Customer-Driven Licensing-Letting
Customers And Partners Turbocharge

Your Licensing Program
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The “Push System”

s technology development at
Acorporations becomes ever

more competitive on a global
scale, having the ability to integrate
and to develop quickly key technolo-
gies to drive product roadmaps has
intensified. The technology licensing
industry has an opportunity to play
a major role in partnering with the
in-house R&D function of major cor-
porations by providing high quality
technologies and intellectual proper-
ty. However, over the last fifty years,
technology licensing undertaken by
various organizations including law
firms, technology brokers, patent
development firms, and corpora-
tions has traditionally followed a
“push” model. In practice what this
means is that a firm will identify a
new technology opportunity from
a source, review the technology
for its current attractiveness in the
market along with the strength of its
associated patents, and then see if a
buyer can be found—in other words
“pushing” the technology to the end
customer. With the wealth of IP at
different venues in the world—Uni-
versities, Government Research
Labs, Individual Inventors, Small
to Large Corporations, and failing
Start-Ups—this model certainly can
turn up a lot of new technologies to
go and license. But the key question
is, who wants it?

How to “do” a license is well un-
derstood and documented—valua-
tion of the technology, constructing
alicensing agreement, negotiation of
terms, etc. But making the connection
between an interesting technology
and an interested buyer is a much
more difficult proposition and one
subject frequently to unattractive
“hit or miss” odds. This uncertainty
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results in a lack of productivity and
ultimately frustration for both the
source (why is my technology not
getting licensed?) and the target
customer (why don’t you bring
me something I can really use?)
The ideal situation would be where
you knew exactly what a customer
wanted and then could go find that
technology and, therefore, make a
proactive match. The source would
be happy because you demonstrated
real knowledge of customer and
market needs and the target cus-
tomer would be pleased that you’ve
brought something they have a direct
need for. This situation is “customer-
driven” licensing and my belief is
that this actually can be done in
practice and will result in much
higher efficiencies and satisfaction
in the licensing industry.

Customer-Driven Licensing

An illustration of a customer-
driven approach can be found if
one looks to the semiconductor
industry. Rarely does anyone make
a chip without first fully understand-
ing what customers need in the
end-product—which technical and
performance features that will truly
differentiate their product. In fact,
doing so without this understand-
ing would be suicide given the high
level of research, development, and
manufacturing costs (millions of dol-
lars). In this type of business (com-
panies such as Texas Instruments,
Intel, National, etc.) rely upon their
Technical Marketing groups to un-
derstand customer needs and drive
the product specifications to meet
those needs.

Typically, the approach is as fol-
lows: A good technical marketing
group within the semiconductor
industry will develop a three to five

year technology /product roadmap
for the market/product segment
they are targeting. In order to do
this they will need to research in-
dustry development trends and
create an understanding of timing
based on technology maturity as
well as business dynamics. Once
this is done, they will need to speak
directly with key customers to
understand what those customers
believe needs to happen in their
own development programs to
make their product roadmaps a
reality. Or in other words, what are
the key technical hurdles they must
overcome in order to deliver on the
roadmap. This should be done to a
fairly deep technical level in terms
of features and technical parameters
in order to be meaningful. By doing
so, the technical marketing group
will discover the exact technology
problems the customer needs to
solve. Armed with this knowledge,
they can now design chips thatsolve
these problems for the customer.

My belief is that this same type
of approach to understanding a
customer’s technology needs can be
used to increase the effectiveness of
technology licensing. In translating
this strategy to licensing, a licensing
team would conduct the same type of
technology road-mapping exercise
in order to identify truly valuable
IP to acquire for licensing. The one
crucial addition is that the roadmap-
ping exercise would also include IP
roadmapping in addition to technol-
ogy roadmapping. This highlights
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the importance that intellectual
property and patents play in the
future competitiveness for corpora-
tions beyond having solid products.
The roadmapping exercise would be
done proactively in conjunction with
customers in the target area as well
as industry experts (consultants
and or personnel at industry trade
groups). The licensing team will in
effect conduct themselves as a typi-
cal technical marketing team in the
high tech industry.

