Valuing Intangible Assets

The concept of Intangible Assets is difficult for students and professionals.  First they must be defined and then value must be assigned to allow them to be reported on the Balance Sheet.

 The Dictionary of Finance and Investment Terms defines an Intangible Asset as follows:

Intangible Asset is "the right or nonphysical resource that is presumed to represent an advantage to the firm's position in the market place. Such assets include copyrights, patents, trademarks, goodwill, computer programs, capitalized advertising costs, organizational costs, licenses, leases, franchises, exploration permits and import and export permits."  

and:

The International Valuation Standards Committee defined Intangible Assets as:

"Assets that manifest themselves by their economic properties, they do not have physical substance, they grant rights and privileges to their owner, and usually generate income for their owner. Intangible Assets can be categorized as arising from Rights, Relationships, Grouped Intangibles, or Intellectual Property." 

Intangible assets will include (but not limited to):

	· Patent rights
	· Trade names
	· Intellectual Property

	· Copyrights
	· Trademark
	· Fashion Logo

	· Goodwill
	· Mailing/Customer lists
	· Non-compete agreements

	· Startup costs
	· Internet Domain Name
	· Books

	· Secret formula
	· Construction contracts
	· Advertising contract


As with any asset, to be valued on the Balance Sheet they must possess:

1. Future value;

2. Be in the control of the organization;

3. Have an assigned dollar value.

 Valuing Intangible assets is the challenge.  When a company is sold all assets are evaluated and valued by professional Appraisers or Value Analysts.  This is expensive but a necessary cost of doing business.  At this time it is possible to find the fair market value of Intangible Assets, which can be listed separately on the Balance Sheet.  The remaining value above the assigned value of physical and intangible assets will be recorded as Goodwill.
It is also possible to value Internally Developed intangible assets but this also requires professional Appraisers or Value Analysts and this can be expensive.  In some instances this may be a necessary cost, such as using an intangible asset as collateral for a bank loan or obtaining insurance for the asset.
Appraisal value methods include investigation and calculations.  The investigation will determine what someone else would be will to pay to determine the fair market value.  The use of replacement cost (the cost to recreate the asset) is another method.  They can use the Discount or Capitalization Methods to determine the Net Present Value of future cash flows.

Intangible assets are amortized (same as depreciated).  According to rule SFAS 142 the straight-line method is used if no other method can be readily determined.   This rule also eliminated the amortization of goodwill.
