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The Role of Intangible Assets on the
Valuation of IPO shares

Mun Soo Choi*

{abstract)

The purpose of this study is to empirically investigate the role of capitalized intangibles
such as patents, copy rights and R&D and non-capitalized intangibles such as advertising
expenses and labor-related expenses, which are considered to be important to generating
future excess profits, on the valuation of IPO shares. This study examines 125 firms which
went public during 1992~ 1998. The result suggests that advertising expenses do not have
significant influence on the offer price and the market price of IPO shares. On the other
hand, R&D and labor-related expenses play important role in determining the offer price
and the market price of [PO shares. In case of capitalized intangible assets, they are important
factors in determining the market price but not the offer price. This study suspects that the
Securities and Exchange Law of the Korean Securities Exchange Commission potentially
contribute to the result of no effect of capitalized intangibles (except R&D) on the offer
price by underwriters. According to the Law, any intangible assets which are considered
to be irrelevant to the valuation of IPO shares must be exclued. This is very ambiguous
and potentially cause underwriters to exclude any intangibles difficult to measure their value.
However the market considers capitalized intangibles to be important, as suggested by the
result of this study. To reduce this valuation asymmetry, it is important to reveal detailed
information regarding the valuation of assets, in particular, intangible assets to the public.

Keywords : IPO, Valuation, Intangible assets, Offer price, Goodwill

* School of Business and Economics, Soongsil University



