖)𝑛𝑛 · (1 + 𝑖𝑖𝑛𝑛)

(𝐵𝐵𝑛𝑛 − 𝑖𝑖𝑛𝑛) · (1 + 𝐵𝐵)𝑛𝑛 � 

where 𝑚𝑚𝐵𝐵𝐶𝐶𝑜𝑜𝑖𝑖𝐶𝐶 𝐴𝐴𝐵𝐵𝐵𝐵𝑖𝑖𝑖𝑖𝐵𝐵 is the cash flow after tax hold by investors, 𝑚𝑚𝐵𝐵𝑃𝑃𝐶𝐶𝑣𝑣𝐶𝐶 𝐵𝐵𝐵𝐵𝐶𝐶𝑖𝑖𝐶𝐶 is the dividend-

payout ratio, 𝑖𝑖  is the perpetual growth rate, 𝐵𝐵  is the appropriate discount rate, and 𝐵𝐵  is the 

planning horizon. 

The variables involved in the formula above are already known, except the dividend payout ratio. 

This is the ratio of dividends paid to shareholders relative to the net income. As Apple Inc. and 

the two generics pay dividends, it has been taken the current payout ratio and the perpetual payout 

ratio, as the median of the past 10 years. For instance, Apple Inc.’s current payout ratio is 24.08% 

and 26% its perpetual payout ratio. In addition, two more remarks are relevant for the  

Damodaran’s model. To be consistent, the discount rate used is the WACC, as it is needed for 
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all three companies. Moreover, the number of years before maturity and applying the perpetual 

payout ratio is assumed to be 15 years. The entire procedure, except the sensitivity analysis 

(Appendix 6), is presented below: 

Table 32. Apple Inc.’s Damodaran model of price to sales ratio valuation 

 

 

 

Apple Inc. - Price to sales ratio

Net income 2019 ($m) 55,256
Sales 2019 ($m) 260,174
Current payout ratio 24.08% Source: Yahoo! Finance
Perpetual payout ratio 26.00% Median of the past 10 years
Current growth rate 6.80%
Perpetual growth rate 2.50%
WACC 8.93%
Profit margin 21.24%
Number of years before maturity 15
Damodaran Price to sales ratio 1.31

Market Price to sales ratio 5.17 Source: Bloomberg

Lenovo Group Limited - Price to sales ratio

Net income 2019 ($m) 596
Sales 2019 ($m) 51,038
Current payout ratio 60.89% Source: Yahoo! Finance
Perpetual payout ratio 37.00% Median of the past 10 years
Current growth rate 5.07%
Perpetual growth rate 2.50%
WACC 8.91%
Profit margin 1.17%
Number of years before maturity 15
Damodaran Price to sales ratio 0.12

Market Price to sales ratio 0.13 Source: Bloomberg

HP Inc. - Price to sales ratio

Net income 2019 ($m) 3,409
Sales 2019 ($m) 58,756
Current payout ratio 32.51% Source: Yahoo! Finance
Perpetual payout ratio 31.00% Median of the past 10 years
Current growth rate 2.09%
Perpetual growth rate 0.00%
WACC 7.95%
Profit margin 5.80%
Number of years before maturity 15
Damodaran Price to sales ratio 0.28

Market Price to sales ratio 0.38 Source: Bloomberg
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Source: own analysis 

This method values Apple Inc.’s brand at $92,927m in comparison with Lenovo Group Limited 

and $80,215m in comparison with HP Inc. Assumptions as time to maturity and current growth 

add high variation to this approach. In this case, this approach clearly undervalues the brand, and 

it is less conceptually sound that the differential of price to sales ratio using market data.  

The market price to sales ratio captures better the market sentiment and the undisclosed 

intangible assets. In this sense, the Damodaran’s formula calculates this ratio as 1.09x for Apple 

Inc., instead the 5.17x using market data. The main reasons of the undervaluation. The 

calculation of this method using market data is, with the sensitivity analysis in the Appendix 7: 

Table 33. Apple Inc.’s market differential of price to sales ratio valuation 

 

Source: own analysis 

This method values Apple Inc.’s brand at $393,641m in comparison with Lenovo Group Limited 

and $374,284m in comparison with HP Inc. This is a more relevant result, checking with the 

market goodwill benchmark. It also presents a cap for this case study and it is valuable due its 

simplicity and easy application. 

Damodaran Price to sales ratio

Apple Inc. Lenovo Group Limited HP Inc.
Market capitalization ($m) 1,367,743 6,759 22,047
Sales 2019 ($m) 260,174 51,038 58,756
Damodaran Price to sales ratio 1.31x 0.12x 0.28x
Price to sales ratio difference 1.19x 1.03x
Apple Inc. Undisclosed Intangible Assets Value ($m) 309,758 267,384
Brand contribution ratio 30% 30%

Apple Inc. Brand Value ($m) 92,927 80,215

Market Price to sales ratio

Apple Inc. Lenovo Group Limited HP Inc.
Market capitalization ($m) 1,367,743 6,759 22,047
Sales 2019 ($m) 260,174 51,038 58,756
Market Price to sales ratio 5.17x 0.13x 0.38x
Price to sales ratio difference 5.04x 4.80x
Apple Inc. Undisclosed Intangible Assets Value ($m) 1,312,136 1,247,612
Brand contribution ratio 30% 30%

Apple Inc. Brand Value ($m) 393,641 374,284
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4.5.4. Income approach 
 

The income approach is based on estimating future income, profit or operating cash flow 

attributable to the brand and discounting them to the present. It mainly applies the discounted 

cash flow (DCF) methodology. For this reason, it is often used for brand valuation, being widely 

understandable and accepted. Therefore, it has been applied the price premium, comparison of 

gross margin, incremental cash flow, free cash flow less required return on non-brand related 

assets, and the income split methods. 

4.5.4.1. Price premium 

 

This method calculates the brand value as the branded firm incremental profits related to a 

comparable generic product firm (Seetharamann, Nadzir & Gunalan, 2001). This differential is 

caused by the consumers’ willingness to pay a little extra for the branded product or service. It 

could be explained by the brand loyalty or the perceived quality associated to the company with a 

strong brand (Aaker, 1991). 

In this case study, it has been compared the price premium of Apple Inc. related to the two select 

generic comparable firms. The first main challenge is that Apple has four business segments. In 

addition, this composition is not exactly equal to the unbranded firms. For this reason, we selected 

the two key products of Apple Inc., the iPhone and the Mac. These products accounts for the 

64.6% of 2019 sales. Besides, the price premium in the services segment (17.8% of sales in 2019) 

is much lower due to the fierce competition and not being a first-mover. In this manner, this mix 

matches with Lenovo Group Limited product line, and only with the PCs segment of HP Inc. 

In this last situation, we assumed a full price premium of the iPhone in comparison with the 

Android smartphones market average selling price (ASP). 

This model begins with a market research of the average selling prices (ASP) of the products that 

drive the revenues of the firms: smartphones and computers. Even literature recommended the 

conjoint analysis and the hedonic analysis; the lack of resources to conduct a survey has caused to 

use market research data. According to Bloomberg MODL estimates on September 2019, the 

iPhone average selling price is $759.85. Likewise, Statista estimates the Android smartphones 
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ASP at $302, valid for Lenovo Group Limited mobiles. Regarding computers, the procedure to 

calculate the ASP for the three firms is the same. The sales associated to the PC segments, 

disclosed in the annual reports, are divided by the PCs volume sold in 2019 in million units, data 

obtained from Statista. Consequently, the Mac ASP is $1,426, the Lenovo Group Limited’s PCs 

ASP is $716, and the HP Inc.’s PCs ASP is $668. 

The next step is to forecast the ASP for the three firms taking into account the U.S. inflation rate 

of 1.81% in 2019. In the tables below, this first part of the price premium method for the two 

generic brands is presented: 

Table 34. Average selling prices of Apple Inc. and generic comparable firms 

 

 

Average selling prices (ASP)

Apple Inc.

iPhone Average Selling Price (ASP) ($) 759 Source: Bloomberg
Mac volume sold in 2019 (million units) 18 Source: Statista
Mac revenues in 2019 ($m) 25,740
Mac Average Selling Price (ASP) ($) 1,426

Net sales percentage by category: 2019
iPhone 54.7%
Mac 9.9%

Lenovo Group Limited 

Android Smartphones Average Selling Price (ASP) ($) 302 Source: Statista
Lenovo PCs volume sold in 2019 (million units) 63 Source: Statista
Lenovo PCs revenues in 2019 ($m) 45,103
Lenovo PCs Average Selling Price (ASP) ($) 716

Net sales percentage by category: 2019
Mobile Business Group 11.8%
PC Business Group 88.4%

HP Inc.

HP Inc. PCs volume sold in 2019 (million units) 58 Source: Statista
HP Inc. PCs revenues in 2019 ($m) 34,974
HP Inc. PCs Average Selling Price (ASP) ($) 668

Net sales percentage by category: 2019
Personal systems 65.9%
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Source: own analysis 

The second part of this method is to calculate the differential of prices or price premium and 

apply a DCF to these values. After obtaining the price premium cash flows after tax for the 

planning horizon, the expenses relate to brand management (SG&A and R&D expenses) are 

deducted. Then, the brand contribution ratio of 30% is applied. This is an important step due 

that the price premium of Apple Inc. products also is triggered by top quality technology, 

materials and design. In this sense, the manufacturing costs have to be higher. Finally, the DCF 

is applied with the WARA as discount rate. 

In the tables below, this second part of this method and the sensitivity analysis is presented: 

Apple Inc.

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Revenues 260,174 263,308 295,371 308,368 325,578 341,741 356,602 369,911 381,438 390,974
Revenues from iPhone 142,381 144,096 161,643 168,756 178,173 187,019 195,151 202,435 208,743 213,962
Revenues from Mac 25,740 26,050 29,222 30,508 32,211 33,810 35,280 36,597 37,737 38,681
iPhone volume sold (million units) 188 186 205 211 218 225 231 235 238 240
Mac volume sold (million units) 18 18 20 20 21 22 22 23 23 23
iPhone Average Selling Price (ASP) ($) 759 773 787 801 816 830 845 861 876 892
Mac Average Selling Price (ASP) ($) 1,426 1,452 1,478 1,505 1,532 1,560 1,588 1,617 1,646 1,676
Apple Inc. Average Selling Price (ASP) ($) 861 877 893 909 925 942 959 976 994 1,012

Lenovo Group Limited 

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Revenues 51,038 49,657 50,612 53,264 55,813 58,228 60,482 62,546 64,396 66,006
Revenues from smartphones 6,025 5,862 5,974 6,287 6,588 6,873 7,139 7,383 7,601 7,791
Revenues from PCs 45,103 43,883 44,727 47,071 49,323 51,457 53,449 55,274 56,908 58,331
Smartphones volume sold (million units) 20 19 19 20 20 21 21 22 22 22
PCs volume sold (million units) 63 60 60 62 64 66 67 68 69 69
Smartphones Average Selling Price (ASP) ($) 302 307 313 319 324 330 336 342 349 355
PCs Average Selling Prices (ASP) ($) 716 729 742 756 770 784 798 812 827 842
Lenovo Group Limited Average Selling Prices (ASP) ($) 667 680 692 704 717 730 743 757 771 785

HP Inc.

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Revenues 58,756 54,912 56,071 55,689 55,372 55,120 54,932 54,807 54,745 54,745
Revenues from PCs 38,694 36,163 36,926 36,674 36,465 36,300 36,176 36,093 36,052 36,052
PCs volume sold (million units) 58 53 53 52 51 50 49 48 47 46
PCs Average Selling Price (ASP) ($) 668 680 692 705 718 731 744 758 771 785
HP Inc. Average Selling Prices (ASP) ($) 668 680 692 705 718 731 744 758 771 785
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Table 35. Apple Inc.’s price premium valuation 

 

 

 

Comparison with Lenovo Group Limited 

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

iPhone Average Selling Price (ASP) ($) 759 773 787 801 816 830 845 861 876 892
Andorid Smartphones Average Selling Price (ASP) ($) 302 307 313 319 324 330 336 342 349 355
iPhone Price difference 457 465 474 482 491 500 509 518 528 537
Mac Average Selling Price (ASP) ($) 1,426 1,452 1,478 1,505 1,532 1,560 1,588 1,617 1,646 1,676
Lenovo PCs Average Selling Prices (ASP) ($) 716 729 742 756 770 784 798 812 827 842
Mac Price difference 710 723 736 749 763 776 790 805 819 834
iPhone volume sold (million units) 188 186 205 211 218 225 231 235 238 240
iPhone price premium cash flows before tax 85,729 86,761 97,326 101,609 107,280 112,606 117,502 121,888 125,686 128,828
Mac volume sold (million units) 18 18 20 20 21 22 22 23 23 23
Mac price premium cash flows before tax 12,811 13,085 14,678 15,324 16,180 16,983 17,721 18,383 18,956 19,429
Price premium cash flows before tax 98,539 99,847 112,005 116,933 123,459 129,588 135,224 140,270 144,642 148,258
Taxes (20,693) (20,968) (23,521) (24,556) (25,926) (27,214) (28,397) (29,457) (30,375) (31,134)
Price premium cash flows after tax 77,846 78,879 88,484 92,377 97,533 102,375 106,827 110,814 114,267 117,123
Apple Inc. revenues 260,174 263,308 295,371 308,368 325,578 341,741 356,602 369,911 381,438 390,974
Apple Inc. SG&A expenses 18,245 19,882 21,498 22,976 24,150 25,235 26,213 27,068 27,785 28,349

