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Abstract 

Marketing or technology-related intangibles foster economic scalability. This increased return on operating profit 

derives from a higher EBITDA, a key economic and financial margin widely used in firm appraisal that is reflected 

in the ratio EBITDA / Sales (a sort of “monetary” Return on Sales). Intangibles have a scalable impact on the 

EBITD(A) if they contribute to boost monetary revenues and/or to decrease monetary OPEX.  

EBITDA represents the real engine behind value creation and economic-financial growth. 

EBITDA has an impact on most profitability ratios and market multipliers, ranging from ROIC, ROE, EVA, MVA, 

the economic profit to Enterprise Value/EBITDA, Price/Book Value, Price/Earnings, etc. 

This study analyses these links starting from a comprehensive accounting perspective, critically examining the causal 

relationship according to which intangible investments increase the EBITDA and have a positive impact on both 

profitability ratios and market multipliers. 

 

Keywords: Intangible intensity; operating leverage; profitability ratios; market multipliers; value creation. 

 

1. Introduction 

EBITDA (earnings before interests, taxes, depreciation, and amortization) is a cash operating profit commonly 

used to measure value and monitor a business. EBITDA is also a critical measure of the cash flow available 

to service debt. 

EBITDA is a performance metric deployed for various purposes including corporate valuation, managerial 

performance, and solvency measurement. EBITDA is frequently used both within a company and in its 

communication with shareholders as an alternative performance measure to net income, operating income, 

operating cash flow and free cash flow. EBITDA provides additional information on a firm’s financial 

position, be it its profitability, cash-generating ability, liquidity risk or credit risk. Many value-relevant items 

are left out of the EBITDA calculation, rendering it less reflective of a firm’s economic performance (Bouwens 

et al., 2019).   There is a consequent necessity of additional parameters that complement EBITDA, also 

reflecting the balance sheet components (from the net financial position to the working capital, the leverage, 

etc.).   

In technological firms as well as in increasingly digitized (traditional) firms, EBITDA is impacted by 

intangible investments that foster value co-creation and scalability. This framework describes the research 

question of this study, showing how the impact of intangibles on EBITDA levers the valuation drivers, 

represented by the EBITDA and other complementary parameters (from the profitability ratios to the market 

multipliers) that comprehensively describe the growth opportunities of the firm. 

 

2. The Accounting Value of Intangible Investments 

This paragraph is excerpted from Moro Visconti (2020). Intangibles constitute an ongoing challenge for 

accountants (Giuliani & Marasca, 2011; Roslender & Fincham, 2001), and their recording is a constant 

dispute, with problematic consequences even on market and performance valuation, exemplified by the 

increasing gap - softened during recessions – between market and book values, mostly attributable to relevant 

but not (adequately) accounted intangibles. International homogeneous accounting treatment for intangibles 

is still a daunting target (Còrcoles, 2010).  
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Intangible value is hidden in the balance sheet by inadequate accounting (Lev, 2001; Lev, 2018; Lev & Gu, 

2016), but not in the income or in the cash flow statement, where the intangible contribution to profit is 

detectable.  

As the intangibles are non-monetary assets with no physical form, it is difficult to find evidence for their 

existence. Intangible assets may be recorded as an asset in the balance sheet if future economic benefits can 

be expected. 

An intangible asset is identifiable when it: is separable (capable of being separated and sold, transferred, 

licensed, rented, or exchanged, either individually or together with a related contract) or arises from 

contractual or other legal rights, regardless of whether those rights are transferable or separable from the entity 

or from other rights and obligations (IAS 38.12). 

The requirement for an intangible asset to be ‘identifiable’ is included to distinguish the asset from the 

(internally generated) goodwill that cannot be recorded. 

Many intangibles will not be recognized in the financial statements as they fail to meet the definition of an 

asset or the recognition criteria. Examples include staff training, brand-building through advertising, and the 

development of new business processes. As no asset is recognized because of expenditure on such activities, 

it will be reported as an expense, even though it is undertaken to enhance the financial returns in subsequent 

accounting periods (Lennard, 2018). 

Financial statements can only deal with those intangibles that meet the definition of assets and satisfy the 

recognition criteria, as set out in the IASB’s Conceptual Framework. 

Intangibles can be acquired by:  

 

a. Separate purchase; 

b. Being part of a business combination; 

c. Government grant;  

d. Exchange of assets, and  

e. Self-creation (internal generation).  

 

IAS 38 permits intangible assets to be recognized at fair value, measured by reference to an active market. 

While acknowledging that such markets may exist for assets such as ‘freely transferable taxi licenses, fishing 

licenses or production quotas’ it states that ‘it is uncommon for an active market to exist for an intangible 

asset’. 

The lack of an active market makes it difficult to estimate the fair market value of an intangible. 

According to Lev (2018): 

 

• Most of the strategic, value‐creating resources of business firms, such as patents, IT, or brands, are 

currently expensed, and, therefore, not recognized as assets in financial reports, thereby understating 

the earnings and assets of intangibles‐growing firms, and overstating the earnings and assets of 

intangibles‐declining firms; 

• The fundamental inconsistency between the accounting treatment of internally generated intangibles 

(expensed) and that of the functionally similar acquired intangibles (capitalized) precludes a 

meaningful performance comparison of peer companies with different innovation strategies (internal 

generation vs. acquisition); 

• The disclosure of intangible expenditures in financial reports is seriously deficient. Except for R&D, 

all other intangible expenditures are generally aggregated within large expense items, mainly the cost 

of sales and Selling General &Administrative expenses. 
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These inconsistences severely impair the capacity to rely on the accounting data to infer the market value of 

the intangibles. 

