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How much is a brand worth? The valuation of brands and the calculation of
royalties for brands are based, among other things, on product or service
attributes, presentation impact, any related or associated trade or service
marks, and consumer perceptions of the brand. When valuing intellectu-

al property (IP), practitioners will typically rely upon the results gained from apply-
ing various standard methods such as a comparable uncontrolled transactions (CUT)
method or the profit-split method (PSM). Brands are a unique subset of intellectual
property requiring specialized treatment.

As a preliminary observation, brands are considered to be intangible assets. An
intangible is an asset that comprises any of the following items and has substantial
value independent of the services of any individual: 
• patents, inventions, formulas, processes, designs, patterns, or know-how;
• copyrights and literary, musical or artistic composition;
• brands, trade marks, or brand names, trade dress or packaging;
• franchises, licences, or contracts;
• methods, programs, systems, procedures, campaigns, surveys, studies, forecasts,

estimates, customer lists, or technical data; and
• other items that derive their value not from physical attributes but from their

intellectual content or other intangible properties.
Within this broad category of intangible assets resides a subset of IP. The term IP is
used here to refer to a special class of intangible assets with legally protected proper-
ty rights. Intangible assets and IP are not equivalent: for example, a skilled sales force
may be a valuable intangible asset but it is not IP. Intellectual property is distinguished
by its ability to be transferred from licensor to licensee or from seller to buyer.
Patents, brands, and copyrights are some of the more widely traded types of intellec-
tual property.

The particularities of brands
In many countries, brands may not be legally protected and enforcement of existing
statutes may be negligible. The term brand means different things to different sets of
consumers. Very often the expression “brand” is wrongly used as a synonym for indi-
vidual trade names and trade marks.

Unlike other types of IP such as patents, the value of a brand may be contingent
upon the joint efforts of both the licensor and licensee. The value of a brand is cre-
ated not only by the activities of the parent company, but also by the sales efforts of
each related affiliate. Local sales volumes and accompanying profitability of affiliates
appear in many instances to be only weakly related to global marketing efforts. This
is especially true with respect to consumer products: if local advertising and cus-
tomer development ceases, sales will decline rapidly regardless of what success the
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brand may be having in other countries. Affiliated companies
tend to collectively contribute and participate in giving a
brand its value.

A further complication is created by M&A. The total value
associated with brands is often defined by a diverse portfolio
of intangible assets, IP, and consumer perceptions, such as
expected levels of customer service and quality. Over time,
this portfolio of attributes will change due to acquisitions,
mergers, and sales of existing operations. The acquisition of
other companies with valuable brands in other countries com-
mingles existing IP with newly acquired IP, creating econom-
ic and legal ownership issues for transfer pricing economists
to study. Brand value is based on a portfolio of assets that is
constantly changing over time.

It is highly unlikely that only one company within one
group is the economic owner of all the value associated with
a brand. Several licensors often exist within one group, lead-
ing to the problem that at arm’s-length, royalties have to be
paid to several licensors.

In contrast to other types of IP, brands require ongoing pro-
motion and development to remain valuable. Although a
patent may signal the end of development for a particular
product or process, brands require constant development and
updating to remain valuable. Participation by affiliates may
influence the value positively or negatively. Positive as well as

negative remarks in the local press or on television may have
a significant impact on the value of brands.

Licensor and licensee have to agree on the definition of
future cost, on the bearing of this future cost, on the poten-
tial buy-in payments, on the rights created by these activities,
and finally on the royalties to be paid. The foreseeable partic-
ipation by all parties in the development of the brand has to
be reflected in the royalty agreement. Therefore these activi-
ties have to be carefully investigated and the future costs have
to be paid by the owner or beneficiary of the brand, many
activities leading to an increasing or decreasing value of a
brand are not foreseeable. 

Establishing brand value also requires practitioners to quan-
tify elements that are inherently qualitative such as brand
attributes and consumer perceptions. The value of qualitative
elements is different depending on the type of product, the
type of customers and the individual market. Although the
brand may be significant for some products of one affiliated
company, it may have virtually no importance for other prod-
ucts within the same group of companies using the same brand. 

In practice, there are very few truly global brands which
are universally known and accepted. Similarly, the orientation
of economies varies by country and region in keeping with dif-
ferences in consumer preferences and business practices.
Global royalty regimes that do not address this heterogeneity
among markets are under increasing scrutiny by tax authori-
ties. A few of the most problematic tax audits have resulted
from the implementation of royalty payments that do not dis-
tinguish between different markets or product groups.

Collectively, these types of unique considerations argue for
treating brands as a special subset of IP requiring different
analytical treatment.

