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Abstract: Brands are becoming more and more important for enterprises that spend
significant amounts on building strong ones. Howewer, the value of brands and the way it
should be represented in financial reports is still controversial. Our general objective is to
present a calculation method able to estimate brand value that we establish for the
calculation method of Interbrand corporation and results of our own survey research. Our
specific objective in the course of analysis is to determine Daimler AG Mercedes-Benz'’s
and Nestlé cereal’s brand value based on data of 2022. Firstly we calculated the so-called
Economic Value of researched enterprises by analysing their financial reports. Applying the
results from our survey research we determined the role of brand plays in gaining EVA,
which is Brand Income. Finally we calculated a ratio using WACC which we discounted the
Brand Income with we obtained the Brand Value. Our survey research is assembled
according to Keller’'s Brand Equity Model. During our research we have confirmed our
hypothesis that people filling the survey consider brand to be a more important purchasing
aspect in case of Mercedes-Benz than Nestlé cereals; purchasing Nestlé cereals
respondents consider brand as the most important purchasing aspect out of the given list;
respondents choose analysed brands contra unknown ones which has the same features
and price. Final results show that Mercedes-Benz and Nestlé cereals have strong brand
knowledge, the Mercedes brand value was several times higher, while the difference
between these brand values caused by not the different financial performance but rather
the devation of brand power and strength of the analysed manifacture companies.
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1. Introduction

Most companies pay a lot of attention to building a reputation, loyal consumers for their
products and a brand. In our study, we want to look at an item that clearly has value for the
enterprise and indirectly constitutes its assets, yet is not necessarily included in the
accounts. This asset is the brand, the value of which we will examine through the valuation
of the internationally renowned Daimler brand Mercedes-Benz and the Nestlé cereal
brands. In addition, we will determine how the amount of the brand can be shown in the
accounts prepared in accordance with the international accounting standards.

In our research we look at two brands in two very different product categories. One of these
categories is the automotive industry, where we assume that the brand is at the forefront of
consumers' purchasing preferences. The other product category is the food category, where
brand is assumed to play a minor role in product purchases. The analysis of brand equity is
therefore carried out by examining two brands in product categories where the role of the
brand may differ. The two brands mentioned were chosen because they were included in
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the so-called "Best Global Brands" 2022 ranking published by Interbrand, which includes
the most valuable global brands for 2022 according to Interbrand's calculations. In this list,
Mercedes-Benz was at the top of the ranking among automotive brands and Nestlé among
food brands. Today, it is increasingly important for a farmer to be aware of the internal and
external factors that affect him: his strengths, weaknesses, opportunities and threats, so
that he can plan and make appropriate decisions.

A brand is defined by the American Marketing Association (AMA) as a term, design, symbol
or any other feature that distinctly identifies and distinguishes one entity's product or service
from those of other entities American Marketing Association (2017). Based on these
definitions, a duality appears in the conceptual definition of brand - the need for
distinctiveness and the need for identifiability. On the one hand, the seller wants to
permanently distinguish the product or service he sells from competing products, and on
the other hand, the customer is able to identify the product or service he wants to buy based
on the brand (Rekettye et al, 2016). It is observed that when buying a branded product, the
perceived risk of a bad purchase is lower, so the consumer feels less weight in his decision.
This was the case, for example, in 2014 with the sales of the Volkswagen Sharan and the
SEAT Alhambra. The two car brands had similar equipment and specifications, the only
difference was in the economic success of Volkswagen and SEAT. As a consequence,
although Volkswagen sold its Sharan models at a higher price, its sales were still higher
than those of the SEAT Alhambra. A brand can not only influence consumer perceptions of
existing goods, but can also increase future economic benefits and cash flows, including
through building brand loyalty and selecting the right consumer group (Meeh-Bunse et al.,
2021). The estimation and conceptualisation of brand value has been the subject of some
literature (Christopher, 1996; Barth et al, 1998; Haigh, 1999; Chandon, 2003; Arvidsson,
2006; Fehle et al, 2008; Gupta et al, 2020). Brand equity also affects the definition of the
value of the company, which is of paramount importance from an investor's perspective
(Kiss, 2015, 2016a, 2016b, 2016c, 2017). In the IFRS environment, the requirements for
brand names are set out in IAS 38, which governs intangible assets, and IFRS 3, which
governs business combinations (Meeh-Bunse et al, 2021).

