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Globalview Advisors—Michael Haghighat


Michael has over 35 years of financial valuation and transaction advisory experience. He
has rendered numerous valuations of businesses, intangible assets, and debt and equity
instruments for financial and SEC reporting, corporate tax planning, mergers and
acquisitions, gift and estate tax planning, litigation support, and restructuring and
bankruptcy. In addition, Michael has rendered fairness and solvency opinions in
connection with various transactions, and has assisted buyers and sellers of businesses
and intellectual property assets with merger and acquisition, and licensing transactions.
Michael’s experience is international in scope, and in addition to the U.S., includes the
U.K., Australia, Belgium, Canada, China, France, Germany, Singapore, South Africa, and
various other countries.



Prior to establishing Globalview Advisors, Michael was the Vice President and Managing
Principal of the financial valuation group of American Appraisal Associates, Inc. He was
also a Partner and the Western Region Managing Director of BDO Seidman, LLP. Michael
started his career with Coopers & Lybrand, LLP (PricewaterhouseCoopers), where he was
a Manager of the valuation services group.



Michael received his MBA from Northrop University in California and his BS in Civil
Engineering from Drexel University in Pennsylvania. He is an accredited senior Member
of the American Society of Appraisers (ASA) in the business valuation discipline.
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E. Scott Trask—Newport Corporation


Scott has over 15 years experience in intellectual property law in a variety of areas.
Scott has performed IP due diligence in numerous merger & acquisition transactions,
performing valuation analysis of technology-based intangible assets working with
Globalview Advisors.



Scott has been involved in patent licensing, patent litigation, patent prosecution, IP
competitive intelligence, patent & technology landscape analysis, trademark
prosecution, and R&D Tax Credit analysis.



Prior to his role at Newport Corporation, Scott worked for 20 years as a design
engineer and engineering manager in the marine, aerospace, petroleum,
telecommunications and photonics industries.



Scott received his JD from Western State University College of Law in California, his
BS in Mechanical Engineering from Washington University in St. Louis, Missouri, and
his BA in Physics from Kenyon College in Ohio. Scott is registered to practice before
the USPTO.
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Karen Vogel Weil—Knobbe Martens










J.D. The George Washington University Law School, with honors.
B.A. History, University of California –Davis, cum laude, Phi Beta Kappa.
Nearly 30 years of patent litigation experience, including bench and jury trials,
arbitrations, and appeals.
Nationally recognized expertise in patent infringement damages.
Led damages case for Masimo in jury trials resulting in jury awards of $134
million and $466 million.
Selected by her peers for inclusion in the 2012 -2019 editions of Best Lawyers in
America®.
Named one of the "World's Leading Patent Professionals" for litigation in the
Patent 1000 guide by Intellectual Asset Management (IAM) magazine (20162018). In the 2018 guide, Ms. Weil was recognized for her impressive work at the
firm and described as "an authority on patent damages."
Selected for inclusion in the 2009 –2018 Southern California Super Lawyers® list.
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Rouz Tabaddor—CoreLogic









Rouz has over 20 years of experience in intellectual property law, including being
a former Patent Examiner at the USPTO
Worked for major intellectual property law firms in Washington D.C. prosecuting
and managing patent portfolios of Fortune 300 companies to small startup
companies.
Rouz is the Intellectual Property Counsel for a spin-off of a Fortune 300
company, where is head of the Intellectual Property Program and is responsible
for monitoring all patent, trademark, copyright and other intellectual property
rights.
Rouz spent 1 year living in Taiwan assisting Taiwanese electronic companies with
protection of their intellectual property rights, including conducting lectures
throughout Taiwan and other southeastern Asian countries.
In 2014, Rouz received the General Counsel Rising Star Award by the Orange
County Business Journal. In 2015 and 2016, he was recognized by Managing IP
magazine as an IP Star in the annual IP Stars Handbook. In 2016, Rouz was
nominated for First Chair Top in-house IP Counsel.
5

Overview of Presentation


Introduction



General Intellectual Property Insights



Importance of Intellectual Property Rights



IP Due Diligence Overview



IP Litigation Overview



Assessing Damages in Patent Infringement Litigation



Masimo Case Study

6

Section 1:
Introduction
Globalview Advisors LLC

Introduction


This presentation provides an overview on intellectual property (“IP”) related developments and
valuation against the following backdrop.



IP assets are key to pricing many acquisitions.



Ability to license is increasingly important when driving value from an IP portfolio .



There is significant guidance on intangible asset valuation from various published guides
intended for financial reporting valuations. This relates to the focus of accounting standards
setters and other parties on developing accurate intangible asset valuations.



Supreme Court, District Court and tax court cases provide informative case studies on the
application of the guidance in unique settings given differing facts and circumstances.



The legal and economic landscapes affecting IP litigation damages continue to evolve.
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Importance of Intangibles—Intangible Assets Have an Unlimited Scale


“Physical, human, and financial assets are rival assets in the sense that alternative uses compete
for the services of these assets. In particular, a specific deployment of rival assets precludes them
from simultaneously being used elsewhere.”



“In contrast, intangible assets are, in general, nonrival; they can be deployed at the same time in
multiple uses, where a given deployment does not detract from the usefulness of the asset in
other deployments.”



“A major contributor to the nonrivalry of intangibles is the fact that these assets are generally
characterized by large fixed (sunk) cost and negligible marginal (incremental) cost.”



