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From patents to finance

Traditionally it has been difficult to obtain cost-effective and reliable valuations
of patents and patent portfolios. A new approach may just change this and
bring major benefits to companies both large and small

By Guido von Scheffer, Dirk Loop and
Stephan Lipfert

Knowledge has become an independent
economic resource. Through patenting, the
key requirement for commercialisation is
created. A lot of companies are offering their
knowledge to third parties. Dow Chemicals,
for example, earned over US$125 million in
2003 just through licensing its patents.
Pfizer's licences contribute more than 50% to
the total turnover of all products.

In many organisations R&D departments
have lost their cash burner image. Instead,
there are numerous examples showing them
working as highly efficient profit-centres.
Some of them are even doing research for
third parties, while others commercialise
technologies that are not used in-house.
Spin-offs into new enterprises or
management buy-outs are also coming up in
certain business sectors.

But it remains the case that only some
companies are aware of their patent portfolio’s
potential. Most continue to use patents only as
legal rights. But in taking this attitude, senior
executives are not only missing out on the
revenue-generating opportunities offered by
licensing and other commercialisation tools,
they are also failing to see the potential there
is in patents to raise financing.

For most banks, companies are
trustworthy up to the value of their material
assets. And this creates particular problems
for those innovative small and medium-sized
enterprises (SMEs) which, in most cases, are
short of such material assets and equity. This
leaves them few options when it comes to
credit financing, a situation that Basel Il looks
as if it will only make worse. Due to a lack of

private equity financing structures — especially
in continental Europe — credit financing is the
principal financing source for the technology-
based SME in Europe and so they often
encounter serious financial shortages.
However, using patents as a fixed component
in any financing process is now emerging in a
way that means in the future, cash restrictions
may not bear so heavily on such companies.

Because patents are easy to transfer,
enjoy a legally fixed granting process and are
enforceable, they are very appropriate for use
as collateral in a financing. Crucial in such
circumstances is a valuation process that is
accepted by banks or any other investor. Such
a process has to be fully objective,
competitively priced and able to be repeated
at any time.

Looking for the right patent value

There are a number of ways of defining a
patent: it can be the legal document itself
combined with the monopoly rights this
stipulates; or it can be defined as the whole
technology that is used in combination with
the legal right. Sometimes patent is defined
as the technology only. Depending on the
definition, the patent value varies.

For the financial sector the definiticn of
patent is crucial: the lender or investor is only
interested in highly fungible collateral. In most
cases, the lender is not interested in using
the monopoly right. Its aim is to sell the
collateral or to license it. Any acquirer would
probably only be interested in purchasing or
licensing the right of use if it is earning
monopoly revenues. Competitors in most
cases benefit from the borrower's insclvency.
They are able to use the technology anyhow
and will just wait until the lender drops the
patent due to a lack of bids.
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