Margin SG&A (% Revenues) 7.0% 7.6% 7.3% 7.5% 7.4% 7.4% 7.4% 7.3% 7.3% 7.3%
Apple Inc. R&D expenses 16,217 18,463 20,269 21,949 22,782 23,913 24,953 25,884 26,691 27,358

Margin R&D (% Revenues) 6.2% 7.0% 6.9% 7.1% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%
Lenovo Group Limited revenues 51,038 49,657 50,612 53,264 55,813 58,228 60,482 62,546 64,396 66,006
Lenovo Group Limited SG&A expenses 4,867 5,399 5,366 6,003 6,092 6,356 6,602 6,827 7,029 7,205

Margin SG&A (% Revenues) 9.5% 10.9% 10.6% 11.3% 10.9% 10.9% 10.9% 10.9% 10.9% 10.9%
Lenovo Group Limited R&D expenses 1,266 1,252 1,246 1,428 1,426 1,487 1,545 1,598 1,645 1,686

Margin R&D (% Revenues) 2.5% 2.5% 2.5% 2.7% 2.6% 2.6% 2.6% 2.6% 2.6% 2.6%
Expenses related to brand management before tax 28,328 31,695 35,155 37,494 39,414 41,305 43,019 44,528 45,801 46,816
Taxes 5,949 6,656 7,383 7,874 8,277 8,674 9,034 9,351 9,618 9,831
Brand expenses after tax 22,379 25,039 27,772 29,620 31,137 32,631 33,985 35,177 36,183 36,985
Brand earnings with contribution ratio 16,640 16,152 18,213 18,827 19,919 20,923 21,852 22,691 23,425 24,042
Discount factor n.a 1.00 0.92 0.85 0.78 0.71 0.66 0.60 0.56 0.51
Present value of brand earnings n.a 16,152 16,748 15,919 15,487 14,959 14,366 13,717 13,021 12,289
Sum of present value of brand earnings 132,658
Terminal value 201,510
Discounted terminal value 103,000

Apple Inc. Brand Value ($m) 235,658

Sensitivity Analysis

Comparison with Lenovo Group Limited 

0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
4.75% 423,906 461,489 510,633 577,643 674,424 826,485 1,100,121 1,738,232 4,921,005
5.75% 335,830 356,660 382,391 414,982 457,598 515,707 599,633 731,496 968,785
6.75% 278,313 290,865 305,808 323,895 346,238 374,538 411,543 462,001 534,877
7.75% 238,312 246,326 255,623 266,537 279,529 295,256 314,683 339,289 371,464
8.75% 209,168 214,509 220,586 227,564 235,658 245,159 256,470 270,162 287,075
9.75% 187,150 190,828 194,952 199,608 204,905 210,988 218,043 226,326 236,186
10.75% 170,019 172,618 175,499 178,709 182,308 186,372 190,996 196,304 202,463
11.75% 156,354 158,232 160,292 162,564 165,082 167,887 171,032 174,583 178,623
12.75% 145,222 146,602 148,105 149,747 151,550 153,538 155,740 158,195 160,946
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Comparison with HP Inc.

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Mac Average Selling Price (ASP) ($) 1,426 1,452 1,478 1,505 1,532 1,560 1,588 1,617 1,646 1,676
HP Inc. Average Selling Price (ASP) ($) 668 680 692 705 718 731 744 758 771 785
PC Price difference 758 772 786 800 814 829 844 859 875 891
Apple Inc. Mac Volume Sold (million units) 18 18 20 20 21 22 22 23 23 23
Mac price premium cash flows before tax 13,681 13,846 15,532 16,215 17,120 17,970 18,751 19,451 20,057 20,559
iPhone price premium cash flows before tax 85,729 85,217 93,892 96,279 99,843 102,934 105,499 107,488 108,865 109,600
Total price premium cash flows before tax 99,410 99,063 109,424 112,494 116,963 120,904 124,250 126,939 128,922 130,159
Taxes (20,876) (20,803) (22,979) (23,624) (24,562) (25,390) (26,093) (26,657) (27,074) (27,333)
Price premium cash flows after tax 78,534 78,260 86,445 88,871 92,401 95,514 98,158 100,282 101,849 102,826
Apple Inc. revenues 260,174 263,308 295,371 308,368 325,578 341,741 356,602 369,911 381,438 390,974
Apple Inc. SG&A expenses 18,245 19,882 21,498 22,976 24,150 25,235 26,213 27,068 27,785 28,349

Margin SG&A (% Revenues) 7.0% 7.6% 7.3% 7.5% 7.4% 7.4% 7.4% 7.3% 7.3% 7.3%
Apple Inc. R&D expenses 16,217 18,463 20,269 21,949 22,782 23,913 24,953 25,884 26,691 27,358

Margin R&D (% Revenues) 6.2% 7.0% 6.9% 7.1% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%
HP Inc. revenues 58,756 54,912 56,071 55,689 55,372 55,120 54,932 54,807 54,745 54,745
HP Inc. SG&A expenses 5,368 5,178 5,080 4,973 5,061 5,038 5,021 5,009 5,003 5,003

Margin SG&A (% Revenues) 9.1% 9.4% 9.1% 8.9% 9.1% 9.1% 9.1% 9.1% 9.1% 9.1%
HP Inc. R&D expenses 1,499 1,601 1,587 1,560 1,577 1,570 1,565 1,561 1,560 1,560

Margin R&D (% Revenues) 2.6% 2.9% 2.8% 2.8% 2.8% 2.8% 2.8% 2.8% 2.8% 2.8%
Expenses related to brand management before tax 27,595 31,567 35,100 38,393 40,294 42,540 44,581 46,382 47,912 49,144
Taxes 5,795 6,629 7,371 8,063 8,462 8,933 9,362 9,740 10,062 10,320
Brand expenses after tax 21,800 24,938 27,729 30,331 31,832 33,607 35,219 36,642 37,851 38,824
Brand earnings with contribution ratio 17,020 15,997 17,615 17,562 18,171 18,572 18,882 19,092 19,199 19,201
Discount factor n.a 1.00 0.92 0.85 0.78 0.71 0.66 0.60 0.56 0.51
Present value of brand earnings n.a 15,997 16,197 14,849 14,128 13,278 12,413 11,541 10,672 9,814
Sum of present value of brand earnings 118,890
Terminal value 160,934
Discounted terminal value 82,260

Apple Inc. Brand Value ($m) 201,150
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Source: own analysis 

This method values Apple Inc.’s brand at $235,658m in comparison with Lenovo Group Limited 

and $201,150m in comparison with HP Inc. As commented before, it is in line with the third 

party benchmarks, but in practice is slightly undervalued, as it does not take into account the 

premium of the iPad and wearables segments. In this study, it should be remarked the crucial 

importance of the iPhone price premium and the recent alarm caused by declining sales. 

4.5.4.2. Comparison of gross margin 

 

This technique compares the gross business margin between Apple Inc. and the generic 

comparable firms. The rationale is that the branded firm benefits for market positioning and 

enjoys a higher volume. This condition translates in cost savings generated by economies of scale 

related to production, distribution and procurement. 

This method has fewer inputs than other income methods. Only the usual corporate tax rate, the 

WARA, the perpetual growth rate and the brand contribution ratio. In regard of the gross margin, 

operating profit divided by revenues, Apple Inc. has a 37.82%; Lenovo Group Limited, a 14.44%; 

and HP Inc., a 18.81% in 2019. Therefore, the branded firm clearly outperforms the unbranded 

companies. Some of the main causes are the brand effect, economies of scales, cost advantages, 

strong customer relationships and proprietary distribution channels.  

The methodology and the sensitivity analysis are presented as follow: 

Sensitivity Analysis

Comparison with HP Inc.

0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
4.75% 352,615 382,630 421,878 475,395 552,688 674,130 892,667 1,402,287 3,944,176
5.75% 281,974 298,609 319,159 345,187 379,222 425,630 492,657 597,968 787,476
6.75% 235,752 245,776 257,710 272,156 289,999 312,601 342,155 382,452 440,654
7.75% 203,531 209,932 217,357 226,073 236,449 249,009 264,524 284,175 309,872
8.75% 179,994 184,260 189,113 194,686 201,150 208,738 217,772 228,707 242,214
9.75% 162,160 165,097 168,391 172,109 176,340 181,197 186,832 193,447 201,322
10.75% 148,238 150,315 152,615 155,179 158,053 161,299 164,991 169,231 174,149
11.75% 137,096 138,595 140,241 142,055 144,066 146,306 148,818 151,654 154,881
12.75% 127,985 129,087 130,288 131,599 133,039 134,627 136,386 138,346 140,543
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Table 36. Apple Inc.’s comparison of gross margin valuation 

 

 

 

 

Source: own analysis 

Comparison with Lenovo Group Limited 

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Apple Inc. Gross Margin 37.82% 38.25% 38.60% 38.81% 43.25% 43.25% 43.25% 43.25% 43.25% 43.25%
Lenovo Group Limited Gross Margin 14.44% 15.53% 16.93% 16.59% 16.59% 16.59% 16.59% 16.59% 16.59% 16.59%
Gross Margin difference 23.38% 22.72% 21.68% 22.22% 26.67% 26.67% 26.67% 26.67% 26.67% 26.67%

Gross margin comparison

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Apple Inc. revenues 260,174 263,308 295,371 308,368 325,578 341,741 356,602 369,911 381,438 390,974
Pre-tax premium revenue 60,819 59,825 64,023 68,534 86,819 91,129 95,092 98,641 101,715 104,258
Taxes (12,772) (12,563) (13,445) (14,392) (18,232) (19,137) (19,969) (20,715) (21,360) (21,894)
Premium revenue after-tax 48,047 47,262 50,578 54,142 68,587 71,992 75,122 77,926 80,355 82,363
Premium attributable to the brand 14,414 14,178 15,173 16,243 20,576 21,598 22,537 23,378 24,106 24,709
Discount factor n.a 1.00 0.92 0.85 0.78 0.71 0.66 0.60 0.56 0.51
Present value of brand earnings n.a 14,178 13,952 13,734 15,998 15,441 14,816 14,132 13,400 12,630
Sum of present value of brand earnings 128,282
Terminal value 207,104
Discounted terminal value 105,859

Apple Inc. Brand Value ($m) 234,141

Sensitivity Analysis

Comparison with Lenovo Group Limited 

0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
4.75% 427,332 465,958 516,466 585,336 684,804 841,086 1,122,318 1,778,144 5,049,273
5.75% 336,883 358,292 384,737 418,232 462,032 521,754 608,010 743,533 987,410
6.75% 277,842 290,742 306,099 324,689 347,652 376,737 414,770 466,629 541,528
7.75% 236,800 245,037 254,592 265,809 279,161 295,325 315,291 340,580 373,648
8.75% 206,916 212,405 218,651 225,822 234,141 243,906 255,531 269,603 286,986
9.75% 184,355 188,135 192,373 197,158 202,603 208,854 216,105 224,618 234,751
10.75% 166,814 169,486 172,446 175,746 179,445 183,621 188,373 193,829 200,158
11.75% 152,835 154,764 156,882 159,217 161,804 164,687 167,920 171,569 175,722
12.75% 141,457 142,876 144,420 146,108 147,961 150,004 152,268 154,790 157,618
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Comparison with HP Inc.

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Apple Inc. Gross Margin 37.82% 38.25% 38.60% 38.81% 43.25% 43.25% 43.25% 43.25% 43.25% 43.25%
HP Inc. Gross Margin 18.81% 18.56% 17.72% 16.90% 16.90% 16.90% 16.90% 16.90% 16.90% 16.90%
Gross Margin difference 19.00% 19.69% 20.89% 21.91% 26.35% 26.35% 26.35% 26.35% 26.35% 26.35%

Gross margin comparison

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Apple Inc. revenues 260,174 263,308 295,371 308,368 325,578 341,741 356,602 369,911 381,438 390,974
Pre-tax premium revenue 49,444 51,857 61,695 67,554 85,784 90,043 93,959 97,465 100,503 103,015
Taxes (10,383) (10,890) (12,956) (14,186) (18,015) (18,909) (19,731) (20,468) (21,106) (21,633)
Premium revenue after-tax 39,061 40,967 48,739 53,368 67,770 71,134 74,227 76,998 79,397 81,382
Premium attributable to the brand 11,718 12,290 14,622 16,010 20,331 21,340 22,268 23,099 23,819 24,415
Discount factor n.a 1.00 0.92 0.85 0.78 0.71 0.66 0.60 0.56 0.51
Present value of brand earnings n.a 12,290 13,445 13,537 15,807 15,257 14,639 13,964 13,240 12,479
Sum of present value of brand earnings 124,660
Terminal value 204,636
Discounted terminal value 104,598

Apple Inc. Brand Value ($m) 229,258

Sensitivity Analysis

Comparison with HP Inc.

0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
4.75% 420,131 458,297 508,203 576,252 674,535 828,955 1,106,836 1,754,847 4,986,997
5.75% 330,764 351,918 378,047 411,144 454,421 513,432 598,660 732,569 973,539
6.75% 272,430 285,177 300,351 318,719 341,409 370,147 407,727 458,968 532,974
7.75% 231,881 240,020 249,461 260,544 273,738 289,709 309,437 334,425 367,099
8.75% 202,357 207,781 213,952 221,038 229,258 238,907 250,393 264,297 281,473
9.75% 180,068 183,803 187,991 192,719 198,099 204,276 211,441 219,852 229,865
10.75% 162,740 165,380 168,306 171,565 175,220 179,347 184,042 189,434 195,687
11.75% 148,931 150,838 152,931 155,238 157,794 160,643 163,837 167,443 171,546
12.75% 137,693 139,094 140,620 142,288 144,119 146,138 148,374 150,867 153,661
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This method values Apple Inc.’s brand at $234,141m in comparison with Lenovo Group Limited 

and $229,258m in comparison with HP Inc. Both brand values are quite similar, existing a 

consensus. In addition, the results are in line with the average of the third party benchmarks, 

$225,726m. 