“Intangibles are often characterized by increasing returns to scale. The usefulness of the ideas,
knowledge, and research embedded in a new drug or a computer operating system is not limited
by the diminishing returns to scale typical of physical assets.”

Intangibles Management, Measurement and Reporting, Baruch Lev Brookings Institution Press, Washington D.C. 2001, p. 22.
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Importance of Intangibles—Intangible Assets Can Have Unlimited Scale


“Knowledge is cumulative, with each idea building on the last, whereas machines deteriorate
and must be replaced. In that sense, every knowledge-oriented dollar makes a productivity
contribution on the margin, while perhaps three-quarters of private investment in machinery
and equipment is simply to replace depreciation.” Grossman and Helpman (1994, p.31)

Intangibles Management, Measurement and Reporting, Baruch Lev Brookings Institution Press, Washington D.C. 2001, p. 25.
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Section 2:
General IP Insights
Globalview Advisors LLC

Means of Generating Value from IP Holdings


How to derive value from an IP asset?
 Direct Cash Flow Generation
• Direct exploitation of the IP through building products/services/business around it
• Sale or licensing of the IP
• Enforcement
 Defensive Value—Even by not exploiting an IP asset (i.e., by merely owning it), it may be possible to add
value, for example, by:
• Minimizing the negotiating power of customers,
• Offsetting supplier power,
• Mitigating rivalry,
• Raising barriers to entry by competitors,
• Reducing the threat of substitutes.

Source: World Intellectual Property Organization, IP Valuation Module 11
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IP Related Business Models


With the increasing importance of IP, there are a variety of different business models that involve
IP including:
 Traditional IP (patent and technology) development companies (manufacturers)
 Non-Practicing Entities a.k.a. Patent Assertion Entities (hold IP to license)
• Licensing agents
• Litigation finance and investment firms
 Patent pools—formed by operating companies to reduce risk of patent litigation
 Intermediaries
• Patent brokers and auction houses
• Online patent and technology exchanges
• Royalty stream securitization firms
• Patent-based M&A advisory firms
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Non-Practicing Entities (NPEs)—Introduction


Non-Practicing Entities (NPEs) are entities that primarily hold an IP portfolio in order to generate
licensing or litigation revenues.



Publicly traded NPEs in the U.S. include:
Acacia Research

Interdigital

Wi-LAN

Unwired Planet

RPX

Marathon

Vringo
Tessera
Parkervision

VirnetX
Rambus
Pendrell



As NPEs hold IP but do not “operate” similar to many business enterprises, they can provide
useful insights on IP related developments.



Some NPEs are failed business with little left but patents to enforce against the companies that
drove them out of business.

14

NPEs: Overview of Sovereign Patent Funds (SPF)


Sovereign patent funds represent another fairly recent development in the world of IP. SPFs are
patent aggregation entities set up with government funding with an intent to further national
economic goals. Like NPEs, SPFs have also been subject to criticism by certain parties.



Examples include:
 Industrial Technology Research Institute (ITRI) in Taiwan
 Innovation Network Corporation of Japan (INCJ)
 France Brevets—France
 Ruichuan IPR Funds—China
 IP Bridge—Japan
 Intellectual Discovery—South Korea
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NPEs: University Foundations


Wisconsin Alumni Research Foundation (WARF)*
 161 patents granted in 2015
 More than 1,700 patents in portfolio
 Since its’ founding, WARF has provided $2.3B in grants to the University of Wisconsin – Madison
 WARF v. Apple: July, 2017
• U. of Wisconsin awarded $506M “$4.35 apiece for millions of iPads and iPhones”**



Universities are generally more successful than other NPEs for 1998-2017***
 47% overall success rate

*University of Wisconsin News: “WARF, UW-Madison again rank in top 10 universities for patent grants? David Tenenbaum, August 12, 2016
**Joe Mullin, ArsTechnica – July 26, 2017
***Pwc : 2018 Litigation Study
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NPEs: Recent Developments


NPEs are struggling to make money*



Contributing factors include:
 Increased willingness to fight suits by those being sued by NPEs
 Courts less sympathetic to NPE lawsuits
• Less likelihood of an injunction to stop selling product with alleged infringement.
• Potential requirement to reimburse expenses of alleged infringing party (Conversant (a private
NPE) lost a case against Apple in the Eastern District of Texas and was ordered by the court to pay
costs of just over $736,000.)
• Elimination of Rule 84 and Form 18 pleadings, requiring litigants to demonstrate that their claims
are plausible (December 2015).
• Restriction on NPEs’ ability to “forum shop” their cases to patent-friendly jurisdictions like the
Eastern District of Texas. (TC Heartland, 2017) .

*Patent Trolls or Patent Elves? Evidence from Publicly-Traded Patent Assertion Entities, (2018) Noel Maurer & Stephen Haber, Working Paper No. 17003, p.13
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Patentable Subject Matter


35 USC 101 impact: Patentable Subject Matter
 Plenty of uncertainty



U.S. Supreme Court’s 2014 ruling in Alice Corp. v. CLS Bank International, made it significantly more
difficult to defend the validity of software patents, and the administrative fast track to challenge, and
often invalidate, patents at the Patent Trial and Appeal Board established by the 2011 Leahy-Smith
America Invents Act.



