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Procedures Companies Can Use to 
Maximize the Value of Their Intellectual 
Property
Justin M. Nielsen and Robert F. Reilly, CPA

Intangible Asset Valuation Insights

Valuation analysts can work with company senior management to more effectively use their 
intellectual property assets. The valuation analyst can document, inventory, and value all of 
the company’s intellectual property. This discussion presents ten practical procedures that 

companies can use to benefit from the value of their intellectual property.

IntroductIon
The senior managements of most industrial and 
commercial companies make serious efforts to 
manage the company’s working capital assets (e.g., 
marketable securities, accounts receivable, and 
inventory). And, the senior managements of such 
companies are conscientious about protecting the 
company’s tangible assets (e.g., land, buildings, and 
equipment). 

However, many corporate executives assign less 
importance to the management of their company’s 
commercial intellectual property. Nonetheless, in 
many industries, intangible assets (including intel-
lectual property) account for a large percentage 
of the typical company’s total business enterprise 
value.

Intellectual property (IP) is a subset of general 
commercial intangible assets. Unlike other types of 
commercial intangible assets, IP assets enjoy spe-
cial legal recognition and protection. There are four 
(and only four) types of IP: trademarks, patents, 
copyrights, and trade secrets.

A company’s trademarks, patents, and copy-
rights are protected by federal statutes. A company’s 
trade secrets are protected by state statutes. Most 
business entities own and operate at least some (if 
not all) of these four categories of IP.

In addition to owning IP, most commercial enti-
ties also own and operate a variety of general intan-
gible assets. Other (non-IP) intangible assets may 
include operating licenses and permits, franchises 
and other contract rights, customer relationships, 
supplier relationships, computer software, engi-
neering drawings and technical documentation, a 
trained and assembled workforce, and goodwill.

The typical business enterprise owns and oper-
ates IP such as product trademarks and company 
trade names, patents (and the related proprietary 
technology and designs), copyrights (including 
copyrights on advertising programs and materials, 
computer software, and product/process engineer-
ing drawings), and trade secrets (including propri-
etary product formulations, production processes, 
and operational systems and procedures).

Most business entities can benefit from more 
effective management of their IP. This more effec-
tive management can result from the improved 
internal control of, legal protection over, and eco-
nomic commercialization of that company’s IP.

Such IP management procedures can reduce the 
financial, legal, and operational risk of the subject 
company’s business operations. And, such IP man-
agement procedures can also increase the value of 
the subject IP (and, therefore, the value of the sub-
ject business enterprise).
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There are numerous procedures that a company 
can implement to more effectively manage its IP. 
This discussion summarizes ten procedures that the 
typical business entity can perform to more effec-
tively control and more efficiently exploit its com-
mercial IP. In particular, this discussion explains 
how the valuation analyst can help the IP owner/
operator senior management to both (1) inventory, 
control, and appraise the company’s IP and (2) 
maximize the value of the company’s IP.

role oF the ValuatIon analyst 
In the Ip management 
process

Valuation analysts typically value commercial IP for 
various financial accounting, transaction, taxation, 
financing, licensing, regulatory compliance, corpo-
rate planning, bankruptcy, and litigation purposes. 
Economists, industry specialists, license execu-
tives, and other types of professionals also serve 
as IP valuation analysts. However, many IP owner/
operators (and other interested parties) often retain 
certified public accountants (CPAs) as IP valuation 
specialists.

CPAs are often recognized as trusted advisers 
to business enterprise managers and owners. Many 
CPAs have earned a specialized valuation credential 
called the ABV, or accreditation in business valua-
tion. This specialized valuation credential is grant-
ed by the American Institute of Certified Public 
Accountants (AICPA).

ABVs are CPAs who have pursued specialized 
training, testing, and credentialing in the valuation 
of businesses and intangible assets (including intel-
lectual property).

Like CPA audit and tax specialists, these CPA 
valuation specialists comply with all of the AICPA 
comprehensive professional standards. In particu-
lar, CPAs comply with the authoritative AICPA 
Statement of Standards on Valuation Services (or 
SSVS), entitled Valuation of a Business, Business 
Ownership Interest, Security, or Intangible Asset.

