GENERALLY ACCEPTED MARKET APPROACH METHODS ARE PARTICULARLY APPLICABLE TO
CERTAIN TYPES OF INTANGIBLE ASSETS, AND CAN BE USED TO ARRIVE AT MEANINGFUL CONCLUSIONS
- WHEN ANALYSTS APPLY PROFESSIONAL JUDGMENT IN DATA SELECTION AND ADJUSTMENT. h
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Although theincome approachis often considered in intangible
asset analysis, actual market transaction data can provide
compelling empirical evidence of value, damages, or transfer
price. Analysts who routinely apply income approach methods
to estimate intangible asset value, damages, or transfer price
may be ignoring important market approach information.

The market approach is applicable to
all types of intangible assets when there
are sufficient comparable uncontrolled
transaction (CUT) data to estimate val-
ue, damages, or transfer price indica-
tions. When sufficient CUT data are
available, market approach methods
provide a direct and systematic analysis.

For example, licenses granted by the
FCC, such as television or radio broad-
cast licenses, can provide meaningful
pricing guidance. Similarly, with regard
to franchise operations, credit card
portfolios, trademarks, insurance pol-
icy expirations, and professional sports
player contracts, market-derived CUT
data is often meaningful.

In applying the market approach,
first the analyst performs rigorous due
diligence to understand the strengths,
weaknesses, opportunities, and threats
(SWOT) related to the subject intan-
gible asset. Second, the analyst search-
es for and selects intangible asset CUT
sale or license data. After confirming
the CUT data, the analyst converts the
transactional prices to pricing metrics
that can be applied to the subject intan-
gible asset. Such pricing metrics could
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include price per revenue, price per
income (however defined), price per
customer, price per intangible asset
unit (for example, per engineering
drawing or per line of code), price per
population, and price per account bal-
ance. Third, the analyst compares the
CUT intangible assets to the subject
intangible asset. In this comparison,
the analyst considers factors such as
relative growth rates, profit margins,
return on investment, market size,
position in market, and position in life
cycle. Fourth, based on this compara-
tive analysis, the analyst selects sub-
ject-specific pricing metrics derived
from the CUT intangible assets. Final-
ly, the analyst applies the selected pric-
ing metric to the subject intangible
asset to indicate a value, damages, or
transfer price estimate.

Use of Market Data

There is no single efficient marketplace
where standalone intangible assets are
sold between willing buyers and will-
ing sellers, or where they are licensed
between willing licensors and willing
licensees. Nonetheless, intangible asset
CUTs do take place between willing
buyers and willing sellers and between
willing licensors and willing licensees.
After careful research and analysis,
such CUT data can provide meaning-

ful information for the value, damages,
or transfer price analysis.

Market conditions influence what
the expected sale or license price will
be for an intangible asset. In assessing
such market influences, the analyst
considers all relevant factors regard-
ing the CUT data. In particular, the
analyst considers the timing (that is,
the age) of the transactions and any
participant-specific influences that may
affect the comparability of the CUT
intangible assets to the subject intan-
gible asset.

Empirical CUT data have to be
selected, arranged, analyzed, and
adjusted (normalized) before they can
be applied in the valuation, damages,
or transfer price analysis. The appli-
cation of market approach methods
often involves a significant research
effort. Nonetheless, only an inexperi-
enced analyst will dismiss the market
approach out of hand. While the mar-
ket approach is not applicable to every
intangible asset analysis, due to the fact
that there are often CUT data con-
straints, experienced analysts should
still consider the application of the
market approach in each valuation,
damages, or transfer price analysis.

When applying the market
approach to valuation assignments,
analysts follow a systematic process.
This discussion summarizes the quan-
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titative and qualitative procedures of
this general systematic process, sum-
marizes and illustrates the common
market approach valuation methods,
and describes some of the common
errors that analysts make when apply-
ing market approach methods in any
type of intangible asset analysis.

Collecting, Classifying,

and Verifying Data

One reason why some analysts are
reluctant to apply the market approach
is the challenge of collecting and select-
ing relevant CUT data. The analysis of
intangible asset CUT data is difficult
because information about the eco-
nomic factors that influenced the buy-
er or licensee and the seller or licensor
decisions are often not available from
public records.

CUT data often involve complex
sale or license transactions. Such a
complex arm’s-length transaction does
not involve the sale or license of a sin-
gle (sometimes called naked) intangi-
ble asset. Rather, the complex
arnv’s-length transaction involves the
sale or license of a bundle of tangible
assets and intangible assets. With
regard to intangible asset sale trans-
actions, the transaction may involve
the sale of a going concern business
enterprise. In such instances, the ana-
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lyst has to extract intangible asset-spe-
cific pricing metrics from the analysis
of a complex transaction.

To apply the market approach, the
analyst gathers data on sales, licenses,
sale or license contracts, offers, options,
and listings of intangible assets that
provide meaningful pricing guidance
with regard to the subject intangible
asset. The selected transactions should
be sufficiently similar to the valuation
subject to provide meaningful pricing
guidance to the analyst. However, the
CUT intangible assets may not be per-
fectly comparable to the subject intan-
gible asset. Often, the CUT intangible
assets are considered to be guideline
(and not comparable) intangible
assets. Guideline intangible assets may
not be perfectly comparable to the
subject intangible asset, but they are
similar enough to the subject asset
(from a risk and expected return per-
spective) to provide meaningful pric-
ing guidance.

The analyst identifies the property
rights conveyed in each selected CUT
sale or license as completely as possi-
ble. The sale or license transaction
price often depends on the bundle of
rights that are conveyed. With suffi-
cient information, the analyst can make
any necessary adjustments to reflect
the difference between intangible assets
sold or licensed at market rates and

intangible assets sold or licensed at
above or below market rates. The term
of a license and the other conditions of
the license agreement typically influ-
ence the license royalty rate. The
license royalty rate influences the
license income generated by the CUT
intangible assets. And the pricing met-
rics extracted from the CUT licenses
influence the subject intangible asset
value, damages, or intercompany trans-
fer price.

Differing Financial Arrangements. The
price of one intangible asset sale/
license may differ from the price of an
otherwise identical intangible asset
sale/license due to different financial
arrangements. For example, a trade-
mark licensor may commit to provide
advertising, promotion, legal protec-
tion, or product development expen-
ditures to maintain or expand the
income-producing capacity of a trade-
mark. In a different license for the same
trademark, the licensee may accept
financial responsibility for all of these
marketing, legal, and technological
activities.

Royalty Rate Data. It is difficult to
obtain arm’s-length license royalty rate
data for certain types of intangible assets.
Before searching commercial databases
for CUT royalty rate data, the analyst
considers primary sources of royalty rate
information. The analyst may consult
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with the actual owner/operator, who may
have entered into either inbound or out-
bound license agreements related to the
subject intangible asset. The owner/oper-
ator may also be aware of license agree-
ments of directly competitive intangible
assets (that is, intangible assets owned or
operated by industry competitors) or
sales or licenses of directly competitive
intangible assets.

For many value, damages, or transfer
price analyses, the analyst may have to
convert CUT sale or license prices to a
cash equivalent value. In a cash equiva-
lent analysis, the analyst investigates CUT
sales or licenses where the intangible asset
appears to be transferred with nonmar-
ket financing or other nonmarket terms.
The analyst considers whether such sale
or license price data should be adjusted
to reflect more typical market conditions.

Normalization Adjustment. CUT sales
or licenses that were conducted at non-
market conditions may have to be nor-
malized to current market conditions
as of the analysis date. A normalization
adjustment for market conditions may
be necessary if intangible asset prices
have increased or decreased since the
time of the CUT sale or license. Such
price changes could occur because
market participant perceptions of the
economy or the industry have changed.

Normalization adjustments for the
conditions surrounding the CUT sale
or license may be appropriate to prop-
erly reflect market participant moti-
vations. For example, a buyer may pay
more than market value for an intan-
gible asset if that asset is needed for
the buyer to capitalize on a unique
market condition. An intangible asset
sale may be transacted at a below-mar-
ket price if the seller needs cash in a
hurry. Affiliated corporate entities may
record a sale at a nonmarket price to
serve specific business purposes. And,
family members may buy or sell an
intangible asset at a nonmarket price to
protect a legacy. For these reasons, the
analyst typically confirms that the
selected CUT sales or licenses were
transacted at an arm’s-length price
between unrelated parties.