Cases following Alice
 Berkheimer v. HP (Fed. Cir. Feb. 8, 2018)
• Patent eligibility is a finding of fact, ruling out summary judgment findings by infringers, making it
hard to dismiss cases.
 Aatrix Software v. Green Shades Software, 882 F.3d 1121 (2018)
• District court erred in applying the Alice two-step validity test before the plaintiff had an
opportunity to present allegations which would have materially affected the application of the
Alice test.
18

Patentable Subject Matter: In Re Bilski and Bilski v. Kappos


In re Bilski, 545 F.3d 943, 88 U.S.P.Qd 1385 (Fed. Cir. 2008)
 Court of Appeals for the Federal Circuit (CAFC) upheld a lower court decision that Bilski’s patent
application for a business method for risk management was not patentable under 35 U.S.C. 101, as
being too abstract and didn’t use a machine or apparatus. The CAFC used the earlier S.C. precedent
“machine or transformation” test. This defined what is patentable more broadly.



Bilski v. Kappos, 561 U.S 593 (2010)
 Set new precedent on business method and software patents, making it easier to get them.
 Held that the “machine or transformation” test is not the only test, defining what is patentable even
more broadly than the In re Bilski decision did.
 But . . . . “the machine or transformation is still a test.”



Overall, the Bilski cases have left plenty of room for interpretation
 Appeals court ruling are sometimes remanded to District Court for re-interpretation of Bilski.
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The Elimination of Form 18 Pleading Standards


On December 1, 2015, an overhaul of the Federal Rules of Civil Procedure eliminated Form 18
pleading standards



Now, a complaint must plead sufficient facts to demonstrate that their claims are plausible
 This may only weed out the smaller NPEs



Generally, competitor suits already pleaded stricter (Twombly & Iqbal) standards



The effect on patent litigation:*
 New patent litigation nationally fell 26% year-over-year
 E.D. Texas cases fell 39% and fell 8% as a share of all cases (from 44% to 36%)
 N.D. California cases fell 30%



Application of this varies significantly, and the courts have not commented

*Lex Machina

20

Supreme Court Cases Affecting NPEs


Significant cases include:
 eBay Inc. v. MercExchange, L.L.C.—U.S. Supreme Court holds that district courts have the power to
deny injunctions in appropriate cases. Reduces risk of an injunction that would stop product sales.
eBay Inc. v. MercExchange, L.L.C, 126 S. Ct. 1837, 1841 (2006).
 TC Heartland LLC v. Kraft Foods Group Brands LLC (2017) - U.S. Supreme Court holds that an action for
patent infringement may be brought in the judicial district where the defendant resides, has
committed acts of infringement and has a regular and established place of business. This limits
patent trolls’ ability to “forum shop” their cases to patent-friendly jurisdictions like the Eastern
District of Texas.
• In 2015, 43.6% of patent suits were filed in the Eastern District of Texas.

 Oil States Energy Services, LLC v Greene’s Energy Group LLC (2018) – US Supreme Court upholds the
IPR process of the AIA.
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Supreme Court Cases Affecting NPEs


Halo Electronics v. Pulse Electronics (2016)
 Changed the standard for enhanced damages for willful infringement.
 Infringer cannot solely rely on the presence of objectively reasonable defenses in the litigation to
defeat a patent owner’s willful infringement claim.
 Applies only to awards of damages, not reasonable royalties.
 Increased the number of cases where willfulness was found from 36% to 54%, but the damages
multiplier declined from 2.5x to 2.1x*.

*pwc: “2018 Patent Litigation Study”
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IP Damages: Introduction


IP damages make for sensational headlines
 Discerning the true effect of damages verdict is difficult



IP damages vary widely based on a complex array of factors
 Shifting statutory law (AIA)
 Shifting case law
 Shifting procedural law
 Reversal on appeal
 Settlement after verdict

*Joe Mullin, ArsTechnica – July 26, 2017
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IP Damages: Some Examples of Large Awards


WARF v. Apple: July, 2017*
 U. of Wisconsin awarded $506M: “$4.35 apiece for millions of iPads and iPhones”



Idenix v. Gilead Sciences, 2016 (Hepatitis C drugs): $2,540M. (Reversed in 2017)**



In 2017, Apple paid Nokia $2B to settle litigation over 32 patents in various technologies



Carnegie-Mellon U v. Marvell Technology, 2012 (noise reduction): $1.17B**



Monsanto v. Dupont, 2012 (GMO soybean seeds): $1B**



SmartFlash v. Apple, 2015 (media storage): $533M**



Bruce N. Saffran M.D. v. Johnson & Johnson, 2011 (drug-eluding stents): $484M**

*Joe Mullin, ArsTechnica – July 26, 2017
**pwc: “2018 Patent Litigation Study”
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IP Portfolio Sales Transactions—Introduction & Examples


Operating companies are increasingly recognizing the benefits of holding broad IP portfolios:
 Licensing income
 Reduce risk of lawsuits (by owning patents reduce risk of legal action by NPEs)
 Defensive value



Some examples:
 In mid-2011, Nortel Networks Corp., the defunct Canadian telecommunications giant, auctioned off
its portfolio of 6,000 patents for $4.5 billion from a group including Apple and Microsoft.
 Google purchase of Motorola Mobility for $12.5 billion. Transaction included 17,000 patents and
7,500 applications plus phone business.
 In January 2013, Eastman Kodak sold its digital imaging patent portfolio for $525mm.
 Acacia Research Corp January 2012 acquisition of ADAPTIX, Inc. and its 4G mobile technology patent
assets for $160mm.
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IP Portfolio Sales Transactions—More Examples


Microsoft’s April 2012 purchase of 800 patents and non-exclusive license to 300 more from AOL
Inc. for over $1.0 billion.