The accounting treatment is nevertheless a prerequisite for valuation. The issue is overly complex, given that 

intangible assets are often not directly accounted for in the balance sheet or, in some cases, only appear in the 

income statement, within the operating expenses (OPEX).  

In the attribution of value to intangible assets, it is necessary to consider the income capacity they generate, 

without which it is difficult to assign a specific value to the "intangible". 

The accounting treatment and the consequent under-representation in the balance sheet of the real value of the 

intangibles often implies the necessity to appraise the growth opportunities that are naturally embedded in the 

intangibles. 

Another accounting issue concerns the net present value of growth opportunities (NPVGO) that calculates 

the net present value  of all future cash flows involved with the growth opportunities of the firm. The NPVGO 

is not recorded in the balance sheet and is used to determine the intrinsic value  of these opportunities to 

determine how much of the firm's current per-share value is determined by them. The estimation of NPVGO 

is consistent with the appraisal of the intrinsic value of the real options linked to the intangible assets. 

According to Damodaran (2018), the firms with intangible assets have the following characteristics: 

 

a) Inconsistent accounting rules that prudentially prevent capitalization of most operating expenses 

(OPEX); 

b) Conservative financing since intangibles lack any physical collateral; 

c) Extensive use of stock options to remunerate the management; 

d) The compressed life cycle of tech firms that grow faster and stay mature for shorter periods 

(Damodaran, 2018). 

 

1.1. Intangible assets and capitalized costs 

 

Accounting practice tends to divide intangible assets into two categories: 

 

a) Intangible assets in the strict sense; 

b) Intangible assets not represented by assets. 

 

The first category includes patents, intellectual property rights (IPR), concession or rights, licenses, and 

trademarks; the second category includes capitalized costs, such as start-up and expansion costs, bond issue 

discounts, study and research costs, design costs, advertising and propaganda costs and representation costs 

(...).  

Capitalized costs (intangible assets not represented by assets, like all elements not identifiable with certainty 

and not separable from the company) are not independently transferable and, therefore, do not represent 

straightforward intangible assets. 

Intangible assets are characterized by the lack of tangibility. They are made up of costs that do not exhaust 

their usefulness in a single period but show the economic benefits for several years. Intangible (fixed) assets 

include: 

 

- Deferred charges (start-up and expansion costs; development costs); 

- Intangible assets (industrial patents and intellectual property rights; concessions, licenses, trademarks, 

and similar rights); 
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- Goodwill; 

- Intangible assets in progress;  

- Advances. 

 

Future economic benefits arising from an intangible asset include revenues from the sale of products or 

services, cost savings or other benefits arising from the use of the intangible asset by the company. 

 

2. The Role of Intangibles as Scalability Drivers 

 

What “happens” in the upper part of the income statement – between the sales and the operating profit (EBIT) 

– has key implications in terms of value generation. Managers are normally remunerated according to their 

ability to improve operating marginality. And economic margins as the EBITDA – just one step before the 

EBIT – are the drivers of the liquidity creation (whenever EBITDA > 0) within the income statement. 

EBITDA is given by the difference between sales (operating monetary revenues) and monetary operating 

expenses (OPEX). The subdivision of OPEX into its main constituents – fixed and variable costs – unveils the 

role of operating leverage and scalability on value creation patterns.   

The link between scalability and liquidity is a fundamental concept to understand the cash flows that may be 

generated by an incremental economic margin. 

The key margin is represented by EBITDA that is the only parameter that simultaneously expresses both an 

economic and a financial marginality. EBITDA is close to EBIT – the target parameter of operating leverage 

– since it can be calculated from EBIT just summing up non-monetary operating costs like depreciation and 

amortization. 

Scalability indicates the ability of a process, network, or system to handle a growing amount of work. 

Scalability fosters economic marginality, especially in intangible-driven businesses where variable costs are 

typically negligible. Massive volumes may offset low margins, producing economic gains. 

Intangibles have a scalable impact on the EBITD(A) if they contribute to boost monetary revenues and/or to 

decrease monetary OPEX. The impact may concern both fixed and variable costs. 

A complementary topic is represented by operating leverage. Operating leverage is the degree to which a 

firm or project can increase its operating income by increasing its revenues. 

The formula is the following: 

��������	 ������	� =

∆����

����
�

∆������������� !" #$

������������� !" #$

∆ %&'(%/%&'(%
                    [1] 

Operating leverage so expresses the ratio between the percentage variation in the operating income (Earnings 

Before Interests and Taxes, EBIT) and the percentage variation of sales.  

The elements influencing the operating leverage are: 

 

● Sale prices; 

● Volume of sales; 

● Variable costs; 

● Fixed costs. 

