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Goals for Today TYPE 2

1. Share some macro-level data to provide context for assessing the economic and
financial significance of brands

2. Evaluate the consistency of the annual league tables of brand value published
by Brand Finance, Forbes, Interbrand and Millward Brown

3. Highlight issues caused by the discrepancies between the economic and
accounting perspectives on brand



Three Complementary Strands of Analysis

* Comparison of the balance sheet value of companies with their market value

* 15 year time series for all publicly traded companies with revenues over $50 million
* 12,000+ companies for 2018

* Calculation of Net Tangible Assets and Total Enterprise Value for each company in each year
* Data source: S&P Capital IQ

* Analysis of merger transactions

* PPA (Purchase Price Allocation) of the transaction price of an acquisition

* To which assets did the the acquiring company allocate the premium paid over tangible asset value?

* Data sources: S&P Capital IQ; Houlihan Lokey

* Analysis of brand value league tables

* Aggregation of the top 100 brand lists published by Brand Finance, Forbes, Interbrand and Millward Brown
* Comparison of brand value to the Total Enterprise Value of the parent company for 2016 to 2018

* Data sources: S&P Capital IQ; Brand Finance; Forbes; Millward Brown; Interbrand

TYPE 2

CONSULTING



CONSULTING
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KEY FINDINGS:
ECONOMIC CONTEXT



Industry Sectors — By Significance (2018)

| 12,173 COMPANIES GLOBALLY (2018)
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Industry Sectors — By Significance (2018) TYPE 2

2018 ANALYSIS WORLD WORLD WORLD WORLD
GICS 20 SECTOR % by Rev % by TA % by Profit % by TEV

CAPITAL GOODS 13.9% 13.2% 11.2% 9.6%

ENERGY 12.8% 12.0% 10.5% 9.0%

MATERIALS 9.5% 9.5% 10.9% 7.9%

AUTOS 7.8% 7.4% 5.8% 4.1% Mixed
UTILTIES 4.6% 9.4% 4.1% 6.6% Mixed
TELECOMMUNICATIONS SERVICES 4.2% 6.6% 5.5% 5.4% Mixed
TECH HARDWARE 5.9% 4.6% 6.7% 4.3%

FOOD, BEVERAGES & TOBACCO 4.6% 4.8% 5.1% 6.2% B2C
PHARMA & BIOTECH 2.7% 4.3% 5.4% 7.3% Mixed
SOFTWARE & SERVICES 2.5% 3.1% 4.9% 6.7% Mixed
TRANSPORTATION 4.1% 4.6% 4.2% 4.2% Mixed
MEDIA 2.6% 3.8% 5.0% 5.6% B2C
RETAILING 5.5% 3.1% 3.1% 5.0% B2C
HEALTHCARE EQT 5.1% 3.4% 2.8% 4.5% Mixed
FOOD & STAPLES RETAILING 5.7% 2.2% 1.6% 2.1% B2C
CONSUMER DURABLES 2.9% 2.4% 2.8% 2.4% B2C
SEMICONDUCTORS 1.4% 1.6% 4.5% 2.5% B2B
CONSUMER SERVICES 1.5% 1.9% 2.3% 2.7% B2C
HOUSEHOLD & PERSONAL PRODUCTS 1.1% 1.1% 2.2% 2.3% B2C

COMMERCIAL & PROF SERVICES 1.5% 1.2% 1.3% 1.5% B2B



The Scale of Intangible Value (2018) TYPE 2

Based on 12,173 publicly
traded companies with
revenues >S50MM
Financial services companies
excluded due to specific
nature of their balance sheets

TANGIBLE:

38%

$60 TRILLION

—=

Based on 2,117 publicly
traded companies with

revenues >S50MM

Financial services companies
excluded due to specific nature 27%
of their balance sheets

TANGIBLE:

$27 TRILLION



Tangible Asset Value by GICS Industry Group TYPE2

NET TANGIBLE ASSETS AS A % OF TEV
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KEY FINDINGS:
WHAT M&A REVEALS ABOUT THE ASSET
COMPOSITION OF BUSINESSES



Evidence from M&A Transactions TYPE 2

GOODWILL:

> 8%
In Process R&D — 6%
IDENTIFIED

INTANGIBLES:

Customer-Related Assets — 14%

33%

Based on analysis of 3,500+
mergers completed during
2009 to 2016 for which PPA TANGIBLE: -
(Purchase Price Allocation)

(o)
disclosures were made 29 /0

' FINANCIAL
/ ACCOUNTING
& STANDARDS BOARD



Accounting - Classification of Intangible Assets — Txre2
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Technology
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KEY FINDINGS:
BRAND VALUATION



Brand Value League Tables TYPE 2

Forbes The World's Most Valuable Brands 2018 RANKING

Brand Finance @

=
Global
500

2019

Brand value league tables have been around for 20 years:

