
INVISIBLE, YET INVALUABLE: 
INTANGIBLE ASSETS!

Just because you cannot see it…
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The Accounting Obsession with 
Intangibles!

¨ Accounting has historically done a poor job dealing with 
intangible assets, and as the economy has transitioned 
away from a manufacturing-dominated twentieth 
century to the technology and services focused economy 
of the twenty first century, that failure has become more 
apparent. 

¨ The resulting debate among accountants about how to 
bring intangibles on to the books has spilled over into 
valuation practice, and many appraisers and analysts are 
wrongly, in my view, letting the accounting debate affect 
how they value companies.
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Intangibles in Value: A Historical 
Perspective
¨ While the debate about intangibles, and how best to value them, is 

relatively recent, it is unquestionable that intangibles have been a 
part of valuation, and the investment process, through history. 
¤ An analyst valuing General Motors in the 1920s was probably attaching a 

premium to the company, because it was headed by Alfred Sloan, viewed 
then a visionary leader, just as an investor pricing GE in the 1980s was 
arguing for a higher pricing, because Jack Welch was engineering a rebirth 
of the company. 

¤ Even a cursory examination of the the Nifty Fifty, the stocks that drove US 
equities upwards in the early 1970s, reveals companies with significant 
value from intangible assets. 

¨ Among many old-time value investors, especially in the Warren 
Buffet camp, the importance of having "good management' 
and moats (competitive advantages, many of which are intangible) 
represented an acceptance of to how critical it is that we 
incorporate these intangible benefits into investment decisions.

about://


The Rise of Intangibles!
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The Rise of Intangibles: Largest Market 
Cap Firms
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And in companies going public…
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With consequences for value and 
investors…



The Accounting Stuggle!
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The Accounting Debate on Intangibles
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The Link to Expensing…
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The Original Sin…

¨ If you follow accounting first principles, any expense that 
creates benefits over many years should be treated as a 
capital expense, whereas expenses that show up entirely 
(or almost entirely) as this year’s income should be an 
operating expense.

¨ Accounting claims to be consistent in this treatment, but 
it is not and especially so with expenses associated with 
intangibles, including:
¤ R&D expenses (Pharmaceutical & Technology firms)
¤ Exploration costs (Commodity companies)
¤ Advertising to build up brand (consumer product firms)
¤ Recruiting & training expenses (consulting)
¤ Acquiring new subscribers/users (platform)
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Extending beyond R&D…

Aswath Damodaran

1. Exploration costs at natural resource companies, since even if successful, the
reserves found will not add to revenues or income until years into the future.

2. Advertising expenses to build brand name at consumer product companies, and
especially so at companies (like Coca Cola) that are dependent on brand name for
both growth and pricing power. Note that not all business advertising is for
building brand name, and capitalizing brand-name advertising will require
separating advertising expenses into portions intended to sustain and increase
current sales (operating expense) and for building brand name (capital expense).

3. Use/Subscriber acquisition costs at user or subscriber-based firms, at companies
that have built their value propositions around user or subscriber numbers. Note
that the capitalization effect will depend on how long an acquired subscriber or
user will stay with the business, with longer customer lives creating a bigger
impact, from correction.

4. Employee recruiting and training expenses at consulting and human-capital driven
firms, since their growth depends, in large part, on their employee quality and
retention. Here again, the effect of capitalizing employee-related expenses will
depend on employee tenure, with longer tenure creating a bigger effect, when
the correction is made.
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Pricing and Investment Consequences

Aswath Damodaran
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Progress on Intangibles?
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Not really…
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And the Market Cap gap persists…
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Accounting and Intangibles: A “Biased” 
Summation…

¨ The accounting obsession with intangibles, and how best 
to deal with them, has not translated into material 
changes on balance sheets, at least with GAAP in the 
United States. 

¨ It is true that IFRS has moved faster in bringing intangible 
assets on to balance sheets, albeit not always in the 
most sensible ways, but even with those rules in place, 
progress on bringing intangible assets onto balance 
sheets has been slow.

¨ The problem for accounting is the fixation on showing 
intangibles on balance sheets, rather than dealing with 
them on the statements that matter – income and cash 
flow statements.



An Intrinsic Value of Intangibles!
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An Intrinsic Value View of Intangibles

¨ I have often been accused of giving short shrift to 
intangible assets, because I don't have a session 
dedicated to valuing intangibles, in my valuation class, 
and I don't have entire books, or even chapters of my 
books, on the topic. 

¨ While it may seem like I am in denial, given how much 
value companies derive from assets you cannot see, I 
have never felt the need to create new models, or even 
modify existing models, to bring in intangibles. 

