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O ptical technology companies are in
the business of buying, selling and

leasing high-tech products; increasingly,
many are acquiring or transferring
“leases” to the innovations used to make
such products as well. In legal parlance,
these innovations—which may include
new manufacturing methods, applica-
tions, devices or improvements—are
considered “intellectual property” (IP),
and the “leases” are referred to as
“licenses.”

There are several scenarios that moti-
vate companies and organizations to seek
an IP license. One is when the IP can be
licensed for less than the development
costs. Another is when licensed IP can be
used to increase the profits of products or
services. Yet another is when a company
wishes to avoid being sued if the IP in
question is owned by another.

In the old days, licensing deals were
struck quietly in back rooms and without
fanfare. However, as IP licensing has

grown into a multibillion-dollar industry,
and businesses have been subjected to
more pressure to generate revenue from
IP, today’s licensing environment has
become more like a Turkish bazaar, with
IP being hocked from all directions.
To function in this busy marketplace,
would-be licensees must be able to assess
the quality and business value of the IP
prior to negotiating terms.

Indeed, not all IP is created equal. In
this article, “quality” refers to the degree
to which the IP has legal and technical
flaws. Serious quality issues can call into
question the validity or enforceability1 of
patented IP, or the enablement2 of trade-
secret-based IP. The “business value” of
IP is its worth as understood by those
knowledgeable in the relevant industry.
The IP with the greatest business value in
a given sector of industry is bottleneck IP,
meaning that it must be used by the
licensee and others in order for the prod-
ucts or services to be competitive. At the
other extreme is what the author refers to
as faux IP, which is IP that has no real
business value to anyone, including the
IP owner. Most IP falls somewhere
between these two extremes.

How good is the IP?
The high-tech marketplace abounds with
high-quality/low-business-value IP,
which often appears as beautifully drafted
patents for inventions that no one in the
industry would ever use, or that can be
“designed around” with impunity.
Designing around involves identifying
changes to a patented invention so that
an apparatus or method made or prac-
ticed with the modifications would fall
outside the scope of claims, thereby
avoiding infringement.

IP of dubious business value typically
comes from companies and organiza-
tions that seek patents with great zeal but
little strategic thought. Such IP usually
ends up drifting off into the nether parts
of IP space. However, IP scavengers and
naïve or desperate IP owners will dress
up this IP and offer it for licensing.

The high-tech marketplace is also rife
with IP that has—or could have—high
business value but suffers from a lack of
quality. When in the form of trade-secret
technology, much of this type of IP is the
result of incomplete research or engi-
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neering details, or of shoddy internal
trade-secret documentation procedures.
With patents, such IP is typically due to
businesses not properly managing the
prosecution of their patent applications.

A classic example is a patent that
describes useful inventions, but cites little
or no existing technological information
related to the invention, even though
such “prior art” is known to exist. This
renders the patent suspect, particularly
when the claims are suspiciously broad
and appear to encompass otherwise well-
known prior art. The challenge here is to
find out to what degree the quality prob-
lems affect the potentially high business
value of the IP.

IP evaluation 
Because of the variations in the quality
and business value of IP in the high-tech
marketplace, today’s prudent licensee
performs an IP evaluation (or, in legalese,
due diligence). The goal of an IP evalua-
tion for licensing purposes is to deter-
mine objectively the quality and business
value of the IP relative to the business
needs of the licensee.

File history review
IP evaluation of patented or patent-
pending IP typically includes a detailed

review performed by an experienced
patent attorney. The review is not just of
the patent but its entire file history, which
consists of all of the documents and com-
munications between the patent office
and the applicant that relate to the prose-
cution of the patent (or pending patent
application). For technology licensing, IP
evaluation includes a similar type of
review of the documents relating to the
IP ownership, trade-secret status and the
technical details of the technology.

Patented IP is evaluated by closely
examining a number of factors, including
inventorship, ownership, novelty, non-
obviousness, best-mode, written descrip-
tion and claim scope, just to name a few. If
the IP does not satisfy one or more of the
many legal requirements, its quality is
diminished, which in turn can affect its
business value. Quality issues can be seri-
ous enough to call into question the
validity and enforceability of patented IP.
When this happens, potential licensees
may seek a reduced licensing fee or pass
on taking a license and rely on a strong
legal defense if the IP owner later sues for
infringement.3

Legal, technical and business review
IP evaluation involves a dynamic inter-
play among legal, business and technical

issues. Consequently, at some point in the
process, the licensee should convene a
meeting of individuals knowledgeable in
each of these arenas to reach agreement
about the quality and business value of
the IP. This common understanding
serves to justify the asking price for the
license, provide a basis for negotiating a
reduced price, or supply a rationale for
not taking a license.

Designing around
It is surprisingly difficult to know what a
patent actually covers. While patents typ-
ically contain a wealth of information
and detailed descriptions, the legal scope
of coverage is defined by the claims,
which point out which subject matter is
regarded as the invention.

