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By Arvin Patel and Paul Germeraad

Why Intellectual Property is the Key to Suc-
cess in the Knowledge Economy

ow important is intellectual property to a
Hcompany’s balance sheet? Just ask Samsung,.
The company’s shares plummeted nearly 7.5
percent after it lost a patent infringement case to
Apple in late August 2012. The ruling erased more

than $12 billion dollars from Samsung’s market value
overnight.'

The global economy is shifting from the manu-
facturing-based economy of the last century to the
knowledge-based, innovation-driven economy of
the 21st century. Whereas access to raw materials
and factory output helped define success in this last
era, access to ideas and the ability to create tangible
business value from them will define success in the
knowledge economy. We believe this is a long-term,
irreversible trend.

The importance of IP to a company—how it is
created, how it is managed, how it is deployed—has
increased tremendously. Growth driven by innovation
is a top priority among many CEOs and IP is the best
way to legally own these innovation assets.

IP is Innovation is Business

In fact, a well integrated and fully maximized [P
strategy should drive the creation of new products and
services for the company. Unfortunately, in this age of
co-creation and collaboration, many global companies
are still struggling with the correct framework to de-
ploy an IP strategy within their organization. Accord-
ing to Forrester Research, vice president, Navi Radjou,
“U.S. firms waste $ 1 trillion in underused IP assets
by failing to extract full value through partnerships.”

In the United States alone, technology licensing
has generated an estimated $45 billion annually, with
licensing globally approaching $100 billion annually.®
For example, a leading company like IBM has returns
from its IP portfolio that are estimated at more than
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$1 billion annually, which accounts for 12 cents of
[BM’s earning per share.

According to The Economist, 75 percent of the
value of companies is attributable to their intellec-
tual property.* In addition, data points from the U.S.
Department of Commerce serve to emphasize the
critical importance of IP:®

* Intellectual-property intensive industries
contribute $5 trillion
per year to the U.S.
economy.

* These industries
account for about 35
percent of gross do-
mestic product and
40 million jobs, in-
cluding 28 percent of
jobs in the U.S.

[t is clear that a
new marketplace has
emerged and CEOs
worldwide must take a
leadership position in
driving an effective IP
strategy agenda through-
out their organization. Executives need to look at [P
not as the by-product of other activities, but as an
integral part of their business. Not as an expense
to be managed, but as capital to be invested and
deployed. But how does that actually happen—how
does managing innovation and IP lead to sustainable
profits? By understanding the three key IP manage-
ment concepts outlined below, CEO’s can lead their
teams to achieve profound business results.

Concept One: The IP Hierarchy of Needs

The first concept that CEO’s must understand is
the business use of intellectual property competen-
cies. Executives are expected to lead companies to
produce sustained business growth. In short, this
means that a CEO should not surprise shareholders
with unexpected results, but instead should derive
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full value from existing products, services and assets
as well as launch new products and services to sus-
tained competitive advantage, using an efficient mix
of both in-house and external resources.

Not only are these the business expectations of
board members and shareholders, they are of utmost
importance to them. The same holds true for the
management of intellectual property. In order to fully
develop and deploy a successful IP strategy within
your organization, one needs to first think of busi-
ness needs and IP in a hierarchical manner. Without a
strong foundation to build upon, IP will just remain a
“cost” on the balance sheet and unpleasant litigation
“surprises” will occur.

A classic example of how a hierarchical model
works that most of us learned in school is Maslow’s
Hierarchy of Needs. As students we were taught that
the most fundamental human need is air to breathe.
Once that need is satisfied a search for food sets in.
Following these two primary needs, a human looks
for shelter and then a community relationship with
other individuals.

What Maslow discovered, we now know, also ap-
plies to intellectual property. A company must first be
competent (able to breathe) before it can successfully
move on to higher levels of activity. In Figure 1, we

Figure 1. Business Success And The

Intellectual Property Competency

Significant
Influence on
Industry Adoption
of New Technology
Integrated Business/
Regulatory/Standards/R&D/
Marketing/IP Planning,
Creation and Management

Legend:
Business Need
IP Roles

Shown in black type face on each level of this pyramid is a business need
that the executive must satisfy to his or her shareholders’ expectations.
Mismanagement of the lower two levels is grounds for dismissal. Good
management in the upper two levels is the basis for reward and recognition.

