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INTRODUCTION

Businesses throughout the world are beginning to focus
on the asset value of their patent portfolios. The rise

of non-practising entities has also stemmed from the
recognition that patents are valuable business assets that
can be monetised. Recently, patent assets have been the
primary driver of spectacularly large transactions. The
speculation around the sale of a portion of Kodak’s patent
portfolio, the patent asset-driven purchase of Motorola
Mobility by Google for $12.5 billion and the $4.5 billion
sale of 6,000 Nortel patents to a consortium including
Apple and Microsoft are all excellent examples. Inevita-
bly, transactions such as these have prompted corporate
executives and boards to look more closely at their patent
holdings with an eye towards monetising those assets.

To them and others, monetisation is particularly interest-
ing for patent assets that have been developed — as is
often the case — in order to protect clever ideas, but
without being aligned to business strategies, and are thus
not supporting current business objectives. These shelf
assets, the thinking goes, are potential sources of cash.

Despite its visceral appeal, however, ‘patent monetisa-
tion’ is a complex, non-trivial task that is definitely not
for the faint of heart or the cheap of wallet. Experience
has shown that monetising patent assets requires a
structured approach to extract maximum value. This
chapter therefore explores the primary steps in a disci-
plined and informed patent monetisation programme and
gives business executives considering monetising their
patents an idea of what is involved.
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OVERVIEW

In theory, patent monetisation, as with any other asset
monetisation process, is made up of a few disarmingly
simple and quite intuitive phases. These four distinct
phases, as illustrated in Figure 1, are:

= an audit and analysis phase, which includes initial and
mapping/detailed analysis sub-phases, to understand
what patent assets a company owns;

= a market analysis phase to determine which markets
are affected by the company’s patents;

= a business decision phase to decide which patent assets
to monetise and what approach to follow; and

= a deployment phase.
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While these four phases are fairly easy to define and
quite logical, they require careful and complex analysis
and difficult decisions. Each is considered in greater
detail below.

PATENT AUDIT AND ANALYSIS PHASE

The baseline of any patent monetisation programme

is achieving an understanding of the business’s patent
assets. It goes without saying that without knowing
exactly what assets a business owns, there can be no
systematic approach to monetisation. The patent audit
and analysis phase provides this understanding. As some
entities have a better understanding of their patent assets
than others and the resources required in this phase will
depend on each business’s starting point, the two sub-
phases (initial and detailed) are discussed below with

a focus on results as opposed to process.

The first step is to identify all patent assets (ie, worldwide
patents and pending patent applications). Although
administrative in nature, this is rarely a trivial task. If
adequate records of patent filings and status have not been
maintained, it may be necessary to query the records of
the various patent service providers and patent offices
throughout the world. In addition, in the event of mergers
and acquisitions, it may be necessary to review the
transaction documents to determine any patent assets that
were acquired. As painful as this process can be, it has
the advantage of providing a good opportunity to clean
up any title issues by ensuring that all patent assignments
have been properly executed and recorded.

Once the patent assets have been identified — basically,

a name and number listing — the next step is to group

the assets into families. A patent family is a group of
patent assets having similar disclosures, although possibly
different claims. (The disclosure of a patent is the techni-
cal description. The claims of a patent are the legal
definition of what is protected by the patent. Complex
patent families can have 10 or more members, both
domestic and foreign.)

After that, the detailed work starts: each asset family
group must be reviewed to make an initial determination
of which technologies are covered by the claims. The
analysis in this step requires a review by patent specialists
knowledgeable in the relevant technology, who should
consult experts within the company to formulate an initial
understanding of what each patent family’s claims cover.
This review produces a preliminary coverage determina-
tion for each patent family. This determination, which is
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essentially a summary of which technologies each patent
family covers or applies to, should be captured in a
written document that is easily understandable by
non-technical executives so that they can use it to make
decisions based on business objectives. In summary,
therefore, the output of the initial part of the patent audit
phase is a patent asset summary, grouping patent assets
by family and articulating which technologies are covered
by each family.

After the patents have been identified, classified and
summarised at a high level, the business must determine
which assets should be considered for monetisation.

