
90  INSIGHTS  •  SPRING 2015	 www.willamette.com

Financial advisers are often asked to value an owner/
operator’s intellectual property (IP) for various liti-
gation-related reasons. These valuation reasons may 
include breach of contract claims (including breach 
of development, commercialization, license, or joint 
venture agreements) and tort claims (including 
infringement, tortious interference with business 
opportunity, or breach of fiduciary duty claims).

These litigation-related reasons why the finan-
cial adviser may value IP may also include taxation 
disputes (including gift and estate tax, income tax, 
and property tax conflicts) and bankruptcy disputes 
(including creditor protection matters, solvency and 
insolvency claims, and reasonably equivalent value 
issues).

In addition, the financial adviser may be asked 
to value the owner/operator’s IP for various transac-
tion, taxation, financing, financial accounting, or 
corporate governance purposes.

This discussion summarizes many of the qualita-
tive factors that the financial adviser will consider in 
the IP valuation process.

Depending on the owner/operator’s assignment, 
the adviser may define the term IP broadly to 
include both:

1.	 patents, trademarks, copyrights, and trade 
secrets and

2.	 associated intangible assets.

Such IP typically creates proprietary knowledge 
and processes for the corporate owner/operator. 
This proprietary knowledge or process may be 
either developed by or purchased by the corporate 
owner/operator. In order for the financial adviser to 
quantify the IP value, the IP should provide, or have 
the potential to provide, a competitive advantage or 
a product differentiation.

Types of Intellectual Property
For the various litigation and other reasons men-
tioned above, the financial adviser may be asked to 
value the following types of IP:

n	 Patents

n	 Patent applications

n	 Patentable inventions

n	 Trade secrets

Attributes That Influence Intellectual 
Property Value
Robert F. Reilly, CPA
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Financial advisers are often asked to analyze an owner/operator’s intellectual property. 
The financial adviser may be asked to perform this analysis for transaction (sale or license) 

purposes, financing (collateral value) purposes, taxation (income, gift and estate, or 
property tax) purposes, financial accounting (fair value determination) purposes, corporate 

governance and strategic planning (management stewardship and commercialization 
opportunity) purposes, and litigation (tort claim and breach of contract claim) purposes. 
The financial adviser may be asked to conclude a defined value, exchange ratio, license 
royalty rate, intercompany transfer price, or economic damages measurement for the 

intellectual property. This discussion considers the attributes that may influence the financial 
adviser’s intellectual property value conclusion.
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n	 Know-how

n	 Proprietary processes

n	 Proprietary product recipes or formulae

n	 Confidential information

n	 Copyrights on technical materials such as 
computer software, technical manuals, and 
automated databases

n	 Trademarks, trade names, service marks, 
service names, trade dress

n	 Domain names

This discussion summarizes the financial advis-
er’s qualitative valuation considerations. These con-
siderations are relevant either when the client owns 
the subject IP or inbound/outbound licenses the 
subject IP.

Understanding the Subject 
Intellectual Property 
Attributes

Before performing any quantitative valuation proce-
dures, the financial adviser typically endeavors to 
understand the attributes of the subject IP.

The financial adviser may qualitatively assess 
the subject IP attributes by considering the follow-
ing questions:

1.	 What are the property rights related to the 
IP? What are the functional attributes of the 
IP?

2.	 What are the operational or economic ben-
efits of the IP to its current owner/operator? 
Will those operational or economic benefits 
be any different if the IP is in the hands of 
a third-party owner/operator?

3.	 What is the current utility of the IP? How 
will this utility change in response to chang-
es in the relevant market conditions? How 
will this utility change over time? What 
industry, competitive, economic, or tech-
nological factors will cause the IP utility to 
change over time?

4.	 Is the IP typically owned or operated as a 
stand-alone asset? Or is the IP typically 
owned or operated as (a) part of a bundle 
with other tangible assets or intangible 
assets or (b) part of a going-concern busi-
ness enterprise?

5.	 Does the IP utility (however measured) 
depend on the operation of tangible assets 
or other intangible assets or the operation 
of a business enterprise?

6.	 What is the IP highest and best use 
(HABU)?

7.	 How does the IP affect the income of the 
owner/operator? This inquiry may include 
consideration of all aspects of the owner/
operator’s revenue, expense, and invest-
ments.