Several models can be used to define brand equity (Jones, 2005; Soto, 2008; Vasileva,
2016; Borkovsky, 2017; He-Calder, 2020; Porokhnya, 2020), which indicate which elements
of a brand make up and influence brand equity and how they are related to each other. One
of the methods used to measure brand equity has been developed by Interbrand, a UK
company that has been one of the world's leading consultancies for 40 years. Interbrand's
model widely applied in the marketing study (Chu-Keh, 2006; Hanno, 2007; Jia-Zhang,
2013; Rozhkova et al, 2021), and is based on three factors to determine brand equity:
operating profit achieved, the role of branding and brand strength, an approximate discount
factor to determine the present value of brand equity (Bauer-Kolos, 2017). Here, operating
profit achieved is called Economic Value Added (EVA) or residual income, which is
determined using the company's IFRS financial statements. The turnover of the company
under consideration must be reduced by operating costs, income tax on operating profit and
the cost of capital employed, which is paid to equity holders and creditors - because we can
only talk about true value creation if the company is able to generate returns in excess of
its cost of capital. After the calculation of EVA, the role of branding is defined. The role of
branding, according to Interbrand, is a ratio that shows how much of EVA is due to the
brand. This percentage is estimated primarily through market research. The share of
economic income that includes branding is called brand income. Interbrand calculates the
brand strength, after determining the brand equity, as the sum of a risk-free rate and a so-
called brand risk premium, which is the share of the risk premium attributable to the brand.
The brand strength is the rate at which the brand income is discounted to obtain the present
value of the brand income, so brand equity. The stronger the brand, the lower the brand
strength ratio (Papp-Vary, 2020). The elements of brand equity are illustrated by Kevin Lane
Keller through the Dimensions of Brand Equity model.
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2. Data and methods

In our study, we analysed the value of the Mercedes-Benz brand owned by Daimler AG and
the Nestlé cereal brands owned by the Nestlé Group. We will estimate the value of these
brands based on Interbrand's calculation methodology. It is important to point out that there
are several approximate methods and models for determining brand value (Bauer-Kolos,
2017; Gyulavari et al, 2017; Keller-Kotler, 2016), but there is no formally accepted
calculation method for this.

The first step is to determine the EVA of the brand. This is done by calculating the return on
capital invested and deducting the cost of capital employed, calculated using a weighted
average cost of capital. The difference between the ROIC and the WACC is the return above
the WACC, multiplied by the value of the capital invested to obtain the economic return of
the company. This amount has to be divided among the brands of the company, which we
have done as a proportion of each brand's EBIT. The next step is to calculate the brand
income. This is the part of the EVA that is due to the brand. The ratio between the two is the
role of branding, which we estimated using our questionnaire survey. Brand income is the
product of EVA and the role of branding. According to the model, brand income can be
considered as a cash flow that arises at regular intervals — in each year's accounts — in
equal or steadily increasing amounts and over an infinite period of time - if we start from the
going concern principle. Thus, using the perpetuity formula, we obtain the brand value by
discounting the brand income by the brand strength. To assess the brand power, a
questionnaire survey was conducted online in Hungary, using a randomly selected, non-
representative sample of 144 respondents.

The variation between the brand values shown above can be broken down by a total of 5
factors using the absolute difference method:

EVA x Marketing Power
Brand Strength -

= Equity * (

Brand value =

_— ROIC — WA
1 — Debt ratio)*( 0IC = WACC)

M ing P _—
* Marketing Power Brand Strength
The method of absolute margins is suitable for showing the impact of the multiplying factors
shown in the above formula on brand equity.

