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PREFACE

The first version of this book, Valuation of Intellectual Property and Intangible Assets, was
published in 1990 with co-author Gordon V. Smith. We followed it with Intellectual Prop-
erty: Joint Venture and Profit Strategies, also co-authored with Gordon, and Intellectual
Property Infringement Damages: A Litigation Support Handbook, solo authored by me.
Somewhere along the way, all three books were combined into Intellectual Property: Valu-
ation, Exploitation, and Infringement Damages. The previous edition of the combined book
was updated 12 years ago.

A lot has happened since then, requiring an almost complete rewrite of the book into this
new edition. Just a few examples show the continued dominance of intellectual property on
all aspects of life around the globe:

• Creation of joint ventures between traditional automakers and high-tech firms to
create automatous driving vehicles. These ventures reinforce the concept that no
single company any longer possesses all of the needed core competencies to design
and manufacture complex products.

• Advancement of cell phone usages to the point that many consumers are discon-
necting from landlines demonstrates the disruptive nature of intellectual property
inventions as the traditional dominance of hardwired telephone services is brought
to its knees.

• A hyperloop transportation system proposed along the east coast corridor in
the United States will move people between New York and Washington, DC,
in 29 minutes, possibly making train travel once again predominant over air travel.

• Huge prices paid to acquire comic book copyrights to use as the basis of blockbuster
movies and enormous theme parks generating billions of dollars in revenues and
profits. Action heroes are being exploited to unleash powerful economic value never
recognized in the past.

• Corporate use of big data to predict buying decisions before a consumer even consid-
ers the purchase is making companies hugely efficient as they can accurately predict
the amount of location requirements associated with manufacturing and inventory.

• Decline of traditional media as Google and Facebook earn more from advertising
than all the newspapers, magazines, and radio stations in the world represents
another example of the disruptive nature of intellectual property, making once-
dominant industries minor activities.

• Consumer purchases over the Internet via Amazon and others obliterating shopping
malls across the country and changing the buying habits and lives of consumers.

• The rise of patent aggregators who assemble huge patent portfolios and sell partic-
ipating interests to member corporations introduces an entirely new monetarization
proposition for intellectual property.

• Patent trolls have emerged as a blight on high-tech companies, initiating thousands
of patent infringement lawsuits and changing the way damages are calculated.

More specifically, 85% of the value of major corporations of all types is comprised of
intellectual property and intangible assets. These assets are the basis for creating wealth.

xiii
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xiv Preface

The contents of this new book have been extensively updated and revised to reflect the
most current thinking in the field. Even some of the basic valuation theory chapters have
been revised to reflect what has been learned from serving clients with ever-changing and
complex consulting assignments. To make information-seeking easier, this book is divided
into four major parts:

1. Introduction

2. Valuation

3. Exploitation

4. Infringement Damages

In the first part of the book, “Introduction,” readers will find the definitions of intellec-
tual property and intangible assets. Intellectual property consists of patents, trademarks,
copyrights, and trade secrets. Intangible assets include an assembled workforce, contracts,
licenses, operational software, practices and procedures, and many other items that integrate
disparate assets into a going concern. The Introduction goes on to explain that the value of
these assets must be considered as part of a business enterprise. In order to quantify the
value of intellectual property and intangible assets, it is necessary to fully understand their
nature and economic characteristics, and importantly it must be understood that these assets
do not create value by themselves. They may be at the heart at creating value but they must
be integrated with other assets in order to be economically exploited. These other assets
are the tangible and monetary assets of a business enterprise. Therefore, the relationship
between intellectual property and intangible assets and the business enterprise is discussed.

In Part II, valuation techniques are discussed. It begins with a discussion of basic con-
cepts and is followed by details about various valuation methods and the analysis needed to
implement them. The chapters in this part present and discuss the cost, market, and income
approaches to valuation. For intellectual property, it will become clear that only the income
approach is suitable, and this part is dominated by considerations related to defining eco-
nomic benefits, the timing of their receipt, and the risk of receiving them. Discounted cash
flow analysis is used to isolate the value of intellectual property from the value of an overall
business enterprise.

