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Valuing IP

There often comes a stage in a patent’s life when the patent
owner will ask how much is my patent worth? The reasons for
the question may differ dramatically. From an inventor looking
to raise capital so that his invention can move from the back
room to the high street, to a technology leader attempting to
put a price on their invention, to those that wish to license it, or
vice-versa to those lagging in the market, who realize that to
stay competitive, the best option available to them is to seek a
licence for the use of that new technology.

Regardless of the above, each invention will find its own price,
and will generally depend on five common factors:

o Importance of the patent. Generally, breakthrough pat-
ents are worth more than improvement inventions.

® The market. Market size, the number of articles that are
likely to be made and the cost of each article also have a
significant bearing on the value of a patent.

® The patent term. Patents have a maximum life of 20 years
and therefore a 20-year monopoly. Patents that are just
beginning their life and which have longer to run on their
monopoly position understandably have more value.

e Amount of prior art. The number of cited documents or
patented products populating an area of innovation also
have an effect on the value of the patent.

e Patent significance. Every patent has its own significance
in a particular area and will usually form part of an overall
IP strategy, either to maximize its earning potential or to
allow other patents to maximize theirs.

Intangible assets

Intellectual property rights (IPRs) are often described as be-
ing intangible assets. They comprise the company brand,
patent portfolio, R&D strategies and licensing agreements.

Other significant intangible assets are invested in a company’s
human capital and its know-how, and include such things as its
databases, manuals, product specifications and manufactur-
ing guidelines. All of these intangibles have a value and some
effort should be made to quantify them so that when technolo-
gies are transferred or a business is bought or sold, or a merger
takes place, then a fair market price can be realized.

Almost every SME undervalues its intangible assets.
Due diligence and valuations obligations

One aspect of IP management that is often talked about is the
extra revenue to be gained by leveraging off technologies
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that are not being used through licence agreements, royalties
and joint ventures.

However, with these advantages there comes a duty to en-
sure that the rewards are not just seen as being serendipitous
but are real and commensurate with the value of the IP con-
cerned. The transaction will involve due care on both parties.

The due care will generally have two components. Firstly, there
is the requirement for the Patent, Copyright or Trademark to
be verified. This verification is often the primary subject of a
due diligence search.

No IPR purchase should be made, or licence agreement en-
tered into, without due diligence having been conducted be-
forehand.

Due diligence ascertains among other things ownership of
the property in question, that all of the true and first inventors
are acknowledged and will include such things as any third
party interests, outstanding or due payments and relevant
expiry dates of the IPR.

Due diligence has been defined as “an evaluation, performed
by investors or their agents, of the details of a potential invest-
ment or purchase, where the evaluation involves a verifica-
tion of all the material facts relevant to the investment or pur-
chase”.

In any licensing agreement or IP assignment or business sale,
merger or acquisition, regardless of its size, both parties
should present a Non Disclosure Agreement and an inde-
pendently commissioned |IP Due Diligence Report.

The second part of the equation involves an investigation into
the value of an IP. How to measure the value of an IP is dis-
cussed. Needless to say, there are many formulae involved in
this exercise and all have at least some relevance.

The bottom line is, that if any IP portfolio is to be successfully
managed, opportunities realized and alliances made, the
value, ownership and content of what is being bought, sold or
licensed needs to be clearly understood.

Note: The author, lan Cockburn, is WebEditor, Manager Ad-
vertising and Marketing at PIPERS — Global, a Patent attor-
ney firm, with offices in the UK, New Zealand, Australia, Sin-
gapore and Malaysia. The views expressed in this article are
those of the author and do not necessarily represent those of
Asia Pacific Tech Monitor. lan Cockburn may be contacted at
the following address: E-mail: webeditor @ piperpat.com. O
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The theory of technology

commercialization relativity
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To explain his theory of relativity, Albert Einstein used an
analogy..he said if a man sits on a hot stove for two seconds it
feels like eternity, if he sits with a beautiful woman for two
hours it feels like two seconds. “That,” Dr. Einstein said, “is
relativity!” Do you understand Einstein’s “Theory of Relativi-
ty?” Does this theory have an application to technology com-
mercialization?