Speed R&D & Business/
Product Development
In-Licensing for Open Innovation

see the activities associated with business success, and
the corresponding intellectual property competency,
displayed in a hierarchical manner on the pyramid.

The 5 Levels of Competency

To run a successful business, the first requirement
is to avoid any surprises. Surprising your boss, or a
corporation’s board, is a fast track to the unemploy-
ment line. When a business leader puts in place sys-
tems that allow the company to operate in a stable,
consistent manner, the first level of business success
sets in. Intellectual property contributes at this base
level by helping to ensure that a company is free to
offer its new and profitable products and services.

The patent case of Apple versus Samsung is a
prime example of what can go wrong. It shows how
devastating a surprise can be to a management team
and a company’s stock price. When Samsung lost the
patent suit with Apple, its stock price dropped 7.5
percent and the CEO was under intense pressure
by the corporation’s board. Samsung further faces
an injunction and exclusion against its key mobile
products in the United States.'

Once a business is stable and running smoothly
with no surprises, the next challenge for a CEO is
to ensure that the company’s IP is being used to
generate sustained advantaged market positions.
This means introduction of new
products and services that are
superior in cost, performance, or
both, compared to the competi-
tion. The trick is to accomplish
this feat in a manner that will allow
that advantaged position to be sus-
tained over time. Intellectual prop-
erty’s contribution to sustaining a
market-leading position comes in
the strategic acquisition and use of
patents, trade secrets, copyrights
and trademarks. These, each in
their own way, can prohibit a
competitor from offering the same
product or service. To accomplish
this sustained advantage a CEO
must ask the right questions and
generate the right competencies

Full Exploitation of Technology
Geographic Out-Licensing Program

within the business.
The next level up the business

Sustained Advantaged Market Position
IP Portfolio Management

hierarchy, once a company is

competent at the first two levels,

No Surprises
Freedom to Operate

is to engage in full exploitation of

its technology globally. However,
there are very few companies in

les Nouvelles



the world that can conduct their business in every
country. The company’s core competence or sweet
spot usually lies in the first or second tier of the hier-
archy. When a company is expanding geographically, it
builds its regional business into countries in which it
knows how to operate. For those countries where it’s
unfamiliar with doing business, licensing its technol-
ogy to others who understand the country’s nuances,
via geographic licensing programs, builds corporate
revenues faster than any other method.

Near the top of the pyramid, and only after the
other three competencies are mastered, can a com-
pany look to put in place business systems that will
consistently speed R&D and product development.
The role of intellectual property at this level is to
integrate business, regulatory, standards, marketing,
R&D, and [P activities. Many companies attempt to
integrate planning, creation and management strate-
gies and tactics before they’ve mastered the other
levels of the pyramid. But, as Maslow vividly showed
us, it’s hard to find shelter if you can’t breathe.

Finally, at the top of the pyramid, influencing in-
dustry adoption is all about maximizing value in the
various stages of the company’s innovation cycle.
As Marc Ehrlich, head of IBM’s IP Enforcement and
Commercialization business, observed: “In order to
control industry adoption of new technologies a CEO
must find the proper balance between proprietary
protection and open licensing of a technology. To do
this requires a deep understanding of the innovation
lifecycle for technologies in the company’s industry.
For example, aggressive IP protection may make
sense for early stage technologies whereas a more
open licensing model, implemented after market
acceptance of a technology, may facilitate industry
adoption, thus setting the stage for a next wave of
technological innovations for the company.”

Concept Two: Build an Action Plan by
Assessing Threats and Opportunities

When the executive understands the hierarchical
nature of intellectual property management and how
it fulfills the business needs of the company, his or her
next task is to understand the lay of the land in terms
of the company’s IP portfolio and its ability to use
that [P. Understanding the business and IP landscape
is critical for assessing threats and opportunities for
the business, which enables the development of an
effective strategy and action plan.

A critical component of this action plan should be
the creation of an IP dashboard. IP dashboards are
used by CEOs, R&D teams, legal counsels and key
decision makers to monitor the competitive landscape

and to find new opportunities for innovation. They
are also used to review large quantities of patent,
scientific and product literature.