The third part, “Exploitation,” looks at strategies for the exploitation of intellectual prop-
erty and focuses on joint ventures and licensing. These forms of exploitation require a
sharing of intellectual property and the burdens of exploitation. Consequently, the values
previously discussed must be allocated between separate parties. For joint ventures, a divi-
sion of ownership is required, and for licenses, royalty payments dominate.

Royalty rates are another form of value. They represent the economic foundation of
licensing and consequently deserve their own section. Royalty rates are a form of value in
that they set the price at which licensors will allow others to use a limited portion of their
intellectual property rights. Instead of the prices being set as lump-sum amounts, they are
set on a pay-as-you-go basis.

Joint ventures require special attention, because such alliances require the establishment
of methods for appropriately sharing the economic benefits of intellectual property rights
contributed to alliances. Sometimes royalties are involved in these transactions, but some-
times an allocation of ownership in the joint venture turns on the value of the intellectual
property rights contributed.

Part IV, “Infringement Damages,” delves into the methods recognized by the courts for
measuring intellectual property infringement damages. The law and methods for deter-
mining damages for patent, trademark, trade secret, and copyright misappropriation are
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Preface xv

different, and I will attempt to address the methods appropriate for quantifying damages
for these different properties. Great focus is placed on calculating lost profits and reason-
able royalties, along with a discussion of the entire market value rule and the recent rise of
basing damages on the smallest saleable unit theory.

The four appendixes cover:

1. The failure of accounting standards to accurately reflect intellectual property and
intangible assets on balance sheets and in income statements

2. The life of IP and intangible assets over time

3. Royalty rate data for a variety for technology, trademarks, copyright, and
pharmaceuticals

4. A comprehensive discussion of risk and uncertainty that is central to valuing IP

This new edition has used extensive real-world examples to illustrate theoretical topics.
They make the book more real than any prior edition. I have also updated hypothetical case
studies covering many of the nuances of a valuation, licensing, and damages analysis. While
these examples demonstrate how to conduct an analysis, they unfortunately cannot reflect
all of the complexities that each fact-specific real-world case involves. Still, my hope is that
they turn theoretical topics into something that can be experienced.

The understanding of intellectual property has become a critical input to business deci-
sion making. It is at the heart of divestitures, restructurings, acquisition, and all strategies
used by a company to create value.

I have been surprised and very pleased that prior editions to this book have been so well
received by the legal, licensing, and financial professions communities. It is also gratifying
to have some of the prior editions translated into Korean, Chinese, Japanese, and Italian.
This new edition has been written with the hope that it will contribute to the exploitation of
intellectual property for the creation of value.

February 2018
Russell L. Parr

Yardley, Pennsylvania
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PART I
INTRODUCTION

In this first part of the book, readers will find the definitions of intellectual property and
intangible assets.

Intellectual property consists of patents, trademarks, copyrights, and trade secrets. Intan-
gible assets include an assembled workforce, contracts, licenses, operational software, prac-
tices and procedures, and many other items that are needed to integrate the intellectual
property of a company into a going concern.

The value of these assets must be considered as part of a business enterprise. In order
to quantify the value of intellectual property and intangible assets, it is necessary to fully
understand their nature and economic characteristics, and importantly it must be understood
that these assets do not create value by themselves. They may be at the heart of creating value,
but they must be integrated with other assets in order to be economically exploited. These
other assets are the tangible and monetary assets of a business enterprise. Therefore, the
relationship between intellectual property and intangible assets and the business enterprise
is discussed.

1
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CHAPTER 1
INTELLECTUAL PROPERTY
IS THE FOUNDATION
OF VALUE

Intellectual property first entered the lexicon of the general U.S. population in 1993.
Late-night talk-show host David Letterman did not get the nod from NBC to replace
retiring Johnny Carson at The Tonight Show with Johnny Carson. David Letterman’s rival,
Jay Leno, got the job. Letterman went to CBS to host a new late show to compete with The
Tonight Show. NBC threatened to sue Letterman if he used any of his regular running gags
such as “The Top Ten List,” “Stupid Pet Tricks,” and “Viewer Mail,” developed while
Letterman was at NBC. The Los Angeles Times reported, “NBC’s position is that, under
‘intellectual property’ laws, it owns the rights to Late Night with David Letterman and
elements in the show. . . .”1

The general public was aware of the elements of intellectual property such as patents
and trademarks but not the collective term intellectual property, which was largely limited
to professionals specifically operating in the field of intellectual property.