3. Results
3.1. The brand power and strength

Among the respondents to the brand power questionnaire, one third were under 30 years
old, and the rest were older. Almost two thirds of respondents had an average financial
situation, less than a fifth had an above average financial situation, 13% had a below
average financial situation, just under 4 people, or nearly 3% of the 144 respondents, had a
financial situation significantly below average, and 5.55% of respondents chose not to
answer. The role of branding was therefore determined according to which of the four
predefined purchasing criteria (price, appearance, perceived trustworthiness, brand) was
considered the most important by which many people.
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m Brand (35 persons)

W Appearance (colour, size,
design, etc.) (25 persons)

e Price (56 persons)
17,36%

H Equipment and technical data
(28 persons)

Figure
1: Most important aspect of buying a car according to respondents (n=144)
Source: Own editing based on the questionnaire used

As shown in the Figure 1, a fifth of the 144 respondents said that brand is the most important
factor when buying a car, so the role of branding is estimated at 24.31% based on the Keller
model at the Mercedes. The questionnaire used in the research indicated that the Keller
model shows that Mercedes-Benz brand awareness is strong, with products of good quality
and an impressive appearance and relatively high prices. The brand provides added value
to the consumer, as well as an experience and symbolic meaning. Overall, it leaves a
positive impression on the vast majority of consumers.

H Price (28 persons)
19,44%

H Brand (15 persons)
49,31% 10,42%

Appearance (30 persons)

W Quality (quality ingredients,
fresh taste, etc.) (71 persons)

Figure
2: Most important aspect of buying a car according to respondents (n=144)
Source: Own editing based on the questionnaire used

As shown in the Figure 2, 10.42% of respondents consider brand to be the most important
of the four criteria when buying cereals. It should also be noted that brand is the least
important of the four criteria according to the respondents. In half of the cases, quality was
cited as the most important purchasing factor. Similar to the Mercedes-Benz brand, the rate
of 10.42% will represent the branding role of Nestlé flakes according to the analysis of the
Keller model. Awareness of Nestlé cereals is particularly strong, both in terms of brand recall
and brand recognition. However, we were unable to form an opinion on brand image for
several aspects. The brand's products are perceived as very tasty by respondents and the
packaging of the products is considered attractive by a large majority, but opinions are
divided on the price of the products. The added value of the brand in the area of health is
guestionable, and there does not seem to be a clear symbolic meaning for the brand in the
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same area. However, the divided opinion may also indicate that people's perceptions of
cereals are changing and that they will subsequently see the brand as an added value or as
an individual, social value, as an opportunity for a healthy lifestyle. In terms of attitude, it can
be said that it is positive for the majority of respondents.

3.2. The calculation of Brand Income

To determine the economic return per Mercedes-Benz brand, it is first necessary to
determine Daimler's return on capital employed. The company's earnings before interest
and tax, less the German income tax rate of 15%, and multiplied by the average stock of
invested capital, yield the following ROIC:

EBIT (1 —t) _ 20458 (1 — 0.15)

Invested capital 198 377
The WACC is calculated as the weight and cost of equity and debt multiplied by the weight
and cost of debt, adjusted for the tax effect of debt. In the case of Daimler, the WACC is
based on the average cost of capital for the automotive industry in Western Europe, which
was 4% in 2022 (Damudaran, 2022). The EVA per Mercedes-Benz brand was calculated as
a proportion of the EBIT generated by the individual Daimler brands. Mercedes-Benz Cars
accounts for 80% of the total EBIT of Daimler Group, so that the same proportion of the
calculated economic income can be considered as the EVA attributable to the brand within
the corporate EVA.

