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Income Tax Valuation Insights

Implications of the America Invents Act 
for Income Tax Patent Valuations
Ashley L. Reilly

On September 16, 2011, President Obama signed into law the America Invents Act (the 
“AIA”). The AIA represents the result of many years of patent reform efforts. And, in fact, 

the AIA provisions do provide significant changes related to (1) the patent application 
process, (2) the process for challenging pre-issuance and post-issuance patents, and (3) 
litigation related to various types of patent claims. Taxpayer patents (and other taxpayer 
intellectual property) are frequently the subject of valuation for a variety of federal income 

tax purposes. This discussion lists several of these tax-related valuation purposes. The 
principal question considered in this discussion is: Will the AIA patent reform affect the 

valuation of taxpayer patents for federal income tax purposes?

InTroducTIon
There are numerous reasons why a taxpayer (or 
the taxpayer’s legal counsel) may need to obtain 
an estimate of the value (particularly, the fair mar-
ket value) of an intellectual property for federal 
income tax purposes.

Some of the reasons for the income tax valua-
tion of a taxpayer’s intellectual property include the 
following:

1. To establish the value of the equity that is 
issued when an investor contributes intel-
lectual property to a business (in exchange 
for the equity ownership interest)

2. To record the transfer of an intellectual 
property between one controlled entity and 
another controlled entity (and particularly 
between a domestic controlled entity and a 
foreign controlled entity)

3. To incorporate the value in the estimation 
of an arm’s-length intercompany transfer 
price (i.e., an ALP) for the transfer of the 
intellectual property rights between two 
commonly controlled taxpayers

4. To substantiate the value of a charitable 
contribution deduction related to the dona-
tion of an intellectual property

5. To establish the amortizable cost basis of 
an intellectual property that was acquired 
as part of a business acquisition purchase 
price allocation

6. To quantify a gain or loss on the sale (or 
other transfer) of a purchased intellectual 
property

7. To quantify the appropriate arm’s-length 
royalty rate for an investor-owned C corpo-
ration to pay to the investor for the use of 
the intellectual property

8. To allocate the overall business sale price 
for the total assets of a closely held C cor-
poration between (a) corporate intangible 
assets and (b) investor/shareholder-owned 
intellectual property

The following list presents the four categories of 
intellectual property:

1. Patents

2. Copyrights
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3. Trademarks

4. Trade secrets

There are several differ-
ent categories of patents (e.g., 
utility patents, design pat-
ents, plant patents, etc.).

And, the valuation of the 
taxpayer patent often encom-
passes the related taxpayer 
commercial intangible assets, 
such as patent applications, 
engineering drawings and 
technical documentation, 
proprietary technology, and 
so forth.

This discussion focuses on 
the American Invents Act of 
2011. In particular, this dis-

cussion focuses on the implications of this new leg-
islation with regard to patent valuations performed 
for federal income tax purposes.

The amerIca InVenTs acT
The Leahy-Smith America Invents Act (AIA) was 
signed by President Obama on September 16, 
2011. The AIA represents long-awaited (and long-
deliberated) patent reform legislation. The AIA does 
include several significant changes to the patent 
filing, patent administration, and patent challenge 
procedures. 

However, the final version of the AIA excludes 
numerous procedures that were incorporated in ear-
lier drafts of the bill, particularly procedures related 
specifically to patent valuation and economic dam-
ages measurement.

This discussion summarizes many of the final 
provisions of the AIA. And, this discussion mentions 
several of the proposed provisions that were not 
included in the final AIA legislation.

a summary oF The new aIa 
legIslaTIon

One of the most significant changes in the 2011 leg-
islation is that the AIA adopts a first-to-file (versus 
the prior first-to-invent) procedure for the granting 
of a patent.

The AIA also includes provisions addressing 
post-grant review proceedings and inter partes 
review proceedings.

The AIA provides for significant changes in prod-
uct patent marking (and also in eliminating certain 

false patent marking claims). And, the AIA allows 
the U.S. Patent and Trademark Office (PTO) to 
establish a new fee structure.

In terms of patent litigation, the AIA includes 
a provision that the failure to obtain the advice of 
legal counsel can no longer be used to prove that 
an accused patent infringer (1) willfully infringed 
the patent or (2) intended to induce infringement 
of the patent.

However, the most significant impact of the AIA 
on patent legislation relates to what the legislation 
ultimately did not include. Early versions of the 
legislation included a “valuation calculation” provi-
sion.

That valuation provision would have required 
the court to “conduct an analysis to ensure that a 
reasonable royalty is applied only to the portion of 
economic value of the infringing product or process 
properly attributable to the claimed invention’s spe-
cific contribution over the prior art.” 

However, none of these valuation or economic 
damages provisions ultimately made it into the final 
AIA legislation.

The new “FIrsT-To-FIle” PaTenT 
aPPlIcaTIon sysTem

Unlike most of the rest of the world, the United 
States historically operated under a first-to-invent 
system of determining the priority of an invention—
that is, of determining which party is entitled to a 
patent on the invention.

Typically, the first inventor was considered to be 
whoever could demonstrate the earlier conception 
and diligence in reducing the invention to practice. 
This procedure was often called the first-to-invent 
system.