“Having an effective means to display and interpret
critical information for decision makers is as essential
to a successful military campaign, as it is driving the
growth of a Fortune 100 company,” states Colonel Mi-
chael Killion, director of operations for U.S.M.C. Op-
eration Khanjari and Moshtarak in Helmand Province,
Afghanistan (2009-2010). “When executing combat
operations, it is essential to have effective procedures,
collaborative tools and dashboards to quickly define
the context of the problem to be solved, the available
options for resolution, and the comparative risk and
benefit associated with each option. In the military,
people’s lives are at risk. In the business world, it’s
jobs and real shareholder revenue.”

The Rise of the IP Dashboard

An IP dashboard does two things for the execu-
tive. First, it provides guidance for his management
team on the right way to think about using intel-
lectual property. Second, it is a fast, high-quality,
visual way to provide the executive with feedback
on the strengths and weaknesses of various aspects
of his integrated business and intellectual property
management system.

In the early 1990s, as IBM started its transition
from a product to a services organization, it tapped
the best minds in the industry to learn how to think
about service offerings. What they’ve developed and
deployed over the last two decades is a component
business model. This is a groundbreaking, structured
approach for executives to think about management
of their organization.

A component business model organizes complex
business systems as a set of interrelated components.
This organization in turn creates an excellent source
of inputs for a dashboard through which a CEO may
audit the progress of the modeled business. Building
on this proven management approach, components
of intellectual asset management can be placed into
an executive dashboard and arranged visually to line
up with the pyramid’s hierarchy of business needs
and IP competencies. See Figure 2.

Playing to Win

Perhaps the best example one can give is that of
a football coach. The coach sizes up the situation in
front of him or her, and deploys those members of
the team best able to execute a game plan that will
produce a winning result. A CEO who knows the
key questions to ask his or her team is better able to
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Figure 2: An Example Of The CEO’s IP Dashboard

Legend
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competitors are deploying and
protecting new revenue generat-
ing technology worldwide. Armed
with this intelligence the CEO can
focus on building organizational
competencies needed to suc-
cessfully beat competitors in the
marketplace, maximize competi-
tive advantages of the company’s
portfolio, and build strong and in-
telligently protected technologies
that support profitable business
positions for years to come.

The 5 Big IP Threats

Do | have the
right mix of
patents, trade
secrets,
trademarks,
copyrights?

Do | have
processes that
align business/

R&D/IP

Do my patent
claims put me in
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business position|

priorities? over others?

respect my IP?

Consider the financial services
sector. An IP executive dashboard
should quickly reveal threats and

Do my
customers
value &
competitors

Do | have written

Is my industry
using IPin a
stable and
predictable
manner?

Am |
accumulating
enough IP?

strategies that
guide IP accumu-
lation & freedom-
to-operate?

Do | have non-
financial assets
to settle an IP

opportunities, which if not man-
aged, can lead to real revenue loss
for financial services companies
like American Express, Citibank,

surprise?

and TD Waterhouse. A quick look
at the patent landscape reveals

Figure 3: Patent Application Count vs.

Patent Grant Rate Per Year

Patent application count vs. patent grant rate per year created from data
supplied by U.S. Patent and Trademark Office on patents filed as GO6Q
40/00 - Finance, Insurance, Tax strategies, Processing of corporate or income

there are five significant threats that
could surprise and upset traditional
financial service companies’ plans.

First, there is a high patent ap-
plication backlog that leads to an

taxes. Source: U.S. Patent and Trademark Office®

inability to freely offer new and
improved products that consumers

Publication Year

|| Publications

Active Patents

2000 demand. This is shown in Figure 3,
o which plots the patent application
count vs. patent grant rate per

S year. The difference in the two
curves tells a CEO many things

S about the state of the industry; For
example, a recent increased focus

B | on patenting which may coincide
with important changes in product

o and service offers such as digital
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012ytd wallets and other e-commerce

solutions. As these new product
technologies become covered by
patents, competing companies will

gather the information needed for an accurate view
of the business landscape.

Such a CEO will get a more precise view of how

6. United States Patent and Trademark Office, uspto.gov,
December 2012.
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have to withdraw their offerings,
or pay the patent owner’s demands for royalties.

The second threat comes from the relatively large
number of non-practicing entities (“NPEs”) that hold
patents in this field. Figure 4 lists a number of such
organizations. Their holdings are significant and likely
to grow. Once the market is generating enough profits
from patents they hold, industry leaders can expect



Figure 4: Examples Of Non-Practicing
Entities That Hold Patents
In Financial Services Sector

Intellectual Ventures

Walker Ventures

Island Intellectual Property

Siverbrook Res Pty.