¨ If you do intrinsic valuation right, intangibles should be, 
with imagination and very little modification of existing 
models, already in your intrinsic value.
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Intrinsic Valuation 101

¨ To understand intrinsic value, it is worth starting with the 
simple equation that animates the estimation of value, for an 
asset with n years of cash flows:

¨ When valuing a business, where cash flows could last for
much longer (perhaps even forever), this equation can be
adapted:

¨ In this equation, for anything, tangible or not, has to show up
in either the expected cash flows or in the risk (and the
resulting discount rate); that is my "IT" proposition.
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Intangibles in Intrinsic Value
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Qualifiers and Complexities

¨ This approach to intangibles also allows you to separate valuable
intangibles from wannabe intangibles, with the latter, no matter
how widely sold, having little or no effect on value.
¤ Thus, a company that claims that it has a valuable brand name, while delivering

operating margins well below the industry average, really does not, and
¤ the effect of ESG on value, no matter what its advocates claim, is non-existent.

¨ It is true that this approach to valuing intangibles works best for a
company with a single intangible, whether it be brand name or
customer loyalty, where the effect is isolated to one of the value
drivers.

¨ It becomes more difficult to use for companies, like Apple, with
multiple intangibles (brand name, styling, operating system, user
platform).
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1. The Value of a Brand Name

¨ While	there	are	some	who	bunch	together	all	of	the	competitive	
advantages	possessed	by	a	company	into	the	“brand	name”	
category,	I	think	we	are	better	served	isolating	brand	name	
from	other	competitive	advantages.	

¨ Consequently,	I	have	a	narrow	definition	of	the	power	of	a	
brand	name,	which	I	am	sure	that	some	of	you	will	take	issue	
with.	The	power	of	a	brand	name	is	that	it	allows	you to	charge	
a	higher	price	than	your	competition,	for	an	identical	or	
almost	identical	product.

¨ Bottom	line:	The	test	of	whether	a	brand	name	has	value	lies	
in	a	company’s	pricing	power,	and	its	effect	on	profit	
margins.
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Is there brand name value?

Price = $2.50 Price  = $4.00
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How about here?
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Valuing Brand Name at Coca Cola!

Coca Cola With Cott Margins

Current Revenues = $21,962.00 $21,962.00 

Length of high-growth period 10 10

Reinvestment Rate  = 50% 50%

Operating Margin (after-tax) 15.57% 5.28%

Sales/Capital (Turnover ratio) 1.34 1.34

Return on capital (after-tax) 20.84% 7.06%

Growth rate during period (g) = 10.42% 3.53%

Cost of Capital during period  = 7.65% 7.65%

Growth rate in steady state = 4.00% 4.00%

Return on capital = 7.65% 7.65%

Reinvestment Rate = 52.28% 52.28%

Cost of Capital = 7.65% 7.65%

Value of Firm = $79,611.25 $15,371.24 
Aswath Damodaran
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Do you agree with these rankings?
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2. The Value of a Franchise 

¨ A franchise in sports or entertainment gives you 
exclusive rights to operate in that sport or make 
content based upon the entertainment franchise.

¨ The value of a franchise is a direct function of the 
revenues that you will receive from that franchise. 
With both sports and entertainment, change is in 
the air:
¤ With sports, the business model has shifted away from 

filling stadiums to media contracts (TV -> Streaming)
¤ With entertainment, the center of gravity is moving from 

making movies/TV shows to streaming. 
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Valuing an Entertainment Franchise: Star 
Wars

Discounted back 
@ 7.61% cost of 

capital of 
entertainment 

companies

Add on $ 
per box 
office $

Main Movies
World Box office of $1.5 billion, 

adjusted for 2% inflation.

Spin Off Movies
World Box office is 50% of 

main movies.

Operating Margin
20.14% for movies

15% for non-movies
30% tax rate

Assumes that revenues from add ons 
continue after 2020, growing at 2% a year, 

with 15% operating margin

Star Wars Franchise Valuation: December 2015

Aswath Damodaran
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The Movie Business: Status Quo

Aswath Damodaran
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The Rise of Netflix

Aswath Damodaran



33

Cord Cutting…
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And streaming content…
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The Streaming Effect on Revenues
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On Profits…

Aswath Damodaran
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What the future holds…

Aswath Damodaran
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Revaluing Star Wars!

¨ If you were valuing Star Wars as a franchise today, 
you would have to value it very differently, with 
streaming revenues taking the place of movie 
theater revenues.

¨ The difference is that unlike the old model, where 
theater revenues while volatile, were measurable 
and predictable, the revenues in a streaming model 
are much more difficult to isolate and estimate. 
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Valuing a Sports Franchise: The 
Washington Commanders!

