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Inappropriate valuation of intellectual properties on firms' balance sheets sometimes
causes trouble as recent increasing importance of intellectual property, one of the
intangible assets, in enterprise values.

The intellectual properties such as patents researched and developed internally in
companies are not on the balance sheet, for their expenditures are counted as costs in
principle according to accounting standards in Japan. If the IPs can be distinguished from
other assets and be reliably evaluated when M&A are conducted, we can regard them as
assets independently. On the other hand, International Financial Reporting Standards, or
IFRSs, to which listed companies in Japan will be subject, oblige firms to capitalize the
expenditure during the development period of its internal R&D conditionally, if it can be
clearly separated from the research period. Some cases including M&A require
capitalization following Purchase Price Allocation, PPA, if the IPs meet several terms,
like its recognizability.

While IFRSs expand our ability to capitalize IPs, evaluation of IPs held by companies is
still limited and only Cost Approach is available. There will remain the problems of
inappropriate evaluation of IPs on the balance sheets.

In order to strengthen competitiveness and increase enterprise values, it is necessary to
understand, manage and practice IPs properly. And certain situations such as M&A and
IP-collateral finance require relevant and objective estimation of IPs. Therefore, Income
Approach and Market Approach are needed to be established and managerial accounting
that can achieve appropriate estimation, management and application of IPs must be
adopted in each firm, apart from financial accounting following accounting standards.
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