This book is about intellectual property: patented technology, trademarks, copyrights,
and trade secrets. It describes the methods for valuing intellectual property and the practices
of monetizing intellectual property, including licensing and royalty rates. It also spends
considerable space on the determination of patent infringement damages.

This book also is about intangible assets that in conjunction with intellectual property
create value in a business enterprise. Intangibles are categorized as rights and relationships.
Examples of rights include licenses, contracts, and leasehold interest. Examples of rela-
tionships include an assembled workforce and distribution network. Their value can be
substantial and will be discussed.

The reason for this book is that intellectual property is the central resource for creating
wealth in almost all industries.

Patents convey exclusive rights to inventors for their innovations. The government allows
a patent owner to exclude all others from using a protected invention for 20 years after
filing for a patent. During the life of a patent, its owner can commercially exploit the patent
invention, license it to others, sell it, or “park” it—not use it and keep all others from using
it, too.

Patents encourage and protect the billions of dollars invested in the development of
new products. Consider breakthrough medical therapies. It costs $2.5 billion to get a new

1http://articles.latimes.com/1993–08–30/entertainment/ca-29527_1_stupid-pet-tricks

3
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4 Ch. 1 Intellectual Property Is the Foundation of Value

drug from the laboratory, through development, and through FDA approval.2 This massive
investment would never be spent without patent protection. No company would invest this
kind of money in developing a new drug if, after successfully entering the market, any other
company could market a copy of the new drug. Patents protect investors by providing them
with an exclusive period of time during which the investor can recover its huge investment
and make a profit. In return for the limited exclusivity provided by a patent, at the end of a
patent’s life, the invention enters the public domain, free for all others to use.

Trademarks convey the messages of value, quality, and safety for coveted products and
services to trusting consumers. These assets are often nurtured over decades of exposure to
the public and enormous support from advertising. By the end of 2017, over $200 billion in
annual media ad spending will support the recognition of trademarks.3 Forbes reports the
value of the Google trademark at over $44 billion.4

Think about the single aspect of safety conveyed by a trademark. A thirsty consumer
is interested in buying an amber-colored, sugary carbonated drink. He faces two options.
One is in a dirty glass bottle with an unknown brand name scrawled across the bottle with
a grease pen. The other drink is presented in a gleaming bottle with Pepsi expertly printed
on the bottle. Even though the Pepsi option is more expensive, the decision is obvious for
those desiring a thirst-quenching experience without the risk of poisoning.

Trademarks also provide a consumer with cachet. Cars are a great example. Most cars
produced today can get anyone from point A to point B reliably and safely. BMW and
Mercedes, however, propel their owners with widespread respect and admiration. Enormous
premiums are paid for such attributes.

Copyrights for the entertainment industry protect the creativity that goes into music,
movies, art, and literature. Congress protects copyright owners as reward for their cre-
ativity. Like patents, time and money are required to create art, and the intangible benefits
for society for entertainment and amusement are considered worthy of exclusive rights.
Consider comic books. Disney purchased the rights to comic book characters like Iron
Man, the Hulk, the Fantastic Four, the X-Men, and Spider-Man when it purchased Marvel
for $4 billion. Movies, theme parks, and merchandising of the superheroes have earned
Disney billions of dollars annually.

Trade secret laws protect sensitive manufacturing, services, and marketing activities vital
to many companies; think of the formula for Coke. Like patents, the development of trade
secrets can be costly. Unlike patents, trade secrets rights do not expire. If the trade secret
can be maintained as a secret, the initial investment can be enjoyed into perpetuity. The
value of all the trade secrets in the world can never be known, but this book will teach how
specific trade secrets can be valued.