4.5.4.3. Incremental cash flow 

 

This method determines the brand value as the income differential between the company with 

and without the brand. This technique relies on the DCF methodology. The main concept behind 

this approach is to identify and quantify the brand effect.  

This technique is based on the estimated operating free cash flow in the business plans. They are 

calculated as: 

𝐹𝐹𝐶𝐶𝐹𝐹 = 𝑁𝑁𝑅𝑅𝑃𝑃𝐴𝐴𝑇𝑇 + 𝐷𝐷&𝐴𝐴 − 𝐶𝐶𝐵𝐵𝑚𝑚𝑣𝑣𝑥𝑥 − ∆𝑊𝑊𝐶𝐶 

where 𝐹𝐹𝐶𝐶𝐹𝐹 is the operating free cash flow, 𝑁𝑁𝑅𝑅𝑃𝑃𝐴𝐴𝑇𝑇 is the net operating profit after tax, 𝐶𝐶𝐵𝐵𝑚𝑚𝑣𝑣𝑥𝑥 is 

capital expenditures, and ∆𝑊𝑊𝐶𝐶 is the change in working capital. 

Applying the DCF methodology to the FCF, we obtained an enterprise value for each firm. Then, 

we subtract the generic company value and apply the brand contribution rate of 30%. As 

commented before, instead of the recommended WARA, when is needed to discount the cash 

flows of the three companies, the WACC is used to be consistent. 

The methodology and the sensitivity analysis are presented as follow: 
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Table 37. Apple Inc.’s incremental cash flow valuation 

 

 

 

Source: own analysis 

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Apple Inc.

FCF 52,301 46,050 88,719 70,395 70,932 77,256 83,146 82,851 84,814 86,511
Discount factor (WACC 8.93%) n.a. 1.00 0.92 0.84 0.77 0.71 0.65 0.60 0.55 0.50
Present value of FCF n.a 46,050 81,445 59,326 54,878 54,871 54,212 49,591 46,605 43,640
Sum of PV of FCF 490,619
Terminal value 695,638
Discounted terminal value 350,911

Apple Inc. Enterprise value ($m) 841,530

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Lenovo Group Limited 

FCF 935 813 960 897 971 1,013 1,052 1,088 1,120 1,148
Discount factor (WACC 8.91%) n.a. 1.00 0.92 0.84 0.77 0.71 0.65 0.60 0.55 0.51
Present value of FCF n.a 813 881 756 752 720 687 652 616 580
Sum of PV of FCF 6,457
Terminal value 9,276
Discounted terminal value 4,687

Lenovo Group Limited Enterprise  11,144

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

HP Inc.

FCF 3,983 3,115 3,189 3,600 3,290 3,275 3,264 3,256 3,253 3,253
Discount factor (WACC 7.95%) n.a. 1.00 0.93 0.86 0.79 0.74 0.68 0.63 0.59 0.54
Present value of FCF n.a 3,115 2,954 3,090 2,615 2,412 2,227 2,058 1,904 1,764
Sum of PV of FCF 22,139
Terminal value 22,190
Discounted terminal value 12,034

HP Inc. Enterprise value ($m) 34,172

Brand valuation

Apple Inc. Brand Value with Lenovo comparable 249,116
Apple Inc. Brand Value with HP Inc. comparable 242,207

Sensitivity Analysis

Valuation with Lenovo Group Limited 

0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
4.93% 439,213 475,422 522,188 584,913 673,448 807,853 1,036,235 1,510,139 3,085,666
5.93% 351,473 371,899 396,936 428,343 468,906 523,313 600,107 716,687 914,782
6.93% 293,381 305,836 320,585 338,326 360,072 387,350 422,581 469,836 536,535
7.93% 252,560 260,582 269,851 280,684 293,511 308,940 327,852 351,575 382,215
8.93% 222,574 227,954 234,059 241,044 249,116 258,549 269,719 283,154 299,623
9.93% 199,761 203,485 207,651 212,342 217,665 223,755 230,793 239,018 248,757
10.93% 181,901 184,544 187,468 190,719 194,356 198,451 203,098 208,415 214,559
11.93% 167,577 169,492 171,591 173,902 176,457 179,299 182,478 186,057 190,118
12.93% 155,847 157,259 158,795 160,471 162,308 164,330 166,566 169,053 171,835

Valuation with HP Inc.

0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
4.93% 432,305 468,514 515,279 578,004 666,540 800,944 1,029,326 1,503,230 3,078,757
5.93% 344,564 364,990 390,027 421,434 461,998 516,404 593,199 709,779 907,873
6.93% 286,472 298,927 313,677 331,418 353,163 380,442 415,673 462,927 529,626
7.93% 245,652 253,674 262,943 273,775 286,603 302,032 320,943 344,667 375,307
8.93% 215,665 221,046 227,150 234,136 242,207 251,640 262,810 276,246 292,714
9.93% 192,852 196,576 200,742 205,434 210,756 216,847 223,885 232,109 241,848
10.93% 174,992 177,636 180,559 183,811 187,447 191,543 196,189 201,506 207,650
11.93% 160,668 162,583 164,683 166,993 169,549 172,390 175,569 179,149 183,210
12.93% 148,938 150,350 151,886 153,562 155,399 157,421 159,658 162,144 164,926
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This method values Apple Inc.’s brand at $249,116m in comparison with Lenovo Group Limited 

and $242,207m in comparison with HP Inc. As the previous method, both brand values are quite 

similar. In addition, the results are in line with the average of the third party benchmarks, 

$225,726m. 

4.5.4.4. Free cash flow less required return on non-brand related assets 

 

This technique, also used by Houlihan Advisors, calculates the brand values as the business free 

cash flow (FCF) of the firm minus the FCF attributable to non-brand related assets, whatever its 

type (Smith, 1997). 

This method subtracts the required return on assets employed to the FCF. Five types of assets are 

used: fixed assets and reported goodwill with a return equal to the WACC (8.93%), cash and cash 

equivalents and working capital requirement with a return equal to the risk-free rate (0.69%), and 

the reported intangible assets with a return equal to the WARA (8.75%). It is remarkable that in 

this case, Apple Inc. enjoys a negative working capital requirement. Once this total return is 

subtracted from the estimated operating free cash flows, the attributable to brand cash flow is 

calculated with the brand contribution margin, 30%. Finally, the DCF methodology is applied. 

The methodology and the sensitivity analysis are presented as follow: 

Table 38. Apple Inc.’s Houlihan Advisors valuation 

 

Required return per assets

Goodwill 8.93% Equal to the WACC
Intangible assets 8.75% Equal to the WARA
Fixed assets 8.93% Equal to the WACC
Cash and equivalents 0.69% Equal to the risk-free rate
Working capital requirement (WCR) 0.69% Equal to the risk-free rate

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

WCR (27,216) (24,418) (31,933) (32,298) (33,387) (34,869) (37,214) (38,256) (39,322) (40,358)
Fixed assets 37,378 35,968 36,020 35,036 34,803 32,729 30,045 26,814 23,109 19,013
Intangible assets 0 3,206 3,206 3,206 3,206 3,206 3,206 3,206 3,206 3,206
Goodwill 0 5,889 5,889 5,889 5,889 5,889 5,889 5,889 5,889 5,889
Cash and equivalents 50,224 24,639 49,226 66,564 133,484 160,549 199,308 244,152 296,203 341,374
Required return on assets employed 3,497 4,020 4,142 4,172 4,605 4,596 4,608 4,622 4,643 4,581
FCF 52,301 46,050 88,719 70,395 70,932 77,256 83,146 82,851 84,814 86,511
FCF attributable to brand 14,641 12,609 25,373 19,867 19,898 21,798 23,561 23,469 24,051 24,579
Discount factor n.a. 1.00 0.92 0.85 0.78 0.71 0.66 0.60 0.56 0.51
Present value of FCF attributable to brand n.a 12,609 23,331 16,798 15,471 15,584 15,490 14,187 13,370 12,563
Sum of PV of FCF attributable to brand 139,403
Terminal value 206,012
Discounted terminal value 105,301

Apple Inc. Brand Value ($m) 244,704
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Source: own analysis 

This method values Apple Inc.’s brand at $244,704m. A result in line with the previous income 

methods and the third party benchmarks.  

4.5.4.5. Income split 

 

This income technique measures the brand value as the sum of the economic profit attributable 

to the brand. In this manner, it begins with the net operating profit after tax (NOPAT) instead 

of with the operating cash flow. Then, the capital charge is calculated multiplying the WACC to 

the tangible capital employed. Afterwards, to the subtraction of these values, the brand 

contribution ratio of 30% is applied. Finally, the DCF procedure is put in use to the brand 

economic profit. 

The methodology and the sensitivity analysis are presented as follow: 

Table 39. Apple Inc.’s income split valuation 

 

Sensitivity Analysis

0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
4.75% 438,387 476,870 527,190 595,804 694,903 850,605 1,130,791 1,784,180 5,043,155
5.75% 347,922 369,243 395,579 428,937 472,557 532,034 617,935 752,903 995,778
6.75% 288,800 301,643 316,931 335,437 358,297 387,252 425,113 476,739 551,301
7.75% 247,643 255,840 265,348 276,510 289,798 305,882 325,751 350,916 383,823
8.75% 217,623 223,083 229,296 236,430 244,704 254,418 265,982 279,980 297,270
9.75% 194,913 198,672 202,886 207,644 213,058 219,274 226,484 234,949 245,025
10.75% 177,217 179,873 182,816 186,095 189,772 193,923 198,646 204,069 210,360
11.75% 163,080 164,997 167,101 169,421 171,991 174,856 178,067 181,693 185,819
12.75% 151,541 152,950 154,484 156,160 158,001 160,030 162,278 164,783 167,592

Perpetual growth rate (%)
D

is
co

un
t r

at
e 

(%
)

($m) 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

EBIT 63,930 62,500 72,701 75,272 77,690 84,621 88,420 91,843 94,832 97,333
Corporate taxes (%) (15.9%) (15.7%) (16.8%) (16.4%) (19.2%) (21.0%) (21.0%) (21.0%) (21.0%) (21.0%)

Tax to EBIT (10,193) (9,810) (12,218) (12,308) (14,942) (17,770) (18,568) (19,287) (19,915) (20,440)
NOPAT 53,737 52,690 60,483 62,965 62,747 66,851 69,852 72,556 74,918 76,893
Tangible capital employed 148,481 179,469 172,326 183,693 183,594 186,097 189,003 191,893 194,024 196,752
Capital charge (WACC 8.93%) 13,260 16,027 15,389 16,404 16,395 16,619 16,878 17,136 17,327 17,570
Intangible economic profit 40,477 36,663 45,094 46,560 46,352 50,232 52,973 55,420 57,591 59,323
Brand economic profit 12,143 10,999 13,528 13,968 13,906 15,070 15,892 16,626 17,277 17,797
Present value factor n.a. 1.00 0.92 0.85 0.78 0.71 0.66 0.60 0.56 0.51
Present value of brand economic profit n.a 10,999 12,440 11,811 10,812 10,774 10,448 10,051 9,604 9,097
Sum of PV of economic profit attributable to brand 96,034
Terminal value 149,169
Discounted terminal value 76,246

Apple Inc. Brand Value ($m) 172,280
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Source: own analysis 

This method values Apple Inc.’s brand at $172,280m. Slightly lower than the other income 

methods, but consistent with the third party benchmarks.   

 

Sensitivity Analysis

10% 15% 20% 25% 30% 35% 40% 45% 50%
4.93% 65,669 98,504 131,339 164,173 197,008 229,842 262,677 295,512 328,346
5.93% 63,609 95,413 127,217 159,022 190,826 222,630 254,434 286,239 318,043
6.93% 61,548 92,322 123,096 153,870 184,644 215,418 246,192 276,966 307,740
7.93% 59,487 89,231 118,975 148,718 178,462 208,206 237,949 267,693 297,437
8.93% 57,427 86,140 114,853 143,567 172,280 200,993 229,707 258,420 287,133
9.93% 55,366 83,049 110,732 138,415 166,098 193,781 221,464 249,147 276,830
10.93% 53,305 79,958 106,611 133,263 159,916 186,569 213,221 239,874 266,527
11.93% 51,245 76,867 102,489 128,112 153,734 179,357 204,979 230,601 256,224
12.93% 49,184 73,776 98,368 122,960 147,552 172,144 196,736 221,328 245,920

Brand Contribution Ratio (%)
C

ap
ita

l c
ha

rg
e 

(%
)
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5. Results and discussion on brand valuation 
 

The results of the application of brand valuation methodologies to Apple Inc. are: 

Table 40. Summary of Apple Inc.’s brand valuation results 

Brand valuation approaches Brand Value ($m) Lower Range ($m) Upper Range ($m) 
    
Cost approach    

Historical cost of creation 77,526 64,605 90,447 
Replacement cost 275,479 193,120 386,491 

Cost approach average 176,502 128,863 238,469 
    
Market approach    

Sales transactions comparison 294,998 281,990 308,007 
Royalty savings 219,322 164,365 296,061 
Differential of price to sales ratio    

     Damodaran method    

          Lenovo Group Limited 92,927 85,110 98,795 
          HP Inc. 80,215 72,398 86,082 
     Market method    

          Lenovo Group Limited 393,641 374,128 413,154 
          HP Inc. 374,284 354,771 393,797 
Market goodwill 380,448 342,403 418,493 

Market approach average 262,262 239,309 287,770 
 

   

Income approach    

Price premium    

     Lenovo Group Limited 235,658 199,608 295,256 
     HP Inc. 201,150 172,109 249,009 
Comparison of gross margin    

     Lenovo Group Limited 234,141 197,158 295,325 
     HP Inc. 229,258 192,719 289,709 
Incremental cash flow    

     Lenovo Group Limited 249,116 212,342 308,940 
     HP Inc. 242,207 205,434 302,032 
DCF Houlihan Valuation 244,704 207,644 305,882 
Income split 172,280 138,415 208,206 

Income approach average 226,064 190,678 281,795 
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Min 77,526   

Average 235,139   

Max 393,641   
 

   
Formulary approach    

Thirds party benchmarks    

Interbrand 234,241   

Brand Finance 153,634   

BrandZ 309,527   

Forbes 205,500   
 

   
Min 153,634   

Average 225,726   

Max 309,527   

Source: own analysis 

To have a visual representation, the brand values obtained has been plotted in the below graph. 