      

We can consider an income statement where fixed and variable costs are represented separately. 
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1 Revenues (sales) 

2 (variable costs) 

3 = Contribution margin (1-2) 

4 (fixed costs) 

5 = Operating Profit = EBIT (3-4) 

EBIT+ depreciation/amortization= EBITDA 

 

The contribution margin is the selling price per unit minus the variable cost per unit. It represents the portion 

of sales revenue that is not consumed by variable costs and so contributes to the coverage of fixed costs. This 

concept is one of the critical building blocks of break-even analysis. 

The contribution margin analysis is a measure of operating leverage; it expresses how growth in sales translates 

to an increase in operating profits (EBIT). 

The contribution margin is computed by using a management accounting version of the income statement that 

has been reformatted to analytically represent fixed and variable costs. 

On-demand intangibles as Software as a Service (SaaS) or Platforms as a Service produce variable costs and 

reduce fixed costs. 

The overall contribution margin is given by the product of the unitary contribution margin and the sold 

quantities (or the services provided). The unitary contribution margin (that expresses an economic differential, 

so influencing the valuation formulae) is mainly determined by the relationship between “prices and revenues” 

of the sold products and the “prices and costs” of the variable input factors of production. 

Companies with a higher structure of fixed costs (that do not follow the variation of sold quantities, remaining 

unchanged - fixed) experiment higher operating level. If a company has only variable costs, then the operating 

leverage has a unitary level, and its contribution margin will coincide with the EBIT; to double the EBIT, 

sales will have to double, as they grow at the same pace of the variable costs and the contribution margin. 

A classic dilemma is represented by the difference between a company with only fixed costs and another one 

with just variable costs: which one is better? 

Both corner solutions have pros and cons: the former companies find it more difficult to reach a break-even 

point, but when they do, the marginal growth of revenues is fully translated into higher EBIT, with a scalable 

impact on economic marginality. Companies with higher variable costs are on the contrary, safer but less 

profitable when the outlook is positive, compensating lower risk with smaller trendy returns. 

The contribution margin can be increased: 

a) With a higher profit margin, expressed by the difference “price/revenue” vs. “price/cost”; 

b) Improving the efficiency of variable factors of production; 

c) Increasing the volume of sales. 

 

Fixed costs are the second determinant of EBIT. Costs are “fixed” if they do not vary when production 

changes. The cost structure and the mix fixed vs. variable costs is a strategic option of any company but it also 

depends on the industry.  

Variable costs are not included in the depreciation or amortization section, so they are all part of the monetary 

OPEX that negatively affects the EBITDA. Fixed costs may be partially represented by depreciation (that is 

to be accounted, irrespectively of the sales). 

 

3. Valuation Drivers, Overcoming the Accounting Puzzle 

The concept of EBITDA became popular with leveraged buyouts in the 1980s, primarily used to reflect the 

ability of a company to service debt. Over the subsequent years, EBITDA became popular in capital-intensive 
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industries, in which expensive assets had to be written down over longer periods (Bouwens et al., 2019). 

Capitalized intangibles are part of the Capital Expenditure (CAPEX), whereas intangible costs recorded in the 

income statement are part of the monetary OPEX. Amortization is a non-monetary operating cost that reduces 

the balance value of the intangible CAPEX. 

The two most common valuation approaches for the estimate of the enterprise value are based on the operating 

cash flows discounted at the WACC or on the EBITDA times a multiple of comparable firms. 

The following formulation recalls the two methodologies (for simplicity, DCF does not consider any terminal 

value): 

 

*�������+� ,��-� = ∑/
0�1

%&'(%234/(5&67 89:; ±∆ =(5 >46?0/@ A&B05&' ±∆ AC9:;

(1E>CAA) $
=         

8B(6&50/@ A&%G H'4I

(1E>CAA) $
≅

(K�+�L ������ + �����	�K�� − O����� ������) ∗ Q��R�� Q-�������� [2] 

 

Intangibles impact on sales (due to their scalability), on monetary OPEX (cost of not-capitalized intangibles, 

net of the savings from synergies), and on the CAPEX (capitalized intangibles less the yearly amortization). 

For a better understanding of these complex issues that are still partially unsolved, we might consider an 

“ideal” world without capitalizations, where all the expenses concerning the intangibles are reflected as 

monetary OPEX in the income statement. The absence of any capitalization also implies that there is no 

amortization of the goodwill or other intangibles, and that yearly intangible-CAPEX (i.e., investments in 

intangibles that occur each year) is also reflected by comprehensive monetary OPEX. 

The accounting break-down of the income statement may be summarized as follows: 

 

Sales 

- Intangible Monetary OPEX 

= EBITDA 

+ Δ Intangible CAPEX (net of amortization) 

= normalized EBITD 

- depreciation 

= EBIT 

 

As non-monetary costs, both depreciation and amortization have not any impact on the cash flows (including 

the EBITDA), which consider only monetary items.  

However, in absence of depreciation and amortization, the EBITDA corresponds to the EBIT. As it will be 

illustrated in the following paragraphs, EBITD and EBITDA have a different range of multipliers.  

Intangibles have a scalable impact on the EBITD(A) if they contribute to boost monetary revenues and/or to 

decrease monetary OPEX. 

An increase of the monetary revenues can be obtained, for example, with growing sales (thanks to a new patent 

…) or/and with a rise in prices (branded products …). 

