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“A product is something that is made in a factory;

A brand is something that is bought by a customer.

A product can be copied by a competitor; a brand is unique.

A product can be quickly outdated; a successful brand is timeless.”

Stephen King, WPP Group, London.

Building a brand name, which refers mainly to a product or service, and
maintaining such at the top is a very crucial and challenging process in the
financial sector and also in the broader business market. Using only a few
words (1 to 3), together with imagination but also simplicity, the brand
name becomes a trademark, the “feature” that follows a company endlessly
during its journey through time. In an era characterized by fierce
competition globally, where mergers and acquisitions are a common
business practice, brand names gain additional value; correspond to the
most powerful commercial growth driver of a company, categorized in
intangible assets and translated to capital. This is the very essence of brand
name valuation, which is vital for any business plan.

Brand Name: A Conceptual Approach

The functional role of a brand is to distinguish the products of one
manufacturer from those of another, by providing consumers with the
freedom of choice. According to Ted Levitt (PROFESSOR THEODORE
LEVITT, LEGENDARY MARKETING SCHOLAR AND FORMER HARVARD
BUSINESS REVIEW EDITOR), brand names add new dimensions to
products, differentiating such by some manner from other products that
were designed to satisfy the same needs. Such differences may be
functional, material or may even be more symbolic and intangible. In fact,
what distinguishes a brand from a product is the overall sum of consumer
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opinions and impressions regarding the product’s characteristics, the name
of the brand and what is represents for the company that created the brand.

Origin of the Brand Name Definition

A brand name operates, categorically, as a bridge between what has
occurred in the past and what may occur in the future. What is commonly
referred to as a “brand”, is something that has been around for many
centuries as a method that aims at distinguishing between the different
products of producers. Conceptually, the word “brand” has its origin from
the Scandinavian word “brandr”, which means “mark made by burning”, as
brands were and still are the means used by owners of livestock to mark
their animals. According to another approach by Professor Torsten H.
Nilson, the word brand arises from the Scandinavian word “branna”, which
is used to express burning, whereas fire is the meaning of “brand”.
Whatever conceptual approach is followed, the word brand implies the
marking of one’s ownership or assets, produced by such.

Why Are Brands Valuable

Brands are particularly important to their owners for two quite different
reasons. First of all, brands focus on the dedication of consumers and thus
evolve into active capital for the business, which ensures future demand and
therefore future income. In this perspective, brands provide stability to
companies; they prevent expansive competition and contribute to
investment and planning. At the same time, a brand name “captures”
promotional investment, which is hidden behind the brand. Large brand
names, such as Marlboro, Pepsi etc, still benefit from the significant
investments in brand building even today. The latter are brand names that
were designed by their owners in the 1950’s and 1960’s when advertising
means, in contrast to today, were cheaper.

A second feature of the brand name is its strategic importance. The manner
in which each brand name operates has been described as a process where
the manufacturer directly approaches the consumer and not indirectly by
involving the retailer.

According to the above, brand names secure demand for their
manufacturers, together with a more powerful negotiation position in
agreements with retailers, while they also constitute a mean to influence
consumer behavior. Finally, brand names also provide the company with
legal protection concerning the product’s unique characteristics.

However, brands are also of particular importance for consumers

themselves. A brand name constitutes an agreement between the
manufacturer and the consumer and as such, branding is not a cynical
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activity imposed on the unwary consumer without his/her will. On the
contrary, one can argue that brands allow consumers to realize their
purchases with great confidence and convenience as the brand name itself
offers a reliable guarantee for the product’s quality, value and satisfaction.

Why Brands Are Valued

Although public perceptions of brand valuation are often focused on
balance sheet valuations, the reality is that the majority of valuations are
now actually carried out to assist with brand management and strategy.
Companies are increasingly recognizing the importance of brand
guardianship and management as key to the successful running of any
business.

The values are associated with the product or service communicated
through the brand to the consumer. Consumers no longer want just a
service or product but a relationship based on trust and familiarity. In return
businesses will enjoy an earnings stream secured by loyalty of customers
who have “bought into” the brand.

Some of the most significant scopes of brand valuation are as follows:

Applications of brand valuation

*  Brand management and development

*  Improvement of communication management

*  Benchmarking of competition

*  Monitoring value year on year

*  Creating a brand-centric culture

»  External licensing, brand control and tax planning

*  Mergers and acquisitions

+ Joint-venture agreements

*  Expert Witness — evaluating the economic damage of trade mark
infringement

* Financing and insolvency — securing funds through identification of
value of intangible assets

»  Balance sheet

How Are Brands Valued

There are two critical questions to answer in brand valuation. The first is
exactly what is being valued. Are we valuing the trademarks, the brand or
the branded business? The second important question is the purpose of the
valuation. An important distinction can be made between technical and

commercial valuations.

Technical valuations are generally conducted for balance sheet reporting,
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tax planning, litigation, securitisation, licensing, mergers and acquisitions
and investor relations purposes. They focus on giving a point in time
valuation that represents the value of the trademarks or of the brand as
defined above.

There are a number of recognized methods for valuing trademarks or
brands. Initially, the valuation can be based either on historic costs or on
implied costs. Both cost methods are subjective, however either one is
usually followed with consistency as the relevant parties want to know what
a brand might cost to create.

One may also use market value as a reference, though frequently there is no
market value for intangibles, particularly for trademarks or brands.
Generally speaking, therefore, the most efficient — from several
perspectives - approach to brand valuation is to employ a valuation method,
which results in a monetary value.