The last four symbols correspond to the third party benchmarks, helping to compare with the 

methods used. 

Source: own analysis 

The first insight of the brand valuation results is that most of the methods applied give similar 

results and are in line with third party benchmarks. Our brand valuation study values Apple Inc.’s 

Figure 7. Plotted summary of Apple Inc.’s brand valuation results ($m) 
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at $235,139m on average. A 17.19% of its market capitalization as of 11 May 2020. A close value 

to the $225,726 of benchmarks, an average of Interbrand, Brand Finance, BrandZ and Forbes 

formulary methods. An additional conclusion is that 6 of the 17 methods applied (35%) are 

outliers related to the maximum and minimum of third party benchmarks. A good indicator of 

the literature review done in chapter 2, as the outliers are methods that must give a floor, as the 

historical cost of creation, and a cap, as market method based on market capitalization, as 

differential of price to sales ratio and market goodwill. Consequently, without these deviations, 

our financial model values Apple Inc.’s brand at $232,284m, with a $172,280m minimum and a 

$294,998m maximum.  

The scope of this research paper is to understand in detail brand valuation and in specific, its 

application to a leading Information Technology firm as Apple Inc. Consequently, the key 

conclusions in addition to the brand value are classified in three main topics: the importance of 

the common hypotheses, the suitability of each approach and the estimation of the brand 

contribution. 

5.1. Discussion on common hypotheses 
 

In all financial valuation methods, taking the appropriate assumptions is key to obtain reliable 

and accurate results. In brand valuation, besides growth rates and margins, the two main 

hypotheses taken are the discount rates and the relevant generic comparable firms.  

On the one hand, the WACC or WARA are used in the 82% of methods employed. 

Consequently, their computation is a critical step in brand valuation. Rates that should be used 

appropriately in each method. Besides, it is important to highlight the importance of the 

sensitivity analysis, especially in high volatility times as the caused by COVID-19 pandemic. In 

this case study, each model has this analysis varying the key assumptions. In this sense, other 

estimations as the royalty rate are checked.  

To have a range of brand values, upper and lower limits are identified with the sensitivity analysis. 

These correspond to the maximum and minimum of adjacent cells to the center. For instance, for 

the replacement cost, the method fluctuates due to the WARA (8.75%) and the brand 

contribution ratio (30%). The upper range is the brand value with a WARA plus 1% and 



134 
 

contribution ratio plus 5%, and the minimum subtracting 1% and 5% respectively. Finally, the 

table below synthetizes the relevancy of assumptions in brand valuation. 

Source: own analysis 

The valuation ranges are variable. The methods with fewer assumptions as the historical cost of 

creation and sales transactions comparison are less prone to sensitivity. In addition, the valuation 

ranges of the royalty savings and the income approach match with the third party benchmarks in 

2018 and 2019. A good indicator of the methods more suitable to the specificities of Apple Inc. 

On the other hand, the choice of relevant generic firms is another crucial step. In the case of 

Apple Inc., it is very difficult to find generic peers with the same business and global exposure. 

Nonetheless, the selection of Lenovo Group Limited and HP Inc. provides coherent and reliable 

results. In all methods comparing with these companies, the difference between both is not 

significant. Moreover, the valuation related to Lenovo Group Limited always gives a slightly 

higher value. As commented before, the brand awareness of Lenovo Group Limited is lower than 

the attributed to HP Inc. In brief, the choice taken has proven to be valid, recommending to add 

more peers in further research. 

Figure 8. Sensitivity analysis of Apple Inc.’s brand valuation ($m) 
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5.2. Discussion on brand valuation methodologies 
 

In the chapter 2, advantages and disadvantages are identified for each method. Nonetheless, after 

the case study, it is necessary to analyze them again with the implementation know-how and 

results. The three general financial approaches have been applied: cost approach, market approach 

and income approach. In addition, the brand value of third parties based on the formulary 

approach has been used, such as Interbrand, Brand Finance, BrandZ and Forbes. Consequently, 

the consumer-based, composite economical, psychographic and behaviorally oriented approaches 

have not been employed. The choice was to study mainly the financial approaches, as they are the 

most widely used. Nonetheless, a hybrid approach with consumer-based techniques is 

recommended for further research. 

The conclusions for the three brand valuation approaches are: 

Cost approach 

This approach considers past brand development expenses. Both historical cost of creation and 

replacement cost methods are based on the addition of the historical advertising and R&D 

expenses. The main drawback faced was to establish the contribution of these expenses to brand 

development. Apple Inc. invest much of these cost on technology innovation and could fluctuate 

considerably through time. Moreover, they failed to capture the future economic value added by 

the brand. To sum up, this approach is easy to implement, but it is not recommended to value 

Apple Inc.’s brand. Its concepts are not suitable to a leading firm, which its growth is driven by 

unique technology products.  

The cost approach demonstrates the importance to study in detail the characteristics of the 

objective firm. Apple Inc. was founded in 1976, so the replacement cost is highly sensitivity to 

the time value of money. However, for the brand valuation of a start-up, this method could be 

very useful. Having more recent historical expenses and in the case of lack of financial estimates, 

this could provide a benchmark. Therefore, it is crucial to apply the appropriated brand valuation 

methods related to the specificities of each company. 
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Market approach 

This approach is based on sales transactions comparables, royalty savings and market information, 

as price to sales ratio. A main advantage and disadvantage have been identified. On the one hand, 

considering the market sentiment is highly appreciable for our case study, taking into account the 

increasing market capitalization during Tim Cook era. On the other hand, it is difficult to find 

relevant inputs, especially in the case of sales transactions comparison. Consequently, it is 

recommended to use the market approach for Apple Inc. 

Among the market approach, the royalty savings merits a separate comment. It is one of the brand 

valuation standards and widely used by practitioners. It is theoretically robust and it provides 

reliable results. Therefore, this technique is highly recommended for brand valuation. 

Income approach 

This approach is a good future indicator. This is crucial condition for a firm as Apple Inc. 

Considering future profit; it provides the best results in comparison with third party benchmarks. 

In addition, brand values obtained are consistent among different methods. This approach is 

widely used and it is studied in depth, as its base is the DCF methodology. Therefore, it is 

conceptually valid and ease of applicate. Nonetheless, the main disadvantage is that is sensitive to 

assumptions, as the discount rate and forecasts. Still, our experience makes us recommend this 

approach as the core of brand valuation.  

Even a case-by-case analysis has to be conducted, our final recommendation is to use a 

combination of market and income approaches. This could be valid for firms similar to Apple 

Inc., as other Information Technology leaders.   

As a summary, five factors have been selected to measure the suitability of the methods 

implemented. The criteria are: accuracy; sensitivity; subjectivity, measuring the possible bias and 

assumptions; ease of application, measuring the complexity of the modelling and the difficulty to 

gather the relevant inputs; and efficiency. In the table below, the summary is presented: 
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Table 41. Final analysis of brand valuation methodologies 

Brand valuation approaches Accuracy Sensitivity Subjectivity 
Ease of 

application 
Efficiency 

 
     

Cost approach      

Historical cost of creation Low Low Low High Low 
Replacement cost Low High Average High Low 
 

     
Market approach      

Sales transactions comparison Average Average Low Low Average 
Royalty savings High Average Low Average High 
Differential of price to sales ratio      
     Damodaran method Low High High Low Low 
     Market method Low Average Low High Average 
Market goodwill Low Low Low High Average 
 

     
Income approach      

Price premium High High High Low High 
Comparison of gross margin High Average Average High High 
Incremental cash flow High Average Average High High 
DCF Houlihan Valuation High High Average Average High 
Income split Average Average Average High High 

Source: own analysis 

As a corollary, it is important to have in mind that brand valuation is not standardized. 

Methodologies have been applied after an analysis of the brand, the firm and its sector. Likewise, 

all of them are complementary and its consolidation provides us a more solid result. 

5.3. Discussion on brand contribution 
 

One of the most controversial topics in brand valuation are the “black-box” methods. These are 

techniques not revealed and that jeopardize credibility in the sector. According to Salinas (2009), 

the brand contribution ratio, the proportion or percentage of undisclosed intangible assets 

attributable to the brand, is the main obscure element of these methods. This is an essential 

variable without a standardized procedure; even demand drivers or consumer-based techniques 

usually determine it. 
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Another interesting point of view, and complementary to Salinas’s insights, is that of the 

practitioners. In this sense, the foreword of the “Global Intangible Finance Tracker (GIFT)” 2019 

report written by David Haigh, CEO and founder of Brand Finance, is revealing3. With the 

objective of valuing brand value on world stock markets, he identified four important trends in 

the last decades: 

1. The absolute scale of global intangible assets and the high percentage of global 

enterprise value represented by intangible assets. 

2. The volatility of intangible asset values caused by changes in investor sentiment over 

time. 

3. The confusion created by some intangible assets appearing in balance sheets while most 

do not. 

4. The failure of IFRS 3 to adequately report the current real value of both internally 

generated and acquired intangibles. 

This opinion points out the volatility inherent to the intangible asset value and the importance of 

the internally generated assets, as the brand for Apple Inc. Consequently, an objective of the case 

study is to determine the brand contribution ratio attributable to Apple Inc. Our assumption was 

to establish a 30% and the results justify this estimation. The table below presents a sensitivity 

analysis of the methods in which this ratio is applied. Analyzing the brand values, the Apple Inc.’s 

brand contribution ratio is between 25% and 35%, with 30% as the most grounded value. This is 

one of key findings of this research paper. Nonetheless, some lines of further research have arisen. 

What is the contribution ratio of other intangible assets, such as technology-based, customer-

related and contract-based? How this brand contribution ratio evolves through time, as it is very 

sensitive to investors sentiment? This is a relevant financial reporting issue, not providing 

information about the fair value of internally generated intangible assets on the balance sheet. 

                                                      
3 Brand Finance. (2019, November). Global Intangible Finance Tracker (GIFT) 2019. Retrieved from: 
https://brandfinance.com/knowledge-centre/reports/global-intangible-finance-tracker-gift-2019/ 
[Accessed 25 May 2020]. 
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Figure 9. Apple Inc.’s brand contribution ratio sensitivity analysis 

 

Source: own analysis 

 

10% 15% 20% 25% 30% 35% 40% 45% 50%
Cost approach

Historical cost of creation 25,842 38,763 51,684 64,605 77,526 90,447 103,368 116,289 129,210
Replacement cost 91,826 137,739 183,653 229,566 275,479 321,392 367,305 413,218 459,132

Cost approach average 58,834 88,251 117,668 147,085 176,502 205,920 235,337 264,754 294,171

Market approach
Differential of price to sales ratio

Damodaran method
Lenovo Group Limited 30,976 46,464 61,952 77,440 92,927 108,415 123,903 139,391 154,879
HP Inc. 26,738 40,108 53,477 66,846 80,215 93,584 106,953 120,323 133,692

Market method
Lenovo Group Limited 131,214 196,820 262,427 328,034 393,641 459,247 524,854 590,461 656,068
HP Inc. 124,761 187,142 249,522 311,903 374,284 436,664 499,045 561,426 623,806

Market goodwill 126,816 190,224 253,632 317,040 380,448 443,856 507,264 570,672 634,080
Market approach average 88,101 132,151 176,202 220,252 264,303 308,353 352,404 396,454 440,505

Income approach
Price premium

Lenovo Group Limited 78,553 117,829 157,105 196,381 235,658 274,934 314,210 353,487 392,763
HP Inc. 67,050 100,575 134,100 167,625 201,150 234,675 268,200 301,725 335,250

Comparison of gross margin
Lenovo Group Limited 78,047 117,071 156,094 195,118 234,141 273,165 312,188 351,212 390,235
HP Inc. 76,419 114,629 152,839 191,048 229,258 267,468 305,677 343,887 382,096

Incremental cash flow
Lenovo Group Limited 83,039 124,558 166,077 207,597 249,116 290,635 332,155 373,674 415,193
HP Inc. 80,736 121,104 161,472 201,839 242,207 282,575 322,943 363,311 403,679

DCF Houlihan Valuation 81,568 122,352 163,136 203,920 244,704 285,489 326,273 367,057 407,841
Income split 57,427 86,140 114,853 143,567 172,280 200,993 229,707 258,420 287,133

Income approach average 75,355 113,032 150,710 188,387 226,064 263,742 301,419 339,096 376,774

Min 25,842 38,763 51,684 64,605 77,526 90,447 103,368 116,289 129,210
Average 77,401 116,101 154,802 193,502 232,202 270,903 309,603 348,303 387,004
Max 131,214 196,820 262,427 328,034 393,641 459,247 524,854 590,461 656,068

Brand Contribution Ratio (%)
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6. Conclusions 
 

Intangible assets represent a high percentage of global enterprises. In this sense, the brand is an 

important component of firms. Brand image and awareness play a principal role on their business 

and financials. Consequently, brand valuation is a vast field of research and the core of some 

practitioners. The aim of this research paper was to analyze in detail the brand valuation 

approaches and, in specific, related to a leading Information Technology firm, such as Apple Inc. 

