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INTELLECTUAL PROPERTY VALUATION (IP Valuation)  

By: Pankaj Kumar 

Intellectual Property Valuation is done on the intangible assets of the company. The valuation is 

considered as an economic reward that is received on the licensed intellectual property or from 

exchanging or selling any intangible property. Examples of Intellectual Property includes 

copyright, trademark, patent, know how, goodwill etc.1  

METHODS TO BE CONSIDERED WHILE VALUATING INTELLLECTUAL 

PROPERTY 

The intangible properties are valued on the basis of three methods, i.e. cost based method; 

market based method; economic based method.2 Under cost based method the valuation is taken 

into consideration on the basis of the cost of the asset and how much would it charge to re-

establish the present value; under market based method the valuation of intangible asset is been 

done by comparing the market scenario, i.e. whether to sale or purchase; under economic bases 

method the intellectual property valuation is done on the basis of past earning and also in 

accordance to the expected future earnings.3  

HOW TO VALUE INTELLECTUAL PROPERTY ASSETS? 

1. Identification of the problem: 

The first step in valuating IP is identifying the problem as each problem in the 

organization affects the valuation process of intangible assets. The problem should not 

just consider the intangible assets of the organization but also the legal rights, the goal of 

the firm, the purpose of the firm and the date when the assets has to be valued.   

2. Collection of data: 

                                                   
1 Intangiblebusiness.com. (2019). Intellectual Property/ IP Valuation/ Inangible Business.com (2019, 

http://www.intangiblebusiness.com/legal/intellectual-property-ip-valuation (last visited Aug 3, 2019) 
2 Legal India, Intellectual Property Valuation: Concept LegalserviveIndia.com (2019), Available at: 

http://www.legalserviceindia.com/articles/ipvalu.htm (last visited Aug 2, 2019) 
3 Intellectual Property Valuation Manual: A Preliminary guide, http://www.apec.com/Publications/2018/04/IP-

Valutaion-Manual-A-Preliminary-Guide ) (last visited Aug 2, 2019) 

http://www.intangiblebusiness.com/legal/intellectual-property-ip-valuation
http://www.legalserviceindia.com/articles/ipvalu.htm
http://www.apec.com/Publications/2018/04/IP-Valutaion-Manual-A-Preliminary-Guide
http://www.apec.com/Publications/2018/04/IP-Valutaion-Manual-A-Preliminary-Guide
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For the valuation purpose, the person who will evaluate the assets needs to collect the 

data in respect of the financial status of the company or the uniqueness of the intangible 

assets. In addition to that following data must be taken into consideration: 

 Ownership interest of the intangible assets; rights of the intangible assets as well 

as the control over such intangible asset. 

 The monetary information in respect of that intangible asset. 

 The cost-effective factors that affects the intangible property. 

 Any previous transactions done on the intangible asset.  

3. Methods of valuating the intellectual property: 

The three methods, i.e., the cost based method; the market based method and the income 

based method should be taken into consideration in the valuation of the intellectual 

property.  

4. Conclusion of valuation: 

The whole of intangible assets valuation should be considered and the accuracy of final 

values taken from the valuation approaches is to be seen.4  

 

WHERE VALUATION OF INTELLECTUAL PROPERTY IS NECESSARY?5 

There are certain reasons or the purposes for which valuation of intangible assets is important. 

These include: 

 Transactions  

The IP valuation is considered as the important criteria in the process of licensing in and 

licensing out of intellectual property. Fair royalty rates are derived for optimal 

exploitation of the intangible assets. Moreover in case of franchise, both the franchisor 

and the franchisee require a thorough consideration for valuation of intellectual property.  

The second aspect of valuation of intellectual property is to evaluate that whether the 

intellectual property can be transacted (Sell or purchase) or not.  

                                                   
4 wipo.int (2019), https://www.wipoint/expost/sites/www/sme/en/documents/pdf/ip-panorona (last visited Aug 3, 

2019) 
5 Ibid 4 

https://www.wipoint/expost/sites/www/sme/en/documents/pdf/ip-panorona
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 Mergers & Acquisitions and Joint Venture 

The main purpose for the M&A transactions is the valuation of the intangible assets of 

the company. The value of intangible assets will help to take the fair and the final value 

of the transaction. It will also help in considering the risks involved in the intellectual 

property assets of the company. Moreover, it also helps in taking an informed decision on 

the cost of capital of the company. Similarly in the joint ventures, the IP assets needs to 

be compared with the other available options.  

 Research and Development Purpose: 

The valuation of intangible assets is necessary when someone is investing for the 

research and development (R&D). 

 Increase capital of the company: 

The venture capitalist value the IP assets or IP as a whole for increasing the firms capital 

or to start up a new venture.  

 Bankruptcy: 

At the time of bankruptcy, the intangible assets is being valued as the physical assets for 

determining that in which proportion the assets needs to be divided.  

CONCLUSION: 

Intellectual Property Valuation or IP valuation is considered to be one of the important part when 

it comes to valuation of the whole assets of the company. Intangible assets are the greatest assets 

of the company when it comes to the reputation or the goodwill of the company. The valuation is 

done through cost method, market based method and income based method and all the methods 

are taken into consideration. IP valuation is not just done when two companies are merging but 

also it is used when the company is being bankrupted or the venture capitalists are investing in 

the new company. 

This process is being the most important method in all the kinds of transaction. We can even take 

examples of some merging Indian as well as foreign company. The acquisition of instagram by 

whatsapp was done on the basis of the IP valuation where it was realized that the valuation of 

intangible asset was more than the tangible assets.  