Unfortunately, the claims are written
in legalese and are usually difficult to
understand. To further complicate mat-
ters, people often misperceive that the
scope of a patent must be narrow if the
specification reads narrowly, with only
specific examples of the invention set
forth.

Given the complexity of claim inter-
pretation and the large amount of money
that is usually at stake, it is critical to have
a patent attorney interpret the claims in
an IP evaluation. A common mistake
made by potential licensees is to rely on a
licensor’s or a layperson’s interpretation
of the claims rather than that of an expe-
rienced legal professional.

IP ownership
Establishing IP ownership is an impor-
tant aspect of the IP evaluation. It is not
uncommon for a party to mistakenly
believe that it exclusively owns the IP that
it “invented.”

For example, inventors may seek to
license their inventions without realizing
that their academic institution or
employer has the ownership rights, or
that the government has limited rights.3

Establishing IP ownership rights is
typically done by determining the cir-
cumstances under which the inventors
made their invention. This step also
involves establishing whether a valid
assignment of IP rights exists, and, in 
the case of patents, if the assignment 
is recorded in the U.S. Patent and
Trademark Office.
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IP ownership in joint 
development projects
Increasingly, IP is being generated as part
of joint-development projects. In these
cases, IP ownership rights are not always
clear. Such projects can be recipes for 
disaster when the IP rights of the parties
are not agreed upon and properly docu-
mented.

Consequently, it is important to deter-
mine whether the IP to be licensed was
the product of a joint-development pro-
ject. If so, it is worth reviewing the joint-
development agreement to confirm who
owns the IP rights in question. If there
was no such agreement, a license from
one of the parties is an invitation for 
the other to create problems down 
the road.

What should a licensee pay?  
For the licensee, the question of how
much to pay typically boils down to find-
ing an acceptable royalty rate and related
terms (e.g., one-time upfront payment)
based on the anticipated use of the IP by
the licensee. With luck, the asking price
and other terms of the license, as deduced
by the licensor’s IP valuation, are in line
with the royalty rate that a licensor is
willing to pay and the terms that the
licensee is willing to accept.

In the case where there is a design-
around to the technology, a simple way to
determine the royalty rate for the licensee
is to compare the license costs with the
design-around costs. If a design-around
is problematic to implement and the
technology is patented, the quality of
the IP can play an important role when
negotiating terms.

If there are quality issues with the IP,
the potential licensee can seek a lower
royalty rate or choose to not license and
stake out a litigation defense if infringe-
ment is alleged.

It is worth noting that a patent cannot
be used to generate licensing revenue if a
court of law rules the claims invalid or the
patent unenforceable. Because patent
invalidity and unenforceabilty are stan-
dard defenses in a patent infringement
lawsuit, an owner of questionable IP tends
to think twice about alleging infringe-
ment and is more likely to strike a deal.

There are number of ways of estab-
lishing a reasonable royalty.4 One

approach is called the analytical
approach, in which the royalty rate is
based on the difference between expected
profits from “infringing” sales versus the
normal expected industry profits.

For example, if the expected profit
from sales using the IP is calculated at
between 30 and 35 percent, and the nor-
mal industry profit level for the technol-
ogy is 10 to 15 percent, then a royalty rate
of about 20 percent would represent the
break-even royalty rate; in other words,
there would be no difference in profit for
the licensee between taking and not tak-
ing a license. In this instance, a 10 percent
royalty could represent a reasonable 
win-win for the licensor and licensee.

Caveat emptor
There is no shortage of dubious IP in
today’s high-tech licensing marketplace.
Would-be licensees are well advised to
arm themselves with solid information
about the true quality and business value
of the IP on the table by performing an IP
evaluation prior to negotiating licensing
terms.

An IP evaluation involves not just a
legal analysis of the IP, but also considera-
tion of the dynamic interplay among
legal, technical and business issues. It 
can reveal information that supports the
licensor’s asking terms, provides bases for
seeking a reduced price, reveals design-
around routes, and/or uncovers quality
issues that support a decision not to seek
a license.
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Opticus IP, an IP law and consulting firm specializing
in optics, photonics and semiconductor technology
(www.opticusip.com). He is the author of OSA’s pub-
lication on IP, titled Legal Lens Anthology.

Notes

1. While patent claims have a legal presumption of validity,
this presumption can be rebutted and render some or
all of the claims invalid. A patent can also be adjudged
unenforceable, meaning that it cannot be applied
against an alleged infringer because of inequitable con-
duct by the patentee before the U.S. Patent Trademark
Office during prosecution of the patent application. 

2. “Enablement,” as used herein, means the ability to
implement the IP without undue experimentation 
or effort. 

3. In this instance, it is prudent to seek a formal invalidity
opinion from independent counsel to make the busi-
ness decision to not license, and to avoid treble dam-
ages for willful infringement should the IP owner
prevail in an infringement lawsuit.  

4. See, for example, the book by Anson and Suchy,
Fundamentals of Intellectual Property Valuation: A Primer
for Identifying and Determining Value, published by the
American Bar Association (https://www.abanet.org/
abastore).