* Interbrand (started in 1999; publishes in October; covers the top 100 brands)
Millward Brown (2006; June; top 100 brands)
Brand Finance (2007; January; top 500 brands — but only top 100 published)

Eurobrand (2011-2017; September; top 100 parent companies; values in EUR)
Forbes (2012; May; top 100 brands)
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Brand Valuation: T2 Commentary TYPE2

All providers claim to report the “economic use” value of the brand

* “Economic use” represents the financial benefit that the company derives from the brand

There are only two major methodologies for calculating “economic use” value:

* The “earnings split” approach that estimates the brand-specific earnings of the business and calculates their net
present value (used by Interbrand and Millward Brown; Forbes uses a variant of this)

* The “relief from royalty” approach that establishes a notional licensing fee that a company would have to pay for the
use of its brand and calculates the NPV of the royalty payments (used by Brand Finance)

Both approaches are conceptually sound and are compliant with the ISO 10668 standard (“Brand
Valuation - Requirements for Monetary Brand Valuation”)

In principle, both approaches should yield approximately the same estimate of brand value but, in
practice, there are significant differences between the reported values

These differences reflect the assumptions relating to:
* Estimation of the total revenues of each brand

* Significance of the role of the brand in creating consumer preference
* The discount rate used to calculate the NPV of the brand earnings/royalty payments



Lack of Consistency Among the Top 30

FORBES 5/2019 BV SMM BRAND FINANCE 1/2019 BV SMM INTERBRAND 10/2018 BV $SMM MILLWARD BROWN 6/2018 BV $SMM
1 205,500 Amazon 187,905 _ 214,480 Google 302,063
2 Google 167,700  |Applel Y 153,634 Google 155,506 300,595
3 Microsoft 125,300 Google 142,755 Amazon 100,764 Amazon 207,594
4 Amazon 97,000 Microsoft 119,595 Microsoft 92,715 Microsoft 200,987
5  Facebook 88,900 Samsung 91,282 Coca-Cola 66,341 Tencent 178,990
6 Coca-Cola 59,200 AT&T 87,005 Samsung 59,890 Facebook 162,106
7 Samsung 53,100 Facebook 83,202 Toyota 53,404 VISA 145,611
8  Disney 52,200 ICBC 79,823 Mercedes-Benz 48,601 McDonald's 126,044
9 Toyota 44,600 Verizon 71,154 Facebook 45,168 Alibaba 113,401
10 McDonald's 43,800 China Construction Bank 69,742 McDonald's 43,417 AT&T 106,698
11 AT&T 41,300 Walmart 67,867 Intel 43,293 IBM 96,269
12 Louis Vuitton 39,300 Huawei 62,278 IBM 42,972 Verizon 84,897
13 Intel 38,800 Mercedes-Benz 60,355 BMW 41,006 Marlboro 81,914
14 Nike 36,800 Ping An 57,626 Disney 39,874 Coca-Cola 76,964
15 Cisco 34,500 China Mobile 55,670 Cisco 34,575 MasterCard 70,872
16 GE 34,300 Agricultural Bank of China 55,040 GE 32,757 UPS 60,412
17 Mercedes-Benz 33,200 Toyota 52,291 Nike 30,120 SAP 55,366
18 Oracle 32,000 State Grid 51,292 Louis Vuitton 28,152 Wells Fargo 54,952
19 Verizon 31,700 Bank of China 50,990 Oracle 26,133 Disney 53,833
20 IBM 31,500 WeChat 50,707 Honda 23,682 The Home Depot 47,229
21 BMW 29,800 Tencent 49,701 SAP 22,885 China Mobile 46,349
22 SAP 28,700 The Home Depot 47,056 Pepsi 20,798 ICBC 45,853
23 Marlboro 28,500 Taobao 46,628 Chanel 20,005 Starbucks 44,503
24 Budweiser 27,200 Deutsche Telekom 46,259 American Express 19,139 Xfinity 43,056
25 VISA 26,900 Disney 45,750 Zara 17,712 Deutsche Telekom 41,499
26 Walmart 26,300 Shell 42,295 J P Morgan 17,567 Louis Vuitton 41,138
27 American Express 26,000 vw 41,739 IKEA 17,458 Spectrum 39,372
28 Honda 25,800 NTT Group 41,670 Gillette 16,864 GE 39,041
29 Pepsi 18,800 BMW 40,501 UPS 16,849 Nike 38,479
30 Gucci 18,600 Wells Fargo 39,948 H&M 16,826 PayPal 35,440

Only 6 brands (highlighted) are common to all four lists; while a further 13 brands (shown in bold) are common to three of the lists. Brands not appearing in the top 30 for this list:

|C0ca-Cola;GE;IBM; Louis Vuitton; McDonald's; Nike; SAP | IAT&T; Verizon | BMW; Mercedes-Benz; Samsung; Toyota

# brands unique to this list: 2 11 6
(25 brands in total)
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The four lists contain a total of 185 brands