A patented production process could reduce the monetary costs, with an impact on the economic margins. 

The contribution margin – as anticipated in paragraph 2 - is the selling price per unit minus the variable 

cost per unit. It represents the portion of sales revenue that is not consumed by variable costs and so contributes 

to the coverage of fixed costs. 

 

4. From EBITDA to EBIT 

As Nissim (2019) points out “The primary argument for excluding amortization (but not depreciation) from 

measures of operating profitability is related to the differential treatment of acquired versus internally-

developed intangibles. Acquired intangibles are recognized on the balance sheet and subsequently amortized, 
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but costs incurred to internally develop intangibles are generally expensed as incurred. This differential 

treatment can lead to distortions and a lack of comparability across companies and over time. For example, 

with no growth, reported earnings may be unbiased even for companies with substantial organic investments 

in intangibles.  

This follows because the expensing of current organic investments in intangibles is offset by the omission of 

amortization of past investments that contribute to current revenue (those investments were expensed in the 

past and so there is no book value to amortize). However, if such a company is acquired, the increase in EBIT 

of the acquiring company will be smaller than the pre-acquisition EBIT of the acquired company because the 

intangible assets of the acquired company will be recognized by the acquiring company and subsequently 

amortized. Thus, by excluding amortization expense, EBITA may give an unbiased estimate of the 

profitability of the combined company”. 

The classification can be summarized as follows: 

 
EBITDA 

- amortization 

= EBITD 

- depreciation 

= EBIT 

 

In an “ideal” world without intangible capitalizations, EBITDA = EBITD. 

 
5. The Scalable Impact of the Intangibles on Revenues and Monetary OPEX 

It should by now be clear that the EBITDA represents the real engine behind value creation and economic-

financial growth. This statement may be confuted by many as simplistic or even wrong but is strongly 

supported by the author of this paper. 

Based on these premises, a further consideration concerns the impact of the intangible investments on the 

EBITDA’s components, represented by the difference between the operating (monetary) revenues and the 

(monetary) OPEX. 

The representation may be synthetized in Figure 1. 

 

Figure 1. - The Impact of the Intangible Investments on the EBITDA 

 

 

Operating Monetary Revenues 

- variable monetary OPEX 

- fixed monetary OPEX 

= EBITDA / EBITD* 

- fixed non-monetary costs 

/ depreciation 

= EBIT 
* if it incorporates amortization,  

not considering intangible CAPEX 

 

1. intangible-driven growth in monetary revenues may be given by:  

• their contribution in the approach of new markets,  

1 

2 

Risk reduction / 

Resilience 

3 
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• the sales-driving digital platforms,  

• the incremental / differential role of brands, patents 

• revenue and market share protection, with entry barriers 

• digital scalability, driven by Metcalfe or Moore law externalities 

• real options (to expand, contract out …) 

 

2. intangible-driven savings in monetary OPEX may be given by:  

• productivity and efficiency gains 

• (digital) supply chain savings 

 

3. Risk reduction: 

• Affects the denominator of DCF (discount factor incorporating the cost of capital) 

• Reduces the difference between expected and real outcomes, even thanks to timely re-engineering of the 

business planning incorporating big data (Moro Visconti, Montesi & Papiro, 2018) 

• Improves the resilience and flexibility of the supply and value chain. 

 

6. The Integrated Equity, Economic, Financial, Empirical, and Market Valuation Framework 

The main approaches to evaluating companies commonly used in practice are: 

 

a) The balance sheet-based approach (simple and complex); 

b) The income approach; 

c) The mixed capital-income approach; 

d) The financial approach; 

e) Market approaches and valuation through multiples. 

 

The valuation of the market value according to the balance-sheet approach (Fernandez, 2001) is based on the 

current value of the equity contained in the last available balance sheet.  

The central element in determining the value of a firm is the estimate of its future ability to generate an income 

or financial flow capable of adequately rewarding its shareholders after debt service.  

Among the approaches used by operators to identify the market value of the firm, the financial and income 

approaches are the most appropriate to represent the expected fair remuneration of shareholders.  

While the balance sheet-based approach values tangible and intangible resources summing up the values of 

individual assets, the income, and financial approaches consider them as comprehensive elements able to 

participate in the context of the entire set of factors for the creation of value. The firm's market value is the 

result of the interaction of internal variables relating to its tangible and intangible assets and external variables 

relating to the market. The combined consideration of both makes it possible to estimate the firm's future 

results and to assess its risk.  

Recent valuation trends have led to the use of two approaches: the financial approach based on the estimate 

of discounted operating cash flows at the weighted average cost of capital (WACC) and the market approach 

based on the EBITDA multipliers of comparable companies. In both cases, the enterprise value (value of the 

firm, including debt) is estimated, which is then added algebraically to the net financial position to arrive at 

the residual equity value. 