To the extent possible, the analyst
investigates the circumstances sur-
rounding the CUT sale or licenses
before such transactions are used in a
market approach analysis.
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Establishing and
Applying Pricing Metrics
In selecting and analyzing CUT sales
and licenses, the analyst typically con-
siders the elements of comparison,
which generally include all attributes
of the intangible asset. Analysts often
consider the following ten basic ele-
ments of comparison when selecting
and analyzing CUT sales or licenses
transactions:

1. The legal rights of intangible asset
ownership conveyed in the guide-
line transaction.

2. The existence of any special financ-
ing terms or arrangements (for
example, between the buyer or
licensee and the seller or licensor).

3. The existence, or absence, of arm’s-
length sale or license conditions.

4. The economic (especially the risk
and expected returns) conditions
existing in the appropriate sec-
ondary market at the time of the
guideline sale or license transac-
tion.

5. The industry in which the guide-
line intangible asset was—or will
be—used.

6. The geographic or territorial char-
acteristics of the sale or license
CUTs compared to the actual intan-
gible asset.

7. The term or duration characteristics
of the sale or license CUTs com-
pared to the subject intangible asset.

8. The use, exploitation, or obsoles-
cence characteristics of the sale or
license CUTs compared to the actu-
al intangible asset.

9. The economic characteristics of the
sale or license CUTs compared to
the subject intangible asset (for
example, who is responsible for con-
tinued development, commercial-
ization, or legal protection of the
intangible asset).

10. The inclusion of other assets in the
sale or license CUT (this element
may include the sale or license of a
bundle or a portfolio of assets and
could include tangible real or per-
sonal property, marketing assis-
tance, trademarks, product de-
velopment, or other contractual
rights).

The comparative analysis focuses
on similarities and differences
between the CUT intangible assets

and the subject intangible asset. These
factors may include differences in the
property rights conveyed, the moti-
vations of buyers and sellers, financ-
ing terms, market conditions at the
time of sale (the comparative num-
bers of buyers, sellers, and lenders),
size, attributes, and economic char-
acteristics.

One pricing metric is a pricing mul-
tiple computed by dividing the CUT
price by some relevant financial or
operational variable. For example, the
selected pricing metric could be price
per customer, price per dollar of rev-
enue generated, price per units pro-
duced, price per dollar of earnings
before interest and taxes (EBIT) gen-
erated, price per drawing, or price per
line of code. Other pricing metrics are
based on projections of expected
income or market potential. For exam-
ple, the selected pricing metric could
be price per expected future revenue,
future customers, future market share,
future population served, future EBIT,
or future cash flow.

CUT owner/operator income state-
ment variables are sometimes consid-
ered in the calculation of pricing
metrics. Such variables that may be used
to calculate pricing metrics include:
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+ Price per average selling price.
* Price per average unit volume.
+ Price per net sales.

* Price per net income.

+ Price per gross cash flow.

+ Price per net cash flow.

Occasionally, CUT owner/operator
balance sheet data can be used to
develop pricing metrics. Such pricing
metrics are developed by dividing the
CU'T price by the CUT owner/opera-
tor’s balance sheet account balances.
The balance sheet variables that may be
used to calculate pricing metrics from
CUT prices include:

+ Price to depreciated original cost
of CUT company assets;

+ Price to book value of CUT com-
pany assets;

* Price to adjusted book value of CUT
company assets.

Other market approach procedures
for calculating CUT-derived pricing
metrics are described below.

Frequency of Use. Certain intan-
gible asset value depends on the sub-
ject asset being an integral part of a
process that could not be completed
without the intangible asset. For
example, an engineering drawing may
be used repetitively in the process of
designing or operating a manufac-
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turing process. The engineering draw-
ing value may depend more on the
frequency of its use rather than on
its replacement cost new. In this
example, the engineering drawing val-
ue may be measured in terms of a
price per use.

Market Potential. Cable television
franchise transactions, cellular tele-
phone franchise transactions, and sim-
ilar services-based intangible assets are
sometimes described in terms of price
per subscriber, price per home passed,
or price per population. In these situ-
ations, the CUT prices may be
expressed in terms of the existing cus-
tomer base, the number of potential
customers who could subscribe to the
service (like cable TV) without addi-
tional cost to reach those customers,
and the number of potential customers
living within the franchise territory.

The number of potential patients
living within the geographic area of a
hospital or similar health care facility
may also provide a pricing metric relat-
ed to market potential. These pricing
metrics indicate that the CUT prices
are a function of both the seller’s expe-
rience in penetrating the available mar-
ket and the buyer’s potential for market
share growth.

Market Approach
Valuation Methods

There are three primary intangible
asset market approach valuation
methods:

1. Sales comparison.

2. Relief from royalty.

3. Comparable profit margin.

Each method is discussed below.
Although these methods are primari-
ly valuation methods, they can also be
used, with appropriate modification,
to measure intangible asset damages,
transfer price, or other analysis con-
clusions. As the three methods are
described, the direct conclusion of each
method is an indication of intangible
asset value.

Sales Comparison Method. The com-
parison of two value indications can
provide an estimate of intangible asset
damages. For example, the difference
between a before damages event value,
and an after damages event value, can
provide an indication of the damages.
Assume that the fair value of the Kap-
pa intangible asset before suffering a
damages event was $12 million, and the
owner/operator experienced a tortious
interference of a business opportunity
due to the actions of a damaging par-
ty. The fair value of the Kappa intangi-
ble asset after the damages event was
$2 million. One indication of damages
suffered by the Kappa owner/operator
is $10 million (or the decrease in the $12
million before damages value).

Likewise, a transfer price can be
estimated as an intangible asset value
indication multiplied by a fair rate of
return of and on the asset to provide
an indication of a reasonable transfer
payment. When the transfer payment
is divided by the revenue (or unit vol-
ume) of the business entity using the
intangible asset, the result is an indi-
cated transfer price.

Assume that the fair market value of
the Lambda intangible asset is $100
million. The Lambda’s remaining use-
ful life (RUL) is ten years. The Alpha
subsidiary of Gamma Corporation
owns Lambda. The Beta subsidiary of
Gamma Corporation will use Lambda
in the production of its products. Beta
subsidiary will pay an arm’s-length
price (ALP) to Alpha for an intercom-
pany license to use Lambda over the
next ten years. Assume the analyst con-
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EXHIBIT 1
Intercompany Transfer Price lllustration

Total Royalty Payment

Lambda intangible asset fair market value $100,000,000

x Fair rate of return of and on the Lambda intangible asset 20%
= Annual royalty payment Alpha expects from Beta $2,000,000
Intercompany Transfer Price Estimate

Annual royalty payment from Beta to Alpha $2,000,000

= Beta expected revenue (from products that use the
Lambda intangible asset) $200,000,000
= ALP for the use of Lambda (as a % of revenue) 1%

EXHIBIT 2
Public Sources of Information on Guideline Sale or License Transactions

Securities and Exchange Commission Filings

Various Securities and Exchange Commission (SEC) filings, such as 10-Ks, 8-Ks,
and proxy statements, contain information on intangible asset sale and license trans-
actions. This information can include the price or royalty paid in such transactions.
SEC filings can be accessed through various subscription databases, such as Morn-
ingstar, S&P Capital IQ, Bloomberg, and others. These filings can also be accessed
through the free public Electronic Data-Gathering, Analysis, and Retrieval website
at www.sec.gov/edgar/searchedgar/companysearch.htm.

Company Press Releases

Intangible asset sale and license agreements are sometimes announced in com-
pany press releases. These press releases can be searched through the SEC
sources mentioned previously and through news article databases, such as West-
law. An Internet search (Google, Bing, and the like) can also find company press
releases, although it is common for many releases to not appear in a simple
Internet search for various reasons.

Analyst Reports

Intangible asset sale and license agreements are sometimes discussed in ana-
lyst reports. Analyst reports can be accessed through various subscription data-
bases, such as ThomsonOne and S&P Capital Q.

Articles

Intangible asset sale and license agreements are sometimes discussed in news
or trade journal articles. These articles can be found through searching an arti-
cle database, such as ABI/INFORM (ProQuest) (available through many public
libraries), LexisNexis, or Westlaw. Articles can sometimes be found in an Inter-
net search, but this will not give thorough or comprehensive results.

Scholarly or Academic Publications

From time to time, intangible asset sale and license transactions are studied and
discussed in academic journal articles, white papers, presentations, and so forth.
Usually there is not a lot of detail on specific transactions, but overall trends and
statistics are presented. These publications can sometimes be found through a gen-
eral Internet search, in particular Google Scholar. The Social Science Research
Network is also a good source for this type of information.

Court Decisions
When intangible asset sale or licensing transactions become involved in litigation,
the details of these transactions are sometimes presented in the written court doc-

uments. Legal databases such as Westlaw or LexisNexis are the best source for
finding this information.