Under the AIA, the priority of an invention will 
now be determined by the earliest date that the pat-
ent application is filed with the patent office. This 
new procedure is already being called the first-to-
file system.

The first-to-file patent application system should 
eliminate costly and time-consuming interference 
proceedings. Such interference proceedings are 
typically conducted to determine which inventor is 
entitled to the patent.

Under the new AIA legislation, derivation pro-
ceedings may replace interference proceedings in 
order to determine whether an earlier filer improp-
erly copied, or derived, the invention from a later 
filer.

“One of the most 
significant changes 
in the 2011 leg-
islation is that 
the AIA adopts a 
first-to-file (versus 
the prior first-to-
invent) procedure 
for the granting of 
a patent.”
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This first-to-file provision will not go into effect 
until 18 months from the enactment of the AIA (i.e., 
18 months from September 16, 2011).

scalIng back The currenT 
PaTenT aPPlIcaTIon grace 
PerIod

Before the AIA, a patent applicant to the PTO 
enjoyed a one-year grace period under which a prior 
disclosure of the invention (by that patent applicant 
or by any other party) up to one year prior to the 
applicant’s filing date did not count as prior art.

This grace period was applicable provided that 
the patent applicant could show:

1. a conception date prior to the disclosure of 
the invention and

2. the performance of diligence in either:

a. reducing the invention to practice or

b. filing a patent application for the inven-
tion.

The AIA replaces this absolute one-year grace 
period with a “personal grace period.” Under the 
AIA, the patent applicant’s own prior disclosures 
(or disclosures derived from the patent applicant) 
within one year prior to the patent application filing 
date are exempt as invalidating prior art. However, 
other disclosures of the invention by third parties do 
constitute invalidating prior art.

The patent applicant grace period changes take 
effect 18 months from the date of the enactment of 
the AIA.

Procedures For The 
challengIng oF PaTenTs

The AIA provisions provide many different mecha-
nisms for challenging a patent, both post-issuance 
and pre-issuance.

The AIA post-issuance challenge provisions are 
intended to make the PTO a more viable venue for 
challenging a patent. These AIA provisions should 
result in faster, lower-cost, and more rational deci-
sions with respect to patent viability.

The AIA replaces the previous inter-partes 
reexamination procedure with two similar—but 
unique—provisions for challenging the patentability 
of an issued patent:

1. An inter-partes review

2. A post-grant review

The inter-partes review procedures parallel the 
prior inter-partes reexamination procedures. The 
AIA removes the threshold requirement that an 
alleged basis of unpatentability be “new.”

This new procedure begins one year after the 
date of the AIA enactment. However, the new 
standard for declaring an inter-partes review (i.e., 
“the reasonable likelihood that the requester will 
prevail” instead of the previous “substantial new 
question of patentability”) takes effect immediately.

A post-grant review will be available to challenge 
an issued patent within the first nine months after 
the PTO patent issuance. These review procedures 
do expand the available legal theories that may be 
used to challenge patentability.

However, the current reexamination procedures 
may only challenge an issued patent based on:

1. prior art patents and

2. printed publications.

The post-grant review provisions also require 
that the PTO resolve the patent challenge entirely 
within a year of the patent review request (with a 
six-month extension period available). This review 
procedure will be available one year after the date 
of the AIA enactment.

In addition to the provisions for a post-grant 
challenge, the AIA pre-issuance challenge provisions 
allow a third party to submit a patent application, 
patent, published patent application, or any other 
relevant printed publication for consideration by 
the examiner during the examination of a patent 
application.

However, such a patent challenge submission 
must be made in writing. And, the patent challenge 
must be submitted to the PTO before the earlier of:

1. the date that the notice of allowance is 
given or mailed or

2. the later of the following:

a. six months after the patent application 
is published or

b. the date of the first patent rejection.

The suPPlemenTal examInaTIon 
oF The Issued PaTenT

The AIA also contains provisions to reduce the liti-
gation burden on patent owners who are planning 
to assert their patents. In these provisions, the AIA 
is taking aim at the common charges of “inequitable 
conduct.” Typically, a finding of inequitable conduct 
can block the enforcement of an entire patent.
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Such a block occurs even when the accused con-
duct by the patent owner is unrelated to the validity 
of any asserted claims. Therefore, charges that a 
patent holder failed to candidly deal with the PTO 
are often made in patent litigation.

Under the AIA, a charge of inequitable conduct 
cannot be based on information presented or cor-
rected in a supplemental examination that was 
timely requested by the patent owner.

The PTO may elect to reexamine the patent if 
the presented information affects the validity of any 
claim. Therefore, the safe harbor provided by sup-
plemental examination procedure may make this 
AIA provision a valuable tool for the pre-assertion 
scrub of a patent.

sIgnIFIcanT legIslaTIVe changes 
relaTed To PaTenT ProducT 
markIng

A patented product (or the associated product pack-
aging) may be marked with the word “patent” or 
“pat.” followed by an address of an Internet posting. 
That Internet address will be accessible to the pub-
lic without charge. That Internet address will list the 
patent number(s) that cover the patented product.