Intel—three acquisitions in 2012 with over $500mm paid.



Nokia sells 500 patents to Vringo in 2012 for $22M.
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IP Litigation in the US: Trends & Statistics


In the U.S., litigation regarding infringement of IP rights has declined in recent years
 The total number of patent infringement cases filed in U.S. District Courts dropped from ~6,500 in
2013 to ~4,100 in 2,017 according to a PWC study*



Other statistics
 For 2013-2017:
• 77% of all cases were decided by juries
• Median damages award: $9.2M
• At trial, 62% of NPEs succeeded, while 66% of Practicing Entities succeeded

*pwc: “2018 Patent Litigation Study”
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Increasing Importance of IP Licensing


Firms are increasingly recognizing the value from their IP portfolios



IBM increased patent licensing royalties from $30 million in 1990 to $1.2 billion in 2017
 One eleventh of IBM’s 2017 annual pretax profit (of $13.9B).
 Based on IBM profit margins, that would require ~$16 billion of incremental revenue (~20% of
existing global revenues) .
 In 2017, IBM announced it was its 25th year of leading the US in the number of patent grants with
9,043 issued.



Still, licensing revenue is hard to predict year to year
 Revenue is often received in chunks from large deals.
 Licensing revenue of Ericsson (-$622M), Nokia (-25%) and Microsoft (-25%) dropped in 2016 .

*iam-market .com blog “Top licensors Ericsson, Microsoft and Nokia all see drop in year-on-year patent revenues”
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Example of IP Licensing Operations—AT&T


AT&T's Intellectual Property arm is the often unheralded, but important organization working
behind the scenes to protect and preserve innovations on new-generation applications and
enhanced services for businesses and consumers. And, it may be the industry's best kept secret.



AT&T Intellectual Property is one of the world's largest intellectual property operations, with a
heritage of innovation that dates back more than a century to Alexander Graham Bell. AT&T
owns one of the strongest patent portfolios in the telecommunications industry and consistently
ranks in the top 25 companies each year in obtaining new U.S. patents.



In addition to building and protecting a large portfolio of intellectual property assets, AT&T
Intellectual Property manages a vigorous intellectual property licensing and sales program. AT&T
activities include patent sales, patent licensing, technology licensing and brand licensing.



AT&T's philosophy is that strong, fair management of intellectual property is critical to fostering
continual innovation. Our licensing program is focused on maximizing access to AT&T
innovations, while also ensuring that investments in research and innovation are valued fairly and
appropriately.
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Section 3:
Importance of IP Rights
Globalview Advisors LLC

IP Rights Assessment


The valuation of IP rights is not simply a mathematical, accounting, economic or financial process



The extent of IP rights is a significant determinant of their value



Important attributes of IP rights include:
 Validity
 Enforceability
 Freedom to use



Key tasks in confirming IP rights that are actually held include:
 Catalog and verify ownership
 Assess scope and validity of patent / other claims
 Freedom to make, use or sell technology without impeding rights of other patent holders
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IP Rights Assessment


Steps
 Asset investigation (patents or applications in place)
 Contract investigation (contracts / licenses)
 Litigation investigation



Five common problems
 Target doesn’t hold rights (title update, employee transfer, developed by independent contractor
 Prior agreements limit rights
 Pending / threatened infringement claims
 Significant barriers to exploitation—third parties have blocking IP rights (freedom to operate)
 IP rights are encumbered by liens or security agreements
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Importance of IP Rights


Strong IP portfolio gives a firm a competitive advantage by excluding competitors from features
that make its products attractive to customers



Strength is a function of scope and enforceability
 Patent families (from a single specification) – more is better



Potential investors want to know whether the IP portfolio:
 Excludes competitors from the market
 Can be enforced against competitors



Life cycle
 Where is the patent portfolio is its life cycle?
 How much of the portfolio applies to old technology vs. current & future technology
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IP Rights—Value Enhancement


IP strategic valuation enhancement steps:
 Resolve any freedom to operate issues
 Build a strong IP portfolio
 Clean up title to the IP
 Negotiate solid licenses
 Get the IP portfolio organized
 Find, investigate, and correct weak points
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IP Rights— Components of a good patent portfolio


A family of patents is better than a single patent
 A detailed, enabling specification can create a broad family



Pursue claims of appropriate scope
 Broad claims risk post-grant review or unsuccessful litigation
 Balance the breadth of claims



Limit file history problems
 Prosecution history estoppel - watch for limiting arguments



Understand what the portfolio is trying to accomplish
 Exclusion only?
 Creating prior art problems for others?
 Licensing? A strong, valuable license includes technology transfer.
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Case study 1: Hamamatsu “Stealth Dicing” Patent Family #1







Process for laser dicing chips from a semiconductor wafer
Specification: >100 pages w/ 13 embodiments
Eventual family: 19 US patents, many international
Leverage drove partnership deals
“Poisoned the water” for later work by others
Freedom-to-operate