An objective that is found relevant for researchers, customers, managers, investors, tax authorities, 

regulators and other parties. 

In the first part of this research paper, a theoretical analysis of the brand valuation approaches has 

been conducted. The financial-based approach; consumer-based approach; the composite 

economical, psychographic and behaviorally oriented approaches; and the formulary approach 

were studied in detail, identifying their advantages and disadvantages. Our conclusion of this part 

is that due to the customers’ brand associations; it is recommendable to combine financial and 

behavioural tools. In addition, even the methodologies are being improved, they lack 

specialization and, in some cases, the calculation of the brand contribution ratio is part of a “black-

box” technique.  

In the second part of this research paper, a case study on Apple Inc. has been performed. 

Consumers and practitioners identified its brand as a global leader. In addition, due to high 

innovation, other intangible assets, such as technology and contracts, were part of this analysis. 

In this manner, we measure Apple Inc.’s brand at $232,284m and determine a brand contribution 

ratio of 30%. The conclusions obtained from the application of the different methodologies are 

sensitive to the assumed hypotheses, the choice of generic comparable firms and the brand 

contribution ratio. Considering this, we recommend the market approach and the income 

approach, in terms of reliability and efficiency. Nonetheless, the brand valuation procedure has to 

be studied case-by-case.  

Finally, we strongly recommend including the fair value of internally generated intangible assets 

on the balance sheet in upcoming standards. Likewise, we advocate for transparent, universal and 

consistent brand valuation methodologies.  
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7. Further recommendations 
 

During the course of this paper, some topics for further research have arisen. These questions 

could improve this analysis or use it as a base. Brand valuation is a highly valued topic for many 

stakeholders and this research paper provides interesting insights. Consequently, we propose three 

relevant lines of further research: 

1. Intangible assets contribution 

One of the most controversial factor of brand valuation is the brand contribution. 

Therefore, more analysis is needed regarding this ratio. In addition, the study of the 

contribution attributed to other internally generated intangible assets, as technology and 

contracts, could be added. 

2. Information Technology-specific methodologies 

Information Technology firms or other companies that rely heavily on technology, such 

as Amazon.com Inc., top the global brand rankings. Therefore, the intangible assets 

represent a high percentage of their enterprise value, instead of tangible assets. Further 

research could be carried out on common methodologies and procedures for high-tech 

companies. 

3. Consumer-based approach 

As it has been discussed in the literature chapter, consumer techniques are crucial. 

Besides, formulary approaches conduct its own market research and consumers’ surveys. 

Therefore, a hybrid analysis could complement the insights of this paper. 

 



 
 

Appendices 

Appendix 1: Apple Inc.’s business plan 2015-2028 

 

Income Statement ($m) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A FY 2020 E FY 2021 E FY 2022 E FY 2023 E FY 2024 E FY 2025 E FY 2026 E FY 2027 E FY 2028 E

Revenues 233,715 215,639 229,234 265,595 260,174 263,308 295,371 308,368 325,578 341,741 356,602 369,911 381,438 390,974
% Growth n.a. (7.7%) 6.3% 15.9% (2.0%) 1.2% 12.2% 4.4% 5.6% 5.0% 4.3% 3.7% 3.1% 2.5%

Cost of Goods Sold (COGS) (140,089) (131,376) (141,048) (163,756) (161,782) (162,585) (181,350) (188,691) (184,761) (193,934) (202,367) (209,920) (216,461) (221,873)
% Growth n.a. (6.2%) 7.4% 16.1% (1.2%) 0.5% 11.5% 4.0% (2.1%) 5.0% 4.3% 3.7% 3.1% 2.5%
Margin COGS (% Revenues) 59.9% 60.9% 61.5% 61.7% 62.2% 61.7% 61.4% 61.2% 56.7% 56.7% 56.7% 56.7% 56.7% 56.7%

Operating Profit 93,626 84,263 88,186 101,839 98,392 100,724 114,021 119,678 140,817 147,808 154,235 159,992 164,977 169,102
% Growth n.a. (10.0%) 4.7% 15.5% (3.4%) 2.4% 13.2% 5.0% 17.7% 5.0% 4.3% 3.7% 3.1% 2.5%
Margin Operating Profit (% Revenues) 40.1% 39.1% 38.5% 38.3% 37.8% 38.3% 38.6% 38.8% 43.3% 43.3% 43.3% 43.3% 43.3% 43.3%

SG&A expenses (14,329) (14,194) (15,261) (16,705) (18,245) (19,882) (21,498) (22,976) (24,150) (25,235) (26,213) (27,068) (27,785) (28,349)
% Growth n.a. (0.9%) 7.5% 9.5% 9.2% 9.0% 8.1% 6.9% 5.1% 4.5% 3.9% 3.3% 2.6% 2.0%
Margin SG&A (% Revenues) 6.1% 6.6% 6.7% 6.3% 7.0% 7.6% 7.3% 7.5% 7.4% 7.4% 7.4% 7.3% 7.3% 7.3%

Research & Development (R&D) expenses (8,067) (10,045) (11,581) (14,236) (16,217) (18,463) (20,269) (21,949) (22,782) (23,913) (24,953) (25,884) (26,691) (27,358)
% Growth n.a. 24.5% 15.3% 22.9% 13.9% 13.9% 9.8% 8.3% 3.8% 5.0% 4.3% 3.7% 3.1% 2.5%
Margin R&D (% Revenues) 3.5% 4.7% 5.1% 5.4% 6.2% 7.0% 6.9% 7.1% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%

EBITDA 82,487 70,529 71,501 81,801 76,477 73,207 82,265 84,816 90,375 98,660 103,069 107,039 110,502 113,395
% Growth n.a. (14.5%) 1.4% 14.4% (6.5%) (4.3%) 12.4% 3.1% 6.6% 9.2% 4.5% 3.9% 3.2% 2.6%
EBITDA Margin (% Revenues) 35.3% 32.7% 31.2% 30.8% 29.4% 27.8% 27.9% 27.5% 27.8% 28.9% 28.9% 28.9% 29.0% 29.0%

D&A expenses (As reported) (11,257) (10,505) (10,157) (10,903) (12,547) (11,470) (12,163) (12,987) (12,198) (14,039) (14,649) (15,196) (15,669) (16,061)
% Growth n.a. (6.7%) (3.3%) 7.3% 15.1% (8.6%) 6.0% 6.8% (6.1%) 15.1% 4.3% 3.7% 3.1% 2.5%
Margin D&A (% Revenues) n.a. 4.9% 4.4% 4.1% 4.8% 4.4% 4.1% 4.2% 3.7% 4.11% 4.11% 4.11% 4.11% 4.11%

EBIT 71,230 60,024 61,344 70,898 63,930 62,500 72,701 75,272 77,690 84,621 88,420 91,843 94,832 97,333
% Growth n.a. (15.7%) 2.2% 15.6% (9.8%) (2.2%) 16.3% 3.5% 3.2% 8.9% 4.5% 3.9% 3.3% 2.6%
 EBIT Margin (% Revenues) 30.5% 27.8% 26.8% 26.7% 24.6% 23.7% 24.6% 24.4% 23.9% 24.8% 24.8% 24.8% 24.9% 24.9%

Non-Operating Net Interest Income (Expense) 2,188 2,543 2,878 2,446 1,385 (1,380) (1,198) (1,200) (1,259) (1,219) (1,226) (1,235) (1,227) (1,229)
% Growth n.a. 16.2% 13.2% (15.0%) (43.4%) (199.6%) (13.2%) 0.2% 4.9% (3.2%) 0.6% 0.7% (0.7%) 0.2%

Other Non-Operating Income (Expense) (903) (1,195) (133) (441) 422
EBT 72,515 61,372 64,089 72,903 65,737 61,121 71,503 74,072 76,430 83,402 87,194 90,608 93,606 96,104

% Growth n.a. (15.4%) 4.4% 13.8% (9.8%) (7.0%) 17.0% 3.6% 3.2% 9.1% 4.5% 3.9% 3.3% 2.7%
Margin EBT (% Revenues) 31.0% 28.5% 28.0% 27.4% 25.3% 23.2% 24.2% 24.0% 23.5% 24.4% 24.5% 24.5% 24.5% 24.6%

Corporate tax (19,121) (15,685) (15,738) (11,857) (10,481) (9,593) (12,017) (12,112) (14,700) (17,514) (18,311) (19,028) (19,657) (20,182)
Tax Rate (26.4%) (25.6%) (24.6%) (16.3%) (15.9%) (15.7%) (16.8%) (16.4%) (19.2%) (21.0%) (21.0%) (21.0%) (21.0%) (21.0%)
% Revenues (8.2%) (7.3%) (6.9%) (4.5%) (4.0%) (3.6%) (4.1%) (3.9%) (4.5%) (5.1%) (5.1%) (5.1%) (5.2%) (5.2%)

Net Income after taxes 53,394 45,687 48,351 61,046 55,256 54,077 61,519 63,572 65,537 65,888 68,883 71,581 73,948 75,922
Equity in Afiliates -- -- -- -- --
Net Income before extra items 53,394 45,687 48,351 61,046 55,256 54,077 61,519 63,572 65,537 65,888 68,883 71,581 73,948 75,922
Extraordinary items -- -- -- (1,515) --
Net Income 53,394 45,687 48,351 59,531 55,256 54,077 61,519 63,572 65,537 65,888 68,883 71,581 73,948 75,922

% Growth n.a. (14.4%) 5.8% 23.1% (7.2%) (2.1%) 13.8% 3.3% 3.1% 0.5% 4.5% 3.9% 3.3% 2.7%
Margin Net Income (% Revenues) 22.8% 21.2% 21.1% 22.4% 21.2% 20.5% 20.8% 20.6% 20.1% 19.3% 19.3% 19.4% 19.4% 19.4%
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Balance Sheet ($m) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A FY 2020 E FY 2021 E FY 2022 E FY 2023 E FY 2024 E FY 2025 E FY 2026 E FY 2027 E FY 2028 E

Non-Current Assets
Goodwill 5,116 5,414 -- -- -- 5,889 5,889 5,889 5,889 5,889 5,889 5,889 5,889 5,889
Net Intangible Assets 3,893 3,206 -- -- -- 3,206 3,206 3,206 3,206 3,206 3,206 3,206 3,206 3,206

Gross Intangible Assets 8,225 9,012 -- -- --
Adjustment to Net Intangible Assets -- -- -- -- --
Accumulated Intangible Amortization (4,332) (5,806) -- -- --

Net PP&E 22,471 27,010 33,783 41,304 37,378 35,968 36,020 35,036 34,803 32,729 30,045 26,814 23,109 19,013
Gross PP&E 49,257 61,245 75,076 90,403 95,957 106,017 118,231 130,234 142,199 154,164 166,129 178,094 190,059 202,024

Buildings 5,263 6,517 7,279 8,205 9,075
Land/Improvements 6,956 10,185 13,587 16,216 17,085
Machinery/Equipments 37,038 44,543 54,210 65,982 69,797

Accumulated Depreciation (26,786) (34,235) (41,293) (49,099) (58,579) (70,049) (82,211) (95,199) (107,397) (121,435) (136,085) (151,280) (166,950) (183,011)
Long Term Investments 164,065 170,430 194,714 170,799 105,341 138,070 121,706 129,888 125,797 127,842 126,819 127,331 127,075 127,203
Other Long Term Assets 5,422 8,757 18,177 22,283 32,978 36,276 39,903 43,894 48,283 53,111 58,423 64,265 70,691 77,760

Restricted Cash - Long Term -- -- -- -- 1,357
Other Long Term Assets 5,422 8,757 18,177 22,283 31,621

Total Non-Current Assets 200,967 214,817 246,674 234,386 175,697 219,409 206,724 217,912 217,977 222,777 224,382 227,504 229,971 233,072

Current Assets
Cash and Short Term Investments 41,601 67,155 74,181 66,301 100,557 31,323 32,921 62,027 166,000 160,549 199,308 244,152 296,203 341,374

Cash 11,389 8,601 7,982 11,575 12,204
Cash & Equivalents 9,731 11,883 12,307 14,338 36,640
Short Term Investments 20,481 46,671 53,892 40,388 51,713

Inventory 2,349 2,132 4,855 3,956 4,106 4,064 4,969 4,852 5,191 5,462 5,749 5,898 6,102 6,260
Net Total Receivables 30,343 29,299 35,673 48,995 45,804 42,920 50,150 53,449 55,525 57,811 60,874 63,231 64,973 66,577

Net Accounts Receivable - Trade 16,849 15,754 17,874 23,186 22,926
Other Receivables 13,494 13,545 17,799 25,809 22,878

Prepaid Expenses -- -- -- -- --
Other Current Assets 15,085 8,283 13,936 12,087 12,352 12,352 12,352 12,352 12,352 12,352 12,352 12,352 12,352 12,352

Restricted Cash - Current -- -- -- -- 23
Deferred Income Tax - Current Asset -- -- -- -- --
Other Current Assets 15,085 8,283 13,936 12,087 12,329

