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[Abstract]

A Study on the Valuation of Patent Rights

Toshie ISHIZU

Patent rights are an important intellectual asset. The value of intellectual assets has been receiving
increasing attention in the valuation of companies. Although patent rights have a significant effect on the
operational position of a company, their economic value has not been adequately recognized on balance
sheets. This paper addresses the issue of valuation of patent rights on balance sheets. Section I presents
basic information on patent rights. Section II describes the recognition of measurement of patent rights on
accounting standards in Japan and by the International Accounting Standard Committee. Section IIT
examines the discloser of patent rights on financial statements. Section IV considers a revaluation of patent
rights methods and invites further empirical investigation.

Financial statements should provide information that is useful to investors in making rational
investments and similar decisions. Hence, financial statements should provide information to help
investors assess the amount of prospective net cash inflows to a company. From this viewpoint, the value
of patent rights should be presented on balance sheets because patent license fees bring large cash inflows
to the company. This fact has been left out of consideration in the valuation of patent rights. Therefore,
patent rights should be revalued. An income approach which is based on estimating patent license fees
showing the amounts of prospective net cash inflow should be adopted. If patent rights carrying amounts
are increased as a result of revaluation, the increase should be credited directly to equity under the heading
of revaluation surplus. On the contrary, if the recoverable amount of patent rights is less than their carrying
amount, the carrying amount should be reduced to the recoverable amount. The reduction is an impairment

loss.