10

VALUATION STRATEGIES May/June 2016

cluded that a combined fair rate of

return of and on the value of Lambda

is 20% per year for the next ten years.

One indication of an intercompany
transfer price for the Lambda use
license is illustrated in Exhibit 1.

Based on these illustrative facts,
Alpha (the intangible asset owner) will
charge its sister corporation Beta (the
intangible asset operator) a 1% of rev-
enue royalty rate as the transfer price
for intercompany license to use the
Lambda intangible asset.

All three market approach methods
are based on empirical data:

1. The sales comparison method is
based on actual sales.

2. The relief from royalty method is
based on actual licenses.

3. The comparable profit margin
method is based on actual compa-
rable companies.

All three market approach methods
are also based on a measure of com-
parability:

1. The sales comparison method is
based on comparable sales.

2. The relief from royalty method is
based on comparable licenses.

3. The comparable profit margin
method is based on comparable
companies.
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The first two market approach
methods rely on transaction data—
the sales comparison method is based
on intangible asset sale transactions,
and the relief from royalty method is
based on intangible asset license trans-
actions, making both methods CUT
methods.

Although these methods rely on
CUT data, the analyst understands that
the transactional intangible assets and
the subject intangible asset may not be
perfectly comparable. The analyst does
not expect that each sold intangible
asset or each licensed intangible asset
is perfectly comparable to the subject
asset. And the analyst applies profes-
sional judgment in the selection of
CUT data in order to assemble suffi-
cient empirical data to provide mean-
ingful valuation guidance.

The CUT intangible assets should
be reasonably similar to the actual
asset. They should be used in a rea-
sonably similar industry to the own-
er/operator’s, and for reasonably
similar purposes to the purpose for
which the actual asset is used. However,
the analyst can account for any rea-
sonable differences between the CUT
intangible assets and the actual asset by
the following procedures:
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+ Adjusting the CUT sale or license
pricing data for any differences in
comparability.

+ Selecting a subject-specific pricing
metric from the range of CUT sale
or license prices.

When CUT data are analyzed for
use in the market approach, the sale
or license transactions are selected and
adjusted for comparability. The CUT
intangible assets are not expected to
be perfectly comparable to the actual
intangible asset. The CUT data are not
comparable uncontrolled intangible
assets. In a CUT, it is the transaction
(not the intangible asset) that is com-
parable. However, the transactional
assets have to be similar enough to the
actual asset to provide meaningful val-
uation guidance.

The Sales Comparison Method

The first method described in detail
below is the sales comparison method.
The analyst uses this method to ana-
lyze comparable intangible asset sales
and to extract relevant pricing metrics
from the sales. This method is typi-
cally not called the comparable sales
method, because because the analyst
does not expect that the transferred

intangible assets are perfectly compa-
rable to the subject intangible asset.
The discussion below describes when
this method is most applicable, the
quantitative procedures of the method,
the data sources used, and the
strengths and weaknesses of the
method. The discussion concludes with
an illustrative example.

Methed Application. This method is
most applicable when the subject asset
is the type of intangible asset that sells
in the marketplace as a separate intan-
gible asset. In other words, such assets
transact as naked intangible assets
(without any other tangible or intan-
gible assets). Examples of some intan-
gible assets that sell independently in
the marketplace include credit card
customer portfolios, bank core depos-
itors, mortgage servicing rights, and
mortgage and other loan portfolios.
Other examples include FCC spectrum
and other licenses. Such licenses are
first sold by the government to broad-
cast and communications companies,
then seasoned licenses are sold
between owners/operators.

This method is also applicable when
there are sufficient arm’s-length sales of
the subject type of intangible asset.
Such sales are often transfers of the fee
simple interest in the intangible asset.
Therefore, this method is most applic-
able when the subject is a fee simple
interest in the intangible asset.

Method Procedures. First, the analyst
identifies comparability criteria to
search for CUT sale data. The criteria
may include the following:

1. Type of intangible asset.

2. Industry in which the intangible
asset is used.

3. Size of industry or market in which
asset is used.

4. How the intangible asset is operat-
ed by its owner/operator.

5. Size of the owner/operator (buyer
or seller).

6. Growth rate of industry or market.

7. Profitability of industry or market.

8. Growth rate of owner/operator

(buyer or seller).

9. Profitability of owner/operator

(buyer or seller).

10. Observation window for sale trans-
action dates.

Second, the analyst searches for
arm’s-length intangible asset sales that
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EXHIBIT 3
Data Sources for Researching Guideline Sale Transaction Data

ktMINE

kKtMINE is an interactive intellectual property database that provides direct access
to license royalty rates, actual license agreements, asset purchase agreements,
and detailed agreement summaries. The database contains over 13,000 intellec-
tual property license agreements and asset purchase agreements. The intellec-
tual property license database is updated frequently. Agreements are searchable
by industry or keyword, among other parameters. The full text of each intellectu-
al property license or purchase agreement is available. It is available at
http://www.ktmine.com.

RoyaltySource

AUS produces a database that provides intellectual property license transaction
royalty rates. The database also contains information on intellectual property sale
transactions. The database can be searched by industry, technology, or keyword.
The information provided includes the license royalty rates, name of the licensee
and the licensor, a description of the intellectual property licensed (or sold, if
applicable), the transaction terms, and the original sources of the information
provided. Preliminary results are available online, and a final report is sent to the
subscriber via e-mail, It is available at www.royaltysource.com.

EXHIBIT 4
Epsilon Credit Card Portfolio: CUTs as of 1/1/2013

Transaction Purchase Receivable Number of
Seller Date Price Balance Accounts
Mu 6/12 $1,200,000,000 $1,100,000,000 100,000
Nu 8/12 2,400,000,000 2,100,000,000 200,000
Xi 1/12 600,000,000 550,000,000 60,000
Pi 11/11 800,000,000 700,000,000 72,000
Rho 6/11 1,800,000,000 1,600,000,000 150,000
Mean Price $1,360,000
Median Price $1,200,000
EXHIBIT 5
Epsilon Credit Card Portfolio: CUT Unit Pricing Metrics as of 1/1/2013

Transaction Price as a Multiple of Price per

Seller Date Receivable Balance Account
Mu 6/12 1.09 $12,000
Nu 8/12 1.14 12,000
Xi 1/12 1.09 10,000
Pi 11/11 1.14 11,111
Rho 6/11 1.13 12,000
Mean price 1.12 $11,422
Median price 1.13 $12,000

meet the search criteria. The common
data sources that are used to search
for sales transactions are described in
this section. To the extent possible, the
analyst confirms (1) the sales price,
(2) that the sales price represents a
cash equivalent price, and (3) that the
sale transaction was at arm’s length. If
the transaction sales price is not a cash
equivalent price (for instance, there
are earn-out provisions or installment
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payments), the analyst converts the
transaction price to a cash equivalen-
Cy price.

Third, the analyst selects normal-
ized unit pricing metrics. These met-
rics are used to convert the various
sale prices into metrics that can be
applied to the subject intangible asset
(or the subject owner/operator). In
other words, the analyst converts each
absolute dollar sale price into a dollar

per unit pricing metric. Examples of

unit pricing metrics include:

1. Price per revenue generated by the
intangible asset.

2. Price per income (however defined)
generated by the intangible asset.

3. Price as a multiple of recorded book
value of the intangible asset.

4, Price per number of customers or
accounts served by the intangible
asset.

5. Price per number of population in
the intangible asset service area.

6. Price per number of the intangible
asset size units (e.g., per lines of
code, number of patient beds, or
number of files or records).
Fourth, the analyst calculates all of

the sale prices in terms of the price

per unit metric (price per account).

The analyst performs a statistical

analysis of the pricing data, which

could include price range, price mean,
price median, price mode, price quar-
tiles, and so on.

Fifth, the analyst selects a subject-
specific pricing metric extracted from
the CUT-derived pricing metrics and
applies the subject-specific pricing
multiple to the owner/operator’s cor-
responding financial or operational
data.

Finally, the analyst adjusts the val-
ue indication for any differences in
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ownership interest between the CUT
sales and the actual intangible asset.
Such differences in ownership interest
could include differences in the level of
marketability or ownership control.

Data Sources. First, the analyst
investigates if there were any CUT sales
involving the subject owner/operator
and whether the owner/operator is
aware of any CUT sales related to com-
petitor companies.

Second, the analyst considers both
public document and private (sub-
scription or other) data sources for
information regarding sale transac-
tions of intangible assets. A list of such
public data sources is provided in
Exhibit 2. A list of private data sources
is provided in Exhibit 3.

