
Valuing Intellectual Property 

Intellectual property is a source of significant value for many businesses today, but it can be difficult 
to value. There are three main reasons it's hard to value. First, it can 
be hard to understand, because it's often technical in nature. Second, 
there are many types of intellectual property and each asset is unique 
by nature. (For example, the U.S. Patent Office only grants patents for 
novel products and production techniques.) And, third, there's not 
much transaction data on direct sales of intellectual property. The relief 
from royalty method is one technique valuators have adopted to over-
come these obstacles.  
 
Intellectual Property 101 
Before driving head-first into a discussion of how to value intellectual 
property, it's important to set the scene. Intellectual property generally 
falls into one of four broad categories:  

1. Patents, 
2. Copyrights, 
3. Trademarks, and 
4. Trade secrets. 
 
Related intangible assets that businesses own may include unpatented proprietary technology, trade 
names, trade dress, brands, computer software and customer lists. Intangible assets may require an 
appraisal for the following purposes: 

• Financial reporting (such as fair value measurements or annual impairment tests), 
• Tax compliance (gift and estate taxes or charitable contributions), 
• Litigation (damages calculations, shareholder disputes, divorce or bankruptcy), and 
Sale or licensing transactions (mergers and acquisitions, as well as intellectual property sales or licens-
es). 
 
 

See page three for 15 factors to help determine what’s reasonable 
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Accounting Compliance Issues 
Companies also may be required to value intangible assets if they follow Generally Accepted Accounting 
Principles (GAAP). For example, FASB Accounting Standards Codification 
Topic 805, Business Combinations, requires an acquiring entity to allocate 
the purchase price of an acquired company among its tangible and intangible 
assets. 
 
Alternatively, FASB Accounting Standards Codification Topic 350, Intangible 
Assets -- Goodwill and Other, requires companies to test acquired goodwill 
and other intangibles annually for impairment and write them down if their fair 
values drop below their carrying amounts. Testing goodwill for impairment is 
a complex process. However, in general, the value of goodwill depends on 
the value of a company's tangible and identifiable intangible assets, including 
intellectual property. 
 
Rather than test for impairment, private companies may elect to amortize 
goodwill straight-line generally over 10 years under FASB Accounting Stand-
ard Update 2014-02. Companies that elect this alternate method must contin-
ue to test for impairment when certain triggering events occur, such as the 
loss of a key person or an unanticipated increase in competition. 
 
Relief from Royalty Method 
One of the most common techniques for valuing intellectual property is the 
relief from royalty method, which borrows concepts from the cost, market and 
income approaches to valuing a business.  
 
The relief from royalty method estimates the portion of a company's earnings 
that are attributable to an intellectual property asset based on the royalty rate 
the company would have paid for the use of the asset if it didn't own it. In oth-
er words, the asset's value is equal to the value of the royalty payments from 
which the company is relieved by virtue of owning the asset.  
 
A valuator applies this method by selecting a royalty rate based on available 
market data for licenses involving similar assets, industries, territories and 
other characteristics. The Georgia-Pacific case (see "Deciding What's 
'Reasonable'" below) sets out 15 factors that are relevant when determining a 
reasonable royalty. Then the valuator selects an appropriate, risk-adjusted 
discount rate to determine the present value of the royalty payments.  
 
Typically, this hypothetical license is treated as a perpetual license. To esti-
mate value, the valuator calculates the present value of projected royalty pay-
ments over a certain period (for example, 10 or 15 years) and then calculates 
the present value of the residual at the end of that period. 
 
A Time-Tested Approach 
Although the relief from royalty method approach may be new to you and 
your clients, professional valuators have been using it for many years. 
Whether you're valuing intellectual property for litigation, sale, accounting or 
tax purposes, the relief from royalty method is a viable appraisal method.  
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When Goodwill Takes Center Stage 
 
According to the International Glossary of Business Valuation Terms, goodwill is: 
"That intangible asset arising as a result of name, reputation, customer loyalty, loca-
tion, products, and similar factors not separately identified." It is really all the aggre-
gate value of a business that exceeds the value of identifiable tangible and intangi-
ble assets. So when a business is valued under either the market approach or the 
income approach, it is only necessary to compare the overall business value to the 
value of the identifiable assets and liabilities in order to find the value of the goodwill. 
 