September 2000

PCT/JP01/07954
8,933,369
6,992,026
8,927,900
7,825,350
8,946,592
8,946,589

8,946,591
8,937,264

7,396,742
8,969,761

9,837,315

7,626,137
15/808,211
7,732,730

8,227,724

December 2017

7,592,238
8,283,595

8,716,110

7,615,721
7,547,613

International
patents
Japan: >29
Korea: >8
Taiwan: 2
Europe: >8
China: >22
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Case study: Kodiak Wafer Gripper


Enables very high wafer handling speeds with reduced
chance of contamination



Family

Gripper: ~$1,000

 8 US, others in EP, CN, JP, KR, IL, SG


High quality patents



Enforcement:
 Never as easy as you think
 Lost profits, convoy damages, lost royalties?
 Entire Market Value rule



Licensed, cross-licensed and divested

Robot: ~$20,000
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IP Rights Impact and Type of Transaction


The form of a transaction where IP is a significant component can have a significant impact of the
procedures required to confirm IP rights held



Types of transactions include:
 Asset purchase –
• Greater risk of failing to acquire all IP
• Potential to trigger anti-assignment clauses in any license or other agreements
 Carve-out transactions
 Acquisition of the stock of the parent entity that ultimately holds the IP
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Measures of IP Importance


Revenue and cash flow generation tied to IP



Royalties or license fees received



Availability of commercially viable alternative



Replacement cost of IP including time, expense and level of effort



Knowledgeable parties
 Outside IP counsel
 Internal counsel
 CIO
 CTO
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Patent Ranking for Large Patent Portfolios


As noted in prior slides, many firms will hold hundreds or even thousands of patents and patent
applications. This creates a need to focus IP procedures on most important IP elements. Key
considerations include:
 Patent life
 Priority date of the patents
 Litigation history
 International coverage
 How often a patent is cited
 Coverage and breadth of the claims
 Size of the potential market covered
 Ease of design around
 Threat of patents ending up being owned by a competitor
 Potential issues related to patent exhaustion
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Section 4:
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IP Asset Due Diligence: The Basics


Patent Attorney
 Docket review & inventory
 File history review
 Check ownership (assignments, employment agreements, etc.)
 Maintenance fees
 Correlate IP to products, revenue, gross margin
 Prior art searches
 Freedom to operate analysis
 Litigation searches
 Claim evaluation
• Enforceability, coverage, etc.
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Freedom to Operate


Freedom To Operate is essential to the value of a transaction
 Lack of patents can impair competitive advantage



Areas suggesting risk:
 Threatening letters from third parties
 Prior lawsuit(s) for infringement



Conduct thorough freedom to operate searches for the product as a whole
 Include issued patents and pending patent applications in US and major markets



Evaluate the results:
 Patents that require action now
 Patent applications one needs to follow
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Resolving Freedom to Operate Issues


Develop an action plan:
 Consider how long until the patent expires
• Assess the effect on technology adoption
• Identify opportunities
 Design around troublesome patents where possible
 Obtain licenses on patents that cannot easily be designed around
 Obtain opinion letters to reduce exposure to enhanced damages
 Look for weaknesses in 3rd party patents
 Prepare for litigation
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IP and Technology Asset Due Diligence: Other things to look for


Where does the IP and technology lie on the product life cycle?



What’s the product/technology roadmap?



Will the technology outlive the patents?



Commercial life of technology may or may not exceed the life of underlying patents
 Product architecture may not become obsolete
 Product trade secret knowledge may extend a technology’s competitive advantage
 New technology and patents within the same architecture may extend the useful commercial life of a
product
 New applications for existing technology extend its useful life



What is the adoption rate for new technology?



How do 3rd party patents affect the adoption of new technology?
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Technology Adoption—The Fisher-Pry Model*




Technology adoption can be viewed as a
substitution of old technology by new technology


Older technologies have economies of scale and can
be viewed as “tried and true”



Older technologies can be paradigms that are hard to
break

Factors affecting new technology adoption


Often start more expensive and less reliable



New technologies can be dependent on enabling
technologies



New technologies need to find applications



3rd party patents

*”Technology Life-Cycles and Technology Obsolescence” – Stephen Barreca, 2000
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Case Study: Biological Imaging & Ultrafast Lasers








Issues & Risks


Freedom to Operate



Aging technologies

Mitigation


Analysis of Freedom to Operate risk



Action plan to reduce exposure



Adoption of new technologies

Opportunities


Emerging technology applications



Identify technology inflection point

Solutions


Technology life cycle extension



Trade secrets



Technology roadmaps
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Case Study: Biological Imaging & Ultrafast Lasers


The market application: multiphoton fluorescence microscopy



Risk: 3rd party patent: US 5,034,613 “Two-Photon Laser Microscopy”
 Filed in 1989 by Cornell University
 Licensed exclusively & enforced by licensee against Zeiss in 2002



Spectra-Physics’ customers: Zeiss, Olympus & Nikon



Spectra-Physics’ product: Mai Tai®



Technology: ultrashort pulse, tunable wavelength lasers



Risk: aging technology & patent vintage ~1985-1999

Two-photon laser microscopy image of a mouse
intestine. Green: cell nuclei Blue: mucus of goblet cells
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Case Study: Biological Imaging & Ultrafast Lasers
Mai Tai Sales, 2005-2010 & 2011 Projection



