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‘Valuation of intellectual assets

By Mohammed Hanif Ajari

‘%\P /} \ THERE is an increasing recogni-

|

&

tion that ideas, knowledge, know-
how, innovations and other intangi-
bles are fundamental source of
value in business.

But identifying and measuring that value
is complicated with numerous non-standard
module and methods available to do so. For
the intellectual asset management, improv-
ing the consistency, quality and usefulness of
valuations is vital.

Valuation of intellectual assets is a matter
of immense importance to a large numbers
of professional communities, which include
business people, valuation professionals, ac-
countants, academics, consultants, regula-
tors, tax authorities and valuation thought-
leaders. But there is no consensus among
them on how valuation of intangibles should
be conducted.

Several attempts have been made in the
past decade to develop uniform standards of
valuing intangibles but none has had a visi-
ble impact on (intellectual property) IP valu-
ations or in significantly improving the qual-
ity and consistency IP valuation reports.

Out of the various attempts made previ-
ously to harmonise the standard of IP valua.
tions none were successful. With the greater
understanding in hand, and given the impor-
tance of IP to an increasing number of busi-

nesses, it seems time to investigate funda-

mental questions related to standardising TP
valuations.

The different, and sometimes narrow, in-
terests and focus of each community have
made it impossible for them to agree on any
one standard for IP valuation. Further, the
tendency of businesses to consider IP valua-
tion mainly within the context of the finan-
cial accounting paradigm has been a major
obstruction to the development of believable

and useful valuation standards.

The literature and material printed on this
subject shows that academics and practition-
ers in the IAM made a significant intellectu-
al contributions to both, the theory and prac-
tice and arrived at a consensus on the ba-
sics/generics. .

Whether projecting price or worth, profes-
sionals who seek to value IP follow a nonspe-
cific process. Before doing any calculations
they identify the factors that define the con-
text of the valuation at issue They identify
the method that will be used, key parameters
concerned, the data required for calculation
and information about markets, as well as
any external factors deemed to be relevant.

Professional valuators recognise that valu-
ation is as much an art as a science, meaning
that while there are protocols and accepted
procedures (the science), the decisions that
precede calculation are perhaps more essen-
tial to a successful IP valuation activity than
the calculations themselves. Making those
Jjudgments (the art) is inherent in the process
and must be considered in any standardisa-
tion procedure.

The reasons for standardising IP valua-
tions depend largely on the perspective of
the person asked. People outside the IP val-
uation community-- for example, regula-
tors, tax authorities and accounting stand-
ards setters—- answer differently from those
inside it. Regulators are interested in level-
ing the playing field, ensuring that IP valu-
ation information is understandable and
available to all interested parties. Tax au-
thorities want IP valuations to be consis-
tent, credible and conducted in accord with
their own standards; financial accountants
need valuations to comply with Generally
Accepted Accounting Principles (GAAP) or
International Financial Reporting
Standards (IFRS).

But professional IP valuators, people in-
side the IP valuation community, have differ-

ent concerns. The focus of IP valuation pro-
fessionals is on improving the quality and
consistency of IP valuations; whereas the fo-
cus of those outside the community is on en-
suring that IP valuations be conducted with-
in unique frameworks associated with their
different perspectives and IP contexts. The
panel, largely (but not unanimously) agreed
that an IP valuation standardisation process
should be‘led by the IP valuation communi-

How should valuation standards be cre-
ated and implemented successfully? The
IAM panel deemed several items to be par-
ticularly important in developing TP valua-
tion standards that are viewed as credible by
professionals within and outside the IP field.
These were: oversight of the standards devel-
opment process; broad-based professional
participation; and an understanding of the
steps to be followed during the standards de-
velopment process.

The panel did not provide specifics for
how the effort might be organised. The pan-
el agreed that a steering group should guide
the process, though it did not agree on its
make-up. One view was that the steering
group should comprise only members of the
IP valuation community, working closely
with a more widely constituted working
group made up of members of stakeholder
organisations. The counterview was that the
steering group should include both IP valua-
tion community members and other stake-
holder representatives.

Valuation of intellectual property is more
complex than valuation of real or tangible
property. Numerous business, academic, reg-
ulatory, professional bodies and individuals
have a stake in the valuation of IP. They view
it through lenses that are polarised by the
needs of their own community. Developing
any standard from the collective perspective
of such a broad field of interested entities
and individuals will be difficult.

One practical alternative appears to be
the potential development of IP valuation
standards from the perspective of the IP val-
uation community, the group most directly
concerned with the quality and consistency
of valuation results. Other interested groups,
individuals and organisations might adapt
that standard to meet the needs of their own
communities.

Although there are several conclusions
one may draw from the preceding discussion,
two are unequivocal: (1) IP valuation stand-
ards would be useful, particularly if they
were focused on principles rather than on de-
tailed rules; (2) At a minimum, such stand-
ards should focus on improving both the
quality and the consistency of IP valuations
and valuation reports.

On the question of how such standards
might be developed and implemented, how-
ever, there is not yet a clear path. There is not
yet an IP valuation profession, or even a com-
mon understanding of what or who consti-
tutes the IP valuation community. Still, it ap-
pears that business and regulatory commun-
ities have a need and a desire for some sort
of standard for valuation activity and per-
formance. Perhaps it is time to discuss
whether to formalise an IP community (as
distinct from the broader valuation and as-
sessment community) as a step towards the
ultimate development of an IP valuation pro-
fession.

Because there is no single organisation
capable of credibly and effectively sponsor-
ing an IP valuation standardisation effort,a
consortium of several potential sponsoring
bodies could be created to provide the nec.
essary oversight. Although today the IP val-
uation community is a community in name
only, the importance of IP valuations and
the concomitant desirability of an IP valua-
tion profession mean that the development
of an IP profession should be a topic for fu-
ture discussion.
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