Only 6 brands appear in the top 30 of each list

Only 36 are common across all four top 100 lists

There is only 50% consensus about whether the

34 brands common across the past two years
increased or decreased in value year-on-year
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CONCLUSION:
IMPLICATIONS FOR MARKETERS



Definition of a Brand? TYPE 2

Customer contracts, Customer Customer

lists, market research behavior preference

1
ACCOUNTING DEFINITION: LEGAL PROPERTY

MARKETING/FINANCE DEFINITION: A RESOURCE THAT GENERATES FUTURE CASH FLOW
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PROPORTION OF AGGREGATE ENTERPRISE VALUE

Brand Value is Concentrated in Seven Industries TYee2
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This chart compares the distribution of brand value (X axis) and enterprise value (Y axis) by industry sector. Enterprise value is based on the 2018 data for 12,173 companies while
brand value represents the aggregation of the 2015 to 2018 brand value league tables published by Brand Finance, Forbes, Interbrand and Millward Brown). 19

14.0%

* Three industry sectors account

for 41% of brand value but these
sectors represent only 17% of
global enterprise value

Seven industry sectors account
for 77% of brand value but only
revenue and 37% of value

Brands play a relatively limited
role in the four sectors (Capital
Goods; Energy; Materials;
Pharma & Biotech) that account
for 34% of global enterprise value



Largest Brands By GICS TYPE 2

MEDIA Google, Facebook, Disney, Tencent
SOFTWARE & SERVICES Microsoft, IBM, VISA
TECHNOLOGY HARDWARE Apple, Samsung, Cisco
TELECOMMUNICATIONS AT&T, Verizon, China Mobile
AUTOS Toyota, BMW, Mercedes
RETAILING Amazon, Alibaba, Home Depot

FOOD, BEVERAGE & TOBACCO Coke, Philip Morris, Pepsi



Summary of Key Points TYPE 2

INTANGIBLE VALUE
* Tangible assets accounted for only 38% of the value of the world’s 12,000 largest companies
* In M&A transactions, tangible assets accounted for 29% of the transaction value

INTANGIBLE ASSETS
* |ASB and FASB accept the recognition of customer-related assets and trademarks
* Intellectual property assets represent 33% of the value of the average acquisition

BRAND VALUE

e Based on the 2015 to 2018 annual league tables of the world’s 100 most valuable brands, these
brands represent 19% of the enterprise value of their 146 parent companies (see appendix)

* Brand value is concentrated in a relatively small number of industry sectors (Media; Software;
Technology Hardware; and Telecommunications)

* However, brands play a relatively limited role in the three largest sectors of the global economy
(Capital Goods; Energy; and Materials)
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APPENDIX:
ADDITIONAL ANALYSES



Appendix: Components of Intangible Value TYPE 2

* Intangible value is defined as the difference between the enterprise value of a business and the
value of the net tangible assets shown on its balance sheet (see footer notes below)

* Intangible value represents the sum of three things:
1. The excess of the market value of tangible assets over their book value
2. Intangible assets — intellectual property that qualifies as an accounting asset

3. Other resources that contribute to the future cash flow of the business but cannot be
recognized as accounting assets because they are not legally owned and controlled

* Brands are not recognizable as accounting assets — only the underlying intellectual property
(trademark/copyright/customer contracts) meet the definition of being a “resource controlled by
the business and from which future economic benefits are expected to flow to the business”

NOTES:

Total enterprise value (TEV) is the market value of a company’s equity plus the book value of its debt minus its holdings of cash & short-term investments.
TEV represents the amount required to buy a business at the current share price.

Net tangible assets (NTA) represent the physical capital required to run the business.

NTA comprises the net working capital of the business plus the net property, plant & equipment.



Brand Value as a % of Company Value

and 22.1% of their market capitalization

For the 146 non-financial companies, brand value represented 19.3% of their enterprise value

For the 34 financial companies, brand value represented 13.5% of their market capitalization

from 12% to 28% of enterprise value, and 18% to 34% of market capitalization:

GICS INDUSTRY GROUPS
Consumer Durables and Apparel
Media and Entertainment
Telecommunication Services
Software and Services

Retailing

Food, Beverage and Tobacco
Automobiles and Components
Capital Goods

FOR 2015 TO 2018

MOST VALUABLE BRAND BY VALUE (2018)

# COS
14
14
15
11
12
14
16
10

BV % TEV BV % MC
28.3% 27.9%
24.6% 23.5%
21.7% 31.1%
21.5% 21.0%
19.2% 19.5%
16.7% 19.7%
16.4% 33.9%
11.8% 17.6%

S
Nike S32bn
Google $178 bn
AT&T $77 bn
Microsoft $ 120 bn
Amazon S 132 bn
Coca-Cola S 58 bn
Toyota S 43 bn
General Electric S 35 bn
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The brands appearing on the four league tables for 2015 to 2018 belong to 180 parent companies

For the 8 industry sectors with 10 or more companies with brands on the list, brand value ranged
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