Resolution:
 FTO analysis & risk assessment
 Develop incremental technologies & IP
• Dispersion correction feature (US 7,962,046 – filed 2011)
• Extended tuning (US 8,902,939 – filed 2014)
• Oscillator power (pat. Pending – filed 2016)



Takeaways
 Understand your exposure and act accordingly

$35,000,000
$30,000,000
$25,000,000
$20,000,000

DeepSee
Non-DeepSee

$15,000,000
$10,000,000
$5,000,000
$0
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

DeepSeeTM
introduction

‘613 patent
expired 2009

 FTO analysis can identify an inflection point when 3rd party
patents for the products’ applications expire
 Technology can outlive original patents if:
• There’s a roadmap for incremental improvements
• You have strong trade secret content
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Primary Phases in an IP “Audit”


Gather IP Data



Organize IP Assets



Correlate IP to products, revenue & gross margin



Confirm / Clarify IP Ownership



Assess IP Legal Protection and Compliance



Develop IP Policies / Procedures



Develop IP Leveraging Strategies



Maintain IP Enforcement Strategies

Source: Intellectual Asset Management and Harvesting, Andrew J. Sherman, Business Law Brief.
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Power to Exclude


Develop and implement a patent strategy that is market oriented rather than invention oriented



Focus on getting patent claims that exclude competitors from selling competitive products
 Rather than covering an “invention”



Show investors how a patent portfolio will stop competitors from entering a market
 This is more compelling than showing how patents cover specific technical aspects of a product
portfolio
 Preventing others from patenting: “Poisoning the water”
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Patent Enforceability


Strong chain of title
 Unbroken chain of title from the inventors to the Company
 Title to IP is held, initially, by the Inventors



Have the correct inventors listed



Documentation – Invention disclosures & lab notebooks (establish context)



Patent-Product Marking
 Lack of marking may limit potential damages



Gaps in maintenance fees or annuities
 May create intervening rights that competitors or others may exploit
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Licensing Strategies and IP Value


Licenses may be required to enhance IP portfolio value
 Exclusivity:
• Company needs to have an exclusive license on foundational technology
̶ Non-exclusive licenses are just freedom to operate licenses
 Field of Use:
• The field of use should be broad enough to cover all uses contemplated by the business plan
 Restrictions on license transfer:
• Restrictions on transfer can handicap “exits” such as M&A
• Limit such restrictions to the “noise” level
̶ For example, payment for transfer rather than prohibition
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IP Litigation—Legal Developments—Fee Shifting


The payment of legal fees by parties to a civil suit may vary in different legal jurisdictions. Under
the “American Rule”, each party to a litigated matter is often responsible for their legal fees. In
other jurisdictions the “English Rule” provides the losing party will generally be required to pay
the legal fees of the winning party.



In 1946, U.S. Congress enacted Section 70 of the Patent Act which granted courts broad
discretion to award attorneys fees. Provision intended to deter infringement and protect
accused infringers from frivolous litigation.



In 2005, the legal discretion to award fees was made significantly more different as a result of
the Brooks Furniture case requiring “material inappropriate conduct”, a case that is “objectively
baseless” and is “brought in subjective bad faith”.
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IP Litigation—Legal Developments—Fee Shifting


In April 2014, the Octane Fitness v. Icon Health & Fitness and Highmark v. Allcare Health
Management System, the U.S. Supreme Court vested greater discretion in trial courts. Discretion
to award fees in a particular case was returned to the court that is most familiar with the
matter. Results in less risk of overturn of fee award on appeal.



These cases suggest increased risk of “fee shifting” so that the loser of the case may be
responsible for the legal fees of both parties. This action would presumably reduce the risk of
lawsuits for infringement. As many (but not all lawsuits) are brought by NPEs, the general
expectation is that this increased risk would reduce the value of IP held by NPEs and increase
the value of IP held by operating entities.
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Fee Shifting—Octane Fitness Case


Holding: Section 285 of the Patent Act authorizes a district court to award attorney's fees in
patent litigation in “exceptional cases” – that is, cases which stand out from the others with
respect to the substantive strength of a party’s litigating position or the unreasonable manner in
which the case was litigated. District courts should determine whether a case is exceptional “in
the case-by-case exercise of their discretion, considering the totality of the circumstances.”
The Federal Circuit’s Brooks Furniture Mfg. v. Dutailier framework, pursuant to which a case is
“exceptional” only if the district court finds either litigation-related misconduct of an
independently sanctionable magnitude or determines that the litigation was both “brought in
subjective bad faith” and “objectively baseless,” superimposes an inflexible framework onto
statutory text that is inherently flexible.
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Fee Shifting—Court Awards


Studies of fee awards provide some early insights on the impact of fee shifting changes resulting
from Octane and Highmark cases.



Observations cover a short period with a modest number of cases
 Increase in fee shifting awards from prior years
 76 cases over 20 month period involved fee shifting awards
 A modest number of cases involve attorney sanction and/or joint and several liability for the
attorneys
 Range of fees of $675,000 to $10,300,000 with average award of $1,300,000
 76% of awards to the accused infringers

Source: Two years after Octane – fee shifting in patent litigation, IAM blog, Katharine Wolanyk of Gerchen Keller Capital,
LLC in Chicago, Illinois.
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Patent Trials and Appeals Board


The Patent Trial and Appeal Board (PTAB) conducts trials, including inter partes, post-grant, and
covered business method patent reviews and derivation proceedings, hears appeals from
adverse examiner decisions in patent applications and reexamination proceedings, and renders
decisions in interferences.



