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The only thing that keeps us alive is our brilliance. The only way to protect our brilliance
is our patents

- Dr Edwin Land
Inventor of instant photography

Over the last twenty years, the global economy has slowly transformed irdaibrant
knowledge economy. With reduced barriers to entry and pervasive globalization, a small
company in a developing world can compete for its share on the world stadéne invention

of new ideas and products remains an integral part of the global econohayd the

commercial food chain. Patents are an invaluable tool to protect and commercialize the
inventions. They are essential to creating the barriers to entry for rivals. They are needed for
building the credibility and the confidence of investors, customerpartners, and employees.
They are required for providing clarity as tthe property ownership, for demanding leverage
from the industry, and for generatingsustainablerevenue from licensing and sale.

In the global marketplace, amongst all the othezompetitive factors, innovation matters the
most and patents can help deliver the competitive edge required to remain viablaventors
who used to see patentsolely aspart of their defensive strategy(and to alleviate any
future litigation risks)to prevent competitors encroach their space are looking to be more
aggressive with theirinventions to make patents part of their offensive and licensing
strategy. To ensure the financial security of the patents, some companies are embedding
their IP programs agart of their Knowledge Managementand Risk Managemeninitiatives

1While the patent protection system in western nations is much more advanced, the patent regimes in developing
nations such as China and India are just getting serious. However, even in these countries, wihout any patent
protection, inventor will typically have no recourse against the infringers. Countries with higher growth rate tend to
be more active in filing patents. US in the 70s, Japan in the 80s, US again in the 90s and this decade, the filings in
Korea and China (and India) have increased tremendously.
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where they capture knowhow, harvest IP and ingrain IP into theproduct development
lifecycles.

Patents will continue to grow intheir contribution asa key corporate asset. Since much
value is associated with patentghe industry need better tools to assess antb understand
the valuation andthe strength of the patent portfolios. This paperwill introduce the
methodologyof 0 AOAT O 01 OO &l PQHd meashre GeBokmaza of yoOr patent
program and portfolio that enablesa Return on Investment RO)) driven approach PPQ
measuresthe quality of the patent portfolio and the patent programwith clear policies and
proceduresas it relatesto the lifecycle of patents within an organization from innovation to
licensing or sale. We wilteview the importance of patents as a tool for competitiveness
and their value to a corporationNext, we will address-why a patent program should be
integrated with product development lifecycle to extract the maximum valuéom their
intellectual property® assets Finally, the papemill introduce the basics of PPQ andiscuss
what inventors and companies can do to increase their PPQ.

2 Many companies claim annual licensing revenues of hundreds of millions of dollars; indeed, IBM is reported to have
recently generated $15-2B in annual licensing revenue.Qu al c o mmoé s s u mieessig iswielt khowp faits e
licensing and royalty revenues top 38% of the total revenues and is likely to top $3B in 2007. Microsoft is also

opening up its IP for licensing and spinoffs.

3 While IP includes copyrights and trademarks, for the purpose of this paper, we will primarily be dealing with

patents.
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Over the last 20 years, thmumber of patent applications and issued patents gesvn tremendously
(Figures 1-2). Inthe US alone, there has been a thres®d increaseAccording to the US Patent Office
(USPTQRrpproximately 480K pateiatpplications will be filed in 2007. This number is expected to

balloon to 700K by 2012Worldwide, the growth rates are comparable to the overall increase in
economic activity as measured by world GDP greWwthChina, in 2006, over 573K patent applivasi

were received (82% domestic) and 268K47%of the applications were grantedhaintaining a healthy
growth rate of over 20% YG3¥atent activity in Korea also picked up significatatking itwell ahead of
many European nations. The Batent Coopration Treaty or PCBpplications (overall applications

total was 3AKwhich ranked Korea at numbé&vyur behind Japan, US, and China) filed in 2006 helped it
surpass UK ttake thenumberfivea L2 G Ay 22NIXI R Ly dStfSOldzrf t NBLISNI &
ranking for PCT applicatioA3he overall number of PCT applications also increased from approximately
40Kin 1995 to over 13&in 2005.