IRS, FASB and Courts Focus on Goodwill  
As the business valuation discipline has evolved over the years, more attention has been focused on 
identifying and valuing goodwill. For example, the following regulatory changes have cast the spotlight on 
goodwill in valuation: 
• Internal Revenue Code Section 197, Amortization of Goodwill and Certain Other Intangibles. 

Starting in 1993, this tax law requires identification of the values of specific intangible assets for amor-
tization purposes. 

• Accounting Standards Codification (ASC) Topic 805 -- Business Combinations. In the fall of 
2001, the Financial Accounting Standards Board (FASB) changed its rules on acquisition accounting. 
Now acquirers must allocate the purchase price to assets and liabilities based on their "fair values" for 
book purposes. Purchase price allocations require both the identification of "identifiable" intangible 
assets and the determination of those values. Goodwill then becomes the value remaining after all 
identifiable intangible assets are valued. 

 
Goodwill also takes center stage in divorce cases in some states. Some states include all business value 
(including goodwill) in the marital estate, while others specifically exclude all goodwill from the marital es-
tate. About half of the states expect business owners to not only identify and value goodwill, but they also 
specifically exclude personal goodwill from the marital estate under certain circumstances. Sometimes, 
personal goodwill is further broken down into pure and transferable goodwill.  
 
Because laws vary depending on legal precedent and case specifics, it's important for attorneys and val-
uators to discuss the issue of goodwill before appraising the business for divorce purposes. 
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Deciding What's "Reasonable" 
The following 15 factors provide a starting point for determining a reasonable royalty: 
1. Existence of an established royalty. 
2. Rate paid by licensee for comparable patents. 
3. Nature and scope of the license. 
4. Licensing policy. 
5. Business relationship of licensor and licensee. 
6. Effect of selling the product to promote other products of a licensee. 
7. Duration of the patent and term of the license. 
8. Established profitability, commercial success and current popularity. 
9. The utility and advantages of the product over older ones. 
10. Nature of the patented invention and benefits to those who used it. 
11. The extent the licensee used the product and the value of that use. 
12. The customary industry portion of the profit or selling price. 
13. How much profit should be credited to the invention. 
14. Hypothetical license negotiation when the infringement began. 
Testimony of qualified experts. 

(Georgia-Pacific Corp. v. U.S. Plywood Corp., 318 F. Supp. 1116, 6 USPQ 235, SD NY 1970.) 



 

Leave Goodwill to the Experts 
Goodwill has grown into a major player in the valuation paradigm, especially when appraising profession-
al practices. It's evolved from a nebulous clump of residual value into a concept that must be considered 
more closely in valuation and its components identified as appropriate for the purpose of the valuation. 
 
Always hire a credentialed valuator who is aware of the nuances and emerging best practices regarding 
this valuable asset -- and its underlying components. 
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Goodwill Isn't a Catchall 
Technically, not all intangible value is goodwill. So, you can't necessarily compare the fair market val-
ue of a business to the net book value of its equity to arrive at the value of goodwill. That residual val-
ue may also include other intangible assets that can be valued separately from goodwill. 
ASC 805 provides the following list of specific intangible assets that might be included in the aggre-
gate intangible value: 
Marketing Related Intangible Assets 

Trademarks, trade names 

Service marks, collective marks, certification marks 

Trade dress (unique color, shape, or package design) 

Newspaper mastheads 

Internet domain names 

Non-competition agreements 
Customer Related Intangible Assets 

Customer lists 

Order of production backlogs 

Customer contracts and related customer relationships 

Non-contractual customer relationships 
Artistic Related Intangible Assets (Copyrights) 
Contract Based Intangible Assets 

Licensing, royalty, standstill agreements 

Advertising, construction, management, service or supply contracts 

Lease agreements 

Construction permits 

Franchise agreements 

Operating and broadcasting rights 

Use rights such as drilling, water, air, mineral, timber cutting, and route authorities 

Servicing contracts such as mortgage servicing contracts 

Employment contracts 
Technology Based Intangible Assets 

Patented technology 

Computer software and mask works 

Unpatented technology 

Databases, including title plants 

Trade secrets, such as secret formulas, processes, recipes 
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