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With the development of the knowledge—driven economy comes an increasing focus on intangible assets and
on how to evaluate such assets. It is difficult to placea value on intangible assets, because they are
invisible and because they do notappear on a firm’ s balance sheet. There is no consensus on a concrete
method ofevaluating intangible assets, and the various evaluation methods need to be verified. Therefore,
the author presents four models for evaluating the intangible assetsof individual firms, and empirically
investigates their validity. The four model approaches are: cost, income, residual using real options
theory, and panel data.

The cost approach model evaluates the sum of a firm’ s intangibles investmentsthat are amortized by
an amortization rate for their useful life. Additionally, themodel provides an estimate for human assets,
which can be difficult to evaluate ingeneral.

The income approach model discounts the future profits created from intangibleassets to a present value.
This model estimates an association between intangiblesinvestments and future profits.

The residual approach model uses real options. It evaluates the intangible assetsat the strike price
implied in intangibles investments as put options. Of which, theunderlying assets are residual values
after subtracting the book values of equityfrom the market values of equity.

The panel data approach model uses unobserved firm—specific effects based onpanel analysis. This model
first estimates the production function using panelanalysis, and then develops the cost function using
a duality approach. Next, itdiscounts the added value and the costs resulting from the intangible assets
usingfixed effects.

Additionally, to fully study intangible assets, the author investigates the stockprice behavior of firms
that have published intellectual property status reports. The author also examines the relationship between
the entropy of research and development (R&D) investment and profitability.

The four models presented are easy to apply in capital markets practice. Furtherdiscussion of these

models is warranted given the increasing importance attachedto the value of intangible assets.
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