The Patent Trial and Appeal Board is created by statute, and includes statutory members and
Administrative Patent Judges. The PTAB is charged with rendering decisions on:
 Appeals from adverse,
 Examiner decisions,
 Post-issuance challenges to patents, and
 Interferences.



PTAB has significant impact on infringement actions. General sense that it has moved away
from NPEs that have made claims for infringement. NPE’s aren’t operating companies and they
are portrayed as adverse impacting innovation efforts.
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IP Legal Developments—Cuozzo v. Lee


SCOTUS declined to overhaul two key tenets of the post-issuance review procedures
 Broadest reasonable claim interpretation intact
 Review decisions are not appealable
Holding: The Leahy-Smith America Invents Act creates an agency procedure called “inter partes
review” that allows a third party to ask the U.S. Patent and Trademark Office to re-examine the
claims in an already-issued patent and to cancel any claim that the agency finds to be
unpatentable in light of prior art; the act also provides that the PTO’s decision whether to
institute an inter partes review is “final and unappealable.” This provision bars a court from
considering whether the PTO was correct in instituting an inter partes review when it did so on
grounds not specifically mentioned in a third party’s review request. Moreover, the PTO has
authority to issue a regulation stating that the agency, in inter partes review, shall construe a
patent claim according to its broadest reasonable construction in light of the specification of the
patent in which it appears. (Justices voted 8 – 0).
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IP Legal Developments—Prior Art


Prior art is constituted by all information that has been made available to the public in any
form before a given date that might be relevant to a patent's claims of originality. If an
invention has been described in the prior art, a patent on that invention is not valid.



Information kept secret, for instance, as a trade secret, is not usually prior art, provided that
employees and others with access to the information are under a non-disclosure obligation.
With such an obligation, the information is typically not regarded as prior art. Therefore, a patent
may be granted on an invention, even though someone else already knew of the invention. A
person who used an invention in secret may in some jurisdictions be able to claim “prior user
rights” and thereby gain the right to continue using the invention. As a special exception, earlierfiled and unpublished patent applications do qualify as prior art as of their filing date in certain
circumstances.
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IP Legal Developments—Prior Art


Arguments claiming prior art are used in defending and attacking patent validity. In one U.S. case
on the issue, the court said:



“One attacking the validity of a patent must present clear and convincing evidence establishing
facts that lead to the legal conclusion of invalidity. 35 U.S.C. § 282. To establish invalidity under 35
U.S.C. § 103, certain factual predicates are required before the legal conclusion of obviousness or
nonobviousness can be reached. The underlying factual determinations to be made are
 Scope and content of the prior art;
 Differences between the claimed invention and the prior art;
 Level of ordinary skill in the art; and
 Objective evidence of non-obviousness, such as commercial success, long-felt but unsolved need,
failure of others, copying, and unexpected results.”



Graham v. John Deere Co., 383 U.S. 1, 17, 148 USPQ 459, 467 (1966).
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IP Legal Developments—Prior Art


KSR Int’l Co. v. Teleflex Inc., 550 U.S. 398 (2007)
 Overruled the Federal Circuit’s application of the so-called “teaching, suggestion, motivation” (TSM)
rule used to determine obviousness during patent examination.
 TSM generally is an objective standard
 The Graham factors still apply as well
 The KSR decision injected a subjective test – applicants generally cannot use TSM to argue nonobviousness
 The application of KSR has been uneven
 The Federal Circuit and PTO have struggles to put objectivity back into the test
 The effect: patents are more difficult to get and are thus likely to be of higher quality
 But: Post-Grant-Review can use KSR to invalidate patents
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IP Defensive Alliances


Defensive alliances are another development in efforts to reduce the risk of litigation from
NPEs.



Strategies of defensive alliances may vary somewhat. Members of defensive alliances pledge to
grant a license to all other members anytime they transfer a patent to a third party.



Examples include:
 License On Transfer (LOT) Network—Members include Ford, Toyota, Nissan, Hyundai and Kia
 Open Invention Network - Set up to protect Linux and other open-source software technologies.
Toyota joined on June 6, 2016.
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Section 6:
Assessing Damages In Patent
Infringement Litigation
Globalview Advisors LLC

Patent Damages


Damages for infringement shall be “adequate to compensate for the infringement, but in no
event less than a reasonable royalty for the use made of the invention by the infringer.”

35 U.S.C. § 284
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Damages Categories


Lost Profits



Reasonable Royalty
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Average Lost Profits and Reasonable Royalty Damages Awards
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Lost Profits


The patentee is entitled to recover the profits it would have made “but for” the infringement



But the damages must have been objectively reasonably foreseeable
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Lost Profits Damages


Lost Sales
 Panduit
 Mor-Flo (Market Share)



Price Erosion



Convoyed Sales
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Lost Profits—Panduit Test


Demand for the patented product



Absence of acceptable non-infringing substitutes



Patentee has manufacturing and marketing capacity to exploit the demand



Amount of profit lost

Panduit Corp. v. Stahlin Bros. Fibre Works, Inc.
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Market Share Theory


Applies if acceptable non-infringing substitute(s) exists, but all other Panduit factors proven



Prove lost profits based on patentee’s share of market of noninfringing products

State Indus., Inc.. v. Mor-Flo Indus., Inc.
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Types of Reasonable Royalties