Strengths and Weaknesses. When a
sufficient quantity of sufficiently sim-
ilar CUT data is available, the sales
comparison method provides mean-
ingful valuation guidance. The analyst
exercises professional judgment to
assess whether there are a sufficient
number of CUT transactions and
whether the CUT intangible assets are
adequately similar to the subject intan-
gible asset to apply this method.

This method is particularly applic-
able for intangible asset types that reg-
ularly sell separately from other assets.
Examples of such naked intangible
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asset sales are more common in the
financial services, publishing, and com-
munications industries.

This method is also applicable when
the intended standard of value is fair
value or fair market value. This is
because CUTs often indicate the results
of negotiations between market par-
ticipants dealing at arm’s length with
each other.

There are also situations in which
this method is less applicable. As with
any market approach method, the sales
comparison method is less applicable
when there is not an adequate quanti-
ty of CUT data or when the CUT
intangible assets are not sufficiently
similar to the actual intangible asset.
The analyst applies professional judg-
ment in assessing the sufficiency of
transactional data and the similarity
of the CUT assets to the subject asset.

This method is less applicable when
the CUTs involve complex transaction
pricing, which may include milestone,
contingency, earn-out, progress, or oth-
er future payments. Such complex pay-
ments should be converted to cash
equivalency prices. The method is also
less applicable when the analyst cannot
confirm the purchase price paid for
the CUT intangible asset.

This method is also less applicable
when the CUT transactions involve

portfolios of multiple intangible assets
or of both tangible and intangible
assets. In such instances, the analyst
performs the additional procedure of
allocating the CUT sale price among
the bundle of transferred assets. This
procedure is necessary for the analyst
to compare the market price for an
individual CUT asset to the individual
subject asset.

Finally, this method is less applica-
ble when the intended standard of val-
ue is other than fair value or fair
market value. This is true if the CUTs
are arm’s-length market value trans-
actions. However, if the transactions
involve investment value or strategic
value price implications, then the CUT
data can be used to estimate those oth-
er standards of value.

lllustrative Example. Delta bank
made an offer to purchase the con-
sumer credit card portfolio of Epsilon
bank. The Epsilon credit card portfo-
lio has an outstanding receivable bal-
ance of $800 million as of 1/1/2013.
The portfolio has 75,000 active cus-
tomer accounts. The portfolio is grow-
ing at about the industry average
growth rate, and the portfolio is earn-
ing about the industry average profit
margin. Epsilon management wants to
focus on its depositor business and
loan business, and it is willing to sell its
consumer credit card portfolio if it
receives a fair price. Delta offers $900
million for the credit card portfolio.
Epsilon management retains the ana-
lyst to answer this question: Is $900
million a fair price for the credit card
portfolio?

The analyst decides to use the mar-
ket approach and the sales compari-
son method in this analysis. Exhibit 4
presents the CUT data that the ana-
lyst assembled. The analyst concludes
that these transactions were the most
similar to the subject portfolio, con-
firming all of the CUT data with reli-
able sources.

According to Exhibit 4, the CUT
mean selling price is $1,360,000, and
the CUT median selling price is
$1,200,000. However, these raw data
are not particularly helpful to the ana-
lyst; therefore, the analyst converts all
of the CUT prices to unit pricing met-
rics. These unit pricing metrics are pre-
sented in Exhibit 5.
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EXHIBIT 6
Data Sources for Researching Guideline License Transaction Data

ktMINE

ktMINE is an interactive intellectual property database that provides direct access
to license royalty rates, actual license agreements, asset purchase agreements,
and detailed agreement summaries. The database contains over 13,000 intellec-
tual property license agreements and asset purchase agreements. The intellec-
tual property license database is updated frequently. Agreements are searchable
by industry or keyword, among other parameters. The full text of each intellectu-
al property license or purchase agreement is available. It is available at www.bvmar-
ketdata.com.

RoyaltySource

AUS produces a database that provides intellectual property license transaction
royalty rates. The database also contains information on intellectual property sale
transactions. The database can be searched by industry, technology, or keyword.
The information provided includes the license royalty rates, name of the licensee
and the licensor, a description of the inteliectual property licensed (or sold, if
applicable), the transaction terms, and the original sources of the information
provided. Preliminary results are available online, and a final report is sent to the
subscriber via e-mail. It is available at www.royaltysource.com.

RoyaltyStat, LLC

RoyaltyStat is a subscription-based database of intellectual property license roy-
alty rates and license agreements, compiled from SEC documents. It is search-
able by Standard Industrial Classification (SIC) code or by full text. The results
can be viewed online or archived. The intellectual property transaction database
is updated daily. The full text of each intellectual property license agreement in
the database is available. It is available at www.royaltystat.com.

Licensing Royalty Rates

Gregory J. Battersby and Charles W. Grimes author this reference tool, which is
published annualty by Wolters Kluwer. It provides intellectual property license
royalty rates for 1,500 products and services in ten different licensed product
categories: art, celebrity, character and entertainment, collegiate, corporate,
designer event, music, nonprofit, and sports.

Intellectual Property Research Associates

Intellectual Property Research Associates produces three books that contain infor-
mation on license royalty rates for patents, trademarks, and copyrights. The books
are Royalty Rates for Trademarks & Copyrights, Royalty Rates for Technology, and
Royalty Rates for Pharmaceuticals & Biotechnology. These books are updated peri-
odically.

According to Exhibit 5, the CUT Relief from Royalty Method

mean price multiple (price to receiv-
able balance) is 1.12, and the CUT
median price multiple (price to receiv-
able balance) is 1.13. The CUT mean
price paid per customer is $11,422,
and the CUT median price paid per
customer is $12,000.

The proposed Delta purchase indi-
cates a price multiple (price to receiv-
able balance) of 1.13 and a price per
customer of $12,000. By comparing
the proposed Delta purchase price
terms to the CUT unit pricing data
presented in Exhibit 5, the analyst con-
cludes that the proposed Delta pur-
chase price of the Epsilon credit card
portfolio is fair from a financial per-
spective. This conclusion is based on
the analyst’s application of the sales
comparison method.
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Like the sales comparison method, this
method relies on CUT data. The sales
comparison method analyzes CUT
sales of similar intangible assets; the
relief from royalty method analyzes
CUT licenses of similar intangible
assets. This section summarizes the
application of this method, the typical
quantitative procedures, the common
data sources, and the methodological
strengths and weaknesses. Finally, it
presents an illustrative example of the
relief from royalty method.

Method Application. The relief from
royalty method is applicable when the
analysis objective is a royalty rate. For
that reason, this method is applicable
when the analysis objective is an inter-
company transfer price, a third-party
license royalty rate, or a reasonable roy-

'—

alty rate damages measure, as well as a
valuation estimate. The method is par-
ticularly applicable for the type of intan-
gible assets that are typically licensed
between a licensor and a licensee,
including patents, proprietary technol-
ogy, trademarks and trade names, copy-
rights, franchises, licenses, permits,
product designs, and chemical formulas.

In addition, the relief from royalty
method is particularly applicable when
the subject bundle of rights is for a lim-
ited term, is a use (not a fee simple)
right, or involves a fractional ownership
interest. This is because the typical
intangible asset license agreement
encompasses a defined (and limited)
bundle of rights, in a specific territory,
for a specific use, and for a specific peri-
od of time. Accordingly, the typical
license agreement involves less than a
fee simple interest bundle of legal rights.

Method Procedures.

Some analysts consider the relief from
royalty method to be an income
approach method because a projected
royalty income is capitalized in order
to reach a value indication. Other ana-
lysts consider the relief from royalty
method to be a cost approach method.
This is because the cost of the royalty
is avoided because rights associated
with the intangible asset are owned by
the owner/operator. However, this
method is commonly referred to as a
market approach method because the
method relies on market-derived,
empirical CUT data.

In this method, the analyst assumes
that the actual owner does not own the
actual intangible asset. Without this
ownership, the actual owner would have
to license the intangible asset from a
hypothetical licensor. So the actual own-
er becomes a hypothetical licensee that
licenses the intangible asset from a hypo-
thetical third-party licensor. In that sce-
nario, the actual owner or licensee would
have to pay a royalty payment to the
hypothetical owner or licensor. The roy-
alty payment would be for a use license
to use the intangible asset in the actual
owner’s business operations.

In reality, the actual owner does own
the intangible asset. Because of that
ownership, the owner avoids the cost of
having to pay a use license royalty pay-
ment to a licensor. However, the intan-
gible asset can be valued by reference
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to this hypothetical royalty payment
that the owner is relieved from making.