Now, this is of course easier said
than done. Most licensing companies
don’thave the technical personnel re-
sources that an Intel or Texas Instru-
ments have, so what’s the solution?
The answer is leverage.

Partners

In the customer-driven licensing
model, having some level of tech-
nical expertise on staff is essential.
However, to be truly effective,
partners need to be brought in to
gain the leverage necessary to make
the model work. Ideally, a technical
partner will help you accomplish
four things:

1. Assist in properly assessing and
evaluating new technologies;

2. Possess the capability to develop
and prototype new technologies;

3.Have the means to co-fund
development work (shared risk and
reward);

4.Help commercialize the tech-
nology through their established
network.

Let’s look at these four criteria for
a successful partner in more depth.
First, as I mentioned earlier, there
is an abundance of technology out
there to acquire for licensing pur-
poses. Assessing this technology ef-
fectively is hard work and requires a
wide array of skills—technical depth
in the particular field, market under-
standing, patent analysis, financial
modeling and valuation, commer-
cial planning, and in some cases
reverse engineering. No licensing
company (I'm excluding big corpo-
rates such as IBM here) can do all of
it alone—even a licensing company
the size and scope of BTG. Partners
are critical to assist in the process.
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Typically, many companies have
used consultants to aid in the assess-
ment process and they rightly play
a very important role and in some
highly specialized cases are the best
option. However, what I'm propos-
ing is getting even more leverage
than a one or two person group. An
example in the telecommunications
space would be to link up with a
technology development company
who has the technical expertise in
house to multiply your own capa-
bility by multiple factors. You have
one telecom Ph.D. while the partner
company may have 100 or more.

In addition to the numerical
strength, the partner companies’
technical staff will actively be work-
ing on a day-to-day basis in the target
space your are interested in. They
will be directly in touch with the
end-customers in the target market
and, therefore, much closer to un-
derstanding the technology / product
roadmaps I mentioned earlier and
can, therefore, be of immeasurable
assistance in pinpointing what are
the key problems customers are
trying to solve in their product
developments. With the numerical
leverage and this in-depth technical
understanding you will be able to
determine much more quickly and
accurately what are the truly valu-
able technologies to target.

The second point, developing
prototypes, relates to one of the
biggest obstacles in the licensing
of patents—trying to sell a piece
of paper! People license patents for
all types of reasons and sometimes
the right that the patent confers to
the owner has enough value on its
own without physical proof of the
invention. However, as a general
rule in technology licensing, having
a demonstration of the technology
significantly increases its value and
chances of being licensed. This oc-
curs for two reasons:

(1) Risk Reduction—the prospec-
tive licensee can see that the inven-
tion the patent covers is actually
feasible, and

(2) Decrease in Time to Market—
depending upon the complexity
and robustness of the prototype,

the licensee gets a head start on
their product development efforts.
Both of these items add up to ad-
ditional costs savings—value from
which the licensor can benefit.

The third point: Co-Funding of
Development/ Prototype Efforts, is
about economic leverage. Develop-
ment efforts can become costly, run-
ning into the hundreds of thousands
of dollars or more. Once you start do-
ing more than a few developments
your costs can accelerate quickly
and limit your ability to take on
enough of the new technologies
you want. This is where the spirit of
partnership comes in—why not cut
your development partner in for a
piece of the action? In exchange for
co-funding the development effort,
the partner receives a percentage
of the eventual royalties. I believe
this type of “Risk/Success Sharing”
scheme is very powerful and results
in significant leverage to both par-
ties. You benefit because you’re
not going it alone and the partner
benefits by having a new revenue
stream to add to his traditional fee
for service business.

The fourth point: Assisting in the
Commercialization Process can sig-
nificantly cut the time to market for
new technologies. Those active in the
licensing business will recognize that
a key element to licensing technolo-
gies successfully is to get to the right
person(s) in the target companies.
Since the development partner is
actively working in the target space,
they most likely already have devel-
oped the contacts and relationships
with the target companies in which
you are interested. Their introduction
can significantly streamline the time
to market for technology licensing.
The credibility they bring will also
help to open those critical doors.

