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 A Personal Perspective 
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   Observation -–  
   
 Very few public company boards feel comfortable  
 dealing with issues involving patent risk and value. 
  
   Question –   
  
 Why? 
  
   Primary Reason – 
   
 Generally speaking, corporate directors and patent professionals*  
 (*whether senior corporate IP managers or external advisors)  
   do not speak the same language! 
 
 
 



      

   
  Near Term: 
  
   • P&L (e.g., EBITDA, Free Cash Flow, etc.)  
   • Market Share 
   • Share Price & Market Cap 
    
  Longer Term: 
    
   • Year-Over-Year Performance  
   • Balance Sheet (e.g., Book Value, Debt-to-Earnings Ratio) 
   • Enterprise Value (e.g., M&A) 
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Boards (and investors, capital markets, lenders)  
are focused on financial performance metrics 



      

• Portfolio size – the “traditional” corp. patent dept. performance metric
  quantity over quality –> the 5% rule of thumb 
• Claims scope – broad, but not too broad (112 issues)  
  indefiniteness, functional claiming 
• Disclosure support (more 112)   
  enablement, written description, MPF structure 
• Ability to withstand validity challenges based on  
  subject matter and/or prior art (101,102-103) 
• Ease of detecting competitor infringement 
• Minimizing design-around opportunities 
• Defensive Use - cross-licensing potential, litigation avoidance/settlement 
• etc., etc. 

 
 
 . . . while patent professionals are usually focused on  

portfolio attributes like size, quality and coverage 
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Patent Risk & Value Matrix 
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Patent Risk Patent Value 
Examples: Infringement Exposure 

     injunction risk (down - eBay) 
     reas. royalties (down - apportionment) 
     enhanced damages (up -Halo) 
     attys. fees (up - Octane) 

Strategic - Competitive Advantage 
     exclusion via injunction 
     taxation via license fees 
          or design-around costs 
 

    Impairment of Company Owned Patents 
      invalidity – courts/PTAB 
      technical obsolescence 
      design-around 
      etc. 
 
Risk/Value Mismanagement 
     S/H Deriv. Suits & Sarbanes-Oxley - 
          Failure to settle 3P infringement claims 
          Failure to discover exposure 
          Bus Judgment Rule (safe harbor?) 
              Revlon exception- M&A (auction rule) 
 

Revenue Generation (Top-Line): 
     Licensing/Sale 
     
Corp Bus Dev Support: 
      Joint Venture  
      Spin-Out 
      M&A price enhancement 
  
Portfolio Effects: 
      Risk-hedging 
 

Materiality 
(impact) 

Negligible to High 
(highly company-specific) 

Negligible to High  
(highly company-specific) 
 

Measurability 
(certainty) 

Easy to Difficult Usually very difficult 



      

  
The accounting profession does not know how to value intangible assets 
  
 -- particularly in the case of patents on next-generation technologies. 
  
For example, there is currently no way to get internally generated IP  
onto the corporate balance sheet, other than at the cost to develop it.  
  
See Prof Baruch Lev’s new book, “The End of Accounting.”  

 
 
 

The Accounting Problem 
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Standardization Efforts 
  
 The Licensing Executives Society has recently formed a committee to 
 develop ANSI-compliant standards of behavior for corporate boards in 
 dealing with IP generally, and patent risk and value issues in particular. 
  
Regulatory Intervention 
  
 The SEC is looking at creating new disclosure guidelines re IP. 
 
 

 
 
 

On the Horizon 
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