Recommended procedures to calculate brand
royalties
First, employment of traditional profit-split procedures
should be completed to segment the economic activity being
examined into routine and non-routine functions. The start-
ing point for this process is a detailed functional and risk
analysis for each subsidiary or party to the transaction. After
this informational gathering step is completed, a series of
database screenings should be conducted to identify similar
companies who do not possess valuable intangible assets.
These companies can be identified through numerical screen-
ing techniques that may consist of market-to-book ratio
screens, or advertising-to-sales ratio screens.

The purpose of this exercise is to identify an arm’s-length
range of compensation for the performance of routine func-
tions. Routine functions are those that are not proprietary, are
universal to running a particular business, and can easily be
obtained from numerous firms in the marketplace. Routine
functions do not require specific know-how and are not con-
nected with high business risk. There are many examples of
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routine functions, such as basic metal stamping by manufac-
turers or general administrative services performed by a cor-
porate headquarters facility. The economic returns associated
with the comparables are then imputed to the routine func-
tions and this revenue is deducted from the total profit of the
economic activity being examined to quantify the residual or
intangible profit earned by the entity.

At this point, several significant challenges remain. The
remaining intangible income is often a function of many dif-
ferent types of intangible assets consisting of IP, brands, and a
wide variety of other intangibles. 

In some instances, it may be the case that a company’s only
intangible assets are brands, however, this type of a situation
is quite rare. A more typical situation consists of residual prof-
itability being defined by brands, patents, and many other
types of intangible assets. It is therefore necessary to calculate
the part of the company’s IP that is represented by the brand. 

Second, once traditional profit-split methods have been
used to segment profitability between a return to routine and
non-routine functions, these methods should again be
reviewed to see if these modalities can be applied to further
segment non-routine income between brand and non-brand
residual income. It may be possible to use traditional residual
allocation mechanisms reliably such as the amount of capital
employed, sales revenues, or headcount considerations to fur-
ther segment between brand and non-brand specific income.
In many instances, this exercise may not bear fruit. However,
it is important that such an evaluation takes place as part of a
one’s due diligence. 

If, as is sometimes the case, the application of pre-existing
transfer pricing methods to a particular situation does not
work to segment brand vs non-brand residual income, then
economic reasoning-type arguments will generally be used
based on available data and the education and experience of
the practitioner who is performing the brand valuation. Very
often a formulaic approach is postulated that says in effect –
according to the experience of the analyst – the residual prof-
it should be shared such that one-fourth to one-third of the
residual income is due to ownership of the brand by the licen-
sor and the remaining part belongs to the licensee. These
types of discussions are usually surrounded by detailed tables,
appendices, and carefully written regulatory summaries to
add gravitas to what is essentially the opinion of a few con-
sultants who may know very little about the industry in which
they are working.

A more objective and perhaps arm’s length approach
would be to solicit in a formal way the opinions of experts
who are working in the particular industry being studied. 

Calculating brand royalties using comparable
market opinions
An adviser can borrow a widely used technique in the fore-
casting of popular economic variables such as the rate of infla-

tion or projections of unemployment. The most reliable fore-
casts tend to be based upon a consensus or average forecast
from many different viewpoints. The approach is to identify
expert observers both inside and outside of a company who
are uniquely qualified to offer an expert opinion on the value
of a particular brand and how much third parties would be
willing to pay for the opportunity to use the brand being val-
ued. Ideally, outside expert opinions should come from
employees of comparable companies within the same indus-
try as the tested party. The objective is to find expert opin-
ions and to use these observations to obtain a range of royalty
rates for the brand being studied. 

Perhaps one difficulty about using this approach is concern
about protecting the confidential nature of company informa-
tion given that companies within the same industry are often
competitors. There are two obvious ways that can be used to
protect the identity of the owner of the brand being valued.
First, the information set given to experts must be premised
on a hypothetical situation with made up data sufficient to
protect the identity of the brand owner but clearly demon-
strating the economics involved. Second, selected outside
experts must sign confidentiality agreements with the inter-
viewer as a further measure of protection. A less obvious way
to add even more protection would be to not identify individ-
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ual experts by name or company affiliation. This latter consid-
eration is often employed to boost response rates to consumer
and business surveys and is universally used by surveyors. 

Problem of subjectivity
The calculation of brand royalties is one of the most subjec-
tive tasks in the area of IP valuation. Some of the existing
transfer pricing approaches have a few well known deficien-
cies. Perhaps one problem in brand valuation is the amount of
individual subjectivity that occurs because a lack of informa-
tion prevents a reliable application of existing transfer pricing
methodologies.

One way to improve upon this situation is to collect opin-
ions from outside experts and to use this range of estimates as
an impartial arm’s length pricing mechanism. Such an
approach is recommended because the collected opinions
come from local experts who are in the best position to assess
the value of brands within the local marketplace.
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