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IP valuation
It is widely recognised that intangible assets, such as patents and trade marks, 
can have significant monetary value. However, it can often be difficult to 
assign a specific value to a particular asset, or indeed to an entire portfolio. 
There are many scenarios in which 
one might wish to determine the 
value of an intangible asset, for 
example when entering negotiations 
over the sale or licensing of a patent, 
or when trying to value a company. 
In this article, we review some of the 
common IP valuation methods and 
discuss their relative strengths and 
weaknesses.

Cost approach
A cost-based approach attempts to 
value an IP asset by estimating the 
costs that would be required in order 
to reproduce the asset by developing 
it from scratch, or to develop a 
comparable replacement asset, for 
example by developing a work-around 
to a patent instead of purchasing 
the asset. These two approaches 
are referred to respectively as the 
reproduction cost method and the 
replacement cost method. In cases 
in which the party that is seeking to 
value a patent was also responsible 
for creating the invention in the first 
place, the reproduction cost method 
could take into account any R&D 
expenditure that could be attributed 
to the development of the invention.

One potential drawback of a cost-
based valuation method is that by 
failing to consider potential future 
benefits which could be derived from 
the asset, such as licensing fees or 
additional sales, the valuation may 
not truly reflect the value of the asset 
to a potential purchaser. In particular, 
a cost-based valuation may be of 
limited use when the potential future 
value of the asset far outstrips the 
initial investment that was required to 
create it in the first place.

Market approach
This approach relies on a comparison 
between the asset being valued and 
known sale prices of similar assets in 
the same marketplace. For example, 

if the asset in question was a patent 
for a new type of display panel for 
use in mobile phones and tablet 
computers, a market-based valuation 
would take into account previous sale 
prices of patents for similar displays. 
When conducting a market-based 
valuation, the selection of comparable 
price data is particularly important 
to ensure an accurate valuation. This 
may require careful consideration 
of the circumstances surrounding 
a transaction. For instance when 
looking at historical price data in 
the same marketplace, it would 
be misleading to take into account 
previous transactions in which an 
asset may have been traded at less 
than the market rate. Similarly, for 
transactions which involve bundles 
of assets, it may be artificial to try to 
attribute a certain percentage of the 
total sale price to an individual asset.

In some situations, a market-based 
valuation may not be possible 
at all if sale prices achieved by 
competitors in the same market are 
not publicly known, and if it is not 
possible to identify an analogous 
market for which price data is readily 
available. Also, by its very nature an 
invention must be novel over the 
prior art, which can make it difficult 
to identify comparable assets with 
which a comparison can be made. 
Nevertheless, in cases where 
sufficient price data is available, a 
market-based approach can give an 
accurate valuation of the real worth of 
a particular asset.



Summary
It can be seen that there are 
numerous different approaches to 
valuing IP assets, each of which has 
its own strengths and weaknesses. As 
a result, it is important to choose the 
most suitable method for the specific 
asset, or assets, to which the current 
valuation relates.
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Income approach
In an income-based approach, a value 
of a particular asset is determined 
by considering the future income 
that could be expected to be 
generated by the asset. The rationale 
behind this approach is simple 
to understand, since it permits a 
potential buyer of the asset to carry 
out a straightforward cost-benefit 
comparison between the proposed 
sale price and the impact that 
the purchase could have on their 
revenue.

For example, an income-based 
approach may attempt to estimate 

“by its very nature an 
invention must be 
novel over the prior 
art, which can make 
it difficult to identify 
comparable assets

”

the impact on the cash flow as a 
result of acquiring the asset. Taking 
the above example of a novel display 
panel, one effect of acquiring the 
patent could be that the new owner 
can now charge a higher price for 
their products, in comparison to 
competing products based on older 
technology. In this case, an income-
based approach could take into 
account the additional revenue that 
would be expected to be derived over 
the useful life of the patent, which 
may be less than the full 20-year 
lifespan of the patent in fast-moving 
technical fields.

An income-based approach may also 
take into account other potential 
sources of income, such as royalties 
that could be derived by licensing the 
patented technology to third parties. 
Examples of income-based valuation 
methods include: direct cash flow 
prognosis method; relief-from-royalty 
method; multi-period excess earning 
method; and incremental cash flow 
method.


