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PAT E N T S

The authors provide an overview of patent valuation issues to assist lawyers in helping

clients understand what their patent assets are worth.

Patent Portfolio Valuation: A Lawyer’s Perspective

BY JOSEPH M CASINO AND MICHAEL J. KASDAN

M
ore frequently than ever before company execu-
tives, company inhouse counsel, as well as out-
side counsel are asking: What is a patent or pat-

ent portfolio worth? Recent years have seen the devel-
opment of a patent marketplace with a growing array of
monetization options. We addressed a number of these
monetization techniques in our earlier article regarding
patent monetization from a lawyer’s perspective.1

Patent transactions are now widely reported in the
press, including transactions with billion dollar price
tags. This has caused many companies to focus more on
the question of valuation of their patent and other intel-
lectual property assets to make sure they are not miss-

ing the opportunity offered by today’s more robust pat-
ent marketplace.

This article discusses the basic task of valuation from
a lawyer’s perspective. That is, what do lawyers need to
know in order to help their clients answer the often
challenging question of ‘‘what are our patents worth?’’
For the executive, this article provides a useful over-
view of patent valuation issues.

What is Valuation?
Valuation of intellectual property is an estimate of

how the patent owner benefits or can benefit from the
intellectual property. This can include looking at the
value generated by blocking others from using the pat-
ented technology, the value of licensing patents and/or
the value of selling patents.

The complexity and difficulty of patent valuation is
widely recognized.2 As patents are complex assets,
valuation is highly fact and circumstance dependent,
and subject to changing when new information is pro-
vided. For example, the Supreme Court currently is
considering how broadly software can be patented in
the United States and its answer may affect the value of
thousands of such patents.3 Further, the value of an in-
dividual patent that a company thought was strong can
be impacted if an opponent develops a new invalidity or

1 See http://www.globallawwatch.com/2012/11/
monetization-of-a-firms-patent-rights-a-lawyers-perspective/
(85 PTCJ 22, 11/2/12).

2 Michael Kramer, 6 J. Marshall Rev. Intell. Prop. L. 463
(2007) (‘‘Valuation of a patent is often essential in reaching an
informed business decision . . . but the inherent uniqueness of
a patent typically makes assessment susceptible to inaccura-
cies, potentially misdirecting decision makers.’’).

3 CLS Bank Int’l v. Alice Corp., 717 F.3d 1269, 1296, 2013
BL 124940, 2013 BL 124940, 106 U.S.P.Q.2d 1696 (Fed. Cir.
2013) (Moore, J., dissenting) (‘‘if all of these claims, including
the system claims, are not patent-eligible, this case is the death
of hundreds of thousands of patents, including all business
method, financial system, and software patents as well as
many computer implemented and telecommunications pat-
ents.’’) (86 PTCJ 120, 5/17/13).
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noninfringement defense that was previously unknown
to the patentee.

As with the valuation of a business itself, it is not re-
alistic to expect a precise answer that is unvarying and
unchallengeable. A reasonable expectation is to obtain
an objectively supported valuation range at that particu-
lar point in time where decision-making by the patent
owner is enhanced.

Valuation depends on the strength of the patent itself,
including how broadly the claims are written, whether
it is easy to design around those claims, as well as
whether the patent is susceptible to invalidity chal-
lenges.

The valuation may also depend on how the patents
may be used by its owner, and a patent may have differ-
ent value to different parties. For example, if a patent
owner is using its patents in its products, the patents
may deter others from copying the patented features.
This can give the company value that is hard to quan-
tify since it us unknown how many competitors were
deterred. However, a valuation expert can develop a
valuation model that assigns value based on projections
of the sales of or costs of producing a company’s prod-
uct with and without the feature (or with our without
competitors having the same feature). If the patent
owner is willing to allow others to use its patents, and
in some fields the patentee may have little choice (i.e.,
patents related to industry standards), the valuation cal-
culus could also include what others would pay for a li-
cense or sale of the patents.

Valuation may be time and circumstance dependent
as well. The value of a portfolio in a forced liquidation
can be different from the value of developing a thor-
ough monetization program in litigation or licensing.
Factors such as the remaining life on the portfolio or
whether third parties have a need to license or buy the
technology can rapidly change. The question of
whether a patented technology is being used in the mar-
ket, close to market or a long way away from wide-
spread use will impact valuation.

Determining the value of a patent ordinarily differs
from determining damages in litigation. While consid-
eration of patent litigation damages may be part of a
valuation, a full valuation of a patent usually is a
broader exercise.