FOUNDATION OF VALUE CREATION

The United States Patent and Trademark Office conducted a study to estimate the impact
of intellectual property (IP) on the economy. It identified IP-intensive companies as those
using significant amounts of patents, trademarks, and copyrights. The report concluded that
IP-intensive industries supported 45.5 million jobs and contributed $6.6 trillion in value
added in 2014, equivalent to 38.2% of U.S. GDP. The study also reported on the impact of
IP in Europe.5

2http://www.scientificamerican.com/article/cost-to-develop-new-pharmaceutical-drug-now-exceeds-2–5b/
3http://www.emarketer.com/Article/Digital-Ad-Spending-Surpass-TV-Next-Year/1013671
4http://www.forbes.com/sites/seanstonefield/2011/06/15/the-10-most-valuable-trademarks/2/#cc4f4f52c5c6
5“Intellectual Property and the U.S. Economy,” 2016 Update, USPTO.

http://www.scientificamerican.com/article/cost-to-develop-new-pharmaceutical-drug-now-exceeds-2-b/
http://www.emarketer.com/Article/Digital-Ad-Spending-Surpass-TV-Next-Year/1013671
http://www.forbes.com/sites/seanstonefield/2011/06/15/the-10-most-valuable-trademarks/2/#cc4f4f52c5c6
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The European Patent Office and the Office for Harmonization in the Internal Market
(OHIM) published a comparable report in 2013 using European Union (EU) data. It
relied on similar methodologies to identify intellectual property rights (IPR)–intensive
industries in Europe and quantified their contribution to the European economy in the
2008–2010 period. The study found that IPR-intensive industries generated €4.7 trillion
worth of economic activity, which amounted to almost 39% of EU GDP. Furthermore,
the study found that IPR-intensive industries directly employed 56.5 million Europeans,
which accounted for almost 26% of all jobs for the period.6 According to another report,
IP-intensive industries account for approximately 90% of the EU’s trade with the rest of
the world.7

Intellectual properties are at the very core of corporate success. Properties such
as patented technology and world-class trademarks are the basis for capturing huge
market share, commanding premium prices, and maintaining customer loyalty. They are
also in scarce supply. This combination of power and scarcity makes such assets very
valuable. Companies that possess such assets will grow and prosper. Those without access
to intellectual property will stagnate for a while in low-profit commodity businesses
and eventually fade out of existence. Future success therefore requires that companies
somehow gain access to intellectual properties. They must create them, buy them, share
them, or arrange to rent them. As a result, licensing and strategic alliances will play a
dominant role in future corporate deal-making. At the core of these strategies will be
intellectual property.

Companies are seeking to expand product lines, increase market share, minimize new
product development costs, expand market opportunities internationally, and reduce busi-
ness risks. Companies are also seeking to create corporate value for investors. All of this is
accomplished by exploiting patents, trademarks, trade secrets, and copyrights.

It is important also to consider the consequences of not having access to intellectual
property. Without intellectual property, profits are low, growth is lacking, and corporate
value is lost. Corporate managers realize more than ever that access to intellectual property
is key to their ability to create corporate value and, more important, key to continued cor-
porate survival. The forces driving the licensing and joint venturing of intellectual property
include time savings, cost controls, and risk reduction. Consider Huawei Technologies Co.
Huawei is the world’s third-largest maker of smartphones behind Samsung and Apple. Most
American consumers have never heard of the company, and that is the problem for Huawei
as it attempts to enter the U.S. market for the first time. U.S. carriers such as AT&T and
Verizon distribute over 80% of handsets in the country. Huawei is a major force in China,
Europe, the Middle East, Africa, and Latin America. Yet, the company has almost no sales
in the world’s largest market for smartphones—the United States. Besides needing to make
changes to its mobile chips to comply with cellular standards in the United States, carri-
ers like Verizon and AT&T are reluctant to add Huawei phones to their already-crowded
phone offerings because the Huawei brand is unknown in the United States. As a result, the
company is having difficulty entering the world’s largest market for its products.8 Such
is the importance and value of trademarks. Compounding Huawei’s problem is that no
established smartphone maker in the United States is going to even consider licensing their
well-established trademark to Huawei.