Total Current Assets 89,378 106,869 128,645 131,339 162,819 90,659 100,392 132,680 239,068 236,174 278,282 325,633 379,630 426,564

Total Assets 290,345 321,686 375,319 365,725 338,516 310,068 307,116 350,592 457,045 458,952 502,664 553,138 609,601 659,635

Equity
Shareholders Equity -- -- -- -- --
Common stock 27,416 31,251 35,867 40,201 45,174 37,781 39,958 41,786 43,029 43,029 43,029 43,029 43,029 43,029
Retained Earnings 92,284 96,364 98,330 70,400 45,898 28,993 15,459 18,787 140,359 193,069 248,176 305,440 364,599 425,337
Unrealized Gain (Loss) (653) 1,174 328 (3,209) 707 (1,251) (1,251) (1,251) (1,251) (1,251) (1,251) (1,251) (1,251) (1,251)
Other Comprehensive Income 308 (540) (478) (245) (1,291) (1,291) (1,291) (1,291) (1,291) (1,291) (1,291) (1,291) (1,291) (1,291)
Total Equity 119,355 128,249 134,047 107,147 90,488 64,232 52,874 58,031 180,846 233,556 288,662 345,927 405,086 465,824

Non-Current Liabilities
Long Term Debt 53,329 75,427 97,207 93,735 91,807 75,044 78,201 111,486 89,121 30,477 13,924 908 (7,591) (24,147)
Deferred Income Tax 24,062 26,019 31,504 -- --
Other Non-Current Liabilities 12,989 12,985 11,747 48,914 50,503 53,028 55,680 58,464 61,387 64,456 67,679 71,063 74,616 78,347
Total Non-Current Liabilities 90,380 114,431 140,458 142,649 142,310 128,073 133,881 169,950 150,508 94,933 81,603 71,970 67,025 54,199

Current Liabilities
Accounts Payable 35,490 37,294 44,242 55,888 46,236 49,639 56,834 59,289 61,120 65,010 67,990 70,366 72,363 74,366
Accrued Expenses 24,169 20,951 -- -- -- 6,396 1,794 2,341 3,089 4,053 3,121 3,486 3,769 3,902
Notes Payable/Short Term Debt 8,499 8,105 11,977 11,964 5,980 9,974 9,306 8,420 9,233 8,986 8,880 9,033 8,966 8,960
Current Port. of LT Debt/Capital Leases 2,500 3,500 6,496 8,784 10,260 8,513 9,186 9,320 9,006 9,171 9,166 9,114 9,150 9,143
Other Current Liabilities 9,952 9,156 38,099 39,293 43,242 43,242 43,242 43,242 43,242 43,242 43,242 43,242 43,242 43,242

Customer Advances 8,940 8,080 7,548 5,966 5,522 5,522 5,522 5,522 5,522 5,522 5,522 5,522 5,522 5,522
Income Taxes Payable -- -- -- -- --
Other Current Liabilities 1,012 1,076 30,551 33,327 37,720 37,720 37,720 37,720 37,720 37,720 37,720 37,720 37,720 37,720

Total Current Liabilities 80,610 79,006 100,814 115,929 105,718 117,764 120,361 122,612 125,691 130,462 132,399 135,240 137,491 139,613

Total Equity 119,355 128,249 134,047 107,147 90,488 64,232 52,874 58,031 180,846 233,556 288,662 345,927 405,086 465,824
Total Liabilities 170,990 193,437 241,272 258,578 248,028 245,836 254,242 292,561 276,199 225,396 214,002 207,211 204,516 193,812
Total Equity & Liabilities 290,345 321,686 375,319 365,725 338,516 310,068 307,116 350,592 457,045 458,952 502,664 553,138 609,601 659,635
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Historical data (Actuals)
Cash Flow Statement ($m) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A FY 2020 E FY 2021 E FY 2022 E FY 2023 E FY 2024 E FY 2025 E FY 2026 E FY 2027 E FY 2028 E

Operating Activities
Net Income 53,394 45,687 48,351 59,531 55,256 54,077 61,519 63,572 65,537 65,888 68,883 71,581 73,948 75,922
D&A 11,257 10,505 10,157 10,903 12,547 11,470 12,163 12,987 12,198 14,039 14,649 15,196 15,669 16,061
Deferred Taxes 1,382 4,938 5,966 (32,590) (340) 0 0 0 0 0 0 0 0 0
Non-Cash Items 3,586 4,696 4,674 4,896 5,416 4,995 5,102 5,171 5,090 5,121 5,127 5,113 5,120 5,120

Unusual Items -- -- -- -- --
Other Non-Cash Items 3,586 4,696 4,674 4,896 5,416 4,995 5,102 5,171 5,090 5,121 5,127 5,113 5,120 5,120

(Changes in Working Capital) 11,647 405 (4,923) 34,694 (3,488) (8,050) 28,288 6,446 7,952 8,332 10,610 7,064 6,192 5,521
Accounts Receivable (Changes) (3,124) 476 (6,347) (13,332) 3,176 (2,884) 7,230 3,299 2,076 2,286 3,063 2,357 1,742 1,604
Inventories (Changes) (238) 217 (2,723) 828 (289) (42) 905 (117) 339 272 286 150 204 158
Other Assets (Changes) (179) 1,055 (5,318) (423) 873 299 2,252 (141) 1,016 868 783 504 617 480
Accounts Payable (Changes) 5,400 2,117 8,966 9,175 (1,923) 3,403 7,195 2,456 1,831 3,890 2,980 2,375 1,998 2,003
Other Liabilities (Changes) 9,788 (3,460) 499 38,446 (5,325) (8,827) 10,707 949 2,690 1,017 3,498 1,677 1,632 1,276

Cash from Operating Activities 81,266 66,231 64,225 77,434 69,391 62,492 107,072 88,177 90,777 93,379 99,270 98,953 100,931 102,625

Investment Activities
Capital Expenditures (11,488) (12,734) (12,451) (13,313) (10,495) (10,060) (12,215) (12,003) (11,965) (11,965) (11,965) (11,965) (11,965) (11,965)

Purchase of Fixed Assets (11,247) (12,734) (12,451) (13,313) (10,495) (10,060) (12,215) (12,003) (11,965) (11,965) (11,965) (11,965) (11,965) (11,965)
Purchase/Acquisition of Intangibles (241) -- -- -- --

Other Investing Cash Flow Items (44,786) (33,243) (33,995) 29,379 56,391 11,632 15,974 16,310 2,816 12,088 12,088 12,088 12,088 12,088
Acquisition of Business (343) (297) (329) (721) (624)
Sale/Maturity of Investment 121,985 111,794 126,465 104,072 98,724
Purchase of Investments (166,402) (143,816) (160,007) (73,227) (40,631)
Other Investing Cash Flow (26) (924) (124) (745) (1,078)

Cash from Investing Activities (56,274) (45,977) (46,446) 16,066 45,896 1,572 3,760 4,308 (9,149) 123 123 123 123 123

Financing Activities
Financing Cash Flow Items (750) (1,570) (1,874) (2,527) (2,922)
Dividends Paid (11,561) (12,150) (12,769) (13,712) (14,119)
Net Issuance (Retirement) of Stock (34,710) (29,227) (32,345) (72,069) (66,116)

Sale/Issuance of Common 543 495 555 669 781
Repurchase/Retirement of Common (35,253) (29,722) (32,900) (72,738) (66,897)

Net Issuance (Retirement) of Debt 29,305 22,057 29,014 432 (7,819)
Net Short Term Debt 2,191 (397) 3,852 (37) (5,977)
Net Long Term Debt 27,114 24,954 28,662 6,969 6,963
Total Debt Reduction -- (2,500) (3,500) (6,500) (8,805)

Cash from Financing Activities (17,716) (20,890) (17,974) (87,876) (90,976) (89,649) (86,245) (75,147) (14,707) (66,437) (60,634) (54,231) (49,002) (57,576)

Foreign Exchange Effects -- -- -- -- -- 0 0 0 0 0 0 0 0 0

Net Change in Cash 7,276 (636) (195) 5,624 24,311 (25,585) 24,587 17,337 66,921 27,065 38,758 44,844 52,051 45,171

Net Cash - Beginning Balance (BoP) 13,844 21,120 20,484 20,289 25,913 50,224 24,639 49,226 66,564 133,484 160,549 199,308 244,152 296,203
Net Cash - Ending Balance (EoP) 21,120 20,484 20,289 25,913 50,224 24,639 49,226 66,564 133,484 160,549 199,308 244,152 296,203 341,374
Net Change in Cash 7276 (636) (195) 5,624 24,311 (25,585) 24,587 17,337 66,921 27,065 38,758 44,844 52,051 45,171

Thomson Reuters EIKON Estimates Soft Landing Forecast



145 
 

 

Sources: Thomson Reuters Eikon, own analysis 

Historical data (Actuals)
WCR ($m) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A FY 2020 E FY 2021 E FY 2022 E FY 2023 E FY 2024 E FY 2025 E FY 2026 E FY 2027 E FY 2028 E

Inventory 2,349 2,132 4,855 3,956 4,106 4,064 4,969 4,852 5,191 5,462 5,749 5,898 6,102 6,260
Net Total Receivables 30,343 29,299 35,673 48,995 45,804 42,920 50,150 53,449 55,525 57,811 60,874 63,231 64,973 66,577
Other Current Assets 15,085 8,283 13,936 12,087 12,352 12,651 14,903 14,762 15,779 16,646 17,429 17,933 18,550 19,030
Accounts Payable 35,490 37,294 44,242 55,888 46,236 49,639 56,834 59,289 61,120 65,010 67,990 70,366 72,363 74,366
Accrued Expenses 24,169 20,951 0 0 0 6,396 1,794 2,341 3,089 4,053 3,121 3,486 3,769 3,902
Other Current Liabilities 9,952 9,156 38,099 39,293 43,242 34,415 45,122 46,071 48,761 49,778 53,276 54,953 56,585 57,860
WCR (21,834) (27,687) (27,877) (30,143) (27,216) (24,418) (31,933) (32,298) (33,387) (34,869) (37,214) (38,256) (39,322) (40,358)
WCR (Change) n.a. (5,853) (190) (2,266) 2,927 2,798 (7,515) (365) (1,090) (1,482) (2,345) (1,042) (1,066) (1,036)

WCR (days) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A FY 2020 E FY 2021 E FY 2022 E FY 2023 E FY 2024 E FY 2025 E FY 2026 E FY 2027 E FY 2028 E

Inventory 4 4 8 5 6 6 6 6 6 6 6 6 6 6
Net Total Receivables 47 50 57 67 64 59 62 63 62 62 62 62 62 62
Other Current Assets 24 14 22 17 17 18 18 17 18 18 18 18 18 18
Accounts Payable 55 63 70 77 65 69 70 70 69 69 70 69 69 69
Accrued Expenses 38 35 0 0 0 9 2 3 3 4 3 3 4 4
Other Current Liabilities 16 15 61 54 61 48 56 55 55 53 55 54 54 54
WCR (34) (47) (44) (41) (38) (43) (42) (41) (41) (42) (41) (41) (41) (41)
WCR (Change) n.a. (13) 2 3 3 (5) 1 1 0 (1) 0 0 (0) (0)

Economic Balance Sheet ($m) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A FY 2020 E FY 2021 E FY 2022 E FY 2023 E FY 2024 E FY 2025 E FY 2026 E FY 2027 E FY 2028 E

Equity 119,355 128,249 134,047 107,147 90,488 64,232 52,874 58,031 180,846 233,556 288,662 345,927 405,086 465,824
Net Financial Debt 22,727 19,877 41,499 48,182 7,490 62,209 63,772 67,198 (58,639) (111,915) (167,338) (225,097) (285,677) (347,419)

Debt 64,328 87,032 115,680 114,483 108,047 93,531 96,693 129,226 107,361 48,634 31,969 19,055 10,526 (6,044)
Cash & Cash Equivalents 41,601 67,155 74,181 66,301 100,557 31,323 32,921 62,027 166,000 160,549 199,308 244,152 296,203 341,374

Other Non-Current Liabilities 37,051 39,004 43,251 48,914 50,503 53,028 55,680 58,464 61,387 64,456 67,679 71,063 74,616 78,347
Capital Invested 179,133 187,130 218,797 204,243 148,481 179,469 172,326 183,693 183,594 186,097 189,003 191,893 194,024 196,752

Fixed Assets 200,967 214,817 246,674 234,386 175,697 219,409 206,724 217,912 217,977 222,777 224,382 227,504 229,971 233,072
Operating WCR (21,834) (27,687) (27,877) (30,143) (27,216) (39,940) (34,398) (34,219) (34,384) (36,680) (35,379) (35,612) (35,947) (36,320)

Inventory 2,349 2,132 4,855 3,956 4,106 4,064 4,969 4,852 5,191 5,462 5,749 5,898 6,102 6,260
Net Total Receivables 30,343 29,299 35,673 48,995 45,804 42,920 50,150 53,449 55,525 57,811 60,874 63,231 64,973 66,577
Other Current Assets 15,085 8,283 13,936 12,087 12,352 12,352 12,352 12,352 12,352 12,352 12,352 12,352 12,352 12,352
Accounts Payable 35,490 37,294 44,242 55,888 46,236 49,639 56,834 59,289 61,120 65,010 67,990 70,366 72,363 74,366
Accrued Expenses 24,169 20,951 -- -- -- 6,396 1,794 2,341 3,089 4,053 3,121 3,486 3,769 3,902
Other Current Liabilities 9,952 9,156 38,099 39,293 43,242 43,242 43,242 43,242 43,242 43,242 43,242 43,242 43,242 43,242