Heads of states have placed an urgent prioritypootecting IP. In his annual address in 2002, Prime
aAyAaidSNI Y2AT dzYA SYLXKF&AT SR GKS ySSR F2NJ Lt LINRGS
competitiveness.One of the first decisions by the incoming new Prime Minister of UK, Gordon Brown

was to appointan IP minister for the first imé&’ Recognizing its strategic value, nations have also

stepped up their programs to fight piracy and counterfeiting around the worRE.D is a highisk

4 Source: The USPTO Strategic Plan 20072012, Dec 2006

5 Source: WIPO Patent Reporti Statistics on Worldwide Patent Activities, 2006

6 Source: State Intellectual Property Office of China or SIPO

7The PCT is an international agreement for filing patent applications having effect in up to 117 countries. It simplifies
the process of filing patent applications in multiple countries and helps delays the cost associated with such filings
before the commercial viability of the invention is proven.

8 Source: Korean Intellectual Property Office or KIPO Annual Report 2006

99t was the first specific mention of | P in a PM6s keynote a
Source: Hisamitsu Arai, How Japan Formulated a National IP Strategy, WIPO Magazine, June 2007.

10 |ntellectual Asset Management Magazine Blog, 7/9/2007

11In FY 2006, US stepped up its Strategy Targeting Organized Piracy (STOP!) initidive and placed IP experts in
Southeast Ada, India, China, Middle East, North Africa, Latin America, Russia, Turkey, Egypt, and others. To soften
its tarnished image of IP piracy, China stepped up its program of education, passed more laws to curb theft, and sent
high-level delegates(from SIPO) worldwide to talk about IP protection in China. IP Protection is the one of the most
significant challenges that China faces since its acceptance into the WTO. The European Commission on IP has also
strongly stated that the European patent system needs tobe reformed if it wasto fulfill its potential for innovation

and assuch, the commission has set out its proposals for reforming the patent system in Europe.
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endeavor and higlguality patent protection regimes are required teward entrepreneurs and
companies for taking such risks.

Patents are a driving force for promoting innovation, growth, and competitiveness. A recent
European Union Commission study on the value of pat&nigich was based upon a survey of 10,000
inventors in eighimemberstates™, assessethe monetary value of patents, the economic and social
impact of patents, patent licensing, the use of patents for creating new firms and the relationship
between patents, R&D, and innovation. Although therere differences betweememberstates and
indudry sectors, the overall "patent premiurttfor the reviewedmemberstates amounts to 1% of
national GDP for the period 199496 and had reached 1.16% of GDP during the period-2000°

12 Of course, the market has to be wary of patent abuses, too mangrantedp at ent s t h ahe validayrtedtt hol d

during litigation, and arm -wrestling that lets big companies destroy smaller enterprises by the weight of litigation

expenses.

BStudy on patents: fAWhatiahe pateetsf apauahty Wwopluhd8dayds ec
2006.

14Denmark, France, Germany, Hungary, Italy, Netherlands, Spain, and UK.

5The fApatent premiumd is the value of the patented invention
patent on it.

16 Source: Communication from the commission to the European Parliament and the Council, 3.4.2007
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US Patent Applications Summary of last 20 yee
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Figure 1. US Patent applications summaof last 20 years’

LYRSSRX | ylFidAz2yQa OF LI OAadGe G2 O02YLISES
companies willing to invest in that country. Japan and US reatiiechuch earlier tharothers didand
now China and India are coming to the realizatiostoéngthening their patent regimes. In this
knowledge economy, it is estimatetiat over 80% of the net worth of a company is intangible as$ets.

IPand Patent Portfolio are essential part of the intangible asset portfolio.

17Data Source: 2006 Performance and Accountability Report, USPTO
18t includes brand value, patents, copyrights, trademarks, trade secrets.

© Copyright 2007. All Rights Reser ved

tRSLISY R&

2y



What is your PPQ?

Figure 2. Total Number opatents granted over the last 55 years

19 Data Source: WIPO Statistics Database
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