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Some eight years after its bankruptcy filing, on 
Jan. 24, 2017, Nortel Networks Inc.’s chap-
ter 11 plan received confirmation in both 

Canada’s and the District of Delaware’s bankruptcy 
courts.1 Essential to the plan was the settlement of 
an unprecedented cross-border dispute over how 
to allocate approximately $7.3 billion from asset 
sales, $4.5 billion of which was attributable to 
Nortel’s patent portfolio, which included more than 
6,000 U.S. and foreign patents and patent applica-
tions for wireless, wireless 4G, data networking, 
optical, Internet search, semiconductor and social 
networking technology.2 
 The winning bid — submitted in July 2011 by 
a consortium that included Apple Inc., Ericsson 
Inc., Microsoft Corp., Research in Motion Ltd. and 
Sony Corp. — represented a 400 percent premium 
to Google’s stalking-horse bid of $900 million. 
Google had said that it wanted the patents to protect 
itself from the increase in patent litigation in the 
tech world.3 However, as another bidder observed 
after being priced out of the auction and thereby 
prevented from purchasing the patents as a protec-
tive measure for its clients, while the winning bid 
was a “shockingly big number,” the patents held 
strategic value. “Each company had different rea-
sons why they didn’t want Google to own the pat-
ents.... The value was driven by the desire to ensure 
[that would not happen].”4

 In contrast to the Nortel auction, consider the 
Eastman Kodak auction in December 2012.5 The 
$525 million winning bid for debtor Eastman 
Kodak’s portfolio of 1,100 digital-imaging pat-
ents, submitted by a group that included Apple Inc., 
Amazon.com Inc., Microsoft Corp. and Samsung 
Electronics Co.,6 represented a discount of nearly 
80 percent to the approximately $2.6 billion ini-
tially estimated by the company’s experts. Reasons 

given for the discount were the U.S. International 
Trade Commission’s ruling that Kodak’s “crown 
jewel” camera preview patent — for which it had 
sought damages of $1 billion for infringement — 
was invalid, and the encumbrances associated with 
Kodak’s licensing and cross-licensing practices.7 
Complicating matters further, Apple had filed suit 
claiming ownership rights to 10 of Kodak’s pat-
ents, while its spinoff (FlashPoint Technology Inc.) 
claimed ownership to the patents claimed by Apple 
plus an additional three, which delayed the auction.8 
As these two cases illustrate, understanding how the 
value of intellectual property (IP) is affected by the 
rights and economic benefits associated with its 
existence is crucial to maximizing the value of a 
related claim in bankruptcy. 

IP Characteristics
 IP is a unique class of intangible asset that is 
different from other intangibles in how it is created, 
developed and protected. Intangible assets are eco-
nomic resources, often created in the normal course 
of business, that lack physical presence but have 
value due to the rights, benefits and privileges that 
they convey to the owner.9 Examples include con-
tracts, customer lists, distribution networks, good-
will, loan portfolios, litigation awards, noncompete 
covenants, and a trained and assembled workforce.10 
By comparison, while a subset of intangible assets, 
and of a firm’s goodwill, IP is created consciously 
through the intellectual effort of specifically identifi-
able individuals, and is registered and legally pro-
tected by federal and state statute.11 
 The four main categories of IP are patents, 
trademarks, copyrights and trade secrets.12 A pat-
ent is a governmental grant that excludes those 
other than the inventor from using, making or sell-
ing the covered invention. To be patented, an idea 
must be deemed novel and nonobvious by the U.S. 
Patent and Trademark office. The term of a patent is 
20 years, measured from the date of the application. 
However, the validity of a patent can be challenged 
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in litigation at any time. In general, there are three types of 
patents. Utility patents relate to machines, devices and pro-
cesses. Design patents pertain to the visual appearance of a 
product. Plant patents cover asexually reproduced, distinct 
and new varieties of plant, other than tuber propagated plants 
or those found uncultivated.
 A trademark is a word, slogan, design, picture or symbol 
that is used to identify and distinguish a product.13 Narrowly 
defined, the term applies only to the symbols that are used 
to identify a product. Broadly interpreted, it includes service 
marks, certifications, trade names and trade dress. In addition 
to promoting the sale of the owner’s products, trademarks 
serve to identify the owner of the products, their source and 
expected quality. Trademarks that are proven to be used in 
interstate or international commerce are protected under the 
Lanham Act. However, as trademarks, trade names and ser-
vice marks are not included in the definition of “intellectual 
property” in § 101(35A) of the Bankruptcy Code, licensees 
are at risk if the licensor files for bankruptcy.
 A copyright is a grant of protection for specific, con-
crete works of expression.14 Examples of works that can be 
copyrighted include art, books, software, musical composi-
tions, screenplays, sound recordings, motion pictures and 
television shows. The owner of a copyright has an exclusive 
right to reproduce, perform, display or license a copyright-
ed work. The term of a copyright for works created after 
Jan. 1, 1978, is equal to the life of the author plus 70 years. 
For made-for-hire works, the term is 95 years from the first 
publication or 120 years from creation, whichever comes 
first. The requirements for a work to be afforded copyright 
protection are that it is original, creative and fixed in a 
medium of expression.
 Under the Uniform Trade Secrets Act,15 a trade secret is 
characterized as a “formula, pattern, compilation, program 
device, method, technique, or process that derives indepen-
dent economic value, actual or potential, from not being 
generally known to, and not being readily ascertainable via 
proper means by, other persons who can obtain economic 
value from its disclosure or use; and is the subject of efforts 
that are reasonable under the circumstances to maintain its 
secrecy.” Accordingly, for owners to preserve the value of 
a trade secret, they must act to preserve its secrecy. Absent 
reasonable efforts to do so, the courts will not recognize a 
claim for violation of a trade secret. This might be accom-
plished through the use of nondisclosure and confidential-
ity agreements, restricting access to confidential informa-
tion, employment contract provisions that refer specifically 
to trade secrets and by communicating to employees the 
importance of the company’s trade secrets and that they 
will be protected.