Capital Employed 179,133 187,130 218,797 204,243 148,481 179,469 172,326 183,693 183,594 186,097 189,003 191,893 194,024 196,752

Free Cash Flow Calculation ($m) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A FY 2020 E FY 2021 E FY 2022 E FY 2023 E FY 2024 E FY 2025 E FY 2026 E FY 2027 E FY 2028 E

NOPAT 52,448 44,684 46,280 59,367 53,737 52,690 60,483 62,965 62,747 66,851 69,852 72,556 74,918 76,893
EBIT 71,230 60,024 61,344 70,898 63,930 62,500 72,701 75,272 77,690 84,621 88,420 91,843 94,832 97,333

Corporate taxes (%) (26.4%) (25.6%) (24.6%) (16.3%) (15.9%) (15.7%) (16.8%) (16.4%) (19.2%) (21.0%) (21.0%) (21.0%) (21.0%) (21.0%)
Tax to EBIT (18,782) (15,340) (15,064) (11,531) (10,193) (9,810) (12,218) (12,308) (14,942) (17,770) (18,568) (19,287) (19,915) (20,440)

(Change WC) 11,647 405 (4,923) 34,694 (3,488) (8,050) 28,288 6,446 7,952 8,332 10,610 7,064 6,192 5,521
D&A 11,257 10,505 10,157 10,903 12,547 11,470 12,163 12,987 12,198 14,039 14,649 15,196 15,669 16,061
CapEx (11,488) (12,734) (12,451) (13,313) (10,495) (10,060) (12,215) (12,003) (11,965) (11,965) (11,965) (11,965) (11,965) (11,965)
FCF 63,864 42,860 39,063 91,651 52,301 46,050 88,719 70,395 70,932 77,256 83,146 82,851 84,814 86,511
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Appendix 2: Lenovo Group Limited’s income statement business plan 2015-2028 
 

 
 

Sources: Thomson Reuters Eikon, own analysis 

Income Statement ($m) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A FY 2020 E FY 2021 E FY 2022 E FY 2023 E FY 2024 E FY 2025 E FY 2026 E FY 2027 E FY 2028 E

Revenues 46,296 44,912 43,035 45,350 51,038 49,657 50,612 53,264 55,813 58,228 60,482 62,546 64,396 66,006
% Growth n.a. (3.0%) (4.2%) 5.4% 12.5% (2.7%) 1.9% 5.2% 4.8% 4.3% 3.9% 3.4% 3.0% 2.5%

Cost of Goods Sold (COGS) (39,614) (38,288) (36,929) (39,078) (43,667) (41,944) (42,045) (44,430) (46,556) (48,571) (50,451) (52,173) (53,716) (55,058)
% Growth n.a. (3.3%) (3.5%) 5.8% 11.7% (3.9%) 0.2% 5.7% 4.8% 4.3% 3.9% 3.4% 3.0% 2.5%
Margin COGS (% Revenues) 85.6% 85.3% 85.8% 86.2% 85.6% 84.5% 83.1% 83.4% 83.4% 83.4% 83.4% 83.4% 83.4% 83.4%

Operating Profit 6,682 6,624 6,106 6,272 7,371 7,713 8,567 8,834 9,257 9,657 10,031 10,373 10,680 10,947
% Growth n.a. (0.9%) (7.8%) 2.7% 17.5% 4.6% 11.1% 3.1% 4.8% 4.3% 3.9% 3.4% 3.0% 2.5%
Margin Operating Profit (% Revenues) 14.4% 14.7% 14.2% 13.8% 14.4% 15.5% 16.9% 16.6% 16.6% 16.6% 16.6% 16.6% 16.6% 16.6%

SG&A expenses (4,185) (4,482) (4,533) (4,591) (4,867) (5,399) (5,366) (6,003) (6,092) (6,356) (6,602) (6,827) (7,029) (7,205)
% Growth n.a. 7.1% 1.1% 1.3% 6.0% 10.9% (0.6%) 11.9% 1.5% 4.3% 3.9% 3.4% 3.0% 2.5%
Margin SG&A (% Revenues) 9.0% 10.0% 10.5% 10.1% 9.5% 10.9% 10.6% 11.3% 10.9% 10.9% 10.9% 10.9% 10.9% 10.9%

Research & Development (R&D) expenses (1,221) (1,491) (1,362) (1,274) (1,266) (1,252) (1,246) (1,428) (1,426) (1,487) (1,545) (1,598) (1,645) (1,686)
% Growth n.a. 22.2% (8.7%) (6.5%) (0.6%) (1.1%) (0.5%) 14.6% (0.2%) 4.3% 3.9% 3.4% 3.0% 2.5%
Margin R&D (% Revenues) 2.6% 3.3% 3.2% 2.8% 2.5% 2.5% 2.5% 2.7% 2.6% 2.6% 2.6% 2.6% 2.6% 2.6%

EBITDA 1,716 679 1,414 1,125 1,976 2,233 2,207 2,451 2,504 2,610 2,736 2,813 2,899 2,975
% Growth n.a. (60.4%) 108.4% (20.4%) 75.6% 13.0% (1.1%) 11.0% 2.2% 4.3% 4.8% 2.8% 3.0% 2.6%
EBITDA Margin (% Revenues) 3.7% 1.5% 3.3% 2.5% 3.9% 4.5% 4.4% 4.6% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5%

D&A expenses (As reported) (608) (741) (742) (739) (799) (823) (818) (724) (862) (899) (934) (966) (995) (1,019)
% Growth n.a. 21.8% 0.2% (0.5%) 8.1% 3.1% (0.6%) (11.5%) 19.1% 4.3% 3.9% 3.4% 3.0% 2.5%
Margin D&A (% Revenues) n.a. 1.6% 1.7% 1.6% 1.6% 1.7% 1.6% 1.4% 1.54% 1.54% 1.54% 1.54% 1.54% 1.54%

EBIT 1,108 (62) 672 387 1,178 1,376 1,397 1,631 1,642 1,711 1,802 1,847 1,904 1,956
% Growth n.a. (105.6%) (1187.6%) (42.5%) 204.6% 16.8% 1.5% 16.8% 0.6% 4.2% 5.3% 2.5% 3.1% 2.7%
 EBIT Margin (% Revenues) 2.4% (0.1%) 1.6% 0.9% 2.3% 2.8% 2.8% 3.1% 2.9% 2.9% 3.0% 3.0% 3.0% 3.0%

Non-Operating Net Interest Income (Expense) (186) (237) (232) (263) (237) (405) (386) (375) (388) (383) (382) (384) (383) (383)
% Growth n.a. 27.6% (2.2%) 13.6% (9.8%) 70.7% (4.9%) (2.8%) 3.7% (1.4%) (0.2%) 0.6% (0.3%) 0.0%

EBT 922 (299) 441 124 940 971 1,012 1,257 1,253 1,328 1,420 1,463 1,521 1,573
% Growth n.a. (132.4%) (247.6%) (72.0%) 661.1% 3.3% 4.2% 24.2% (0.3%) 6.0% 6.9% 3.0% 4.0% 3.4%
Margin EBT (% Revenues) 2.0% (0.7%) 1.0% 0.3% 1.8% 2.0% 2.0% 2.4% 2.2% 2.3% 2.3% 2.3% 2.4% 2.4%

Corporate tax (134) (132) 41 (280) (199) (221) (237) (291) (266) (282) (301) (310) (323) (334)
Tax Rate (14.6%) 44.3% 9.2% (226.6%) (21.2%) (22.8%) (23.4%) (23.1%) (21.2%) (21.2%) (21.2%) (21.2%) (21.2%) (21.2%)
% Revenues (0.3%) (0.3%) 0.1% (0.6%) (0.4%) (0.4%) (0.5%) (0.5%) (0.5%) (0.5%) (0.5%) (0.5%) (0.5%) (0.5%)

Net Income 829 (128) 537 (189) 596 640 751 884 988 1,047 1,119 1,152 1,198 1,239
% Growth n.a. (115.5%) (519.0%) (135.3%) (415.0%) 7.4% 17.3% 17.7% 11.7% 6.0% 6.9% 3.0% 4.0% 3.4%
Margin Net Income (% Revenues) 1.8% (0.3%) 1.2% (0.4%) 1.2% 1.3% 1.5% 1.7% 1.8% 1.8% 1.8% 1.8% 1.9% 1.9%

Historical data (Actuals) Thomson Reuters EIKON Estimates Soft Landing Forecast
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Appendix 3: HP Inc.’s income statement business plan 2015-2028 
 

 

Sources: Thomson Reuters Eikon, own analysis 

Income Statement ($m) FY 2015 A FY 2016 A FY 2017 A FY 2018 A FY 2019 A FY 2020 E FY 2021 E FY 2022 E FY 2023 E FY 2024 E FY 2025 E FY 2026 E FY 2027 E FY 2028 E

Revenues 51,463 48,238 52,056 58,472 58,756 54,912 56,071 55,689 55,372 55,120 54,932 54,807 54,745 54,745
% Growth n.a. (6.3%) 7.9% 12.3% 0.5% (6.5%) 2.1% (0.7%) (0.6%) (0.5%) (0.3%) (0.2%) (0.1%) 0.0%

Cost of Goods Sold (COGS) (41,524) (39,240) (42,478) (47,803) (47,702) (44,721) (46,138) (46,276) (46,013) (45,803) (45,647) (45,543) (45,491) (45,491)
% Growth n.a. (5.5%) 8.3% 12.5% (0.2%) (6.2%) 3.2% 0.3% (0.6%) (0.5%) (0.3%) (0.2%) (0.1%) 0.0%
Margin COGS (% Revenues) 80.7% 81.3% 81.6% 81.8% 81.2% 81.4% 82.3% 83.1% 83.1% 83.1% 83.1% 83.1% 83.1% 83.1%

Operating Profit 9,939 8,998 9,578 10,669 11,054 10,191 9,933 9,413 9,360 9,317 9,285 9,264 9,254 9,254
% Growth n.a. (9.5%) 6.4% 11.4% 3.6% (7.8%) (2.5%) (5.2%) (0.6%) (0.5%) (0.3%) (0.2%) (0.1%) 0.0%
Margin Operating Profit (% Revenues) 19.3% 18.7% 18.4% 18.2% 18.8% 18.6% 17.7% 16.9% 16.9% 16.9% 16.9% 16.9% 16.9% 16.9%

SG&A expenses (12,185) (5,049) (4,376) (4,866) (5,368) (5,178) (5,080) (4,973) (5,061) (5,038) (5,021) (5,009) (5,003) (5,003)
% Growth n.a. (58.6%) (13.3%) 11.2% 10.3% (3.5%) (1.9%) (2.1%) 1.8% (0.5%) (0.3%) (0.2%) (0.1%) 0.0%
Margin SG&A (% Revenues) 23.7% 10.5% 8.4% 8.3% 9.1% 9.4% 9.1% 8.9% 9.1% 9.1% 9.1% 9.1% 9.1% 9.1%

Research & Development (R&D) expenses (3,502) (1,209) (1,190) (1,404) (1,499) (1,601) (1,587) (1,560) (1,577) (1,570) (1,565) (1,561) (1,560) (1,560)
% Growth n.a. (65.5%) (1.6%) 18.0% 6.8% 6.8% (0.9%) (1.7%) 1.1% (0.5%) (0.3%) (0.2%) (0.1%) 0.0%
Margin R&D (% Revenues) 6.8% 2.5% 2.3% 2.4% 2.6% 2.9% 2.8% 2.8% 2.8% 2.8% 2.8% 2.8% 2.8% 2.8%

EBITDA 7,756 4,126 4,231 4,635 4,931 4,546 4,634 4,856 4,663 4,668 4,690 4,645 4,650 4,655
% Growth n.a. (46.8%) 2.5% 9.5% 6.4% (7.8%) 1.9% 4.8% (4.0%) 0.1% 0.5% (0.9%) 0.1% 0.1%
EBITDA Margin (% Revenues) 15.1% 8.6% 8.1% 7.9% 8.4% 8.3% 8.3% 8.7% 8.4% 8.5% 8.5% 8.5% 8.5% 8.5%

D&A expenses (As reported) (4,061) (332) (354) (528) (744) (532) (519) (711) (585) (582) (580) (579) (578) (578)
% Growth n.a. (91.8%) 6.6% 49.2% 40.9% (28.5%) (2.4%) 37.0% (17.7%) (0.5%) (0.3%) (0.2%) (0.1%) 0.0%
Margin D&A (% Revenues) n.a. 0.7% 0.7% 0.9% 1.3% 1.0% 0.9% 1.3% 1.06% 1.06% 1.06% 1.06% 1.06% 1.06%

EBIT 3,695 3,794 3,877 4,107 4,187 3,890 4,076 4,290 4,078 4,086 4,109 4,066 4,072 4,076
% Growth n.a. 2.7% 2.2% 5.9% 1.9% (7.1%) 4.8% 5.2% (4.9%) 0.2% 0.6% (1.0%) 0.1% 0.1%
 EBIT Margin (% Revenues) 7.2% 7.9% 7.4% 7.0% 7.1% 7.1% 7.3% 7.7% 7.4% 7.4% 7.5% 7.4% 7.4% 7.4%

Non-Operating Net Interest Income (Expense) (388) (219) (311) (312) (242) (218) (228) (208) (218) (218) (215) (217) (217) (216)
% Growth n.a. (43.6%) 42.0% 0.3% (22.4%) (10.0%) 4.7% (8.6%) 4.6% 0.0% (1.5%) 1.0% (0.2%) (0.2%)