ROIChqimier = =8.77%

EVApyercedes = 198 377 = (8.77% — 4.00%) * 80% = 7563 million EUR

Based on Interbrand's methodology, after determining the brand equity, the brand strength
was calculated, which was used to discount the predicted brand equity to obtain the brand's
present value, so the brand equity. The risk attributable to the brand was calculated using
the CAPM, which was also used to calculate the brand equity, after adjusting the risk
premium for the branding role defined earlier. If the long term treasury bond rate is 1.51%
and the risk premium to use for equity is 5.07%, then with an industry beta of 1.22
(Damudaran, 2022), the risk weighted by the brand power (, so the brand strength is 6.34%.
Discounting the brand income by this value gives the brand equity:

7563 * 24.31% .
Brand Valueyercedes = B YTy 29000 million EUR
. 0

The calculation of the EVA of Nestlé cereals can be done in a similar way as before. The
EBIT minus the tax rate and then divided by the capital invested gives the ROIC:

EBIT x (1 —t) 12326 * (1 —0.15)
Invested capital 97 104
In the case of Nestlé, the WACC is based on the average cost of capital for the food
processing industry in Western Europe, which was 3.74% in 2022 (Damudaran, 2022). The
Brand income of cereals in EUR was calculated as a proportion of the operating results
generated by each type of Nestlé product. The operating profit for the cereals product type
representing 22.22% of total operating income (Statista, 2022). On this basis, the economic
revenue per Nestlé cereal brand is estimated at around €2 390 million:

ROICyestiec = =10.79 %

EVApestie = 97 104 * (10.79% — 3.74%) * 22.22% = 1521 million EUR
If the long term treasury bond rate is 1.51% and the risk premium to use for equity is 5.07%,
then with an industry beta of 0.71 (Damudaran, 2022), and the weight of 22.22%, the risk
attributable to the brand, so the brand strength is 1.89%. Discounting the brand income by
this value gives the brand equity:

349



The Annals of the University of Oradea. Economic Sciences
TOM XXXIII, 15 Issue, July 2024

1521 x10.42%
Brand Valueygs s = 18 8385 million EUR
. 0

3.3. Examination of factors affecting the difference in calculated brand values

The examined factors’ effect to the difference between Mercedes and Nestlé brand value
showed in the Table 1.

Table 1: Examining the effects of factors affecting the variation between detected brand
values using the absolute difference method based on IFRS reports 2022 data
Factor Mercede Factor Effects
Effects S 1. 2. 3. 4. 5. 6.
Equity
1| (na
billion
EUR)
1/(1-
Debt 2.29 2.29 -0.02 2.27 2.27 2.27 2.27 2.27
ratio)
3 | ROIC-
WACC
Brand _
4 | ratio 80.00 80.00 80.00 22.22 22.22 22.22
based 80.00% % % % 570)78 % % %
on EBIT >
Brand -
5 24.31 24.31 2431 2431 10.42 10.42
_po:)/ver 24.31% % % % % 13.89 % %
in % %
1/
6 | Brand
Strengt
h
BRAND
VALUE (in a 29.0 -14.7 -0.1 6.8 -15.2 -3.3 5.9 84
billion EUR)