Einstein believed that our internal clock’s ‘tick’ at a speed rel-
ative to what’'s going on in our own minds — a concept that
lends itself just as well (beyond hot stoves and beautiful wom-
en) to a group of individuals involved in the world of technol-
ogy commercialization. To translate Einstein’s idea to our in-
dustry, you might include a variation on John Gray’s bestsell-
er, Men are from Mars, Women are from Venus, only make the
players from distant galaxies instead. This “Theory of Technol-
ogy Commercialization Relativity” might go something like
this...

Dr. X (university or government researcher) spends years
performing painstaking basic research on a technology for
which s/he has a deep personal commitment. The work devel-
ops to a point where it appears to have commercial potential.
A technology commercialization team is called in to assist in
the development of a commercialization strategy. Discussions
are initiated with prospective commercialization partners that
culminate, after extensive negotiations and the creation of
necessary contractual and licensing agreements, into a team
made up of the academic and/or government players and the
commercial entity. The team successfully commercializes the
products... and everyone lives happily ever after!

The question is, what are the key elements that were required
to achieve this success?

The academic team

University clocks tick relative to class schedules, homework,
semesters, papers, reports, tests, grades, student’s social
needs, parties, future career options, etc. Some important driv-
ers of academic teams include:

Professor’s perspective: funding for graduate students; re-
search for dissertations/theses; case studies for presentations/
conference papers; acquisition of new/upgraded equipment;
areas of interest to the school’s administration; technology
that builds on/complements prior research; potential for col-
laboration with other institutions; etc.

Student/Researcher’s perspective: research for dissertations
and/or theses; tuition and/or stipend support; enough excite-
ment to keep them involved; something to brag about to friends/
family; something meaningful to put on a resume; etc.

John L. Jenkins, The Coach, USA

The private sector/commercial team

Private sector clocks are far removed from any academic rel-
ativity. The private-sector team focuses on economic drivers:
customers needs, trends, product life cycles, engineering
schedules, production lead times, etc. Some of the critical
elements to be considered from day one include:

® Management’s perspective: potential for profitable new
products/services; potential for cost reducing process im-
provement; risk profile justifiable to a board of directors;
commercialization cycle to satisfy investors; potential for
visibility (read: promotion/raise); etc.

® Engineering/Development’s perspective: something “cut-
ting-edge” to work on; an intellectual challenge; potential
for long-term involvement; potential for a raise; something
meaningful to put on a resume; etc.

® Marketing/Sales perspective: something that will knock the
customer’s socks off; potential for performance/bonus
achievements; synergy with existing products/services;
something meaningful to put on a resume; etc.

The government team

Government players have their own clocks/timetables with
yet another set of priorities, including fiscal budgets created
sometimes enigmatically by individuals and/or groups who
are often far removed from the world of technology transfer
and development. In order to work successfully with most gov-
ernment researchers and funding agencies, it is critical to
consider the following:

The government researcher’s perspective: something mean-
ingful to work on; a connection to real-world application; a
profile that’s significant; potential for long-term involvement;
something meaningful to put on a resume; etc.

The government funding group’s perspective: fit with the or-
ganization’s charter/mission; potential for job creation/reten-
tion; favourable political value; acceptable risk profile; etc.

Beyond the “Hard aspects”

Technology commercialization requires not only experience
and training in the appropriate fields of technology. Doing deals
requires that all parties understand and accept the needs, pri-
orities and drivers of all other parties in the commercialization
partnership. This goes well beyond hammering out what | call
the “hard aspects” - the scope, schedule and budget, as well as
the IP/patent, equity, royalty elements, etc.

Having a global understanding of the team’s and individual
member’s priorities are the “soft aspects” of the project. The
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world’s greatest minds and the most sophisticated systems
are doomed to fail without ensuring that these soft aspects
are painstakingly cared for.