The tasks may merge if there is only one or a limited
set of infringers and the patent owner itself does not use
the patent. However, even in that case the valuation
would differ from calculating damages in litigation be-
cause a good valuation model would have to account for
the risk of losing and the expenses of enforcement. One
study put patent owner overall success rate in litigation
as low as 32 percent.4 Still further, the damages avail-
able in litigation may not be easily determinable with-
out discovery.

Why Valuation?
Before considering valuation, one must understand

the client’s objective. Is the valuation needed to secure
a loan or for some other financial valuation? In such
case, the task may not be the question of what is the
value of my patents, but the more limited task of deter-

mining if the patents are worth more than a threshold
amount.

Further, if the company is not using the patents and
has a need for fast monetization, the question may be
what the patents are worth if they were to be sold in X
number of months (6-12 months is a realistic marketing
period for selling portfolios in the United States). Valu-
ation of patent rights is often needed in bankruptcy,
sales transactions, to develop licensing or litigation pro-
grams, for financial reporting, for tax reasons, in di-
vorce proceedings, to obtain venture capital, to securi-
tize loans, to know the exit strategy from investments in
nascent companies and in merger, acquisitions and
other corporate transactions. The more central the pat-
ent rights are to the deal, the issue of valuation becomes
more important.

Some may be tempted to skip the step of valuation by
putting the patents on the market to test the licensing
value or sale value. However, this can yield a result
where the patents are sold too cheaply or the expecta-
tions are set too high for management of the company.

A valuation that is thorough and understandable is a
powerful tool in a negotiation with a third party. If the
third party is infringing the patent(s), you are in the dif-
ficult position of asking such party to pay something
they have already. If no one is using the patents, you
need to explain the benefit to the third party of adopt-
ing the technology. In either case, a sensible valuation
helps reach common ground as to reasonable deals that
can be made regarding use (or purchase) of the subject
patents.

Valuation is often needed for effective decision mak-
ing in business transactions, consideration of monetiza-
tion options, litigation decisions and for tax planning.
Valuation may also play a role in evaluating the effec-
tiveness of research and development efforts or patent
prosecution strategy. If the company is not developing
strong and valuable patents, this may indicate that a
change needs to be made to current practices and direc-
tion. In some cases, if the valuation of patents shows
there is very little value, it may impact decision-making
as to whether to continue to pay for the maintenance of
such patents in the United States and abroad.

Market Data on Patent Valuation
The range of valuations we have seen from public

sales transactions as collected by Ocean Tomo is all
over the map, which makes the case for individualized
valuation:

4 2013 Patent Litigation Study, PWC, available at http://
www.pwc.com/en_us/us/forensic-services/publications/assets/
2013-patent-litigation-study.pdf.
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The above transactions may not be typical since they
involve the sales of larger portfolios which may raise
questions about whether the price per patent is atypi-
cally high or low. Further, many patents will have little
or no value if they are not utilized on the market and
are unlikely to be adopted.

Further, the royalty rates for licensing patents can
vary from small one-time payments to larger running
royalties as a significant percentage of net sales. Gener-
ally, the more important the patent portfolio is to a
product the higher the royalty. In some circumstances,
a portfolio is so essential to a field that it can stop ac-
cused infringers from selling any commercially viable
products without a license. In other fields, for example
a smart phone, hundreds of patents may cover various
aspects of a product (e.g., semiconductors, audio com-
pression, video compression, GPS features, Internet
features, etc.).

The Valuation Process
Valuation experts use three broad categories to de-

scribe valuation techniques:

1. Income approach—The present value of future
cash flow taking into account the risk in achieving
such cash flow. This may also include the more
complex question of what is the value of keeping
the patents exclusive or semi-exclusive for the pat-
ent owner’s products.

How much money can be made with IP? This can in-
clude consideration of the licensing or sale potential of
a portfolio. It alternatively could assess how much ex-
tra income a company can make by using the patented
technology by either increasing revenue or lowering
costs. The projected income should be discounted by
the risk that that income will be achieved.

2. Cost approach—Consideration of how much it
costs to develop the patented technology or avoid
it.

A legitimate way to think of value, particularly when
purchasing or licensing-in patents, is to ask how much
it would cost to develop a comparable noninfringing
product either from scratch or by designing around the
patents. Understandably, if a patent portfolio is easy to
design around, the value is low. On the flip side, the
value of truly blocking technology is high.

