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I am having difficulty in persuading our accountancy firm to apply a sensible valuation on our customer database and brand for balance sheet purposes. As I am working on a three year plan to prepare the business for sale, this seems key to achieving a good deal as a multiple of profit alone will not reflect the true value of the business. As our database, along with our brand, forms the most valuable (quantifiable) element of our business they need to be valued. How is this done ? Are there accepted formulas ? Can we capitalise customer recruitment, database management and profiling costs ? Can these be backdated ? Is lifetime value taken into account ? And how do businesses place a value on their brands ? 

 

PF, London

My advice here is not to place a valuation of your database in your accounts.   Banks and suppliers are most unlikely to be fooled into thinking your balance sheet is strong because of an intangible asset such as the database.   What may happen is that you will fool yourself into thinking it is fine to recruit customers at a high cost per buyer because you can capitalize the expenditure and write it off over several years.  This could be a recipe for disaster if the payback period from new buyers is too long.   Catalogue businesses use up large amounts of cash in the early years building up their database. Concentrate on controlling and managing this cash.  If you are successful at building a profitable, cash generative catalogue business of a reasonable scale, you will receive fair value when you sell.

Catalogue businesses in general place too much emphasis on the value of their brand.  I have seen catalogues change their long established brand names over night, with surprisingly little or no adverse impact on their trading.  If their original brand was so strong and valuable how can it be changed with no effect?  The key to success is not the brand but the products you sell.   The products you sell uniquely define your brand.  Focus on finding products your customers want to buy from you.  Over time this product experience of your catalogue will become your brand.

I have a client that used to capitalize their database. They abandoned that policy several years ago for the reasons above and now write off recruitment costs as they are incurred.   You should do the same.
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