Before the AIA enactment, in order to give pub-
lic notice, a patented product needed to be marked 
with the actual number(s) of the patent(s) that 
directly covered the patented product.

In addition, the marking of a patented product 
with an expired patent number that previously cov-
ered that product is no longer actionable as a false 
marking.

Finally, the AIA amends the prior false marking 
statutory provisions in two ways. First, the AIA only 
grants the U.S. government with the standing to sue 
for per-article fines. Second, the AIA only permits 
those parties who have suffered competitive injury 

as a result of false marking standing to sue for com-
pensatory damages.

These AIA changes apply to any false marking 
cases pending on or after September 16, 2011.

The new PrIorITIzed 
examInaTIon Procedures

Under the AIA, the PTO is required to implement 
a prioritized examination procedure for both util-
ity and plant patents. This new PTO procedure will 
allow patent applications to file a request for pri-
oritized examination with the payment of a fee (in 
addition to other filing fees) of $4,800 (or $2,400 for 
a small entity).

The patent application for which the request is 
made should have (1) no more than four indepen-
dent claims and (2) no more than 30 total claims.

The PTO may not accept more than 10,000 such 
requests per year.

addITIonal PTo PaTenT 
aPPlIcaTIon Fees

Under the AIA, all patent application fees charged 
by the PTO were increased by 15 percent on 
September 16, 2011.

Also, to encourage patent applicants to use the 
PTO electronic filing procedures, an additional $400 
fee (or $200 for a small entity) was instituted by 
the PTO for all patent applications that are not filed 
electronically after November 15, 2011.

TaxPayer PaTenT ValuaTIon 
ImPlIcaTIons

The AIA may indirectly affect the value of patent 
applications. The statutory switch from a “first-to-
invent” system to a “first-to-file” system may affect 
the priority of patent applications in the PTO “pipe-
line” immediately after the AIA enactment.

The changes in the patent applicant grace period 
and the procedures for challenging a taxpayer 
patent may also indirectly affect the value of pre-
issuance and recently-issued patents. Individually, 
such taxpayer patents may be more or less subject 
to challenge than they would have been pre-AIA.

The AIA changes related to patent product mark-
ing claims may affect the amount of litigation filed 
related to false product marking. And, this change 
may affect the value of individual taxpayer patents 
that may fall into that category.



www.willamette.com INSIGHTS  •  SPRING 2012  35

However, even though the AIA represents fairly 
broad patent reform, it is unlikely to generally 
change the income tax–related valuations of owner/
operator patents.

First, the AIA does not suggest any general 
changes to patent valuation approaches, methods, 
and procedures. In fact, any valuation-related lan-
guage was removed from the final version of the AIA.

Second, the AIA changes may affect the selected 
valuation variables related to an individual taxpayer 
patent. But, the AIA provisions should not generally 
affect the valuation variables that are applied to the 
typical taxpayer patent.

summary
The AIA legislation changes affect many aspects of 
patent prosecution and litigation. And, these AIA 
changes could affect the value of a taxpayer owner/
operator’s individual patents.

The taxpayer owner/operator—and the taxpay-
er’s legal counsel—should reevaluate any patent 
litigation offense and patent defense strategies in 
order to assess the impact of the AIA.

In addition, the taxpayer owner/operator—and 
the taxpayer’s legal counsel—should consider the 
impact of the AIA enactment on:

1. managing and protecting the taxpayer pat-
ent portfolio and

2. monitoring and challenging any third party 
patents.

conclusIon
Only time will tell the impact of the AIA changes 
on taxpayer patent valuations in general. This is 
because we will have to wait and see how “the 
market” for patent sale and license transactions 
responds to the AIA enactment.

Nonetheless, taxpayer owner/operators, their 
legal counsel, and their valuation analysts 
should consider the AIA implications on any 
individual taxpayer patent valuation analysis.

Ashley L. Reilly is an analyst in our Chicago office. 
Ashley can be reached at (773) 399-4325 or at  
alreilly@willamette.com.

AID Associates, Inc.
Employee Stock Ownership Trust

has purchased 100% of

AID Associates, Inc.,
dba Plaza Associates

The undersigned served as financial adviser to
Independent Trust Company, trustee of the
AID Associates, Inc., dba Plaza Associates,

Employee Stock Ownership Trust

Willamette Management Associates

Willamette Management Associates Analysts
Earn the CGMA Credential

We are proud to announce that the following Willamette 
Management Associates analysts are among the first 
“class” of professionals to earn the chartered global 
management accountant (CGMA) credentials:

Robert F. Reilly
Charles A. Wilhoite

The CGMA designation is issued jointly by the 
American Institute of Certified Public Accountants 
(AICPA) and the Chartered Institute of Management 
Accountants (CIMA). Established in 1919, the CIMA is 
the world’s largest management accounting organiza-
tion with members in 168 countries.

To become a CGMA, individuals must meet educa-
tion and examination standards on the CIMA syllabus, 
comply with professional ethics standards and a code of 
conduct, and meet continuing education requirements.

Willamette Management Associates is proud to rec-
ognize the accomplishments of our new CGMA creden-
tial holders.