EBITDA plays a central role in all these valuation approaches: 

a) The balance sheet-based approach starts from the book value of equity that is influenced by the 

EBITDA. As a matter of fact, the EBITDA influences the net profit and the retained earnings (not paid 

out as a dividend) increase the equity. There may also be an indirect impact of the EBITDA on the 

market value of intangible assets (recorded or not in the balance sheet); 
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b) The income approach is based on the forecast of the firm earnings, represented directly by the EBITDA 

or, more frequently, by other economic margins (EBIT, pre-tax profit, net profit) that are influenced 

by the EBITDA; 

c) The mixed capital-income approach reflects the two methodologies described above and is so 

EBITDA-driven; 

d) The financial approach is based on either the operating cash flow or the net cash flow (as shown in the 

cash flow statement exemplified in Figure 2) that are sensitive to the EBITDA; 

e) The market approach depends on market multipliers of the EBITDA. 

 

As anticipated in point d), the DCF formulation estimates the Enterprise Value of the firm discounting its 

Operating Cash Flow at the WACC. Since the Operating Cash flow includes both the monetary OPEX 

represented by the intangibles (intangible costs net of the synergies) and the intangible part of the CAPEX 

(incremental CAPEX due to the intangible capitalized investments net of the yearly amortization), the 

numerator of the DCF formula is not affected by the accounting policies of the firm.  

The book value of the intangible assets is expressed by the information available from the balance sheet, 

income statement, and cash flow statement, following the format shown in Figure 2. That comprehensively 

represents the different valuation approaches. 

 

Figure 2. - The balance sheet - economic - financial interaction 

 

Balance sheet Variations 

Δ Implicit goodwill 

 

Δ Equity gain 

 

Δ Tangible fixed assets 

Δ intangible assets 

Δ equity (including 

EBITDA-driven 

retained earnings) 

 
Δ Net 

operating 

working 

capital 

 

Δ Net 

financial 

position 

 
 

Income statement 

Operating monetary revenues 

- monetary OPEX 

= intangible-driven EBITD(A) 

- depreciation 

= EBIT  

- negative interests 

+/- extraordinary operations 

= Pre-Tax Profit 

- taxes 

= Net Profit 

  

Invested Capital = Raised Capital ≈ Enterprise Value 
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7. The Impact of intangible-driven EBITDA on valuation methods  

According to IVS 210 § 50.1., there are many income approach methods: 

 

a) excess earnings method, 

b) relief-from-royalty method, 

c) premium profit method or with-and-without method, 

d) greenfield method, and 

e) distributor method. 

 

The (incremental) impact of intangibles on the EBITDA can be appreciated mostly with methods a), c) and 

d). According to IVS 210, the definitions are the following: 

 

§ 60.1. The excess earnings method determines the value of an intangible asset as the present value of the cash 

flows attributable to the subject intangible asset after excluding the proportion of the cash flows that are 

attributable to other assets. It is often used for valuations where there is a requirement for the acquirer to 

allocate the overall price paid for a business between tangible assets, identifiable intangible assets, and 

goodwill. 

 

80.1 The premium profit method, sometimes referred to as the with-and-without method, indicates the value 

of an intangible asset by comparing two scenarios: one in which the business uses the subject intangible asset 

and one in which the business does not use the subject intangible asset (but all other factors are kept constant). 

 

90.1 Under the greenfield method, the value of the subject intangible is determined using cash flow projections 

that assume the only asset of the business at the valuation date is the subject intangible. 

 

Intangibles impact on EBITDA in many complementary ways, mainly producing excess earnings or premium 

profits (detectable with a with-and-without approach). 

 

 

 

Cash flow statement 

EBIT 

+ depreciation 

=  intangible-driven EBITD(A) 

+/- Δ operating net working capital 

+/- Δ fixed assets 

= Operating cash flow (unlevered) - FCFF 

+/- extraordinary income/expenses 

+/- financial income/expenses 

+/- Δ other activities 

- taxes 

+/- Δ financial debts 

+/- Δ shareholders’ equity 

= Net Cash Flow (Free Cash Flow to Equity) 
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8. The impact of EBITDA on the Profitability Ratios 

EBITDA has an impact on the most used profitability ratios, which are the following: 

 

ROE 

The return on equity (ROE) is a measure of the profitability of a business concerning the book value of 

shareholder equity, also known as net assets or assets minus liabilities. ROE is a measure of how well a 

company uses investments to generate earnings growth. 

ROE is equal to net income (Rn), divided by mean total equity [E=(E0+E1)/2], expressed as a percentage: 

 

ST* =
=(5 U(%V'5

:WV057
=

������2X(B6(Y0&504/2/(@&50Z( 0/5(6(%5%25&[(%…

:WV057
   [3] 

 

ROE is always positive unless the net return is negative or corresponds to zero. 

ROE is especially used for comparing the performance of companies in the same industry. As with return on 

capital, a ROE is a measure of management's ability to generate income from the equity available to it.  

EBITDA impacts both the net result and equity (E). 

 

ROIC 

The return on invested capital (ROIC) is the ratio between the operating profit (EBIT) and the resources that 

back it (raised = invested capital). A high ROIC means the investment's gains compare favorably to its cost. 

As a performance measure, ROIC is used to evaluate the efficiency of an investment or to compare the 

efficiencies of several different investments.  In purely economic terms, it is one way of 

relating profits to capital invested. The formula is the following: 

      

ST]^ =
:_`a

`/Z(%5(X�U&0%(X A&B05&'
=

������2X(B6(Y0&504/

`/Z(%5(X A&B05&'
   [4] 

 

A high ROI means the investment's gains compare favourably to its cost. As a performance measure, 

ROI is used to evaluate the efficiency of an investment or to compare the efficiencies of several different 

investments. In purely economic terms, it is one way of relating profits to capital invested. 