The first step in this sub-phase is to identify which
patents are core (ie, substantially related to business
objectives) and which are non-core. Typically, but not
always, non-core assets are considered for monetisation
(whether through sale or licensing), while core assets are
retained to support business objectives. Of course, as
objectives change, the definition of what constitutes a core
asset will also change. While some accommodation can
be made for such potential shifts in business objectives,
the core and non-core asset determination must be made
in the present timeframe.

To determine whether an asset is core, it is axiomatic
that the person or group making the determination must
have a strong understanding of the company’s business,
strategy and objectives. These can be gleaned from, for
example, business plans and discussions with executives.
If the objectives of the entity are not articulated clearly,
selecting which patent assets to monetise cannot be
accomplished properly.

Once the company’s objectives have been articulated,
the patent asset summaries can be mapped to these
strategic objectives to determine which patent families
are likely to help achieve the objectives. This process
inevitably promotes a great deal of discussion, and
possibly disagreement, on which patent assets are core.
However, the mapping between the company’s business
and the patent asset summaries provides the necessary
discipline and structure to the process. Ideally, the
determination of which patent assets are core should be
made by a spectrum of business executives, as opposed
to only technologists or only the legal department.

It is for this reason that the patent asset summaries must
be in a form that can articulate the patent assets’ rel-
evance in a way that is meaningful to non-technical
business executives.
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Figure 2: Understanding the assets and market analysis
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Market analysis phase

An advantage of this process is that once the core patent Once again, this requires a patent attorney to construe
families have been identified, resources can be focused the claim language in a way that a court would be likely
with added confidence on this sub-group for more to do so in the event of patent infringement litigation.
detailed review and reworking to make them even more This coverage analysis can sometimes be very detailed
relevant to the business. and often requires that a patent attorney review the file

histories (ie, all communications between the patent office
during the patent obtaining process) to understand all
representations and

For each non-core patent asset, it is desirable to gain
a detailed understanding of the coverage of the patent.
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Figure 3: Business decisions and monetization deployment phases

Private/
broker/
auction

Business decision phase

Detailed
prospectus

Select broker Basic prospectus

Auctioneer
advertising

Identify buyers

Broker marketing

Approach buyers Broker sells Auction

Sell or license?

License

Litagate or
negotiate first?

Preliminary
infringement
analysis

Infringement
analysis and
proof package

Full fee/
contingency/
partial fee?

Prepare for
litigation

Select lawyer and
jurisdiction

juswhojdag

File suit Approach targets

characterisations made to the patent offices, especially
for US patent properties. As any patent attorney will
attest, this is a complex and expensive process, but the
value derived from the process is a document describing
the coverage of each patent family taking into account
the meaning of all claim terms. This process leads to an
understanding of what third-party activities (generally
speaking) are covered by the patents.
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MARKET ANALYSIS PHASE

Once the non-core patent assets have been identified and
understood, the next step is to determine the value of
these assets. In any specialised asset class, a lack of
understanding of the true value inevitably leads to asset
mispricing. Patent assets are no different and stories
abound of ridiculously unrealistic seller expectations or
assets bought at bargain-basement prices that are imme-

DLA Piper tLp (us)



diately “flipped’ for large profits. Clearly, this is an
undesirable situation because under-pricing will leave
money on the table, while significant over-pricing will
result in a failure of the monetisation programme.

The first step in determining the appropriate value is

to identify the applicable markets. It is possible that

a covered technology might be used in several markets.
Market identification can ordinarily be accomplished by
the patent attorney and relevant business and technology
experts within the company. It is, however, sometimes
advisable to retain an industry expert, particularly in
cases where non-core patent assets apply to markets not
familiar to the company.