In summary, we mention the price premium or gross margin approach that
considers price premiums or superior margins versus a generic business as
the metric for quantifying the value that the brand contributes.

Economic substitution analysis is another approach - if we didn’t have that
trademark or brand what would the financial performance of the branded
business be? The problem with this approach is that it relies on subjective
judgments as to what the alternative substitute might be.

On the other hand, the two most useful approaches for brand valuation
consist of the earnings split and “relief-from-royalty” methods.

According to the “relief-from-royalty” method, the value of a brand name /
trademark is defined by the present value of future cash flows that would
arise if the royalties for the use of the brand name / trade mark were
“rented” by another company. The concept of this valuation method refers
to the general definition of opportunity cost. Specifically, the value is
defined as the royalty rate on the future sales or profit that would result
from the use of the specific trade mark. At a later stage, the result is
discounted to present value, after deducting the corresponding tax. The
royalty rate that is applied in this method is defined according to real
agreements for the use of brand names / trademarks that have been made in
the respective sector. The discount rate used in this method is usually higher
than the company’s weighted average cost of capital (WACC), in order to
reflect the higher risk related to the return of an intangible asset.
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Conclusion

It is important for the business community to comprehend that brand names
constitute a large and significant asset, which notably exceeds fixed assets
and other investments, as a brand is essentially formed from a continuous
business activity. Those businessmen who appreciate the benefits of brand
building invest significant amounts in the process and thus set the base for
reaching a future target. This fundamental target is linked to the
strengthening and broad recognition of the brand name in the market, a
profitable factor for any company. Therefore, investing in brand names, as
well as the appropriate valuation of the brand itself each time, are key
elements to establishing a company in its sector and to its viability through

time.
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DISCLOSURE STATEMENT (1)

VALUATION & RESEARCH SPECIALISTS (VRS) is an independent firm providing
advanced equity research, quality valuations and value-related advisory services to local
and international business entities and / or communities. VRS services include valuations
of intangible assets, business enterprises, and fixed assets. VRS’s focus business is in
providing independent equity research to its institutional and retail clients / subscribers.

VRS is not a brokerage firm and does not trade in securities of any kind. VRS is not an
investment bank and does not act as an underwriter for any type of securities.

VRS accepts fees from the companies it covers and researches (the “covered companies”),
and from major financial institutions. The sole purpose of this policy is to defray the cost of
researching small and medium capitalization stocks which otherwise receive little research
coverage. In this manner VRS can minimize fees to its clients / subscribers and thus
broaden investor’s attention to the “covered companies.”

VRS analysts are compensated on a per-company basis and not on the basis of their
recommendations. Analysts are not allowed to solicit prospective “covered companies” for
research coverage by VRS and are not allowed to accept any fees or other consideration
from the companies they cover for VRS. Analysts are also not allowed to trade in the
shares, warrants, convertible securities, or options of companies they cover for VRS.

Furthermore, VRS, its officers, and directors cannot trade in shares, warrants, convertible
securities or options of any of the “covered companies.” VRS accepts payment for research
only in cash and will not accept payment in shares, warrants, convertible securities or
options of “covered companies” by no means.

To ensure complete independence and editorial control over its research, VRS follows
certain business practices and compliance procedures, which are also applied
internationally. Among other things, fees from “covered companies” are due and payable
prior to the commencement of research and, as a contractual right, VRS retains complete
editorial control over the research process and the final equity analysis report.

Information contained herein is based on data obtained from recognized statistical services,
issue reports or communications, or other sources, believed to be reliable. However, such
information has not been verified by VRS, and VRS does not make any representation as
to its accuracy and completeness. Opinions, estimates, and statements nonfactual in nature
expressed in its research represent VRS’s judgment as of the date of its reports, are subject
to change without notice and are provided in good faith and without legal responsibility. In
addition, there may be instances when fundamental, technical and quantitative opinions,
estimates, and statements may not be in concert. Neither the information nor any opinion
expressed shall constitute an offer to sell or a solicitation of an offer to buy any shares,
warrants, convertible securities or options of “covered companies” by no means.
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DISCLOSURE STATEMENT (2)

VRS Cautions on Forward-Looking Statements

VALUATION & RESEARCH SPECIALISTS (VRS) cautions that forward-looking
statements are subject to numerous assumptions, risks and uncertainties, which change over
time. Forward-looking statements speak only as of the date they are made, and VRS
assumes no duty to and does not undertake to update forward-looking statements. Actual
results could differ materially from those anticipated in forward-looking statements and
future results could differ materially from historical performance.

In addition to factors previously disclosed in VRS reports and those identified elsewhere in
this communication, the following factors, among others, could cause actual results to
differ materially from forward-looking statements or historical performance: (1) the
introduction, withdrawal, success and timing of business initiatives and strategies; (2)
changes in political, economic or industry conditions, the interest rate environment or
financial and capital markets, which could result in changes in demand for products or
services or in the value of assets under management; (3) the impact of increased
competition; (4) the impact of capital improvement projects; (5) the impact of future
acquisitions or divestitures; (6) the unfavorable resolution of legal proceedings; (7) the
extent and timing of any share repurchases; (8) the impact, extent and timing of
technological changes and the adequacy of intellectual property protection; (9) the impact
of legislative and regulatory actions and reforms and regulatory, supervisory or
enforcement actions of government agencies; (10) terrorist activities and international
hostilities, which may adversely affect the general economy, domestic and local financial
and capital markets, as well as specific industries; (11) the ability to attract and retain highly
talented professionals; (12) fluctuations in foreign currency exchange rates; (13) the impact
of changes to tax legislation and, generally, the tax position of the covered company.
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