Investments in intangibles may affect both the numerator (EBIT) and the denominator (Invested 

Capital) of this ratio. 

 
ROA 

Return on assets (ROA) is an indicator of how profitable a company is relative to its total assets. ROA gives 

a manager, investor, or analyst an idea as to how efficient a company's management is at using its assets to 

generate net earnings.  

Return on assets is displayed as a percentage and it is calculated as: 

 

ST� =
=(5 U(%V'5

a45&' C%%(5%
=

������2X(B6(Y0&504/2/(@&50Z( 0/5(6(%5%25&[(%…

a45&' C%%(5% ≈`/Z(%5(X A&B05&'�U&0%(X A&B05&'�:WV057EH0/&/Y0&' �(�5%
   [5] 

 
Sometimes, the ROA is referred to as ROI if total assets = invested capital = raised capital. ROA tells us how 

efficiently a business uses its existing assets to generate profits.  

As for ROI, investments in intangibles may affect both the numerator (Net Income) and the denominator 

(Total Assets) of this ratio. ROA differs from ROE in the denominator, considering not only the equity but 
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also the financial debt, so showing the impact of the raised capital (including debt) on the net profit and 

representing a sort of “levered” ROE. 

 

ROS 

Return on sales (ROS) is a ratio used to evaluate a company's operational efficiency; ROS is also known as a 

firm's operating profit margin. 

This measure provides insight into how much profit is being produced per € of sales. An increasing ROS 

indicates that a company is growing more efficient, while a decreasing ROS could signal looming financial 

troubles. 

ROS measures the performance of a company by analyzing the percentage of total revenue that is converted 

into operating profits. 

ROS expresses the profitability of sales: 

 

ST� =
:_`a

%&'(%
=

������2X(B6(Y0&504/

%&'(%
   [6] 

 

Intangibles may impact the ROS if they contribute to increase sales and if this increasing raises EBIT. 

 

Economic profit 

Economic profit is the difference between the total revenue received by a business and the total implicit and 

explicit costs of a firm. It is often the extra profit left over after considering the next best alternative investment 

and can be either positive or negative in value. 

Intangibles may have an impact on the economic profit (net result) in terms of increased revenues and / or of 

decreased costs, as illustrated before. 

However, from an economic point of view, investing in intangible assets leads to an increase of the 

depreciation, if the correlated costs are capitalized. 

Moreover, if the investment is supported with debt, the correlated financial charges have a negative impact on 

economic profit. 

 

EVA & MVA 

Intangibles may also affect EVA & MVA, considering their impact on EBITDA and invested capital. 

Economic value added ® (EVA) is an estimate of a firm's economic profit or the value created in excess of 

the required return of the company's shareholders. EVA is the net profit less the equity cost of the firm's 

capital.  

EVA is net operating profit after taxes (or NOPAT, similar to EBIT less taxes) less a capital charge, the latter 

being the product of the weighted average cost of capital (WACC) and the Invested capital. The basic formula 

is: 

 

EVA = NOPAT - WACC * Ci = EBITDA – depreciation – (operating) taxes - WACC * Ic   [7] 

Or: 

EVA = (r – WACC) * Ci    [7bis] 

 

Where: 

EVA = Economic Value Added 

NOPAT = Net Operating Profit After Taxes 

WACC = Weighted Average Cost of Capital 
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Ic = Invested Capital (Equity + financial debts + provisions) 

r = NOPAT/Ci = capital return (adjusted ROI) 

 

NOPAT is the profit derived from a company’s operations (a sort of EBIT) after cash taxes but before 

financing costs and non-monetary revenues and costs. It represents the total pool of profits available to provide 

a cash return to those who provide capital to the firm. Invested capital is the amount of cash invested in the 

business, net of depreciation. It can be calculated as the sum of interest-bearing debt and equity or as the sum 

of net assets less non-interest-bearing current liabilities. The Market Value Added (MVA) consists in the 

difference between the market value and the accounting invested capital: 

 

MVA = market value – invested capital = present value of the expected EVA =  

= EVA / (WACC – g)   [8] 

 

Where g is a (sustainable) growth rate. MVA could also represent a measure of the extra-value (goodwill) 

generated by a company compared to its resources. 

EVA is the exact opposite of EBITDA in the following sense: It is measured after taxes, after setting aside 

depreciation and amortization as a proxy for the cash needed to replenish wasting assets, and after ensuring 

that all investors—lenders as well as shareholders—are rewarded with competitive returns on their capital. 

EVA is the bottom-line profit score that directly discounts to value (Stewart, 2019). 

 

9. The Impact of the EBITDA on the Market Multipliers 

EBITDA also has an impact on the most popular market multipliers, like the following: 

 

EV/EBITDA 

Enterprise value (EV) is the sum of a company's equity value or market capitalization plus its debt less cash. 

EV is typically used when evaluating a company for a potential buyout or takeover. The EV/EBITDA ratio is 

calculated by dividing EV by EBITDA to achieve earnings multiple.  