Lump sum payment



Amount per unit sold



Percentage of sales



Combination of the above
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Apportionment


Damages must be apportioned between the patented feature(s) and the unpatented feature(s) in
the accused product



The ultimate reasonable royalty award must be based on the incremental value that the
patented invention adds to the end product
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Determining the Royalty Base


Smallest salable patent practicing unit (SSPPU)
 Presumptive standard for multi-component products
 Must have “close relation to the claimed invention”
 Where SSPPU is a multi-component product containing non-infringing features, SSPPU must be
further apportioned



Entire Market Value Rule (EMVR)
 Exception to the rule
 Can use revenues of entire product only where the patented feature is the sole driver of customer
demand or substantially creates the value of the component parts
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Use of Hypothetical Negotiation To Determine Reasonable Royalty Damages


Assumptions
 Parties are willing to enter an agreement, i.e. they can’t walk away
 Patent is valid, enforceable, and infringed
 Parties know more information—Book of Wisdom



Takes place just prior to first infringement
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Approaches For Determining Hypothetical Royalty


Georgia-Pacific Analysis
 15 factors



Analytical approach
 Royalty = infringer’s profit margin minus ordinary profit margin



Cost of next best alternative
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Georgia-Pacific Factors


Key considerations include:
 Significance of the IP to the product and to market demand
 Royalty rates paid for similar IP
 Expert testimony as to value of IP



Factors in areas including:
 Licensing
 Competition
 Profitability
 Alternatives
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Use of Prior Licenses


Must be technologically and economically comparable



Because prior licenses are almost never entirely comparable, testimony regarding prior licenses
“must account for such distinguishing facts when invoking them to value the patented invention”
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Cost of Next Best Alternative


Could infringer have remained in market with a noninfringing alternative?
 Design around
 Eliminate patented feature
 Adopt another available alternative



What would cost be of developing and marketing noninfringing alternative?
 Development expenses
 Manufacturing cost differences
 Sales revenue differences
 Delay costs
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Section 7:
Masimo Case Study
Globalview Advisors LLC

Pulse Oximetry
Noninvasive Measurement of
Arterial Blood Oxygen Saturation and Pulse Rate
Monitor

Cable

Sensor
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The Masimo Inventors
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Masimo Sells Breakthrough Technology
Masimo manufactures
its own products
Pulse Oximeters

Boards
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Masimo’s Sales of Sockets Lead to Convoyed Sales of Cables and Sensors
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MASIMO TODAY


Total Annual Revenues of Nearly $800M



Technology Used on More Than 100M Patients



Market Cap $ 6.3B



Over 1,000 Patents Issued and Pending Worldwide

Entrepreneur of the Year

Person of the Year

Dawn of Life Award
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Masimo Business Milestones

1994
Significant investment
capital

1996
1st OEM
product OUS

1999
Masimo goes
direct
with its
own bedside
monitor

1992
1st technology demo

1991
1st Patent App
1989
Masimo
founded
1990s
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Masimo Litigation Milestones
2014
Jury Verdict

2006
Case settles

2007
Masimo
goes
public

2016
Case settles

2009
Masimo
sues
Philips

2004
Jury Verdict
1999
Masimo sues
Nellcor
1990s

2000s

2010s
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Masimo Revenue Growth
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Masimo v. Nellcor (Damages Verdict)


$122.8 million in lost profits
 Includes lost profits on boards, monitors, sensors, and cables
 Lost convoyed sales due to hospital conversion. E.g., 1 infringing sale cost Masimo 2 sales
 Lost sensor sales include past lost sales, and future sales that would have been made by Masimo but
for the infringement



$11.7 million in reasonable royalty at 14.8% royalty rate
 On subset of infringing monitors for which lost profits were not awarded
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Masimo v. Philips (Damages Verdict)


$466.8 million (combined verdict, with no indication of calculation)
 Lost profits on boards, monitors, sensors, and cables
 Lost convoyed sales due to hospital conversion, and Masimo’s ability to penetrate additional
departments in hospital
 Lost sensor sales include past lost sales, and future sales that would have been made by Masimo but
for the infringement
 Lost Nellcor royalty payments
 Reasonable royalty on subset of infringing monitors for which lost profits were not awarded, based on
per-unit royalty
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Model Included Lost Sensor Sales After Patent Expiration (2011)
and Trial Date (2014)
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Conclusion


There is an increasing emphasis on intellectual property assets



The IP legal landscape continues to evolve, with uncertain effects on valuation



There are multiple reasons why IP is valued, including for compliance, transaction, and litigation
purposes



Many assumptions require significant informed judgment by the appraiser, such as estimating
royalty and discount rates
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Royalty Rates—Market Transactions—Commercial Databases


Royalty Source—www.royaltysource.com



Royaltystat—www.royaltystat.com—full documents, good search capability



Licensing Executives Society surveys



Licensing Economic Review (Smith & Parr)—www.ausinc.com



Financial Valuation Group—www.fvginternational.com



PLX Systems—www.pl-x.com



Consor Intellectual Asset Management (Wes Anson)—www.consor.com



IPRA, Inc.—Intellectual Property Research Associates—www.ipresearch.com



ktMINE—www.ktmine.com



Licensing Royalty Rates 2008 Edition, Gregory Battersby, Charles Grimes



Lexis Nexis—SEC Filings
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Questions

Globalview Advisors LLC