Coach’s tip: Give “soft” aspects of the relationship as much
consideration during the entire technology commercializa-
tion relationship - from initial discussions and partnership
development, through project negotiations and administra-
tive programme details, ongoing into the creation/launch of
any commercial/production entities and exit strategies.

The clock as an analogy for success

The key to a successful technology commercialization team is
to develop an understanding of, and empathy for, the priorities
of other players in the relationship. Look at the relationship as
though its a clock. A clock’s gears, by design, move and oper-
ate independently from one another. This very precise inter-
relationship is integral to the clock functioning properly.

Allow your technology commercialization teaming partners to
operate as would a clock’s gears - let them operate in their
own ways, as individual components in an interdependent
functioning mechanism. Just as it would in a clock’s gears, to
force otherwise would cause the mechanism to cease to op-
erate properly, and, in fact, will quite possibly destroy the en-
tire mechanism.

The coach'’s call to action: Do you understand the clocks/
timetables of the technology commercialization partners with
whom you are working? Are your operating with your tech-
nology commercialization partners like gears in a clock - let
them each operate in their own ways, as individual compo-
nents in an interdependent functioning mechanism. The best
way to ensure that everyone’s needs are being met is to see
how excited they are about the way things are progressing.
Simply ask them if they’re having fun! What about you, are
you having fun? O
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Recent Publications from WIPO

Exchanging Value — Negotiating Technology Licensing Agreements: A Training Manual

This user-friendly training manual provides practical insights into the process of negotiating technology licensing agreements. It is
designed to address the practical business needs and concerns of non-specialists, who are required to deal with ‘licensing in” or
‘licensing out’ technology, be it directly or indirectly. The Manual focuses on the process of due diligence while preparing for negotiations,
and the steps involved in actual negotiation, acquisition and transfer, through licensing agreements, of technologies protected by patent
and trade secrets. It provides guidance on negotiating techniques for licensing contracts, and explains in clear and concise terms a
number of basic rules, common issues and legal and financial concerns associated with the negotiating process, and illustrates these
with a very large number of examples.

It also includes an outline of a programme schedule, and practical guidelines for creating and managing teams/groups for conducting
mock negotiations, during a five-day practical workshop on negotiating technology licences.

Intellectual Property Audit Tool

The IP Audit Tool is a reference work for Member States to use, in the process of developing or assessing national or regional IP
strategy. Itis flexible and practical guide to innovation systems, and may be modified and adapted to respond to the specific needs of
a country or a region. The Audit Tool is organized in topical parts, and each part includes a definition of the topic (e.g. “valuation” or
“market identification and strategy”), a list of questions, and examples of existing practices and policies from Member States.

Secrets of Intellectual Property: A Guide for Small and Medium-sized Exporters

This guide is in the form of questions and answers dealing with intellectual property (IP) issues, aimed at small and medium-sized
exporters and trade support institutions. It explains basic concepts and principles regarding IP rights; covers questions relevant to
ownership of rights by employees, contracting, licensing and technology transfer; highlights the importance of IP issues when drawing
business, marketing and export plans and strategies; deals with IP protection abroad; looks at the link beween IP and quality
regulations, standards, packaging, labelling and electronic commerce; considers how to conduct a valuation of IP rights and how to deal
with IP disputes.

International Patent Classification (IPC), Eighth edition - Complete set

The International Patent Classification (IPC) is a system for the classification and retrieval of technical information contained in patent
documents. In order to keep the IPC up-to-date, it is continuously revised and a new edition is regularly published. The eighth edition of
the IPC entered into force on January 1, 2006. The Classification is indispensable for the retrieval of patent documents in the search
for prior art. Such retrieval is needed by patent-issuing authorities, potential inventors , research and development units, and others
concerned with the application or development of technology. Five bound volumes.

For more information, contact:
World Intellectual Property Organization
PO Box 18, CH-1211 Geneva 20, Switzerland
Tel: (+41-22) 338 9111, Fax: (+41-22) 73354 28
Web: htto://www.wipo.int
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