Improved intangible-driven scalability reflects on the Enterprise Value/EBITDA (EV/EBITDA) multiplier 

that compares a firm's market value (inclusive of debt), to its overall economic-financial profitability. 

Financial analysts use the EV/EBITDA ratio to measure a company’s value over its earnings. The metric is 

better than the P/E ratio because it considers the enterprise value irrespectively of the company’s capital 

structure. For instance, if a company raises additional capital through equity financing, the company’s P/E 

ratio will be higher because the price will rise. 

EBITDA may impact on either the market capitalization or/and the net financial position. An intangible-driven 

improved EBITDA creates additional liquidity, so increasing the net financial position, and may be reflected 

in higher market prices. The impact of the higher denominator EBITDA on the numerator EV may, however, 

change. 

The multiplier is: 

 
:�

:_`a�C
=

�&6?(5 �&'V( 4� :WV057E�&6?(5 �&'V( 4� �(�5

������
   [9] 

 

EV/FCFF 

Enterprise Value (EV) to Free Cash Flow to Firm (FCFF) compares the total valuation of the company with 

its ability to generate operating cash flows. 
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Investments in intangibles may have an impact on the FCFF, both in terms of economic margin (EBITDA) 

and CAPEX. 

 

:�

HAHH
=

�&6?(5 �&'V( 4� :WV057E�&6?(5 �&'V( 4� �(�5

8B(6&50/@ (X(�52�6(() A&%G H'4I�������±∆8B(6&50/@ =(5 >46?0/@ A&B05&'±∆AC9:;
   [10] 

 

FCFF corresponds to Operating (unlevered or debt-free) Cash Flows that are used for the calculation of 

Discounted Cash Flows. Unlevered cash flows are determined by using operating income before taxes and 

financial charges: 

 

Net operating income 

- taxes on operating income 

+ amortization/depreciation and provisions (non-monetary operating costs) 

+ technical divestments (-investments) 

+ divestments (-investments) in other assets  

+ decrease (-increase) in operating net working capital 

= Cash flow available to shareholders and lenders (operating cash flow) 

 

The link with EBITDA can be determined with a “bottom-up” approach (starting from the net income) or with 

a “top-down” reclassification, consistent with Figure 2:  

 

EBIT  

+ Depreciation and amortization  

= EBITDA (A) 

± ∆ Operating Net Working Capital  

± ∆ fixed assets (CAPEX) 

= Operating cash flow (unlevered cash flow to the firm) (B) 

 

 

 

Once the present value of the cash flows has been determined, the calculation of the market value W of the 

company may correspond to: 

 

(a) the unlevered cash flow approach: 

 

� = ∑
AH�

>CAA
=  

������±∆=>A±∆AC9:;

? (125)
�

���
E?�

�

���

  [11] 

 

where: 
∑ ^�� ��^^⁄  = present value of operating cash flows 

NWC = (operating) net working capital 

D = market value of financial debt 

E = market value of equity 

t = corporate tax rate 

 

The parameters of formula [11] are sensitive to the impact of intangible investments: 

• EBITDA depends to scalability, intangible-driven growth, etc. 

• The NWC (management of stock; optimization of payments to suppliers and collection from 

customers) and its forecasting may sometimes be optimized with the intangibles 

 
To be discounted at the 

Weighted average cost of 

capital (WACC) 
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• The CAPEX may be minimized if tangible investments are complemented by intangible digitalization, 

etc. 

• Risk in the denominator (i.e., the WACC) may be decreased with digitalization of the managerial 

processes and real-time data acquisition. 

 

P/FCFE 

This multiplier Price (P)to free cash flow is an equity valuation metric used to compare a company's per-share 

market price (P) to its per-share amount of free Cash Flow to Equity (FCFE). This metric is very similar to 

the valuation metric of price to cash flow but is considered a more exact measure, since it uses free cash flow, 

which subtracts capital expenditures (CAPEX) from a company's total operating cash flow, thereby reflecting 

the actual cash flow available to fund non-asset-related growth. 

Because the price to free cash flow is a value metric, lower numbers generally indicate that a company is 

undervalued, and its stock is relatively cheap in relation to its free cash flow. 

Also, in this case, investments in intangibles may have an impact on the FCFE, in terms of economic margin 

(EBITDA), CAPEX, and (eventually) financial charges. 

 
9

HAH:
=

�&6?(5 960Y(

������±∆8B(6&50/@ =(5 >46?0/@ A&B05&'±∆AC9:;�HAHH2/(@&50Z( 0/5(6(%5%±∆�0/&/Y0&' X(�5±∆(WV057   [12] 

 

Price to earnings (P/E) 

The price-earnings, also known as P/E ratio, P/E, is the ratio of a company's share (stock) price to the 

company's earnings per share. The ratio is used for valuing companies and to find out whether they are 

overvalued or undervalued.  

The price/earnings ratio is the most widely used method for determining whether shares are "correctly" valued 

in relation to one another. But the PER does not in itself indicate whether the share is a bargain. The P/E 

depends on the market’s perception of the risk and future growth in earnings. 

Intangibles may impact earnings, contributing to the growth of the net profit. 