In addition to complying with SSVS and all of 
the other AICPA professional standards, CPA/ABVs 
apply generally accepted approaches, methods, and 
procedures to conclude the value, intercompany 
transfer price, arm’s-length license royalty rate, or 
lost profits/economic damages related to commer-
cial IP.

Valuation analysts typically work with the client 
company’s financial engineering, IT, marketing, and 
corporate development executives to maximize the 

value of the company’s IP. In addition, valuation 
analysts typically collaborate with the client com-
pany’s general counsel during the IP analysis.

Ip ValuatIon and other Ip 
analyses

If the objective of the analysis is to estimate the 
value of the IP, the valuation analyst will apply 
generally accepted IP valuation approaches and 
methods.

For example, to value a particular company’s 
IP, the valuation analyst may apply the following 
approaches and methods:

1. income approach methods (such as the 
capitalized excess earnings method or the 
profit split method);

2. market approach methods (such as the 
relief from royalty method or the compa-
rable profit margin method), or

3. cost approach methods (such as the replace-
ment cost new less depreciation method or 
the capitalized cost avoidance method).
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For other types of IP analyses (e.g., intercom-
pany arm’s-length transfer price, third party license 
royalty rate, lost profits/economic damages, etc.), 
the valuation analyst will apply correspondingly 
specialized analytical approaches and methods.

In addition to the quantitative valuation analy-
ses, the valuation analyst will perform due diligence 
procedures and apply qualitative analyses. For 
example, the valuation analyst may inventory, docu-
ment, and organize all of the company’s IP.

And, the valuation analyst may perform a com-
petitive strategic analysis to assess the strengths, 
weaknesses, opportunities, and threats (SWOT) of 
the company’s IP—compared to the industry com-
petitors’ IP. These due diligence procedures supply 
the subject company senior management with both 
quantitative and qualitative assessments that can be 
used in the effective management and exploitation 
of the subject IP.

managIng and measurIng the 
Value oF the commercIal Ip

To manage any type of asset (whether tangible or 
intangible), the business entity first has to identify, 
measure, and control that asset. Through the IP 
inventory, valuation, and centralization procedures, 
the valuation analyst helps the IP owner/operator 
senior management to both (1) understand the 
value of its IP and (2) increase the value of its IP.

The following discussion summarizes ten pro-
cedures that a company can implement in order 
to realize economic benefit from more effective IP 
management. These ten procedures are grouped 
into four common categories of IP management 
benefits.

Corporate Governance and Internal 
Control Benefits

1. An IP valuation may identify, invento-
ry, and centralize the control of all of 
the company’s commercial IP. At many 
companies, IP management is decentral-
ized to the operating business unit (i.e., 
the plant, division, subsidiary, etc.) level. 
 Such IP control centralization allows 
the company senior management to effec-
tively perform its duties related to the inter-
nal control of all of the subject assets (such 
duties include, for example, compliance 
with the Sarbanes-Oxley Act).

2. An IP valuation may inform the company 
senior management as to the need for (and 
the appropriate amounts of) insurance on 
the commercial IP, including IP-related 
business interruption insurance and prop-
erty insurance.

3. An IP valuation will help prepare the com-
pany for the expected near-term implemen-
tation of fair value accounting principles. 
After the convergence of US GAAP and IFRS 
and the associated US adoption of fair value 
accounting principles, a reporting entity 
may report the fair value of its intangible 
assets (including its IP).

Company Financing and IP 
Commercialization Benefits

4. An IP valuation allows the company senior 
management to identify (and pursue) pre-
viously unidentified IP commercialization 
opportunities. Such commercialization 
opportunities may include secured debt 
and equity offerings, inbound and outbound 
IP licenses, income tax reduction strate-
gies, and other economic opportunities. 
 For example, the company may use its 
IP value as the collateral for an asset-based 
debt financing. Or, the company may use its 
IP value to support its proposed stock valu-
ation in the negotiation of an equity private 
placement.