8.	 How does the IP affect the risk (both opera-
tional risk and financial risk) of the owner/
operator?

9.	 How does the IP affect the competitive 
strengths, weaknesses, opportunities, and 
threats of the owner/operator?

10.	 Where does the IP fall within its own 
life cycle, the overall life cycle of the 
owner/operator, the life cycle of the owner/
operator industry, and the technology life 
cycle of both competing IP and substitute 
IP?

Such inquiries often provide the financial advis-
er with a starting point for understanding (1) the use 
and function of the subject IP and (2) the attributes 
that create IP value. This understanding allows the 
financial adviser to select the appropriate IP valua-
tion approaches, methods, and procedures.

Factors That Influence the 
Intellectual Property Value

Numerous factors may affect the subject IP value. 
Industry, product, and service considerations may 
provide a wide range of positive and negative influ-
ences on the IP value. To the extent possible, the 
financial adviser will qualitatively or quantitatively 
consider each of these influence.

Table 1 presents some of the attributes that 
the financial adviser normally considers in the IP 
valuation process. In addition, Table 1 indicates how 
these attributes may influence the subject IP value.

Not all of the Table 1 attributes apply to the 
valuation of every IP, and each attribute may not 
have an equal influence on the IP value. However, 
the financial adviser will typically consider each of 
these attributes as part of the IP valuation analysis.
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The financial adviser may document each attri-
bute separately in the IP valuation analysis working 
papers, or the financial adviser may assess these 
attributes collectively as one component of the IP 
valuation analysis.

Such considerations allow the financial adviser 
to assess the influence of these attributes, either 
positive or negative, on the subject IP value.

Some of the other factors that the financial 
adviser normally considers in the valuation process 
include the following:

1.	 The legal rights associated with the subject 
IP

2.	 The industry in which the IP is used

3.	 The economic characteristics of the IP

4.	 The reliance of the IP owner/operator on 
tangible assets or other intangible assets, 
and

5.	 The expected impact of regulatory policies 
or other external factors on the commer-
cial viability or marketability of the subject 
IP.

Summary
Financial advisers are often asked to value an owner/
operator’s IP for various litigation or other contro-
versy-related purposes. In addition, the financial 
adviser may be asked to value the owner/operator’s 
IP for various transaction, taxation, financing, or 
other purposes.

In such instances, the financial adviser will con-
sider the purpose of the owner/operator’s valuation 
assignment as well as the relevant factors specific 
to the subject IP. In such valuation assignments, 
the financial adviser will perform these qualitative 
procedures before performing the quantitative valu-
ation analyses.

This discussion considered the types of IP that 
may be analyzed, the typical attributes of the IP, and 
the typical factors that the financial adviser evalu-
ates when assessing IP value.

 Robert Reilly is a managing direc-
tor of the firm and is resident in our 
Chicago office. Robert can be reached 
at (773) 399-4318 or at rfreilly@ 
willamette.com.

Solvency Opinion Scenario Analysis
continued from page 37

 
with his client, but also convinced other relation-
ship managers to leave the company resulting in a 
50 percent revenue decrease.

As mentioned in the definition, a stress test 
could also consist of a combination of factors. These 
are risks that the financial adviser should discuss 
with management in order to understand any con-
tingency plans that could mitigate the impact on the 
debtor company operations.

Summary
When performing the cash flow test, the financial 
adviser may draw on the information obtained from 
performing projection reasonableness and other due 
diligence to develop meaningful scenarios.

The financial adviser may also include sensitivi-
ties of the selected scenarios in order to develop a 
robust cash flow analysis. The closer the debtor 
company is to being distressed prior to the execu-
tion of the transaction and the more leveraged the 
transaction, the more scenarios and sensitivities 
may be considered.

Stress testing may be informative for users of the 
solvency opinion as it helps to define the level of 
financial and operational stress the debtor company 
can endure. It also provides information regarding 
the effectiveness of contingency plans and mitigating 
factors in extremely unlikely yet plausible scenarios.

The use of various scenarios, sensitivities, and 
stress tests ensure that the cash flow test is a reli-
able component of the solvency analysis, so that the 
opinion can withstand a contrarian review.

The scenario analysis can be an effective risk 
management tool that helps to clarify the level of 
risk being assumed in connection with proposed 
leveraged corporate transactions.

Notes:

1.	 Stress Testing and Scenario Analysis (Ottawa, 
Canada: International Actuarial Association, July 
2013), 3.

2.	 Ibid., 12–16.

3.	 Ibid., 4.

4.	 Ibid.

Ryan Stewart is a manger in our Atlanta practice 
office. Ryan can be reached at (404) 475-2318 or at 
crstewart@willamette.com.