The hypothetical royalty payment is
often calculated as a market-derived
royalty rate multiplied by the actual
owner/operator’s revenue. So the appli-
cation of this method requires an
analysis of CUT license royalty rates
and a projection of the owner/opera-
tor’s revenue related to the use of the
actual intangible asset.

In this method, the revenue expect-
ed to be generated by the intangible
asset (from all sources) during its RUL
is multiplied by the selected royalty
rate. The product of the multiplication
is a projection of the royalty expense
that the owner/operator is relieved
from paying because of its ownership
of that intangible asset. This projected
royalty expense is capitalized over the
intangible asset’s RUL. The result of
this capitalization process is the intan-
gible asset value indication.

Although the projected royalty
expense stream is most commonly
based on a royalty rate multiplied by
revenue, it could also be based on a
royalty rate multiplied by gross profit,
net income, number of units produced,
number of units sold, or some other
owner/operator metric. The royalty
expense stream should be the net roy-
alty stream that the owner/operator is

INTANGIBLE ASSETS

relieved from paying. Therefore, if the

owner/licensee would have to pay for

intangible asset development, mainte-
nance, promotion, or legal protection
expenses (as part of its licenses agree-
ment), then these expenses should be
subtracted from the royalty stream pro-
jection. The objective of the analysis is
to measure the net benefit to the own-
er/operator from not having to license
the intangible asset. So when analyzing
the CUT data, the analyst should con-
sider which party would be responsible
for these intangible assel maintenance
expenses: the actual owner or licensee
or the hypothetical owner or licensor.

In the relief from royalty method,
the analyst typically performs the fol-
lowing procedures:

1. Select and document the criteria to
be used for selecting the CUT
license agreements; such criteria
could include type of intangible
asset, type of owner/operator, type
of industry in which the asset is
used, size of the market in which
the asset is used, and dates and term
of the license agreements.

2. Assess the terms of each selected
CUT license agreement with con-
sideration of:

+ The description of the bundle of
legal rights for the CUT licensed

property.

+ The description of any maintenance
or other expenditures required for
the CUT intangible property (for
example, product development,
advertising, product promotion, or
legal protection).

» The effective date of the CUT license

agreement.

 The termination date of the CUT
license agreement.

+ The degree of exclusivity of the CUT
license agreement.

3. Assess the current status of the
industry and the associated rele-
vant market and prospective trends.

4. Estimate an appropriate market-
derived capitalization rate for the
subject royalty expense stream; the
capitalization rate considers the risk
of the royalty expense projection
and the RUL of the intangible asset.

5. Apply the market-derived capital-
ization rate to the forgone royalty
expense projection in order to con-
clude a value indication.

Data Sources. The analyst surveys a
number of public and private data
sources to locate CUT license agree-
ment data. Exhibit 6 provides a list and
description of the more common
intangible asset license agreement data
sources.

Strengths and Weaknesses. The
relief from royalty method has par-
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ticular application for the types of
intangible assets that are commonly
licensed between licensors and
licensees. The method is also applic-
able when there are a sufficient num-
ber of CUT license agreements related
to sufficiently similar intangible
assets.

The method is especially applicable
when the intended standard of value is
fair value or fair market value. This is
because it is based on actual arm’s-
length transactions (licenses) between
independent parties. It is applicable
when the analyst has access to finan-
cial projections, especially revenue pro-
jections. It is also particularly applicable
when the analyst has developed an esti-
mate of the intangible asset’s RUL.

This method is less applicable in
the following cases:

- In the analysis of intangible assets
that are not typically licensed
between a licensor and a licensee,
such as an assembled workforce;

+ When there is not a sufficient quan-
tity of CUT license agreements or if
the licensed intangible assets are
not sufficiently similar to the actu-
al intangible asset;

- When the analyst does not have
access to the financial projections or
cannot estimate the intangible
asset’s RUL; and
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+ When the analyst does not have suf-
ficient information about which CUT
party (licensor or licensee) is respon-
sible for the intangible asset mainte-
nance and protection expenses.
Illustrative Example. Phi Company
(Phi) is a designer and manufacturer of
high-end women’s apparel products.
Phi Company acquired Chi Corpora-
tion (Chi) on 1/31/2013 in a taxable
transaction. Chi is also a designer and
manufacturer of high-end women’s
apparel products, particularly sports-
wear apparel. Phi management retained
the analyst to perform a purchase price
allocation according to Financial
Accounting Standards Board (FASB)
Accounting Standards Codification
(ASC) Topic 805, Business Combina-
tions, purchase accounting guidelines.

One of the intangible assets that Phi
acquired is the Chi trademark and
trade name. As part of the purchase
price allocation, the analyst estimates
the fair value of this intangible asset.
Companies like Phi and Chi regularly
license their trademarks to other man-
ufacturers. In fact, Phi has entered into
a number of outbound license agree-
ments during the past few years. For
that reason, the analyst decided to use
the market approach and the relief
from royalty method to value the Chi
trademarks.

The principle of this method is that
the actual owner/operator would be
willing to pay a hypothetical third-
party owner a license royalty payment
for the right to use the intangible asset.
Because Phi now actually owns the
Chi trademark (as a result of the Chi
acquisition), it is relieved from hav-
ing to make a royalty payment to
license the trademark from a third-
party licensor.

The analyst performed the follow-
ing procedures to estimate an arm’s-
length royalty rate associated with the
Chi trademark and the fair value of
the Chi trademark:

+ Discussed the intended use of the Chi
trademark with Phi management.

+ Searched for guideline arm’s-length
license transactions to use in the
valuation.

+ Estimated the appropriate market-
based royalty rate for the Chi trade-
mark.

» Estimated the Chi trademark required
rate of return.

+ Estimated the Chi trademark RUL
to apply in the relief from royalty
method to conclude an initial val-
ue indication.

+ Adjusted the initial value indication
for a tax amortization benefit
adjustment (that is, market partic-
ipants would expect to benefit from
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EXHIBIT 7

Chi Corporation Trademarks and Trade Agreements—Selection of CUT License Agreements as of 1/31/2013

License
Agreement | Initial License
Royalty Date of Agreement
Trademark or Trademark or Industry in Which Rate as a % | License Term
Trade Name Licensee Trade Name Licensor Trademark Is Used of Revenue | Agreement (Years)
Maxwell Shoe Company, Inc. Anne Klein, Customer
B.D.S., Inc. nondurables 6.0 July '12 5
Tandy Brands Men's and
Accessories, Inc. Hermes women's apparel 5.0 August '11 5
Innovo Group, Inc. Michael Caruso Men's and
& Co,, Inc. women's accessories 6.0 February '12 5
Innovo Azteca Apparel, Inc. | Blondie Rockwell, Inc. Women's apparel 8.0 February '11 5
Wundies Industries Danskin, Inc. Women's apparel 4.5 November '10 10
Various Christian Dior Women's apparel 125 January '11 5
Fashion Mag Apparel, Inc. Hachette Filipacchi Presse | Women's apparel 6.0 January '10 10
Yes Clothing Co. Marbel Men's and
Sportswear, Inc. women's apparel 7.0 April '11 5
Miss Erika, Inc. McNaughton
Apparel Holdings, Inc. Women's apparel 5.0 August '12 5
Ridgeview Inc. Ellen Tracey, Inc. Women's apparel 7.0 December '11 5
Designer Holdings, Ltd. Donna Karan
International, Inc. Women's apparel 120, September '10 10
BIB Lid. Mark TM, LLC Young men's and
women's apparel 4.0 November '11 5
Gygnes Designs Kenzo Women's apparel 8.0 July 12 5
Average royalty rate 6.2
Median royalty rate 6.5
Phi Company C&C Laundry Women's apparel 6.5
Phi Company Gotcha/Girl Star Men's and
women's apparel 6.0
Phi Company Jantzen Women's apparel 6.5
Average Phi
royalty rates 6.3
Median Phi
royalty rates 6.5

Selected license royalty rate for Chi trademark (as a percent of revenue) 6.5%

Sources: kiMine and Royalty Source intellectual property license agreement databases,

amortization tax deductions relat-
ed to the subject intangible asset).
Concluded a final value indication
for the Chi trademark.

The analyst reviewed several data-
bases that report arm’s-length intellec-
tual property license agreements,
including the ktMine and RoyaltySource
databases. Exhibit 7 presents the ana-
lyst’s selection of arm’s-length trade-
mark or trade name license agreements
that pertain to the lines of women’s
apparel products. These license agree-
ments, which relate to high-end women’s
apparel brands such as Anne Klein, Dan-
skin, Christian Dior, and Donna Karan,
indicated an average and a median mar-
ket-based royalty rate of 6.2% and 6.5%,
respectively.
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The analyst also reviewed the arm’s-
length royalty rates that Phi actually
earns from outbound licensing of its
women’s apparel products. As pre-
sented in Exhibit 8, these royalty rates
ranged from 6.0% to 6.5% for the C&C
Laundry, Gotcha/Girl Star, and Jantzen
branded products.