 
960Y(

:&6/0/@%
=

�&6?(5 960Y(

=(5 U(%V'5�������2X(B6(Y0&504/2/(@&50Z( 0/5(6(%5%25&[(%…
   [13] 

 

Price to operating profit (P/OP) 

The price (P) to operating profit (OP) is the ratio of a company's share (stock) price to the company's operating 

profit per share. 

Operating profit is strictly correlated to the EBITDA and may be affected by intangibles. 

 
960Y(

8B(6&50/@ 964�05
=

�&6?(5 960Y(

������2X(B6(Y0&504/�:_`a
   [14] 

 

Price to sales (P/S) 

The price-to-sales (P/S) is a valuation ratio that compares a company’s stock price to its revenues. It is an 

indicator of the value placed on each dollar of a company’s sales or revenues.  

The P/S ratio can be calculated either by dividing the company’s market capitalization by its total sales over 

a designated period – usually twelve months, or on a per-share basis by dividing the stock price by sales per 

share.  
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960Y(

�&'(%
=

�&6?(5 960Y(

������E34/(5&67 89:; 
   [15] 

 

The P/S ratio is also known as "sales multiple" or "revenue multiple”; as stated before, intangibles may impact 

sales. 

 

Price to book value (P/BV) 

Analysts use the price-to-book (P/BV) ratio to compare a firm's market capitalization to its book value. It is 

calculated by dividing the company's stock price per share by its book value per share. An asset's book value 

is equal to its carrying value on the balance sheet, and companies calculate it netting the asset against 

its accumulated depreciation. 

Intangibles assets impact the company’s book value, contributing to the growth of the net profit that is then 

stored in the book value of equity (unless paid out as a dividend). 

 
960Y(

_44? �&'V(
=

�&6?(5 960Y(

_44? �&'V( (0/Y46B46&50/@ ������2X60Z(/ 6(5&0/(X (&6/0/@%) 
   [16] 

 

Net Financial Position / EBITDA 

This multiplier is often used as a debt covenant, and it expresses the ratio between the outstanding financial 

debt (net of the liquidity) and the EBITDA. The net debt-to-EBITDA ratio is a payback ratio that shows how 

many years it would take for a company to pay back its debt if net debt and EBITDA are held constant. Being 

EBITDA, a measure of the liquidity generated (absorbed) within the income statement, the ratio shows the 

contribution of internal resources to debt service: 

 
=(5 H0/&/Y0&' 94%0504/

������
      [17] 

 

10. The Impact of the EBITDA on the Cost of Capital 

 

EBITDA influences the numerator of the Discounted Cash Flows but is apparently unrelated to its discount 

factor, represented by the cost of capital reported in the denominator. The opportunity cost of capital, however, 

incorporates the risk of collecting resources from the equity-holders (cost of equity) and the financial lenders 

(cost of debt), and this risk is EBITDA-sensitive. What matters is not only the amount of the EBITDA, but 

also its dynamic evolution and sustainability across time. The volatility of the EBITDA expresses its risk and 

affects the cost of capital. Ceteris paribus, firms with a volatile EBITDA show a higher cost of capital, if 

compared to stabler companies. 

The formula of the WACC is the following: 

��^^ = R0(1 − �)
�

�E:
+ R(

:

�E:
     [18] 

 

Where: 

ki = cost of debt = net interests / financial debt; 

t = corporate tax rate; 

D = market value of debt; 

E = market value of equity; 

D+E = raised capital; 

ke = cost of equity (that may be estimated with the CAPM or the Dividend Discount Model). 
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EBITDA affects the cost of debt through the generation of cash used for its payback, and measured by the 

debt service cover ratio (DSCR) that is equal to the ratio, calculated for each given period of the forecast time 

horizon for the duration of the loans, between the operating cash flow generated by the project and the debt 

service including the principal and the interests: 

 

��^S =
8���������±∆����!" $� ��" �#�  $� �!� "!¡±∆�¢£�¤

��E`�
     [19]                                                     

where: 

OCF = operating cash flow for the t-th year; 

DF = principal amount of financial debt to be repaid when it expires; 

IT = interests to be paid (financial charges) when it expires. 

  

The meaning of this indicator is easy: a value equal to or greater than the unit represents the capacity of the 

investment to produce enough liquidity to cover the debt installments. The minimum value of the ratio, to be 

acceptable, cannot, however, be equal to one since in this case the possibility of paying out dividends would 

be compromised, until the total repayment of the debt. Moreover, it is likely that the debt underwriters require 

an adequate margin of guarantee. 

Both the EBITDA and the cost of capital are also sensitive to ESG - Environmental, Social and Governance 

– parameters. The growing relevance of sustainability suggests that managerial decisions that improve 

corporate environmental footprint and risks might be priced by investors, thus reducing the cost of capital for 

global companies (Gianfrate et al.). 

 

11. Conclusion 

 

Intangible investments impact the EBITDA in many complementary ways, ranging from revenue increases to 

(fixed and/or variable) cost reduction. And EBITDA is the key parameter behind economic and financial 

marginality, directly influencing profitability indicators and market multipliers: 

Intangible Investments →+ΔEBITDA→+Δprofitability ratios/market multipliers   [20] 

 

Future research streams may provide empirical support to this chain effect. 
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