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Context for Valuation

Intellectual property typically valued for one of three purposes:

I Licensing transactions or acquisition;

I Regulatory compliance (such as in transfer pricing); and

I Litigation.

Economic principles behind valuation remain essentially the same
in each context.
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Top Global Food and Beverage Brand Values
as of 2010

: $70.45 billion

: $14.06 billion

: $12.75 billion

: $12.25 billion

: $11.04 billion

: $7.53 billion

: $6.55 billion

: $6.36 billion

: $5.78 billion

: $4.02 billion

Source: Interbrand, September 15, 2010
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The Three Principal Approaches:

I Cost Approach

I Market Approach

I Income Approach
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Cost Approach

I Cost Approach values assets based on cost to create and
develop assets.

I Premise behind cost approach is no party would be willing to
pay more than cost to replace property.
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Cost Approach: Example

I Potential buyer is looking to purchase a house.
I Two options:

I Option 1: Asking price is $500,000.
I Option 2: Cost of empty land $50,000 + cost to build

$350,000.

I What is the maximum buyer would be willing to pay?

I Cost for new house serves as a constraint in pricing of existing
fully-built house.
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Cost Approach: Example

Sign in      Web Images Maps News Shopping Gmail more ▼

  frank lloyd wright homes Search Images Search the Web   Advanced Image Search
  Preferences

Moderate SafeSearch is on 

« View all web results for frank lloyd wright homes 
 

New! Google Image Labeler

 Images  Showing:  All image sizes Results 1 - 20 of about 65,900 for frank lloyd wright homes. (0.04 seconds) 

Photograph:Frank Lloyd Wright ... 
550 x 351 - 52k 

student.britannica.com

frank-lloyd-wright-robie-house- ...
828 x 554 - 205k 

architecture.myninjaplease.com

... with Frank Lloyd Wright's 
prefab ... 

440 x 317 - 58k - jpg 
images.businessweek.com

Most Frank Lloyd Wright homes 
are ... 

600 x 450 - 74k - jpg 
www.peterbeers.net

Flickr: Discussing Homes Around 
the ... 

375 x 500 - 93k - jpg 
www.flickr.com

Frank Lloyd Wright, East 
368 x 415 - 63k - jpg 

www.jetsetmodern.com

Frank Lloyd Wright house 
498 x 1118 - 79k - gif 

patentroom.com

... Home by Frank Lloyd Wright
380 x 253 - 46k - jpg 

www.istockphoto.com

... Frank Lloyd Wright homes. 
750 x 504 - 116k - jpg 
www.bikingillinois.com

Frank Lloyd Wright's cluster of ...
384 x 288 - 23k - jpg 

www.wrightinwisconsin.org

Frank Lloyd Wright Architecture 
in ... 

588 x 416 - 187k - gif 
www.madisonpubliclibrary.org

Frank Lloyd Wright's SAMARA
250 x 277 - 26k - jpg 

www.samara-house.org

Frank Lloyd Wright 1948 
430 x 290 - 76k - jpg 
www.galinsky.com

Prairie Houses of Frank Lloyd 
Wright ... 

292 x 425 - 38k 
www.allposters.com

... designed by Frank Lloyd 
Wright. 

400 x 265 - 25k - jpg 
www.amadeo.com

Homes Of Frank Lloyd Wright, 
The 

354 x 502 - 91k - jpg 
www.newvideo.com

includes photographs of Frank 
Lloyd ... 

These homes are more like works 
of ...

in Frank Lloyd Wright 
Designed ...

... PA, Frank Lloyd Wright 
buildings ...

Google

Page 1 of 2frank lloyd wright homes - Google Image Search

1/13/2008http://images.google.com/images?q=frank+lloyd+wright+homes&hl=en&rls=GGLG,GGL...

I Now suppose the house was built
by Frank Lloyd Wright.

I Is Cost Approach still useful?
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Cost Approach: Issues

I What if there are no design around options?
I Development costs do not reflect economic value of the

patented technology.
I Original cost to build does not reflect current value of Frank

Lloyd Wright house.
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Market Approach

I Market Approach looks to arms-length price paid for
comparable assets to determine fair value for an asset.

I Premise behind Market Approach is that comparable
transactions reveal market price for the asset.
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Market Approach: Example

Sign in

Image results for house clip art 

          

House Clipart Vector Graphics. 1679 House EPS clip art vector and ...

house clipart - house clip art

House Clipart

Welcome to Real Estate Clipart.com, graphics and clipart for the ...

clipart of beach house and brick homes and log cabin plus city ...

House clip art and building clip art of shacks and bars

House clip art and images of simple houses and trees in various ...