Once the applicable markets have been ascertained, the
next step is to identify the primary players in each market
for each geographic region where patents exist. This is
necessary because it helps to identify potential buyers

or licensing targets and provides a way to measure the
revenue affected or ‘addressed’ by the patents. This
addressable revenue is the most reliable and widely used
measure for determining the value of patents. For exam-
ple, a rudimentary valuation of a US patent asset can be
made by multiplying the addressable US revenue by an
appropriate royalty rate (which depends on the industry),
and then multiplying by a risk factor to account for the
risk involved in extracting that addressable revenue. This
valuation (minus an estimate of the resources required

to extract the revenue) provides a basis for an asking price
for the patent asset in the event of a sale or helps to drive
a licensing programme decision. The result of the first
two phases (illustrated in Figure 2) is an understanding
of potential purchasers or licensors and a valuation for
the patent assets.

BUSINESS DECISIONS PHASE

At this point a company will have a good idea of what
patent assets it is likely to monetise and what those assets
are theoretically worth. The difficult decision will be how
to extract the maximum amount of that worth. Essen-
tially, this decision will hinge on whether the company
wants to run a patent licensing programme or whether it
is prepared to sell its non-core assets. Instinctively,
executives tend towards a licensing programme. It is
likely to extract the most money which, will show as
revenue, rather than an asset sale, on its books. In addi-
tion, there is some comfort in that the business still
retains ownership of the patent asset. Also, some compa-
nies suffer somewhat from the view that “everyone will
want to license our intellectual property”.
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Unfortunately, however, the ‘everyone will take a licence’
view is rarely shared by licensing targets and, in the
United States at least, almost all successful licensing
programmes require litigation or have the very real risk
of litigation. As shown in Figure 3, there are many
options for litigation. However, it is the risk of litigation
that often drives executives away from a licensing
programme towards an asset sale approach. For this
reason, the rest of this chapter focuses on the sale process.

DEPLOYMENT PHASE

‘Deployment’ refers to the constructive steps taken to
monetise the patents. If it is to be a patent sale, the first
deployment step will be to decide on a sales channel for
the patent assets. The three primary sales channels are:

a direct sale to a buyer;
using a broker as an intermediary; or
selling the patents at auction.

While there are other channels for selling patents, such
as online markets and the like, these channels are not yet
well established.

A patent asset sale by the owner provides the opportunity
for the owner to recover the largest value, as there are no
commission fees or similar. However, direct sales require
a commitment on the part of the patent owner to prepare
a prospectus and identify, contact and negotiate with
potential buyers. When the seller and/or its patent attor-
ney have strong contacts in the relevant markets, a direct
sale may be the best option. In contrast, patent brokers
provide expertise in preparing the prospectus and pre-
senting the patents to potential buyers. The right broker
may have very strong relationships in the relevant
industries, which can lead to a bidding war that increases
the sale price. This is what appears to have happened with
the Nortel portfolio. Of course, the broker will charge

a fee — often a large percentage (15% to 25%) of the sale
price. Although selling at auction usually requires the
fewest resources on the part of the seller, auctions are less
likely to target the best potential purchasers and thus
could result in a reduced sales price.

Regardless of the selected sales channel, it is critical that
the patents be presented to potential buyers in a manner
that helps them understand quickly how those patents

will be valuable assets for the buyer to acquire. Hence,
the work accomplished in the patent and market analysis
and valuation phases will be invaluable. Patent asset value
is greatly dependent on ‘context’ (ie, the identity and
circumstances of the owner, the buyer and the markets).
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For example, patent assets owned by an individual
inventor with little financial resources may have a rela-
tively low value because the owner is unable to enforce
the patents through a prolonged licensing negotiation
and possible litigation. However, these same patent assets
will increase in value when owned by an entity with the
resources to license and enforce the patent. Accordingly,
it is critical that the patents be marketed to entities that
will see the greatest value in the patents based on their
activities and resources. Therefore, the sales channel that
is most likely to reach these entities should be selected.

COMMENT

A patent asset monetisation project requires a great deal
of resources and patience, and is definitely not for the faint
of heart. But, if properly done, monetisation can provide
significant cash for a business. The asset owner should
understand the context in which the patent asset has the
greatest value in order to target the potential buyer that
will pay the most for the asset. While licensing pro-
grammes have initial appeal, they have a high litigation
risk, so asset sales are often preferred. There are several
potential sales channels, each with distinct advantages
and disadvantages — the selection of the appropriate sales
channel is critical in order to realise the greatest value of
the patent asset.
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