6Ibid.
7http://www.eubusiness.com/focus/16–10–25
8Juro Osawa and Ryan Knutson, “For China’s Huawei, Hurdles Loom as It Plans U.S. Smartphone Sales,” Wall
Street Journal, November 28, 2016, p. B4.

http://www.eubusiness.com/focus/16-10-25
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6 Ch. 1 Intellectual Property Is the Foundation of Value

LEGISLATION CREATED INTELLECTUAL PROPERTY

On September 5, 1787, the Committee on Detail reported to the Constitutional Convention
that Congress should have the power “to promote the progress of science and useful arts,
by securing for limited times to authors and inventors the exclusive right to their respective
writings and discoveries.”

That recommendation was unanimously adopted without recorded debate, and the
provision was incorporated into the final draft of the Constitution. Such a constitutional
clause is highly unusual in that it instructs Congress to promote the progress of the
useful arts—namely by securing to inventors the exclusive rights to their discoveries. It is
even more unusual in that nowhere else in the Constitution is there any provision for an
exclusive right to be granted to any individual or group of individuals; only authors and
inventors are so blessed.

America was not the first nation to recognize special rights for inventors. The patent
institution was established by the medieval Venetian state, which articulated the basic fea-
ture of the law today: spur innovation through the incentive of limited-time exclusivity by
demanding the demonstration to the public of a working model and promising to seize and
destroy counterfeit products. Patent rights arise because inventing is an expensive process
and costs must be recouped to provide incentives to invest. If others can cheaply appropriate
an inventor’s innovation, calling it their own without having invested time and energy in it,
investments in innovation will not be made.

Venice institutionalized the right of patent in 1474 in a statute that contained all the
main features of contemporary patent law, including requirements that the device be novel,
be actually constructed (reduced to practice in modern jargon), and be made public. It also
required that it be examined (although the examination was rather informal), that there be
term limits to exclusive rights, and that there be remedies for infringement. Finally, the
Venetian statute declared that the inventor must teach others how the invention worked and
be granted exclusivity in return.9

Many important inventions were first discovered and developed by small companies and
inventors who sought personal success: for some as wealth, for others as fame. Without
the patent system, likely we would not have the economic power that we enjoy nor the
quality of life we cherish. The Continental Congress had in mind the creation of a country
and system of self-government like none ever tried before—a system that protected the
rights of individuals above all else, a system where the governing body had only the powers
granted to it by its citizens. The protection of the fruits of inventive energies seems a natural
extension of the Miracle at Philadelphia. Economic prosperity and military strength were
imperative for the new experiment to work. By stimulating and encouraging innovation,
the United States has achieved economic prosperity that all other systems of government
can only envy. Probably the first international recognition of the eminence of American
invention came at the Crystal Palace Exhibition in London in 1851.

The Great Exhibition of the Works of Industry of All Nations was held in London in
1851. Having been staged in a huge building of glass it became known as the Crystal Place
exhibition. At the time, England was experiencing a manufacturing boom. It seems that the
time had come for England to demonstrate its pride to the world. There were some 100,000
objects displayed along more than 10 miles by over 15,000 contributors. Britain, as host,
occupied half the display space inside with exhibits from the home country and the Empire.

9Michael P. Ryan, Knowledge Diplomacy, Global Completion and Politics of Intellectual Property (Washington,
DC: The Brookings Institute, 1998), pp. 21, 24, 25.
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Many countries displayed their best, including France, Germany, Russia, and Canada. The
London Times said, “It is beyond all denial that every practical success of the season belongs
to the Americans.”10

At about the turn of the twentieth century, a Japanese official, Korekiyo Takahashi, was
sent on a fact-finding tour of the United States; he subsequently reported, “We have looked
about to see what nations are the greatest, so that we can be like them. We asked ourselves,
‘What is it that makes the United States such a great nation?’ and we investigated and found
that it was patents, and we will have patents.”11