Accounting Implications
 The costs incurred to research and develop new prod-
ucts, services and processes internally are charged to expense 
when incurred.16 However, acquired IP is recognized on the 
balance sheet based on its fair value as an asset separate and 

distinct from goodwill17 if it (1) has an underlying contrac-
tual or legal basis or (2) can be separately sold, transferred, 
licensed, rented or exchanged.18 
 Subsequently, IP having a finite useful life is amortized 
over its useful life (less residual value),19 which may vary 
depending on factors that include expected use; the useful 
life of other assets related to the property; legal, regulatory 
and contractual provisions; and the effects of obsolescence, 
demand, competition and maintenance expenditures.20 IP 
having an indefinite useful life,21 is not amortized, however, 
but tested annually for impairment,22 as is true for IP with a 
finite useful life.23

 Impairment for IP with a finite useful life is determined 
by examining whether its carrying amount is recoverable 
along with comparison of its carrying and fair value. A carry-
ing amount is not recoverable if it is greater than the sum of 
the undiscounted cash flows expected to result from the use 
and disposition of the asset. If the carrying value is greater 
than the asset’s fair value, an impairment loss is recognized 
for the amount by which it exceeds fair value.24 For IP with 
an indefinite life, the asset’s fair value is compared with its 
carrying value, and if less, an impairment loss is recognized 
for the difference.25 
 Events and circumstances that might be considered in an 
impairment analysis for IP having an indefinite life include 
increases in production and operating costs; decreases in rev-
enues, cash flows and earnings as compared to prior-period 
actual and budgeted results; legal, regulatory, contractual and 
political influences; industry, market and macro-economic 
conditions; and firm-specific changes in management or key 
personnel, strategy and customers, financial distress and liti-
gation.26 For IP with a finite life, factors that might be con-
sidered include a decrease in market price; adverse changes 
in how the asset is being used and its physical condition, 
regulation and business environment; costs in excess of that 
expected to acquire or construct the asset; prior- and current-
period operating or cash-flow losses, or a forecast of ongoing 
losses attributable to the asset’s use; and an expectation of 
greater than 50 percent that the asset will be sold or disposed 
of before the end of its useful life.27

Valuation in Bankruptcy
 IP is valued for a variety of reasons, including to sup-
port sale transactions, financial reporting, joint ventures, tax 
payments, financings and infringement litigation.28 In cases 
of bankruptcy or financial distress, the need can arise from 
a liquidation, an orderly disposition with each asset sold 
individually with normal exposure to appropriate markets, a 
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reorganization of the company accompanied by asset sales, 
or with the company continuing as a recapitalized going 
concern.29 If in a liquidation, orderly disposition or formal 
reorganization, and depending on the standard and premise 
of value applied, the valuation might be lower than that for 
a going concern, since the longer a company’s IP lies com-
mercially dormant as a consequence of bankruptcy (which 
may or may not be true), the greater the chance that the value 
of its IP could decline.
 Where the facts and circumstances of the case indicate 
a decline in the value of the IP, and again depending on the 
standard and premise of value applied, it might be appropriate 
to apply a discount to the valuation. It has been suggested that 
in bankruptcy, discounts to going-concern value could range 
from a low of 10 to 20 percent to a high of 90 percent in a liq-
uidation,30 with the value of IP in some cases decreasing by as 
much as 2 to 10 percent per month. Also, where comparable 
IP is available as a consequence of bankruptcy and competi-
tion, transaction prices might be lower than otherwise.