Based on the analyst’s assessment
of the various trademark or trade name
arm’s-length license agreements in the
marketplace and the analyst’s consid-
eration of the Phi management plans to
showcase the Chi brand within the Phi
clothing segment, the analyst con-
cluded a royalty rate of 6.5% for the
Chi trademark.

The analyst calculated the fair value
of a trademark as the present value of

the expected after-tax royalty expense
savings attributed to the acquired trade-
mark. Accordingly, the analyst calcu-
lated the relieved royalty payment by
applying the selected royalty rate to the
projected Chi product line revenue. The
analyst applied the selected royalty rate
of 6.5% to the projected revenue attrib-
uted to Chi branded products for the
fiscal years ended 1/31/2014 through
1/31/2019. The projected revenue, which
was based on Phi management revenue
projections (which were determined to
be consistent with those of market par-
ticipants), contemplates a 2% annual
growth rate in the dollar volume of Chi
branded products.

After the year ended 1/31/2019, Phi
management expects (as would market
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EXHIBIT 8

Chi Corporation: Fair Value of the Chi Trademark,
Relief from Royalty Method as of 1/31/2013

Footnotes:

[c] Based on Phi management estimates,
[d] Estimated Phi cost of capital.

Projected Fiscal Year Ended January 31, 2014 2015 2016 2017 2018 2019
$000 $000 $000 $000 $000 $000
Projected product line revenue [a] 84,846 86,543 88,274 90,039 91,480 93,677
Revenue growth rate 2% 2% 2% 2% 2% 2%
Arm's-length license royalty rate [b] 6.5% 8.5% 6.5% 6.5% 6.5% 6.5%
Pretax royalty payment relief 5,515 5,625 5,738 5,853 5,970 6,089
Income taxes at 36% [c] 1,985 2,025 2,066 2,107 2,149 2,192
After-tax royalty payment relief 3,530 3,600 3,672 3,746 3,821 3,897
Present value factor at 14% [d] 0.9366 0.8216 0.7207 0.6322 0.5545 0.4864
Present value of royalty payment relief 3,306 2,958 2,647 2,368 2,118 1,895
Total present value of royalty payment relief 15,292
Tax amortization benefit factor 1.19
Indicated fair value of Chi trademark 18,197
Fair value of Chi trademark (rounded) 18,200

[a] Revenue estimates based on Phi management projections.
[b] Royalty rate based on analysis of CUT trademark license agreements.

participants) to replace the Chi trade-
mark and trade name with a new
trademark and trade name. Therefore,
the analyst selected five years as the
Chi trademark RUL.

The analyst reviewed the selected
CUT license agreements. In these
agreements, the licensor was respon-
sible for the intangible asset mainte-
nance and legal expenses. Therefore,
the analyst does not need to adjust the
relief from royalty payment for any
expenses that would be paid by Phi (as
the hypothetical licensee).

The analyst adjusted the annual roy-
alty payment for income taxes and dis-
counted the after-tax savings to a
present value using a present value dis-
count rate. The present value discount
rate reflects the risks inherent in the
trademark intangible asset. The analyst
used a present value discount rate of
14%, which was the Phi cost of capital
(again, consistent with market partic-
ipants). This analysis is summarized
in Exhibit 8.

Based on the relief from royalty
method, the indicated fair value of the
Chi trademark is approximately
$15,292,000 prior to the application of
the tax amortization benefit (TAB) fac-
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tor. The analyst applied a tax amorti-
zation benefit factor of 1.19 (based on
a 14% present value discount rate, a
36% income tax rate, and a 15-year tax
amortization period).

Based on the relief from royalty
method analysis in this illustrative
example, the fair value of the acquired
Chi trademark, including the tax amor-
tization benefit, was $18.2 million
(rounded).

Comparable Profit
Margin Method

Due to data constraints, the compara-
ble profit margin method is less com-
monly used than other market
approach methods. However, when suf-
ficient data are available, this method
provides meaningful valuation guid-
ance. As with other market approach
methods, the analyst exercises profes-
sional judgment in the selection of the
comparability criteria to identify and
apply guideline companies.

As was done above for the sales
comparison and relief from royalty
methods, the discussion below sum-
marizes the application of the compa-
rable profit margin method, including
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its procedures, common data sources,
and strengths and weaknesses. Finally,
the discussion presents an illustrative
example of this method.

Method Application. This method is
most applicable when the owner/oper-
ator has one extraordinary intangible
asset and other ordinary intangible
assets. In other words, one intangible
asset stands out as the reason for the
owner/operator’s success and excess
profitability. That intangible asset may
be a patent, copyright, trademark,
product design or formula, distribu-
tion method, or trade secret.

This method is also applicable when
there are a sufficient number of com-
petitors that do not enjoy the benefit
of the extraordinary intangible asset.
Such competitors generally provide the
same products or services as the own-
er/operator but have a generic (or, at
least, not a stand-out) patent, copy-
right, trademark, product design or
formula, distribution method, or trade
secret.

In the application of this method,
the competitors can be individually
identified guideline companies or the
group of companies that operate in the
same Standard Industrial Classifica-
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DUE TO DATA CONSTRAINTS, THE
COMPARABLE PROFIT MARGIN
METHOD IS LESS USED THAN OTHER

MARKET APPROACH METHODS.

tion (SIC) code as the owner/operator.
First, the analyst identifies a bench-
mark group of competitors. Second,
the analyst identifies that the own-
er/operator earns a higher profit mar-
gin than the benchmark group. Third,
the analyst associates the excess prof-
it margin with the intangible asset.
And, finally, the analyst uses the excess
profits to derive the indicated value of
the subject intangible asset.

Method Procedures. The analyst first
performs a functional analysis of the
owner/operator. Based on this func-
tional analysis, the analyst identifies
the extraordinary intangible asset as
the principal reason for the
owner/operator’s profitability. The
owner/operator can operate numerous
intangible assets, but one intangible
asset should be identified as the extra-
ordinary, or standout, asset.

Second, the analyst identifies a mea-
sure of income to use as a compari-
son between the owner/operator and
the benchmark group of companies.
Often, EBIT is selected as the com-
parative income measure. This mea-
sure is usually expressed as a profit
margin (EBIT divided by revenue).
However, other profit margin metrics
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EXHIBIT 9
Databases for Researching a Guideline Publicly Traded Company

Bloomberg

Bloomberg is a fully searchable online database that provides financial information
on neatrly all active and inactive U.S. publicly traded companies and active and inac-
tive international companies. Companies may be searched by industry sectors or
by SIC codes. Detailed financial information is available. The information is updat-
ed frequently. More information is available at www.bloomberg.com/professional/.

MergentOnline

MergentOnline is a fully searchable online database that provides financial infor-
mation on over 15,000 active and inactive U.S. publicly traded companies and
approximately 20,000 active and inactive international companies. Companies
are listed by SIC codes and by North American Industry Classification System
(NAICS) codes. More information is available at www.mergentonline.com.

S&P Capital 1Q

S&P Capital IQ contains detailed financial and textual information on approximately
79,000 publicly traded companies (both domestic and foreign). The information is
derived from documents filed with the SEC and similar global stock regulators (as
well as proprietary research). The database may be searched by SIC code or by
Standard & Poor's (S&P’s) industry classifications. Detailed financial information
is available. The information is updated frequently. More information is available
at www.spcapitalig.com.

Thomson ONE

Thomson ONE is a fully searchable online database that provides financial infor-
mation on approximately 52,000 public companies and over one million private com-
panies. Companies may be searched by GICS codes or SIC codes. Detailed
financial information is available. The information is updated frequently. More
information is available at www.thomsonreuters.com.
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EXHIBIT 10
Data Sources for Researching the Owner/Operator’s Industry

The following list provides some commonly used general industry research sources. For some industries, there are also
industry-specific sources available from trade associations, independent publishers, and periodicals.

Occupational Safety & Health Administration

The U.S. Department of Labor, Occupational Safety & Health
Administration website provides SIC codes. Codes can be
searched by keyword, or the SIC code “tree” can be viewed
and browsed,

U.S. Census Bureau

The U.S. Census Bureau NAICS website provides a searchable
database of NAICS codes. NAICS codes are a more recent clas-
sification system than SIC codes. Therefore, they can be bet-
ter for newer industries, such as some high-tech industries.