Washington: 2022 
Numbers

With NFL Median 
Values

With Dallas-level 
Margins

Revenues $544.00 $544.00 $544.00
EBIT margin 23.90% 25.46% 42.87%
EBIT $130.00 $138.51 $233.21
Taxes $32.50 $34.63 $58.30
EBIT (1-t) $97.50 $103.89 $174.91
Reinvestment $14.63 $15.58 $26.24
FCFF $82.88 $88.30 $148.67

ROIC 40.00% 40.00% 40.00%
Risk free rate 4.00% 4.00% 4.00%
Cost of capital 8.00% 8.00% 8.00%
Expected growth rate next 10 
years 6.00% 6.00% 6.00%
Expected growth rate after year 10 4.00% 4.00% 4.00%

Value of team $2,493.86 $2,657.20 $4,473.87
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Changing Business Models
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With media at its center…
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And rising player costs keeping profitability 
in check…
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Price versus Value
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An Example: Price versus Value- Ballmer 
buys Clippers for $ 2 billion (in 2014)
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Pricing disconnect rising over time…
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The Influx of Billionaire Owners



47

And here’s why…
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Sports franchises are trophy assets

¨ Scarcity: Sports franchises are the ultimate trophy assets, since 
they are scarce and owning them not only allows you to live out 
your childhood dreams, but also gives you a chance to indulge your 
friends and family, with front-row seats and player introductions. 

¨ Sovereign Trophies: It also explains the entry of sovereign wealth 
funds, especially from the Middle East, into the ownership ranks, 
especially in the Premier League. 

¨ Winner-take-all Economics: If you couple this reality with the fact 
that winner-take-all economies of the twenty-first century deliver 
more billionaires in our midst, you can see why there is no 
imminent correction on the horizon for sports franchise pricing. 

As long as the number of billionaires exceeds the number of sports 
franchises on the face of the earth, you should expect to see fewer 
and fewer owners like the Rooneys and more and more like the 
Steves (Cohen and Ballmer).
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3. Valuing a business with many 
intangibles!

¨ An intangible asset is easier to value, if it stands 
alone in a business. When a business has multiple 
intangibles, it is easier to value all of the intangibles 
(as a bundle) but separating them into individual 
intangible valuations is more difficult.

¨ That said, you can try to separate out where an 
intangible is most likely to show up in a company’s 
numbers and try to break it into individual 
components.
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Valuing intangibles in a company: 
Birkenstock for its IPO in 2023
¨ Birkenstock was founded in 1774 by Johann Adam Birkenstock, a Germany

cobbler, and it stayed a family business for much of its life. In the decades
following its founding, the company modified and adapted its footwear
offerings, modifying its product line, adding flexible insoles in 1896 and
pioneering arch supports in 1902.
¤ In 1963, the company introduced its first fitness sandal, the Madrid, and sandals now

represent the heart of Birkenstock's product line.

¤ Along the way, serendipity played a role in the company's expansion. In 1966, a Californian
named Margot Fraser, when visiting her native Germany, convinced Karl Birkenstock to try
selling the company's sandals in California.

¨ That proved timely, since people protesting against the war and society's ills
latched on to these sandals, making them them symbolic footwear for the
rebellious.

¨ in the 1990s, the brand had a rebirth, when a very young Kate Moss wore it
for a cover story, and it became a hot brand, especially on college campuses.
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The first lucky break: The Hippies wear 
Birkenstock!
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And another…



53

Products and Customers



New Management and Growth 
Rediscovered
¨ In 2012, when the 

family, facing 
internal strife, 
turned control of 
the company over 
to outside 
managers, 
choosing Markus 
Bensberg, a 
company veteran, 
and Oliver 
Reichert, a 
consultant, as co-
CEOs of the 
company.
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The Payoff!
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One reason for the growth turnaround..
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Birkenstock: Industry Background
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A Narrower List of Peers…
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Birkenstock’s Intangibles

1. Brand Name: It is undeniable that Birkenstock not only has a brand name, in
terms of recognition and visibility, but has the pricing power and operating
margins to back up that brand name.

2. Celebrity Customer Base: Birkenstock attracts celebrities in different age groups,
from Gwyneth Paltrow & Heidi Klum to Paris Jackson & Kendall Jenner, and more
impressively, it does so without paying them sponsorship fees. If the best
advertising is unsolicited, Birkenstock clearly has mastered the game.

3. Good Management: Birkenstock seems to have struck gold with Oliver Reichert.
Not only has he steered the company towards high growth, but he has done so
without upsetting the balance that lies behind its brand name.

4. The Barbie Buzz: Margot Robbie's pink Birkenstock sandals in that movie, which
has been the blockbuster hit of the year, hyper charged the demand for the
company's footwear. It is true that buzzes fade, but not before they create a
revenue bump and perhaps even increase the customer base for the long term.

about://
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Where are the intangibles?
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Intangibles in Value
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The Bottom Line!

¨ If you do intrinsic valuation, there should be no need for 
premiums for intangibles, no matter how valuable they might 
be. They should be in your inputs (cash flows, growth and 
risk).

¨ If you find yourself adding premiums for these intangibles
¤ Your intrinsic valuation is flawed or incomplete
¤ You are doing pricing (where you are using peer group multiples) 

explicitly or implicitly (in a DCF)
¤ You are just trying to push up your value, so that you can justify the 

unjustifiable.
¨ While intangibles can be valued collectively in an intrinsic 

valuation, trying to break them out individually, which is what 
accounting rule writers are trying to do is an exercise in 
futility and will not end well.