In re Nortel Networks Inc., et al.
 The Nortel case is particularly noteworthy in illustrat-
ing the use of IP valuation in bankruptcy, and of how dif-
ferent valuation standards, premises, methods, legal rights 
and economic benefits attributable to its existence over its 
useful life affect its valuation. In litigation over how the 
$7.3 billion in liquidation proceeds should be allocated, the 
spreads between the claims of the parties (which differed by 
billions of dollars) resulted from differences in their claims 
on Nortel’s IP.31 Nortel’s U.S. proposal, supported by the 
U.S. creditors’ committee and various bondholder groups, 
argued that the U.S. entity had generated nearly 70 percent 
of the firm’s total revenue and had contributed more than 
$5 billion in assets to the liquidation sale, and that the pro-
ceeds should be allocated based on the fair market value of 
the assets it contributed, which would give the unit approxi-
mately $5.3 billion, 74.3 percent of the patent proceeds and 
72.6 percent of the whole.
 For their part, Nortel’s European contingent argued that 
the allocation should be based on the amount that they had 
spent in research and development to create the technology, 
that that was the method used when Nortel sold one of its 
businesses to Alcatel-Lucent in 2006, and that the fact that 
Nortel’s Canadian business held title to the subject patents 
was an administrative convenience that did not signify own-
ership of the IP. On this basis, the European entities argued 
for $1.4 billion, 34.7 percent from the patent proceeds, and 
19.2 percent of the whole. 

 The theory underlying the claim of Nortel’s Canadian 
parent, supported by the Canadian creditors’ committee, 
including 20,000 pensioners, was that it held title to all of 
the patents under an intracompany patent agreement, and 
that what was granted to the U.S. and European units was 
a license and not a grant to the IP. Thus, the Canadian par-
ent proposed that it should receive roughly $6 billion, or 
82.2 percent of the entire proceeds, with the U.S. unit getting 
13.7 percent and Europe receiving 4.1 percent.
 Finally, Nortel’s U.K. pension fund, which represented 
36,000 pensioners, argued that the interconnected rela-
tionships between the parties made it impossible to iden-
tify who owned what, more so given that the intracom-
pany R&D agreement did not provide for a company-wide 
insolvency, and that consequently, the only fair method 
of allocation was to give each party a pro rata share of 
the entire proceeds, since Nortel operated and branded 
itself as a single global entity, and since only in that form 
could the sale value have been realized. Under this theory, 
the U.K. pension fund proposed giving each claimant an 
approximate 71 percent recovery on their claims. In the 
end, the parties settled their differences with $4.1 billion, 
or 57 percent, of the liquidation proceeds being distributed 
to Nortel’s estate in Canada; $1.8 billion, or 24 percent, 
going to its estate in the U.S.; and the remainder shared 
by Nortel’s affiliates across Europe, Africa and the Middle 
East, including the U.K.32 

First Principles
 While there are a number of methods and procedures that 
might be appropriate for purposes of valuing IP, with their 
similarities and differences distilled, they converge into three 
general approaches: namely, the cost, market and income 
approaches.33 The cost approach is based on the econom-
ic principle that an investor will not pay more for an asset 
than the cost to purchase one having equal utility. Using this 
approach, reproduction cost is measured as the cost to con-
struct or acquire an exact duplicate of the IP, while replace-
ment cost is equal to the cost to recreate the utility of the IP 
rather than an exact duplicate in form or appearance. 
 Underlying the market approach is the economic prin-
ciple that in a competitive market, the supply and demand 
for an asset will converge to the point where its price is at an 
equilibrium.34 With this approach, the value of an IP is most 
often calculated from comparable IP sale transactions or the 
relief-from-royalty method. 
 The income approach is based on the economic principle 
of anticipation, with the IP’s value equal to the present value 
of the expected economic income earned from its ownership, 
calculated using the yield or direct-capitalization methods.35

 Each of these approaches can be used to value a patent, 
trademark or copyright. To value a trade secret, it is best, 
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if not necessary, to use the income approach.36 Because a 
trade secret is by definition unique to its owner, the use of 
the market approach is not feasible, since there cannot be 
a comparable IP sale or license. The cost approach is simi-
larly inappropriate, as the value of the trade secret might far 
exceed its costs.

Conclusion
 IP differs fundamentally from other intangible assets in 
that it is created deliberately through the intellectual effort of 
specifically identifiable individuals, and are legally protected 

by statutes that serve to protect the rights, benefits and privi-
leges it conveys to its owner. Consequently, as demonstrated 
by the underlying incentives and values of the winning bids 
in the Nortel and Kodak auctions, IP ownership can be highly 
valuable economically as well as strategically. 
 However, the value of IP can also be transitory due to 
influences that reduce its useful life or impair its value, 
as in a bankruptcy auction accompanied by bidder block-
ing and tackling à la Kodak. Realizing the full value of an 
IP claim therefore requires understanding how its value is 
affected by the rights and benefits it conveys, and potential 
changes therein.  abi
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