5. An IP valuation may allow the compa-
ny to generate incremental income from 
an outbound IP license to noncompetitive 
licensees. And, the company may conserve 
cash related to future IP development (a) 
by entering into inbound IP licenses from 
noncompetitive licensors or (b) by entering 
into IP joint development or joint commer-
cialization agreements.
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Legal Protection Benefits
6. Data from the IP inventory may allow the 

company’s corporate counsel to:
a. better protect all of the company’s IP 

(including both inactive IP and defen-
sive use IP),

b. timely renew all of the IP registrations, 
c. monitor and review all IP licenses and 

agreements,
d. implement or update all employee con-

fidentiality and nondisclosure agree-
ments, and

e. perform other necessary tasks.

7. The IP valuation results may be used by the 
company’s corporate counsel to prosecute 
a third party’s infringement of the subject 
company IP. The inventory should docu-
ment all of the IP ownership information.  
And, the IP valuation should provide rel-
evant information that may be used by the 
company to support a claim for a reason-
able royalty rate, lost profits, or other eco-
nomic damages from the infringing party.

8. The IP valuation results may also be used 
by the company’s corporate counsel to 
defend the company against IP infringe-
ment allegations by another IP owner. 
 The IP analysis should document the 
IP development and the IP ownership, the 
legal registrations, and the history and 
description of the IP use. And, the IP valua-
tion may indicate a reasonable royalty rate 
or other damages measures that the legal 
counsel may use to negotiate a settlement 
agreement with the damaged party.

Taxation Benefits
9. After the IP inventory and valuation pro-

cess, companies may create an IP hold-
ing company and assign all of the current 
(and future) IP to that holding company. 
The IP holding company may be creat-
ed in another state—or in another coun-
try—compared to the IP owner/operator. 
 An IP holding company structure may 
allow the company to enter into inter-
company IP license agreements with its 
operating business units. Depending on the 
taxing jurisdiction in which the IP holding 
company is created, such IP transfers and 
IP intercompany licenses may reduce state 
and federal income tax expense.

10. An IP valuation may be used by a cor-
porate property owner to identify intan-
gible assets that are typically excluded 

from state and local ad valorem property 
taxation. The company can then ensure 
that its property tax assessment does not 
include the value of its commercial IP. 
 And, the IP valuation may be used to 
support federal income tax deductions, 
such as a tax deduction related to the 
charitable contribution of inactive IP to a 
university or other not-for-profit entity.

summary and conclusIon
Most business entities own and operate commer-
cial IP including trademarks, patents, copyrights, 
and trade secrets. However, many company senior 
management do not effectively manage their IP. 
Therefore, these companies do not generate all 
of the possible economic benefits associated with 
effective IP management.

A CPA/ABV valuation analyst has a unique com-
bination of training, experience, and credentials 
related to intangible asset valuation and related 
analysis. And, the CPA/ABV valuation analyst com-
plies with the AICPA professional practices and 
standards. Therefore, such a valuation analyst is 
eminently qualified to assist companies to recognize 
the value of their IP and to benefit from the com-
mercial potential of their IP.

Using generally accepted approaches and meth-
ods, a valuation analyst can inventory and value the 
company’s IP. This IP analysis allows the IP owner/
operator to benefit from the improved internal con-
trol and legal protection of its IP. And, this IP analy-
sis may allow the IP owner/operator to also realize 
economic benefits from IP-related transactions, 
financings, licenses, litigation, and tax deduction 
opportunities.

However, for most of these purposes, the IP 
owner/operator company is not the only (or even 
the primary) audience of the IP analysis. Rather, to 
achieve the intended corporate objectives, the 
IP owner/operator senior management may 
have to convince a banker, auditor, taxing 
agency, regulatory authority, licensee, joint 
venture, investor, judicial finder of fact, or 
other third party about the subject IP value.

In such instances, the objectivity and 
credibility of an independent valuation ana-
lyst may be particularly important in achiev-
ing the company’s IP-related objectives.
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