EBT 3,307 3,575 3,566 3,795 3,945 3,672 3,848 4,081 3,860 3,868 3,894 3,849 3,855 3,860
% Growth n.a. 8.1% (0.3%) 6.4% 4.0% (6.9%) 4.8% 6.1% (5.4%) 0.2% 0.7% (1.2%) 0.1% 0.1%
Margin EBT (% Revenues) 6.4% 7.4% 6.9% 6.5% 6.7% 6.7% 6.9% 7.3% 7.0% 7.0% 7.1% 7.0% 7.0% 7.1%

Corporate tax (730) (1,095) (819) 44 528 (604) (655) (674) (811) (812) (818) (808) (810) (811)
Tax Rate (22.1%) (30.6%) (23.0%) 1.2% 13.4% (16.4%) (17.0%) (16.5%) (21.0%) (21.0%) (21.0%) (21.0%) (21.0%) (21.0%)
% Revenues (1.4%) (2.3%) (1.6%) 0.1% 0.9% (1.1%) (1.2%) (1.2%) (1.5%) (1.5%) (1.5%) (1.5%) (1.5%) (1.5%)

Net Income 2,679 2,787 2,815 3,306 3,409 3,037 3,141 3,294 3,050 3,056 3,077 3,041 3,046 3,049
% Growth n.a. 4.0% 1.0% 17.4% 3.1% (10.9%) 3.4% 4.9% (7.4%) 0.2% 0.7% (1.2%) 0.1% 0.1%
Margin Net Income (% Revenues) 5.2% 5.8% 5.4% 5.7% 5.8% 5.5% 5.6% 5.9% 5.5% 5.5% 5.6% 5.5% 5.6% 5.6%

Historical data (Actuals) Soft Landing ForecastThomson Reuters EIKON Estimates



 
 

Appendix 4: Lenovo Group Limited’s common hypotheses and WACC 
 

 

 

Source: own analysis 

Income Statement Assumptions - Lenovo Group Limited Source

Perpetual Growth Rate 2.50%
Perpetual SG&A (% Revenues) 10.92% Mean of the estimates (2020-2022)
R&D (% Revenues) 2.55% Mean of the estimates (2020-2022)
D&A (% Revenues) 1.54% Mean of the estimates (2020-2022)
Corporate tax rate 21.21% Actual FY 2019

Market data

Stock data - Lenovo Group Limited Source

Corporate tax rate 21.21%
Market Capitalization (as of 12 May 2020) (HKDm) 52,384
Shares Outstanding (m) 12,015 Thomson Reuters Eikon (as of 12 May 2020)
Share Price (HKD) 4.36 Thomson Reuters Eikon (as of 12 May 2020)
HKD/USD 0.13 Bloomberg (as of 12 May 2020)
Market Capitalization (as of 12 May 2020) ($m) 6,759
Share Price ($) 0.56
Net Debt ($m) 2,920 Thomson Reuters Eikon (as of 12 May 2020)
Risk free rate 0.56% U.S. Risk-free rate (10 year government bond)
Cost of debt 13.97% Estimated from Financial Statement Analysis
Levered beta (β) - 5 year 1.12 Thomson Reuters Eikon (as of 12 May 2020)

Lenovo Group Limited Segments % Revenue ERP

Americas 33.12% 6.01%
EMEA 22.63% 8.10%
China 21.15% 7.39%
Rest of Asia Pacific 23.10% 8.96%
Total 100% 7.46%

Weighted Average Cost of Capital (WACC) - Lenovo Group Limited

Tax rate 21%
Equity ($m) 6,758,856,623
Net debt ($m) 2,920
Levered beta (β) - 5 year 1.12
Unlevered beta (β*) 1.12
Equity risk premium (ERP) 7.46%
Risk free rate 0.56%
Cost of equity 8.91%
Cost of debt 13.97%
Debt beta (βd) 1.80
Levered beta (β) 1.12
Cost of equity by CAPM method 8.91%
Cost of equity by Modigliani & Miller approach 8.91%
WACC 8.91%
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Appendix 5: HP Inc.’s common hypotheses and WACC 
 

 

 

Source: own analysis 

Income Statement Assumptions - HP Inc. Source

Perpetual Growth Rate 0.00%
Perpetual SG&A (% Revenues) 9.14% Mean of the estimates (2020-2022)
R&D (% Revenues) 2.85% Mean of the estimates (2020-2022)
D&A (% Revenues) 1.06% Mean of the estimates (2020-2022)
Corporate tax rate 21% U.S. corporate tax rate

Market data

Stock data - HP Inc. Source

Corporate tax rate 21% U.S. corporate tax rate
Market Capitalization (as of 12 May 2020) ($m) 22,047
Shares Outstanding (m) 1,430 Thomson Reuters Eikon (as of 12 May 2020)
Share Price ($) 15.42 Thomson Reuters Eikon (as of 12 May 2020)
Net Debt ($m) 600 Thomson Reuters Eikon Estimates
Risk free rate 0.69% U.S. Risk-free rate (10 year government bond)
Cost of debt 4.64% Estimated from Financial Statement Analysis
Levered beta (β) - 5 year 1.02 Thomson Reuters Eikon (as of 12 May 2020)

HP Inc. Segments % Net Sales ERP

U.S. 35.07% 6.01%
Asia 64.93% 7.75%
Total 100% 7.14%

Weighted Average Cost of Capital (WACC) - HP Inc.

Tax rate 21%
Equity ($m) 22,046,962,715
Net debt ($m) 600
Levered beta (β) - 5 year 1.02
Unlevered beta (β*) 1.02
Equity risk premium (ERP) 7.14%
Risk free rate 0.69%
Cost of equity 7.95%
Cost of debt 4.64%
Debt beta (βd) 0.55
Levered beta (β) 1.02
Cost of equity by CAPM method 7.95%
Cost of equity by Modigliani & Miller approach 7.95%
WACC 7.95%



150 
 

Appendix 6: Sensitivity analysis of Apple Inc.’s Damodaran model valuation 
 

 

Source: own analysis 

 

 

 

 

 

Sensitivity Analysis

Lenovo Group Limited with Damodaran method

2.8% 3.8% 4.8% 5.8% 6.8% 7.8% 8.8% 9.8% 10.8%
7 58,639 62,684 66,951 71,452 76,196 81,196 86,464 92,010 97,848
9 58,511 63,476 68,801 74,511 80,630 87,185 94,205 101,718 109,756
11 58,396 64,195 70,514 77,397 84,892 93,051 101,927 111,581 122,076
13 58,295 64,848 72,099 80,119 88,989 98,795 109,631 121,603 134,823
15 58,204 65,441 73,566 82,688 92,927 104,421 117,317 131,785 148,011
17 58,124 65,979 74,924 85,110 96,713 109,930 124,985 142,131 161,656
19 58,052 66,468 76,181 87,396 100,353 115,326 132,635 152,643 175,774
21 57,988 66,912 77,344 89,552 103,851 120,611 140,266 163,324 190,381
23 57,931 67,316 78,421 91,586 107,214 125,787 147,879 174,176 205,493

0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
4.93% 187,132 204,060 225,923 255,248 296,639 359,475 466,245 687,800 1,424,374
5.93% 144,673 154,314 166,130 180,953 200,098 225,776 262,020 317,042 410,535
6.93% 115,968 121,902 128,929 137,381 147,741 160,737 177,522 200,035 231,812
7.93% 95,406 99,263 103,721 108,930 115,098 122,518 131,612 143,020 157,754
8.93% 80,046 82,657 85,620 89,010 92,927 97,506 102,927 109,447 117,440
9.93% 68,198 70,023 72,063 74,361 76,968 79,951 83,398 87,426 92,196
10.93% 58,827 60,134 61,579 63,185 64,983 67,007 69,304 71,931 74,968
11.93% 51,261 52,216 53,263 54,415 55,689 57,106 58,692 60,477 62,502
12.93% 45,046 45,757 46,530 47,373 48,297 49,315 50,440 51,691 53,091

HP Inc. with Damodaran method

80,215 2.8% 3.8% 4.8% 5.8% 6.8% 7.8% 8.8% 9.8% 10.8%
7 45,926 49,971 54,239 58,739 63,484 68,484 73,751 79,298 85,136
9 45,798 50,763 56,089 61,799 67,918 74,473 81,492 89,005 97,043
11 45,684 51,482 57,801 64,684 72,180 80,338 89,215 98,869 109,364
13 45,582 52,136 59,386 67,407 76,277 86,082 96,919 108,891 122,110
15 45,492 52,729 60,853 69,975 80,215 91,708 104,605 119,073 135,299
17 45,411 53,267 62,211 72,398 84,001 97,218 112,273 129,419 148,944
19 45,340 53,756 63,469 74,684 87,640 102,614 119,922 139,931 163,061
21 45,276 54,200 64,632 76,840 91,139 107,899 127,553 150,612 177,668
23 45,219 54,603 65,709 78,874 94,502 113,074 135,167 161,464 192,781

0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
4.93% 174,420 191,348 213,211 242,536 283,927 346,762 453,533 675,088 1,411,662
5.93% 131,961 141,601 153,418 168,241 187,385 213,063 249,308 304,329 397,823
6.93% 103,256 109,190 116,217 124,669 135,029 148,025 164,810 187,322 219,099
7.93% 82,694 86,551 91,009 96,218 102,386 109,805 118,899 130,308 145,042
8.93% 67,333 69,945 72,907 76,298 80,215 84,793 90,214 96,735 104,728
9.93% 55,486 57,310 59,351 61,648 64,255 67,238 70,685 74,714 79,484
10.93% 46,115 47,421 48,866 50,473 52,271 54,295 56,591 59,219 62,256
11.93% 38,548 39,504 40,550 41,703 42,977 44,394 45,979 47,764 49,790
12.93% 32,334 33,045 33,817 34,661 35,585 36,602 37,727 38,979 40,378
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Appendix 7: Sensitivity analysis of Apple Inc.’s market price to sales ratio valuation 
 

 

Source: own analysis 

Appendix A: Ethical, economic, social and environmental aspects 
 

In our digital era, the importance of intangible assets has disrupted the traditional view of 

enterprises. In the last decades, this type of assets has risen considerably, replacing tangible assets 

as the main source of business value. In this sense, brands are a key factor to enjoy a sustainable 

long-term growth. An asset historically associated to marketing, but now a hot topic for financial 

academics and practitioners.  

This research paper aims to provide an analysis of the existing brand valuation approaches, 

especially in relation to the Information Technology sector. In this manner, the main objective of 

this thesis is to emphasize the relevance of brand valuation and address its challenges. An analysis 

with the purpose of develop transparent, universal and consistent brand valuation methodologies. 

Lenovo Group Limited with market data

Brand Value ($m)
393,641 0

4.17x 315,588
4.42x 335,102
4.67x 354,615
4.92x 374,128
5.17x 393,641
5.42x 413,154
5.67x 432,667
5.92x 452,180
6.17x 471,693

HP Inc. with market data

Brand Value ($m)
374,284 0

4.17x 296,232
4.42x 315,745
4.67x 335,258
4.92x 354,771
5.17x 374,284
5.42x 393,797
5.67x 413,310
5.92x 432,823
6.17x 452,336
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This research project is fully committed with the practical application of engineering, social and 

environmental impacts, the professional ethics, responsibility and standards of practical 

application of engineering, as well as project and risk management practices, with a concise 

understanding of their limitations. The main ethical, economic, social and environmental aspects 

impacted by this research paper are: 

• Ethical impact 

Under IFRS 3, only acquired intangible assets in transaction can be disclosed in the 

bidding firm’s consolidated balance sheet. Consequently, the lack of credibility of some 

brand valuation models and assumptions, as the brand contribution, and the opaqueness 

of financial reporting related to undisclosed intangibles assets are some ethical challenges 

of this financial valuation. This research paper has the purpose of develop transparent, 

universal and consistent brand valuation methodologies. Therefore, increasing the 

confidence of investors and other stakeholders. 

• Economic impact 

Brand valuation has four main economic incentives, each of them reinforced by the 

analysis and the case study developed in this project: 

o Measure marketing performance: quantify the return of advertising expenses and 

study the impact of marketing as a financial investment. 

o Justify share prices: to solve the gap between market prices and company book 

values. It is clear that a well establish brand has a reputational and trust effect on 

market sentiment. 

o Value brands transactions: part of an acquisition, the brand has to be valued to 

pay a premium and analyze the synergies. From weak to strong brands, they have 

to be reported in a purchasing transaction. 

o Improve tax management: legal control of brands and its taxation in different 

jurisdictions could lead to tax efficiencies. 
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• Social impact 

Society can benefit with fairer financial markets. Our results and analysis of the 

Information Technology sector provides a reference for the value of unreported intangible 

assets. A helpful insight to improve auditing standards. In short, we strongly recommend 

including the fair value of internally generated intangible assets on the balance sheet in 

upcoming standards.  

 

Appendix B: Budget analysis 
 

 

Source: own analysis 

Labor costs (Direct costs) Hours €/Hour Total
900 15 € 13,500 €

Material resources (Direct costs) Price Use (Months) Amortization (Years) Total
PC (Software included) 1,400 € 8 5 187 €
Other -- -- -- --
Total costs of material resources 187 €
Direct costs 13,687 €
General expenses (Indirect costs) 15% 2,053 €
Industrial benefit 6% 944 €
Subtotal 16,684 €
VAT 21% 3,504 €
Total 20,188 €

over Direct costs
over Direct costs and Indirect costs
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