FirstResearch

FirstResearch is an industry research database that was devel-
oped to provide information for sales people. It provides an
overview, valuation multiples, growth rates, and information on
how to analyze a company in a particular industry. Information
is updated quarterly. It is available at www.firstresearch.com.

IBIS World

IBISWorld is one of the largest independent publishers of
U.S. industry research. Research includes information on
major companies in the industry, growth rates, key financial
data, and outlook for the industries. The research covers
approximately 700 different market segments. Some interna-
tional reports are also available. Information is updated quar-
terly for most industries and less frequently for some. It is
available at www.ibisworld.com and also through other data-
base aggregators.

S&P Industry Surveys

S&P Industry Surveys are available on approximately 50
industry sectors. The reports provide global industry infor-
mation as well as information on the U.S. industries. Major
companies are discussed, and detailed information on the
recent past as well as an outlook for the future is provided.
A glossary of specialized terms is provided. Also, compara-
ble financial information on major companies in the industry
is provided. The information is updated twice a year. These
surveys are available from various sources, including S&P
Capital 1Q NetAdvantage and Alacra.com.

ABlInform
Articles from U.S. and international general interest and trade
publications may be searched. This database is available at
most libraries and through database aggregators such as
Alacra.com.

Bloomberg Industries

This component of the Bloomberg database provides indus-
try data, interactive charting, and written analysis from a
team of industry experts. Contact information for each
industry expert is provided so that an analyst can follow up
with questions if needed. More information is available at
www.bloomberg.com/professional/.

MarketResearch.com
This database provides access to industry and market research

reports from many different sources. It provides information
on products, trends, regions, demographics, industries, and
companies from its collection of over 700 research pub-
lishers. More information is available at www.marketre-
search.com.

S&P Capital 1Q

This database provides access to analyst research as well as
some market research reports. Capital IQ uses S&P’s industry
classifications. These classifications can be helpful in grouping
companies in comparable industries. In addition, comparative
ratio information is available. More information is available at
www.spcapitalig.com.

Thomson ONE

This database provides access to analyst research and mar-
ket research reports. More information is available at
www.thomsonreuters.com.

Westlaw

Articles from U.S. and international general interest and trade
publications may be searched. Westlaw also provides access
to the Investext analyst research database. More information
is available at www.westlaw.com.

Almanac of Financial Ratios, CCH, Inc.

This resource is available in print and e-book formats. The book
includes 50 comparative performance indicators and covers
all of North America using NAICS data. The information is cal-
culated and derived from the latest available IRS data on
nearly five million companies. It includes companies in near-
ly 200 industries. The book is issued annually. More information
is available at www.cchgroup.com.

The Risk Management Association

Annual Statement Studies: Financial Ratio Benchmarks and
eStatement Studies database; both the book and the online
database contain financial statement ratios and common-size
balance-sheet and income-statement line items, arrayed by
asset and sales size. Six different asset and sales size cat-
egories are presented. The book and database cover over 700
industries, sorted by NAICS codes. The book is issued annu-
ally. More information is available at www.rmahg.org.

International Valuation Handbook

Wiley & Sons publishes this annual source for the type of cost
of capital data that was previously published by Morn-
ingstar/Ibbotson.

IRS Corporate Ratios, Schonfeld & Associates, Inc.

This book includes 76 financial ratios that are based on the
most recently available income statement and balance sheet
data compiled by the IRS. The data focus on the comparison
of financial ratios for companies with and without net income.
The contrast between profitable and unprofitable companies
highlights which ratios are critical in the achievement of finan-
cial success. The book is issued annually. More information
is available at www.saibooks.com.
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are sometimes used (EBIT divided by
total assets or EBIT divided by owners’
equity). Sometimes comparative
income measures are used (for exam-
ple, comparative revenue, product aver-
age selling price, gross or net income,
or gross or net cash flow).

Third, the analyst selects the bench-
mark group of companies. The bench-
mark group can be individual guideline
companies or an industry sector or
entire SIC code group of competitors.
The benchmark group typically
includes companies that compete
directly or indirectly with the own-
er/operator and companies that oper-
ate a generic form of the intangible
asset compared to the owner/opera-
tor’s standout intangible asset.

Fourth, the analyst quantifies the
excess profits (however measured) that
the owner/operator earns compared
to the benchmark group. The analyst
converts that excess profit measure into
an annual excess income stream.

Fifth, the analyst projects that excess
income stream over the intangible
asset’s RUL. That RUL could be a finite
period or a perpetuity period. The ana-
lyst then applies a discount rate or a
direct capitalization rate to that excess
income stream. The present value of

INTANGIBLE ASSETS

the excess income stream provides
intangible asset value.

Data Sources. Exhibit 9 presents a
list of common data sources that ana-
lysts use to identify guideline publicly
traded companies to serve as the
benchmark group. Exhibit 10 is a list of
common data sources that analysts use
to identify and research industry seg-
ments and SIC code categories to serve
as the benchmark group.

Strengths and Weaknesses. The com-
parable profit margin method is more
applicable when there is one intangible
asset that makes the owner/operator
unique. An example of such an intangi-
ble asset is a trade secret, a manufac-
turing process, or a product formulation
that is different from what is normally
used in the industry.

This method is applicable when
there is a well-defined benchmark
group of companies that compete
with the owner/operator, particular-
ly when the benchmark companies
do not own extraordinary intangible
assets. Common examples of such
benchmark companies include gener-
ic food, clothing, or pharmaceutical
product manufacturing companies
which compete against branded com-
panies.

This method is less applicable when
the success of the owner/operator is
associated with multiple intangible
assets or when the selected benchmark
companies also own some degree of
extraordinary intangible assets. For
example, this situation occurs when
the owner/operator owns the most
prominent trademark in the industry,
and the benchmark companies also
own trademarks that are not as promi-
nent as the subject trademark.

This method is also less applicable
when there are an insufficient number
of benchmark companies or when the
benchmark companies are not suffi-
ciently similar to the owner/operator.
This situation occurs when there are
numerous significant differences
between the benchmark companies
and the owner/operator and not just a
difference in one intangible asset.

Illustrative Example. Omicron Com-
pany (Omicron) owns 80% of a con-
solidated subsidiary, Upsilon Company
(Upsilon). Omicron provides various
technical and administrative services to
Upsilon. For example, Omicron pro-
vides technology and communications
infrastructure to Upsilon. In addition,
Omicron provides Upsilon with mar-
ket research, advertising, and product
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Omicron Company: Intercompany Service Agreement Comparable Profit Margin

Comparison

25% 75%
Operating Profit to Average Median | Quartile | Quartile
Total Cost Margins: (%) (%) (%) (%)
Marketing services benchmark 8.6 8.0 4.6 12.9
Technology services benchmark 9.3 7l 21 15.8

design services. According to the terms
of a five-year intercompany services
agreement, Upsilon pays Omicron cost
plus 8% for the services that Omicron
provides.

The Upsilon noncontrolling (that
is, 20%) stockholder has questioned
the fairness of the pricing of this inter-
company services agreement. Omicron
management retains the analyst to
assess the fairness of the pricing of this
intercompany services agreement as of
a current date, 1/1/2013.

The analyst decides to use the mar-
ket approach and the comparable prof-
it margin method to perform this
fairness analysis. The analyst searches
for guideline publicly traded compa-
nies that provide similar services to
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the intercompany services provided by
Omicron. The analyst considers these
guideline companies to determine if
the cost plus 8% payments received by
Omicron are comparable to the oper-
ating profit to total cost margins gen-
erated by the benchmark companies.
The search for benchmark compa-
nies includes companies that performed:

+ Outsourced IT services;

+ Help desk, call center, or technical
support services;

+ Qutsourced accounting and finance
services;

+ Outsourced human resources, busi-
ness processing, employment, and
management services; and

+ Outsourced communications,
advertising, and marketing services.