Clipart Guide - school house Clipart, Clip Art, Illustrations, and ...

download haunted house clip art

      Web Images Maps News Shopping Gmail more ▼

 house clip art Search   Advanced Search 
  Preferences

 Web    Images   Results 1 - 10 of about 1,840,000 for house clip art. (0.18 seconds) 

1679 House Clip Art. Fotosearch Stock Photography and Stock Footage helps you find the 
perfect photo or footage, fast! Our search engine features 2000000 ... 
www.fotosearch.com/clip-art/house.html - 40k - Cached - Similar pages

Clipartheaven.com beautiful full colour free house clipart, over 22000 free house clip art 
images. 
www.clipartheaven.com/search/house.html - 36k - Cached - Similar pages

A collection of free clipart of houses. ... Can't Find it Here? Try Clipart.com · home · clip 
art · photos · updates · faq · email ... 
www.iband.com/clipart_buildings/zhouses.html - 8k - Cached - Similar pages

Marketing flyers, open house flyers, new listing letters, follow up letters and cards..all will 
look much better when customized with Real Estate Clipart. ... 
www.realestateclipart.com/ - 29k - Cached - Similar pages

Clipart of beach house, brick homes, log cabin, city buildings and skylines and more. 
abkldesigns.com/buildings1.html - 5k - Cached - Similar pages

House clip art and building clip art of shacks and bars. 
webclipart.about.com/od/houses/l/blplace1.htm - 22k - Cached - Similar pages

View house clip art and images of simple houses and trees in various colors. 
webclipart.about.com/od/houses/l/blhouse1.htm - 23k - Cached - Similar pages 
More results from webclipart.about.com »

Hot Topics: Valentine Clipart More Valentine Clipart Occupations Clipart. school house 
Clipart, Clip Art, Illustrations, and Pictures ... 
www.clipartguide.com/_search_terms/school_house.html - 42k - Cached - Similar pages

Google

Page 1 of 2house clip art - Google Search

1/13/2008http://www.google.com/search?sourceid=navclient&ie=UTF-8&rls=GGLG,GGLG:2006-2...

I Potential buyer is looking to purchase a house.
Asking price: $500,000.

I Look at comparable houses in neighborhood to determine
value.

I Need to make adjustments: lot location, lot size, bedrooms,
bathrooms, traffic, condition of house. . .
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Market Approach: Issues

I Finding comparable transactions can be tricky.

I Need to make adjustments: differences in technology,
opportunity costs facing parties, marketplace dynamics.

I Details of many licensing transactions involving patents are
not publicly available.
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Income Approach

I Income Approach values assets based on the present value of
future income stream generated by asset.

I Key steps:
I Projection of expected cash outflows;
I Projection of expected cash inflows;
I Assessment of the riskiness of the projected cash flows; and,
I Discounting of projected cash flows to a particular date of

valuation.

I Resulting metric is called Net Present Value (NPV).
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Income Approach: Example
Not risk-adjusted

Sales of University Logo Apparel

2006 2007 2008 2009

Unit Sales 6,710 6,820 6,963 7,095

Price per Unit $18.20 $18.20 $18.20 $18.20

Sales Revenue $122,122 $124,124 $126,727 $129,129

Costs per Unit $9.80 $9.80 $9.80 $9.80

Total Costs $65,758 $66,836 $68,237 $69,531

Operating Profits (A) $56,364 $57,288 $58,489 $59,598

Sales of House Brand Apparel

2006 2007 2008 2009

Unit Sales 6,100 6,200 6,330 6,450

Price per Unit $14.00 $14.00 $14.00 $14.00

Sales Revenue $85,400 $86,800 $88,620 $90,300

Costs per Unit $9.00 $9.00 $9.00 $9.00

Total Costs $54,900 $55,800 $56,970 $58,050

Operating Profits (B) $30,500 $31,000 $31,650 $32,250

Incremental Profit
Attributable to Trademark
(A - B): $25,864 $26,288 $26,839 $27,348

NPV of Sales: $116,439 $107,589 $99,859 $92,502

NPV of Incremental Profit: $24,660 $22,786 $21,149 $19,591

Incremental Profits as
Percent of Sales 21%

Note: Discount rate is 10 percent.
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Adjusting Cash Flows for Risk

Two methods for adjusting cash flows for risk:

I Certainty Equivalent Approach: Cash flows that are not
known with certainty are scaled down, and the riskier the
flow, the lower its certainty value.

I Risk-Adjusted Discount Rate Approach: Differential project
risk is dealt with by changing the discount rate. The riskier
the project’s income stream, the higher the discount rate.
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Risk Adjustment: Certainty Equivalent Approach
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Risk-Adjustment: Risk-adjusted Discount Rate Approach
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Questions?
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