Data Treasury Corp.
Efficient Auctions LLC

Acacia Research

Source: U.S. Patent and Trademark Office’

Figure 5: The Number Of U.S. Patents

Held By Foreign Entities In The
Financial Services Sector

. Document
Non-U.S. Assingees Count
Fujitsu LTD 120
SAP AG 72
Sony Corp. 50
NEC Corp. 38
Samsung Electronics Co. 22
UBS AG 22
NTT Docomo Inc. 20
Ericsson Telefon ABLM 20
Koninkl Philips Electronics 18
Siemens AG 16
SK Telecom Co. LTD 12
Toshiba KK 12

Source: U.S. Patent and Trademark Office’

to be surprised with lawsuits asking for royalties.
What’s more, the size of patent holdings and rate of
NPE patent acquisitions suggest an expectation that
the market is heading toward certain technologies and
that the operating companies are generating product
and service returns that merit the NPE patent invest-
ment in this area.

The third threat comes from foreigh inventors and
inventive organizations. Figure 5 shows the number
of U.S. patents held by foreign entities. U.S. financial
organizations can expect that such foreign entities
may bargain for significantly different terms and geo-
graphic access than traditional U.S. based competitors

or non-practicing entities. The unknown elements
of such future negotiations represent a significant
unknowable risk to U.S. growth and global expansion
plans of U.S. and European based financial companies.

The fourth threat comes from the number of appli-
cations and patents already filed in foreign countries.
Many prime geographic areas for financial services
expansion are well covered by patents. Since each
foreign jurisdiction has its own rules for patentability,
patent enforcement and licensing- financial services
companies cannot count on their geographic strate-
gic expansion to proceed without a hiccup, at least
not without an integrated IP strategy as part of that
expansion. See Figure 6.

The final major threat to the financial services
industry comes from the tech sector, especially as
banking and e-commerce begin to truly merge. Fi-
nancial services institutions want to control emerging
technologies like e-wallets and near field payment pro-
cessing, and some are even partnering with the large
tech firms to make it happen (one prime example is
the partnership between Google and Citibank on
the Google Wallet). But tech companies are patent
heavy, and this should be deeply worrying to financial
services companies.

In conclusion, answers to the key questions at the
bottom of the pyramid—questions like, “What is the
chance I'll be involved in [P litigation?”—suggest that
financial services companies unfortunately have a
very uncertain future ahead of them. To mitigate each
risk or even turn them into opportunities requires
a thoughtful counter-strategy based on a thorough
understanding of the entire IP landscape.

Concept Three: The Right Time for IP

The third concept a CEO needs to understand is
that an intellectual property strategy also has a time
dependency. This can best be understood via the S-
curve most executives became familiar with in busi-
ness school. This S-curve was a useful tool for simply
conveying the best time during a business cycle to
invest in the creation of new businesses, grow those
businesses, and extract value from mature businesses.

The management techniques appropriate for each
portion of the S-curve varied in conjunction with
these different objectives. Creation, management,
and exploitation of intellectual property also vary
along the same curve. However, when it comes
to intellectual property management, it is best to
extrapolate from the traditional business curve and
add two key concepts: The “chasm” made popular by
Geoffrey Moore and the “hype cycle” developed by
Gartner. See Figures 7 and 8.
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Figure 6: Global Patent Per Source Jurisdiction In Financial Services Sector

Countries
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Source: U.S. Patent and Trademark Office’

Buy, License and Litigate

By combining the three different Figure 7. The Gartner Hype Cycle

curves, executives are provided with
the best guidance on when to create,
buy, license and litigate intellectual
property. As a CEO looks at the business A
environment and starts to understand
which technologies a competitor may
choose to bring forward, the hype cycle
helps to reveal the right time to invest
in a developing technology.

Early in the cycle, patenting activity
rises as adoption builds. At this point,
the price of intellectual property goes
above market expectations. As the
market begins to grow the technology
usually runs into a few hurdles, includ-
ing Geoffrey Moore’s chasm. It’s at the
trough of the hype cycle that advanta-
geous licensing can be accomplished

VISIBILITY

The Gartner Hype Cycle is a view into how a technology or application
will evolve over time in which companies can track and manage the
deployment of their portfolio.

