
Valuation of IP Assets

Christian Helmers

June 26, 2014

1 / 17



Did you ever try to assess what your IP is worth? (Brassell
and King, 2013)

# employees 0-9 10-49 50-249 250+ Total

Yes 3% 4% 4% 10% 3%

No 94% 91% 89% 78% 93%

Don’t know 3% 5% 7% 12% 3%
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Valuation of intangibles: brand value (WIPR, 2013)

Interbrand BrandZ
Company Brand Value Brand value Company Brand Value Brand value

2013 (in share of 2013 (in share of
billion USD) market cap billion USD) market cap

Apple 98 58.0% Apple 185.1 41%
Google 93 20.7% Google 113.7 39%
Coca-Cola 79 39.3% IBM 112.5 56%
IBM 79 26.9% McDonald’s 90.3 94%
Microsoft 60 22.9% Coca-Cola 78.4 46%
GE 47 19.9% AT&T 75.5 43%
McDonald’s 42 43.9% Microsoft 69.8 27%
Samsung 40 35.2% Marlboro 69.4 NA
Intel 37 20.0% Visa 56.1 49%
Toyota 35 17.8% China Mobile 55.4 25%
Average 61 30.5% 91 46.7%
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Survey evidence: patent value (in EUR) (Gambardella et
al., 2005)
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Survey evidence: value of groups of ‘intertwined’ patents
(in EUR) (Gambardella et al., 2005)
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Technology transactions: ICAP patent auctions
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Technology transactions: ICAP patent auctions
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Technology transactions: ICAP patent auctions
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Introduction

• How to value Intellectual Property (IP)

• Valuing IP difficult

• Intangible asset: non-physical property

• IP subset of intangibles (but overlap – e.g. brand value and
trademarks)

• Remember: registered IP is negative right

• Means only valuable if somebody else wants to use it

• Distinct from value to owner from using IP
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Introduction

• Identify asset subject to valuation

• Formal vs. informal IP

• Record of IP of some form needed

• Valuation not straightforward – lots of interaction between formal
and informal IP (think of single patent – often only valuable as part
of patent portfolio)

• Value:
• Generate measurable economic benefit
• Enhance value of other assets

• In general: value of asset is discounted stream of future economic
benefits
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Introduction

• What generates benefits:
• Freedom-to-operate
• Sale/licensing to third parties
• Strategic value (cross-licensing, deterrence effect etc.)

• Motivations:
• Internal use
• Transaction
• Financing/collateralization/salvage value
• Enforcement
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Valuation

Classification Valuation trigger
Transaction Licensing of IP assets; franchising

Sale or purchase of IP assets
M&A; divestures, spin-offs
Joint venture or strategic alliance
Donation/pledge of IP assets

Enforcement of IP rights Calculation of damages when IP right is infringed
Internal use Investment in R&D

Internal management of IP assets
Strategic financing and/or raising equity/capital
Investor relations

Other purposes Financial reporting
Bankruptcy/liquidation
Optimizing taxation
Insurance of IP assets
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Valuation methods

• Valuation methods

• Fair market value (hypothetical exchange price)

• Fair value (how much is it worth using)
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Valuation methods

• Cost method:

• Cost of developing IP asset (direct and opportunity costs factoring in
obsolescence)

• Reproduction vs replacement costs

• Nature of intangibles: not necessarily linear combination of (tangible)
inputs

• Reproduction/replacement method:

• Reproduction cost of IP asset

• Replacement cost of creating asset with same functionality

14 / 17



Valuation methods

• Market method:

• Comparison with actual market price of similar asset (accounting for
observable differences)

• Close to concept of market price (think of used cars)

• Not straightfoward: for example need 2 identical inventions or that
adjusting for observables makes them similar – but all the action is in
the unobservables

• Often relevant in court case settlements

• Income method:

• Amount of discounted economic income generated (or expected to
generate) by IP asset

• Benefits vs costs

• But inherently forward-looking – lots of uncertainty
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Obsolescence

• How to set value of depreciation? What about risk?
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Summary

• Valuation of intangibles inherently difficult

• But useful for
• Internal purposes
• Market transactions

• Various “off the shelf” methods – but all very imperfect
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