3. Market approach—What have others paid for simi-
lar patents in similar circumstances?

This approach relies on pricing based on the sales of
comparable patents, much like in the real estate mar-
ket. There are two challenges to the market approach.
First, sale and licensing activity related to intellectual
property is rarely public information. On occasion,
companies will report significant deals to the market-
place to comply with government regulations, but ordi-
nary deals are usually confidential.

Second, even when public information can be col-
lected, it is hard to prove a deal is comparable. The
strength of patent portfolios in the same technology can
vary greatly and the business circumstances surround-
ing a historic transaction can quickly change. For ex-
ample, consider 1) the effect that the remaining life of
the patents (patents generally expire 20 years after fil-
ing) can have on value even if all other factors were
equal between two portfolios, 2) the circumstance

where a first patent portfolio was sold at a premium to
a new comer in an established market, or 3) additional
information found in a detailed review make transac-
tions that appeared to be ‘‘comparable’’ no longer fit
into this category.

The techniques discussed above are not exhaustive of
the factors going into valuation. For example, a patent
owner may also derive value from a patent portfolio by
having a certain amount of patents for reputational en-
hancement or as a deterrent to others asserting patents
against the patent owner based on the existence of the
portfolio.

Evaluation of Patent Strength and Risks
Thorough evaluation of the strength of a portfolio

will refine a valuation. It can also be used to determine
what type of discount rate may be used to account for
risk.

An experienced patent practitioner can evaluate like-
lihood of infringement and validity. As to infringement,
there are some patents where infringement can be
shown without much investigation. Others will require
reverse engineering of competitors’ products. Still oth-
ers may require documentation that is only in the hands
of the accused infringers. As to validity, a patent search
may give you some idea of the risk of invalidity.

However, be warned that if a patent is asserted in liti-
gation and the stakes are high, the amount of effort that
an accused infringer will put into invalidating the pat-
ent often cannot be reproduced on the more limited
budget that may be available for a valuation exercise.
For example, an accused infringer may search for prior
art in all countries of the world, engage experts, look
for obscure publications or products and other such
scorched earth tactics. The limitations usually put on
the diligence can, therefore, hamper the certainty of the
resulting valuation, particularly for smaller portfolios.

There are some objective factors that can be consid-
ered during valuation. For each of these factors, you
need to evaluate how much they tell you about the pat-
ents being valued:

1. How many patents are needed to make a product
in the industry? Are the patents being evaluated
blocking technology or optional technology?

2. Does the patent owner have any obligation
through participation in industry standard setting
to license the patents on reasonable terms and
conditions?

3. How often are the patents being cited by other
patents? This may indicate that the patent is very
basic. However, it could be that one party just
cited the same patent over and over as a matter of
routine.

4. How much prior art is cited in the patents being
valued? This may indicate that a diligent search
was made and that most relevant prior art is cited.
However, even if hundreds of references are cited,
this may not capture the most significant prior art
if the search methodology was flawed.

5. Are some applications still pending in the
portfolio? This is often considered very valuable
(especially in the form of continuations and
continuations-in-part) because the portfolio can be
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fixed if the claims are too narrow to cover prod-
ucts on the market or if new prior art is found.

6. How large is the portfolio or how many claims in
the patents? Generally, the larger the portfolio and
the more claims, the less risk that the entire port-
folio may be invalidated. However, there are some
very large portfolios where only one or two claims
are infringed. These issues have to be triaged to
understand a large portfolio. Further, the cost of
maintaining a large portfolio is high due to patent
office maintenance fees. This cost should be taken
into account in a valuation.

7. How long is left on the patents’ life? If the life of
the patents is short and there is no current use of
the patents on the market, the value may be low.

Tips on Getting Started
Team: The best team for a valuation project may in-

clude employees of the company requesting the valua-
tion, a valuation professional and an attorney who can
evaluate the merits of the patents. Employees in the
pertinent field may have the best information on the
market, competitive analysis of third party products,
comparable licenses and other critical information. A
valuation expert will be able to consider the best tech-
niques to use and the data to be collected inside and
outside the company, and perform the valuation calcu-
lations. A lawyer can provide data on patent strength
and risks.

Then, the next step, states Roy D’Souza, managing
director of Ocean Tomo’s valuation practice, ‘‘is to
clearly identify (i) the exact IP that is included in the
project (as many projects are completed in phases, and
care must be taken when including pending applica-
tions and numerous international geographies if appli-
cable,); (ii) the parties that will be reviewing the report
now and potentially in the future; (iii) confirmation of
the timing in which the valuation must be completed;
and (iv), most importantly, the exact purpose for which
the valuation is going to be used. It is very rare for com-
panies to complete a valuation of their portfolio as a
‘nice to have’. There are always very specific intended
uses and based upon who is requesting the analysis
(e.g., patent aggregator vs. strategic operating com-
pany), the value consideration can vary greatly.’’