Peak of
Inflated
Expectations

Plateau of
Productivity

Slope of
Enlightenment

Trough of
Disillusionment

Technology
Trigger

by a corporation. If the company was

\

MATURITY

not deploying its own technology (de-
veloped either internally or via partner-
ship) early in the cycle, licensing technology in the
trough is a good business decision for a company with
a solid fast-follower strategy.

Needless to say, it’s important not to wait too long

les Nouvelles
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Figure 8. Create, Buy, License, And Litigate
Intellectual Property

worthy that, as companies start to
pull out of the hype cycle, litigation
of intellectual property also occurs.
A smart CEO will make sure that
the intellectual property that was
acquired early on has appropriate
patent fences built around a strong
core position.

Hype Cycle in Action

To best illustrate how the hype
cycle allows an executive to under-
stand when to create, buy, license
and litigate intellectual property,
Rovi Corporation’s technologies in
its pipeline can be shown in a com-
posite Gartner hype cycle below
on top of key technology trends

in the entertainment/consumer
electronics/television industries. In
this case study, Rovi shows up with
12 specific technologies indicated

Shown in the figure are all three curves superimposed on one another.
Across the top of the graphic is displayed the time to create, buy, license,
and litigate intellectual property.
Create |
Buy |
License |
Litigate/_l \
8 Market Capitalization
w
3
§° Business “S” Curve — Circa 1980
“Chasm” Curve — Circa 1995 — — — —
; 7 “Hype” Curve — Circa 2000
s
P Hype Cycle
7
Embryonic Chasm Growth Mature Decline

by a gray dot outlined with a blue

to engage in licensing transactions because, as the
technology starts to emerge on the far side of the
chasm, market size builds, as does the market capi-
talization of participating startup companies. It is at
this point a company may be locked out or required
to pay dearly for access to a key technology needed to
secure an advantaged market position. It’s also note-

Figure 9. Rovi Corporation’s Technologies Mapped On

Gartner’s Hype Cycle Of Entertainment Technologies
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circle in Figure 9.

Starting at the far right there’s a number of technolo-
gies that fall into the Gartner “slope of enlightenment.”
These are technologies headed into commercialization
and for which consumer acceptance has been obtained.
These markets are predicted to grow rapidly and as
such may give Rovi licensing revenues in the process.

Some of these licensing revenues are being re-
invested in the early
stage (left side) of this
cycle at the “peak of
inflated expectations.”
Here Rovi is again well-
positioned with a va-
riety of technologies.
Rovi must invest early
in a technology to make
sure that the intellectual
property portfolios are in
place and are solid and
robust enough to gener-
ate good revenues when
the technologies emerge
and move into the “slope
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Looking at the center of the graph, at what Gartner
calls a “trough of disillusionment,” we see that Rovi
is positioning itself to invest in technologies that are
about to come out of this area and experience growth
upon entering the next phase. It is important for a
company to invest in technologies and continue their
investment in both R&D and IP as these technologies
move towards commercialization. Rovi is exhibiting
the management perseverance to see such technolo-
gies through, and to obtain a return on investment.

The mix of early and late technologies as illustrated
on this composite hype cycle shows that Rovi is in-
vesting for both current and future revenue streams.
Management has the planning skills to know which
technologies to invest in early, as well as the discipline
to continue to invest in them when others are disil-
lusioned, so that a strong patent portfolio is present
when commercialization takes place and increasing
revenues are available.

Because Rovi invests along the entire lifecycle, it is
expected that the company will obtain a better return
on its investment than companies who wait until
the last minute to invest, and end up paying above
market for the technology they acquire. The recent
patent wars occurring in the first and second quarters
of 2012 between such players as Google, Facebook,
Yahoo, Microsoft, Apple, Samsung, Motorola and

les Nouvelles

others illustrates the point that if one waits until the
end to acquire patents, one pays a very high price
indeed for acquisition of those assets.

IP: The CEQ’s Secret Weapon

Managing innovation and IP can indeed lead to
sustainable profits. [P that is effectively utilized can
provide a powerful competitive advantage in the mar-
ketplace. It can also help organizations better under-
stand emerging threats and identify new opportunities.
In today’s global economy, IP belongs not just in the
board room, but in the executive toolkit of every CEO.
As the lynchpin of innovation and a gateway to vital
new revenue sources, IP is simply too valuable to be
outsourced to a patent attorney or outside law firm.
By understanding and implementing the three key IP
management concepts outlined in this paper, CEOs and
their teams can outpace the competition and achieve
ground-breaking business results. l
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