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Accounting for Intangibles

• In 2001, FASB issued SFAS 141 and SFAS 142

• SFAS 141 requires most acquired intangibles be recognized as 
assets applying fair value measurement

• Intangibles can be acquired through business combinations or 
direct purchase

• Firms added billions of dollars of assets to balance sheets



Accounting for Intangibles

• An intangible asset is a non-physical asset that is expected to 
provide future economic benefits to the entity that owns or 
controls it.

• For recognition purposes, it must be identifiable and non-
monetary.  

• The standards distinguish between definite and indefinite 
intangible assets. 



Economic lifetime of Intangibles

• Definite
• Assets have a finite lifespan
• Include patents, computer software, licenses, franchises, and 

certain trademarks

• Indefinite
• Assets have a infinite lifespan
• Include in-process R&D, (FCC) licenses, and most 

trademarks



Current FASB/IASB Proposals
• Concerns with intangibles’ fair values being difficult to verify

• Has led to proposals to subsume certain individual intangible 
assets—e.g., customer related intangible assets and non-compete 
agreements—into goodwill

• FASB received numerous comment letters, reflecting what changes, 
if any, are necessary to improve intangible asset accounting

• IASB has launched a new project on the review for the “accounting 
for intangibles” in April 2024



Valuation equations – Definite and Indefinite Intangibles

• Valuation equation is based on the Ohlson (1999) valuation model.  It expresses the 
firm’s equity market value (MVE) as a linear combination of equity book value 
(BVE) and abnormal earnings (NIa):

 𝑀𝑀𝑀𝑀𝑀𝑀𝑡𝑡 =  𝛽𝛽0 +  𝛽𝛽1𝐵𝐵𝐵𝐵𝐵𝐵𝑡𝑡  +  𝛽𝛽2𝑁𝑁𝑁𝑁𝑡𝑡𝑎𝑎 + 𝑒𝑒𝑡𝑡
• The expanded model we estimate permits the accruals component of earnings to 

have a different valuation coefficient from cash flow.  More importantly for our 
research question, we disaggregate BVE into its relevant components, permitting 
definite intangibles, indefinite intangibles, and goodwill to have separate valuation 
coefficients. 

 𝑀𝑀𝑀𝑀𝑀𝑀𝑡𝑡 =  𝛽𝛽0 +  𝛽𝛽1𝐵𝐵𝐵𝐵𝐸𝐸_𝑎𝑎𝑎𝑎𝑎𝑎𝑡𝑡  +  𝛽𝛽2𝑁𝑁𝑁𝑁𝑡𝑡𝑎𝑎 + 𝛽𝛽3𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝑡𝑡 
                          + 𝛽𝛽4𝐷𝐷𝐷𝐷𝐷𝐷_𝐼𝐼𝐼𝐼𝐼𝐼𝑡𝑡 + 𝛽𝛽5𝐼𝐼𝐼𝐼𝐼𝐼𝑒𝑒𝑒𝑒_𝐼𝐼𝐼𝐼𝐼𝐼𝑡𝑡 + 𝛽𝛽6𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡  +  𝑒𝑒𝑡𝑡 
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Valuation equations—Intangible Asset Classes

• We further disaggregate definite and indefinite intangible assets into different asset classes 
specified by FASB and IASB: tech, customer, contract, and marketing.

• Tech intangibles include patents, developed technology or software and are core factors 
that affect a firm’s competitive position within its industry. 

• Customer intangibles contains customer lists and relationships and customer-ordered 
backlog. 

• Contract intangibles contains many non-customer contractual relationships such as 
franchises, licenses, management agreements, favorable leases, and water-, land- and 
emission rights.

• Marketing intangibles consists mostly of trademarks and tradenames, brands, mastheads, 
and non-compete agreements.



Valuation equations—Intangible Asset Classes

 𝑀𝑀𝑀𝑀𝑀𝑀𝑡𝑡  =  𝛽𝛽0 +  𝛽𝛽1𝐵𝐵𝐵𝐵𝐸𝐸_𝑎𝑎𝑎𝑎𝑎𝑎𝑡𝑡  +  𝛽𝛽2𝑁𝑁𝑁𝑁𝑡𝑡𝑎𝑎 + 𝛽𝛽3𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝑡𝑡 
+ 𝛽𝛽4𝑇𝑇𝑇𝑇𝑇𝑇_𝐷𝐷𝐷𝐷𝐷𝐷𝑡𝑡 + 𝛽𝛽5𝑇𝑇𝑇𝑇𝑇𝑇𝑇_𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝑡𝑡 +  𝛽𝛽6𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑡𝑡  

         + 𝛽𝛽7𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶_𝐷𝐷𝐷𝐷𝐷𝐷𝑡𝑡 + 𝛽𝛽8𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶_𝐼𝐼𝐼𝐼𝐼𝐼𝑒𝑒𝑒𝑒𝑡𝑡   
 + 𝛽𝛽9𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀_𝐷𝐷𝐷𝐷𝐷𝐷𝑡𝑡 + 𝛽𝛽10𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀_𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝑡𝑡 

 + 𝛽𝛽11𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑡𝑡 +  𝛽𝛽12𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡  +  𝑒𝑒𝑡𝑡 
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Cash Flow Prediction equations

• We estimate versions of operating cash flow (CFO) prediction equations at lags of 
1, 2, and 3 years, i.e., k is 1, 2, or 3. 

 𝐶𝐶𝐶𝐶𝐶𝐶𝑡𝑡  =  𝑎𝑎0  +  𝑎𝑎1𝐶𝐶𝐶𝐶𝐶𝐶𝑡𝑡−𝑘𝑘 + 𝑎𝑎2𝐵𝐵𝐵𝐵𝐸𝐸_𝑎𝑎𝑎𝑎𝑎𝑎𝑡𝑡−𝑘𝑘  +
 𝑎𝑎3𝐷𝐷𝐷𝐷𝐷𝐷_𝐼𝐼𝐼𝐼𝐼𝐼𝑡𝑡−𝑘𝑘 + 𝑎𝑎4𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼_𝐼𝐼𝐼𝐼𝐼𝐼𝑡𝑡−𝑘𝑘 +  𝑎𝑎5𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡−𝑘𝑘  +  𝑒𝑒𝑡𝑡

• The equation is one of the forecasting equations that forms part of the system of 
equations the underlie the Ohlson valuation model.  Therefore, as before, we 
estimate the cash flow prediction equations using both constrained and 
unconstrained models.



Cash Flow
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Further readings on intangible assets

• The findings are based on the new version of Landsman, Liss, 
Sievers, The Pricing of Acquired Intangibles
TRR 266 Accounting for Transparency Working Paper Series No. 
65, Available at SSRN: http://dx.doi.org/10.2139/ssrn.3942328
 

• The old version of the paper can be downloaded here: 
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3942328

http://dx.doi.org/10.2139/ssrn.3942328
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3942328
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