Information: No matter the approach chosen, the
more data that can be obtained the more certain the
valuation. If the strength of the patents has been tested
in a contested proceeding or litigation, this will be a bet-
ter data input to a valuation where the patents are
merely presumed valid and infringed. If one can find
several comparable internal and external licenses, this
will also enhance the valuation. If market size and fu-
ture trend information is available this will enhance the
valuation. The collection of a substantial information by
a company before engaging patent and valuation pro-
fessional will reduce the costs of evaluation and will
likely improve the accuracy of the results.

While market value information is hard to get, there
are some good sources for general royalty rate informa-
tion such as surveys by Licensing Executive Society and
certain treatises, and in third party database sources
(e.g., ktMINETM). Further, IP attorneys or valuation ex-
perts may have a general sense of what rates might be
applied based on the technology area and from basic in-
formation about the patent and markets. However, the

individual portfolio and market has to be deeply under-
stood to really evaluate how prior comparable deals
should be taken into account.

Larger Portfolios: A large portfolio of patents may
need to be triaged to find the strongest patents. Further,
a valuation case will be most persuasive if there is evi-
dence the patents are in current use or can add value to
a business if used. This task can be quite significant if
no data on the use or potential use of the patents exist.
Tackling this task can be done by reviewing the patents
carefully and collecting (or obtaining, e.g., reverse en-
gineering) evidence of use or potential use.

Data driven techniques may also be used instead of
or in combination with substantive review. Data can be
obtained from public sources such as the websites for
United States or other patent offices. Some data that is
publicly available that may be useful in valuation is how
often a patent is cited by other patents, whether certain
competitors patents have recognized the patents that
are being evaluated and the number of patents of simi-
lar vintage in the primary classifications for the patents.
If technical articles cite to the patents being evaluated
this may give some data as well. There are software
programs and outside services that can collect data that
may be useful in considering patent strength as well.

Budget: This will largely depend on the client’s mon-
etization goals and the likely value. Since the amount of
effort, in part, depends on the ultimate answer of value,
valuation can be taken in stages. A rough valuation may
be obtained by looking at the market size and likely use
of the patents. This may be refined by consideration of
who is infringing the patents and the infringers’ sales.
If the circumstances justify a deeper look, more refined
information may be sought. Generally, this can be an it-
erative process when cost and the amount of effort are
in question because the value is very uncertain.

Privilege Considerations: One consideration is
whether aspects of a valuation prepared by a lawyer
will be privileged.5 A general guide is that a lawyer’s
confidential advice to a client is privileged while com-
munications on routine business matters may not be—
the answer may be nuanced and vary jurisdiction to ju-
risdiction (as well as country to country). It generally
would be a good practice to segregate any attorney
views on the merits of the patents from other business
documents. If it is necessary to discuss noninfringe-
ment and invalidity in the valuation report, this section
should be clearly labeled that it is based on privileged
attorney analysis.

5 Compare Xerox Corp. v. Google Inc., 801 F. Supp. 2d 293,
303-304, 2011 BL 198705 (D. Del. Aug. 1, 2011) (protecting
from discovery documents exchanged between Xerox and
IPValue due to common legal interest arising from agency re-
lationship); High Point SARL v. Sprint Nextel Corp., No. 09-
2269-CM-DJW, 2012 BL 16694, at *10-11 (D. Kan. Jan. 25,
2012) (common interest privilege protected analyses of valid-
ity, enforceability, and infringement) with Net2Phone Inc. v.
eBay Inc., No. 06-2469 (KSH), 2008 BL 299225, at *10-11
(D.N.J. June 25, 2008) (discussions with potential partner for
enforcement program are commercial interests and not privi-
leged) and Mondis Technology Ltd. v. LG Electronics Inc., No.
2:07-CV-565, 2011 BL 118120, at *4-5 (E.D. Tex. May 4, 2011)
(evaluation of the relevance of invalidity finding of patent be-
ing sold was not privileged, because there was no common in-
terest between purchaser and seller relating to patent value).
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Conclusion
Valuation issues have become increasingly important

in the patent world. Today’s patent lawyers must have a
good understanding of valuation in order to assist their
clients understand what their patent assets are worth. If

lawyers understand the basics, they can better interface
with their clients and valuation experts to improve the
valuation process and marshal the facts that are neces-
sary to make the valuation persuasive.
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