Source: Own calucation based on IFRS reports

Nestlé

86.54 -43.75 42.79 42.79 42.79 42.79 42.79 42.79

4.77% 477% | 4.77% | 2.28% | 7.05% | 7.05% | 7.05% | 7.05%

15.77 15.77 15.77 15.77 15.77 15.77 37.14 52.91

The value of Mercedes cars was estimated to be some €20 billion higher than that of one
of Nestlé's brands, based on IFRS accounts. The higher brand value of Mercedes was
significantly affected by the fact that the average value of assets financed by owners and
operations was estimated to be almost €44 billion higher in absolute terms than Nestlé,
based on IFRS data to date. The higher equity of Mercedes would have resulted in a higher
difference between brand values of around €14.7 billion. The effect of the financing capital
structure can be separately identified in the difference in the estimated brand values, as the
total amount of capital employed can be derived from equity through the proportion of
interest-bearing debt. On this basis, the higher brand value of Mercedes cereals cannot be
explained by the higher proportion of interest-bearing debt drawn by Mercedes’s creditors,
which alone induced a difference of EUR 0.1 billion in favour of Mercedes. The part of the
return on invested capital (ROIC) above the average cost of capital (WACC) paid to equity
holders and creditors, which also determined the size of the economic return, would have
increased the difference between the two brands in monetary terms about €6.8 billion, in
favour of Nestlé, if all other factors had been equal for the 2 companies. However, the former
positive difference was offset multiply by the fact that the EBIT share of Mercedes within
Daimler was four times than the EBIT share of cereals within Nestlé, which results more
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than €15.2 billion, and which could ultimately reduce the size of the difference between the
two brands significantly. In addition, in the empirical study, Nestlé cereals were perceived
by customers as having a significantly lower brand equity than Mercedes, so the role of
branding was found to be significantly stronger in the latter company's customer perception,
which explained an additional brand equity difference of €3 billion in favour of Mercedes. In
contrast, the role of brand strength as a discount factor improved the monetary advantage
of Nestlé's cereals brand, which is in a better financing debt position, compared to the
Mercedes.

Overall, therefore, if only the potential return on financial investment is taken as a basis for
estimating the brand value, the value of Nestlé cereals would not be in a significantly more
favourable position than currently estimated compared to Mercedes. If, on the other hand,
the financial risks borne by the financiers of the two companies were considered to be the
same as their realised return and only the customer perception, the role of the brand, was
taken into account in the model calculation, the advantage would be clearly in favour of the
Mercedes brand.

4. Conclusion

In our study, we determined the brand equity of Mercedes-Benz and Nestlé cereals by
following the calculation methodology of the British company Interbrand, using our own
calculations and a questionnaire survey we compiled. As a result, we found that the
Mercedes-Benz brand is worthier than the Nestlé cereal brands. Interbrand has valued the
Nestlé brand at amount of €10.921 million, while the Mercedes-Benz brand at a amount of
€56.103 million (Interbrand, 2022), so our calculations for Nestlé are close to the value
calculated by Interbrand (which may be due mainly to differences in the questionnaire
results), although both results show that the Mercedes brand value was several times
higher. In the case of Nestlé, the comparison of the results is not meaningful as Interbrand's
calculations are not only for Nestlé cereals but for all Nestlé brands. In addition, my
questionnaire findings revealed that both global brands have strong brand awareness, and
from the sample surveyed, consumers basically consider them to be trustworthy, to perform
as expected, and most of them have positive attitudes towards them. It was also found that
brand equity in international accounting can basically be shown by an enterprise if the brand
name is not its own - internally generated - but acquired from an external, independent
source. On the one hand, respondents say that brand is a more important consideration
when buying a car than when buying cereals. On the other hand, it was also confirmed that
quality is a more important criterion than brand when buying cereals, and that respondents
would prefer a well-known brand to an unknown or less well-known brand for the same
parameters and price.

The use of the calculations presented here may be advisable not only for brands, but also
for products that are about to be launched on the market, for example. Given the topicality
of the subject and its wide range of practical applications, there are many opportunities for
further research. In our view, it is certainly worthwhile to increase the sample size of the
research, so the number of respondents - those who fill in the questionnaire. This will
increase the accuracy and reliability of the results of the research. The questionnaire we
have compiled was completed by 144 people, which is a small sample. It may be advisable
to carry out a similar experiment with up to several thousand people. In addition, a sample
that is representative of the brand is needed. In addition, you need to have a population that
is representative of the brand. This requires ensuring an appropriate gender and age
distribution of respondents, or even a distribution of nationalities for global companies. In
some circumstances, it may be appropriate to narrow the survey sample according to what
the company is looking for. If, for example, your main customer base is young men, it may
be worth looking at their demographic group and then following their needs.
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As there are other methods for determining the brand value, it may be advisable to use
other calculation methods. Further development of the research could include the
aforementioned extension of the basic data. By using their internal data and having a clear
understanding of their operations and plans, individual companies can make more efficient,
accurate and detailed calculations of their own brand equity. The use of the calculations
presented here may be advisable not only for brands, but also for products that are about
to be launched on the market.
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