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Trademarks and trade names are symbols that represent
an intangible quality of the good or service provided
under the trademark/trade name. These qualities might
include quality, reliability, and/or dependability, and they
may be classified generally as reputational. Value for a
trademark/trade name arises from its ability to transfer
this reputational quality to a product or service.

The legal definition of a Trademark, as set forth in The
Merriam Webster Dictionary, is:

“a mark that is used by a manufacturer or
merchant to identify the origin or ownership of
goods and to distinguish them from others and
the use of which is protected by law.”*

Additionally, the legal definition of a Trade Name, as set
forth in The Merriam Webster Dictionary, is:

“a name or mark that is used by a person (as an
individual proprietor or a corporation) to
identify that person's business or vocation and
that may also be used as a trademark or service
mark.”?

Trademarks and trade names are both components of the
brand of a business entity. Trademarks and trade names
hold economic value, in that they have the capacity to
bring recognition and “brand loyalty” to the subject
enterprise through the perception of quality assurance in
the goods and/or services provided by the branded
organization.® Brands play an especially important role in
healthcare, as the quality of the services provided by a
healthcare entity can directly impact the quality of life of
a patient or even the life or death of a patient.# Branding
for healthcare entities has continued to proliferate in
recent years. The Mayo Clinic, Duke Lifepoint, and
Cleveland Clinic trade names have expanded the use of
their trademark(s) and trade name(s) through affiliations
across the U.S. These affiliations allow local providers
to:

(1) Capitalize on the reputation of the brand;

(2) Provide access to a network of intellectual
resources; and,

(3) Promote the brand for the licensing entity
outside of their geographic area.®
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The most valuable healthcare brand in the U.S. for 2017
was UnitedHealth, with an estimated brand value of 13.4
billion dollars.®

As is the case in the majority of valuation assignments,
trademarks and trade names can be valued within the
framework of the following general valuation methods:

(1) Asset or Cost-based approach;
(2) Market-based approach; and,
(3) Income-based approach.

Asset/Cost based approach methods seek an indication of
value by determining the cost of reproducing or replacing
an asset. There are several methods that may be utilized
under the cost approach, including:

(1) Cost of Reproduction Method — This method
estimates the value of the subject intangible
asset based on the cost that would be incurred as
of the appraisal date to construct a replica of the
subject property; and,

(2) Cost of Replacement Method — This method
estimates the value of the subject intangible
asset based on the cost incurred to obtain a
replacement intangible asset, which provides
the same level of utility.

Valuation analysts should note that asset/cost based
valuation methods may not account for all of the
economic advantages that arise from the ownership of a
trademark or trade name. Therefore, the cost approach is
not always applicable in the valuation of trademarks or
trade names, as it tends to undervalue the economic
benefit accruing to the owner of the trademark or trade
name.

There are several market-based approaches that can be
applied when valuing a trademark or trade name,
including the following:

(1) Relief from Royalty Method — This method is a
hybrid income and market based approach that
applies a market or income derived royalty rate
to the future cash flows of a business entity or
business segment and then discounts those
projected cash flows to their present value
equivalent at an appropriate risk adjusted
required rate of return to arrive at an indication
of value for a specified date; and,
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(2) Profit-Split Method — This method is another
hybrid income and market based approach that
applies a market or income derived profit split
to the future cash flows of a business entity or
business segment and discounts those cash
flows to present value at a risk adjusted required
rate of return to arrive at an indication of value.

The market-approach based methodologies require
comparable licensing agreements from market
transactions to derive an indication of the appropriate
royalty rate or profit split that should be applied under the
subject trademark or trade name. Comparable royalty
rates and profit split data can be found in several
databases including, but not limited to, the following:

(1) ktMINE;’

(2) RoyaltyStat;® and,

(3) RoyaltySource.®
Lastly, the following income-based methods may be

utilized to determine an indication of value for a
trademark or trade name:

(1) Incremental Earnings Method — This income-
based valuation method seeks to quantify the
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difference between the: (i) the earnings of the
business segment or business enterprise with the
use of the trademark or trade name; and, (ii) the
earnings of the business segment without the
use of the trademark or trade name; and,

(2) Excess Earnings Method — This income-based
valuation method seeks an indication of value
by subtracting the required return on the assets
of the business enterprise from the total earnings
of the business enterprise to arrive at an
indication of the value of the earnings generated
by the trademark or trade name.

Trademarks and/or trade names owned by healthcare
entities have continued to grow in both significance and
value. Valuation assignments involving trademarks and
trade names may be evaluated using the framework
above and will be further explored in the next three
installments of this four-part series, which will
specifically focus on the economic benefits accruing to
the trademark or trade name grantor, grantee, and
consumer (i.e., patients).
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and financial analysis for hospitals, physician practices, and other
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Appraisers (IBA); the Healthcare Financial Management Association (HFMA); and, the
CPA Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of
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where he has served as President of the St. Louis Chapter, and is current Chair of the ASA
Healthcare Special Interest Group (HSIG).

John R. Chwarzinski, MSF, MAE, is Senior Vice President of HEALTH
CAPITAL CONSULTANTS (HCC). Mr. Chwarzinski’s areas of expertise
include advanced statistical analysis, econometric modeling, as well as,
economic and financial analysis. Mr. Chwarzinski is the co-author of peer-
reviewed and industry articles published in Business Valuation Review and
NACVA QuickRead, and he has spoken before the Virginia Medical Group
Management Association (VMGMA) and the Midwest Accountable Care Organization
Expo. Mr. Chwarzinski holds a Master’s Degree in Economics from the University of
Missouri — St. Louis, as well as, a Master’s Degree in Finance from the John M. Olin
School of Business at Washington University in St. Louis. He is a member of the St. Louis
Chapter of the American Society of Appraisers, as well as a candidate for the Accredited
Senior Appraiser designation from the American Society of Appraisers.
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of HEALTH CAPITAL CONSULTANTS (HCC), where she conducts project
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provides research services necessary to support certified opinions of value
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transactions related to healthcare enterprises, assets, and services. Ms. Bailey-Wheaton is
a member of the Missouri and Illinois Bars and holds a J.D., with a concentration in Health
Law, from Saint Louis University School of Law, where she served as Fall Managing
Editor for the Journal of Health Law & Policy.

Daniel J. Chen, MSF, is a Senior Financial Analyst at HEALTH CAPITAL
CONSULTANTS (HCC), where he develops fair market value and
commercial reasonableness opinions related to healthcare enterprises,
assets, and services. In addition, Mr. Chen prepares, reviews and analyzes
forecasted and pro forma financial statements to determine the most
probable future net economic benefit related to healthcare enterprises,
assets, and services, and applies utilization demand and reimbursement trends to project
professional medical revenue streams, as well as ancillary services and technical
component (ASTC) revenue streams. Mr. Chen has a Master of Science in Finance from
Washington University St. Louis.
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