EXHIBIT 11

Omicron Company—Market-Related Companies Comparable SIC Codes

SIC

Code SIC Description

7311 Advertising Agencies

7319 Advertising, Not Elsewhere Classified

7374 Computer Processing and Data Preparation and Processing Services

7375 Information Retrieval Services

7376 Computer Facilities Management Services

7379 Computer Related Services, Not Elsewhere Classified

7389 Business Services, Not Elsewhere Classified

8111 Legal Services

9741 Management Services

8742 Management Consulting Services

8743 Public Relations Services

8748 Business Consulting Services, Not Elsewhere Classified

EXHIBIT 12

Omicron Company—Technology-Related Services Comparable SIC Codes

SIC

Code Description

7371 Computer Programming Services

7373 Computer Integrated Systems Design

7374 Computer Processing and Data Preparation and Processing Services

7375 Information Retrieval Services

7376 Computer Facilities Management Services

7379 Computer Related Services, Not Elsewhere Classified

7389 Business Services, Not Elsewhere Classified

8748 Business Consulting Services, Not Elsewhere Classified The analyst determines the most
appropriate SIC codes for the inter-
company services. The marketing ser-

EXHIBIT 13 vices resemble companies in SIC codes

7311, 7319, 7374, 7375, 7376, 7379,

7389, 8111, 8741, 8742, and 8748. A

description of each of these SIC codes

is provided in Exhibit 11.

The technology services resemble
companies in SIC codes 7371, 7373,
7374,7375,7376,7379,7389, and 8748.
Descriptions of each of these SIC codes
are provided in Exhibit 12.

The analyst bases the final determi-
nation of comparability to the intercom-
pany marketing services on the following
guideline company selection criteria:

1. Companies that provide (a) out-
sourced accounting and financial ser-
vices; (b) outsourced human resources,
business processing, employment,
and management services; and (c)
outsourced communications, adver-
tising, and marketing services.

2. Companies with latest fiscal year-end
revenue greater than $10 million.

3. Companies with positive operating
margin and pretax margin for the
latest fiscal year.

4. Companies with positive operating
margin and pretax margin for at
least three of the last five fiscal years.

INTANGIBLE ASSETS




5. Companies with an active public
market for the company stock.
The analyst bases the final deter-

mination of comparability to the inter-

company technology services on the
following guideline company selection
criteria:

1. Companies that perform (a) out-
sourced IT services or (b) help
desk, call center, or technical sup-
port services.

2. Companies are excluded if they
were engaged solely in computer
systems design or computer pro-
gramming.

3. Companies with latest fiscal year-
end revenue greater than $10 mil-
lion.

4. Companies with positive operating
margin and pretax margin for the
latest fiscal year

5. Companies with positive operating
margin and pretax margin for at
least three of the last five fiscal
years.

6. Companies with an active public
market for the company stock.
The analyst identifies the following

guideline companies that provide ser-

vices that are sufficiently similar to the

Omicron marketing services:

1. Accenture PLC.

INTANGIBLE ASSETS

2. Manpower, Inc.

3, CBA, Inc.

4. Resources Connection, Inc.

5. Affiliated Computer Services, Inc.
6. Administaff, Inc.

7. MPS Group, Inc.

8. Hewitt Associates, Inc.

9. HP Enterprise Services, LLC
10.EMAK Worldwide, Inc.
11.Interpublic Group of Companies,

Inc.
12.Mktg, Inc.
13.0Omnicom Group, Inc.
14.Grey Global Group, Inc.

The analyst identifies the following
guideline publicly traded companies
that provide services sufficiently sim-
ilar to the Omicron technology ser-
vices:

1. Accenture PLC.

2. Cognizant Technology Solutions
Corporation.

CIBER, Inc.

Unisys Corporation.

Intelligroup, Inc.

Computer Task Group, Inc.
Affiliated Computer Services, Inc.
Computer Sciences Corporation
9. TechTeam Global, Inc.

10.SITEL Corporation.

11.StarTek, Inc.

12.Sykes Enterprises, Inc.

© N O LR W

13.Metro One Telecommunications,

Inc.

The analyst concludes the average
and median operating profit to total
cost margins of the selected guideline
companies in the latest fiscal year, as
presented in the table in Exhibit 13.

The analyst compared the Omicron
8% plus actual costs pricing formula to
the comparable profit margin (defined
as operating profit to total cost) bench-
marks indicated by this analysis. Based
on the comparable profit margin
method analysis in this illustrative
example, the analyst concludes that the
subject intercompany services agree-
ment pricing formula was fair to the
Upsilon noncontrolling stockholder.

Comment on
So-Called Rules of Thumb

Some industries have so-called “rules
of thumb” related to the valuation of
industry-specific intangible assets.
These rules of thumb are often
expressed as pricing metrics such as
price per owner/operator revenue or
price by intangible asset unit (for
example, price per customer). Industry
participants may describe these pric-
ing metrics to the analyst and may even
rely on these pricing metrics when
assessing the reasonableness of pro-
posed intangible asset transactions.

Presumably, these industry pricing
rules were derived over time from actu-
al intangible asset CUT sales or licenses;
however, these rules of thumb do not
constitute a generally accepted valuation
approach or method. The experienced
analyst may compare a value indication
to the industry rules of thumb to per-
form a reasonable assessment of that val-
ue indication, but the experienced analyst
does not rely on a rule of thumb to pro-
vide an actual value conclusion.

There are several application weak-
nesses associated with relying on rules of
thumb. First, the analyst does not always
know what bundle of assets is included
in the rule of thumb. For example, does
the price per customer industry rule
really include customers only? Or does
the industry rule of thumb include cus-
tomers, a trademark, a product or service
design, a license or permit, and goodwill?

Second, the analyst does not know if
the quoted rule of (Continued o1 page 47)
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(Continued from page 23) thumb is a cur-
rent indicator of market value. Even if the
rule of thumb was valid in the industry
five or ten years ago, it may no longer be
valid as of a current analysis date.

Third, the analyst cannot always com-
pare the subject owner/operator to the
rule of thumb companies. For example,
compared to the rule of thumb transac-
tions, is the actual owner/operator grow-
ing at a faster or slower rate, earning a
higher or lower return on investment,
or earning a higher or lower profit mar-
gin? Although the rule of thumb may
even apply to the typical transaction,
the analyst cannot assess if the subject
intangible asset is, in fact, typical.

If industry rules of thumb pricing
metrics are meaningful and current, then
the analyst should be able to locate CUT
sales or licenses that reach the same val-
ue indication. However, even in that
instance, the analyst relies on actual CUT
data to reach the value conclusion and
not on the industry rule of thumb.

Consideration of Alternative
Standards of Value
The market approach methods described
above typically conclude a fair value
or a fair market value. The same meth-
ods can conclude other standards of
value if the income-based valuation
variables are adjusted accordingly. The
market approach methods usually pro-
vide market-derived pricing metrics,
such as price per revenue, price per
income, price per intangible asset unit,
or royalty rate per dollar of revenue.
These metrics can indicate owner/oper-
ator-specific values if owner/operator-
specific income measures are used.
For example, market approach
methods can also be used to conclude
an acquisition, investment, use, or user
value. These values are concluded when
the revenue, income, or other pricing
metrics are acquirer-specific, investor-
specific, use-specific, or user-specific.
That is, if the analyst uses acquirer-
specific revenue, income, or other val-
uation variable projections, then the
analyses will conclude a value, dam-
ages, or transfer price indication appro-
priate for that owner/operator.

INTANGIBLE ASSETS

Conclusion

Generally accepted market approach
methods are available to indicate val-
ue, damages, or transfer price conclu-
sions relating to intangible assets. This
discussion summarized the generally
accepted market approach methods
and considered the analytical strengths
and weaknesses of each method. Com-
mon data sources for each method
were described, and an illustrative
example of the application of each
method was provided.
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These methods are particularly
applicable to certain types of intangible
assets that are typically sold or licensed
separately from other assets. When there
is a sufficient quantity of sufficiently
similar CUT sales or licensees, the mar-
ket approach provides meaningful
analysis conclusions. The analyst applies
professional judgment to conclude CUT
selection and adjustment criteria, and to
conclude whether the market-derived
CUT data are sufficient (and sufficiently
similar) to rely on. B
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v N4 Valuation

Marc Bello, CPA, ABY. MST, GVA, MAFF and
Robert J, Cimasi. MHA. ASA. MCBA, FRICS. CVA, CM&AA

Tracks and Sessions Include:

* Business Valuation: Foundations to
Advanced How to Do It Sessions

* Healthcare Valuation: Best Practices
and Current Trends

Trending Matters in
Business Valuation

» Conversations with the Masters 0&A Panel

Val uallon Conference

Rethinking Referrals:
A Research-Based
Approach to Attracting
More Referrals

Lee Fredenksen. PhD

Daily Conference Registration Fee

(live or onling broadcast):
NACGVA, KVD, or IBA Members ... $540
Non-Members.................. $600

NACVA recertification courses on September (9, 2016
require separate regisiration fees.
Early Registration Discounts Available!

+ 10% discount if registered by 7/31/16
« 5% discount if registered by 8/31/16

To learn more, visit www.NAGVANation.com, or
call Member/Client Services at (800) 677-2009.
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