INTELLECTUAL PROPERTY DOMINATES CORPORATE VALUE

Ocean Tomo is an integrated intellectual capital merchant bank.12 It conducted an analysis
of the largest companies in the United States and found that patents, trademarks, copy-
rights, and other intangible assets have exploded as a percentage of the S&P 500’s market
value from 17% in 1975 to 84% in 2015. No longer do markets value companies based on
balance sheet cash and fixed assets. Today, stock prices reflect the importance and value of
all intangible assets, including patents, trademarks, copyrights, and trade secrets. Presently,
intellectual property and intangible assets overwhelmingly represent the value of corpora-
tions. Today, only 16% of the value of major corporations is associated with hard assets,
(i.e., cash, inventory, and tangible facilities). Intellectual property and intangible assets
overwhelmingly dominate.
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EMERGENCE OF INTELLECTUAL PROPERTY EXPLOITATION STRATEGIES

The great fortunes built by Rockefeller, Vanderbilt, and Carnegie were based on oil, rail-
roads, and steel. Hard assets ruled the day and their empires. These great fortune builders
could not hope to recognize the current economic landscape. Their fortunes were built from
tangible property. Today, fortunes are created from intellectual property. Hard assets have
become less important to wealth creation. Intangible assets have become dominant. Bill
Gates is a perfect example of the present and future. He built his billion-dollar fortune from

10Ibid.
11Ibid.
12www.oceantomo.com, http://www.oceantomo.com/2015/03/04/2015-intangible-asset-market-value-study/

http://www.oceantomo.com
http://www.oceantomo.com/2015/03/04/2015-intangible-asset-market-value-study/
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software. In fact, when personal computers were in their infancy, most companies, like IBM,
NEC, Wang, H-P, and others, focused on developing and selling computer hardware. Bill
didn’t care about hardware and instead purchased the DOS operating system from IBM and
made it the standard upon which all of the personal computers worked. Making and selling
computer hardware became a cutthroat industry, driving computer prices and profits ever
lower. Bill Gates didn’t care because no matter where the computer was manufactured it
needed an operating system, and his was the industry standard.

All future wealth creation will be based on the same intellectual foundation. In
Microcosm—The Quantum Revolution in Economics and Technology, George Gilder
explains that wealth is no longer derived from possessing physical resources. “Wealth and
power came mainly to the possessor of material things or to the ruler of military forces
capable of conquering the physical means of production: land, labor, and capital.”13 Gilder
explains that “today, the ascendant nations and corporations are masters not of land and
material resources but of ideas and technologies.”14

D. Bruce Merrifield, professor of entrepreneurial management at the Wharton School
of the University of Pennsylvania, echoed this theme in an article titled Economics in
Technology Licensing. Merrifield said, “Wealth no longer can be measured primarily in
terms of ownership of fixed physical assets that can be obsolete in a few years. . . . Wealth
instead will be measured, increasingly, in terms of ownership of (or time-critical access
to) knowledge-intensive, high value-added, technology-intensive systems.”15 Of special
interest is Professor Merrifield’s parenthetical highlighting of the time-sensitive nature
associated with intellectual property. Not only do companies need these knowledge-based
assets, but they need them right now.

Lester Thurow, author and former dean of MIT School of Management, has written
that the “only remaining source of true competitive advantage is technologies that others
do not have.”

FACTORS DRIVING STRATEGIC ALLIANCES: TIME, COST, AND RISK

Companies are seeking to expand product lines, increase market share, minimize new prod-
uct development costs, expand market opportunities internationally, and reduce business
risks. All of this is to create corporate value for investors, and today it is accomplished by
exploiting patents, trademarks, copyrights, and trade secrets. It is important also to con-
sider the consequences of not having access to intellectual property. Without intellectual
property, profits are low, growth is lacking, and corporate value is lost. Corporate managers
realize more than ever that access to intellectual property is key to their ability to create
corporate value and, more important, key to continued corporate survival.

TOO EXPENSIVE TO GO IT ALONE. Even the largest companies cannot fund all the intel-
lectual property programs that they may desire. Research programs can run into billions
of dollars annually, and trademark costs can also reach billions of dollars. A major force
behind the desire to form strategic alliances is the high level of investment needed to create
new intellectual properties. And time is always vital.

13George Gilder, Microcosm—The Quantum Revolution in Economics and Technology (New York: Simon &
Schuster, 1989), p. 17.
14Ibid.
15D. Bruce Merrifield, “Economics in Technology Licensing,” Les Nouvelles (Journal of the Licensing Executives
Society), June 1992.