Enabling or Assertion?

The customer-driven approach as
described, of course, fits neatly with
the traditional enabling technology
licensing framework. It can, howev-
er, also work with locating assertion
opportunities. Protecting inventors’
intellectual property rights is a re-
warding experience on many dif-
ferent levels. However, identifying,
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Figure 1. Customer-Driven Licensing Strategy

Start Here

- Proactive assessment of
customer requirements

- Proactive positioning of
portfolio

Development
Partner

- Technology market
roadmaps/strategy
- Assessments
- Prototyping/ development
- Commercial Relationships

Licensing
Organization

Start with Customer First — Ensures higher hit rate in acquisitions, reduce time to market.
Development Partner — Multiply assessment capability. Avoids “Selling Paper.” Success sharing.
Sources — Feel licensing organization better understands what market wants so should license quicker.

Promote to source:

- Customer-driven technology
requirements

- Ability to develop/ prototype

- Direct linkage to key custom-
ers to shorten time to market

valuing, and proving infringement is
a difficult process. First, you want to
target the most valuable patents and
secondly you want to create a solid
case illustrating the infringement by
the third party, and third, you want
to identify accurately the value of the
infringement.

In all three phases, employing the
customer-driven approach with a
slight modification can improve your
chances of success. The modification
you need to make is that instead of
development partner, you substi-
tute a reverse engineering partner
instead. The attributes this partner
must bring then get modified to the
following:

1. Assist in properly assessing and
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evaluating new patent opportunities
for infringement.

2. Possess the capability to analyze
and reverse engineer products.

3.Have the means to co-fund re-
verse engineering work (shared risk
and reward).

4. Help identify infringement tar-
gets through their knowledge of the
market.

Now, a good question would be
where does the “customer-driven”
piece come in? Surely, potential in-
fringers are not hoping you come to
them with IP that they may be in-
fringing, or do they? The answer lies
in the fact that intellectual property
and patents are steadily becoming a
very important component of cor-

porate strategy. Corporations these
days are paying ever more atten-
tion to protecting properly and to
building up their intellectual assets
to compete effectively in the global
market place. In this respect, being
aware of IP that they themselves are
infringing or that their competitors
may be infringing becomes an im-
portant component of their strategic
arsenal. Therefore, as a licensing or-
ganization the more you understand
a particular market or customer’s
dynamics and needs the better you
can target IP to acquire that can meet
their strategic objectives. The IP can
be used to strengthen or clean up
their own IP position in respect to
their products or it can be used as a
bargaining tool against its competi-
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tors. Either way, it serves an impor-
tant business need.

Case in Point

At BTG we have been employing
the customer-driven approach in our
physical sciences business for the last
couple of years with solid success.
We’ve been able to execute it with
both enabling technologies as well
as infringement IP opportunities.
In the case of enabling technologies
we have constructed development
relationships with strong develop-
ment partners in important areas to
us such as fiber optics, display, and
telecom. On the infringement IP
side, we’'ve established a partner-
ship with the world’s top reverse
engineering firm to help us assess,
reverse engineer, and target high
value infringed IP.

An example of enabling IP in ac-
tion is where our fiber optics partner
has helped us assess a multitude of
patents in the areas of VCSEL (verti-
cal cavity semiconductor emitting
laser). From our normal market
research work and discussions with
major photonics companies as well
industry organizations, we deter-
mined that VCSEL’s were a bright
spot in the downtrodden fiber op-
tics market—providing true cost
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and performance differentiation
for emerging market requirements.
However, there is quite a bit of VC-
SEL IP out there and determining
the truly valuable and differentiated
technologies with strong patent po-
sitions is a difficult task. Our fiber
optics development partner (who
meets the four criteria I laid out ear-
lier) was able to help us screen for the
best IP, create a prototype and devel-
opment program for the technology,
and soon will help us establish the
commercialization plan.

An example from the infringement
IP side, is where we have been able
to go to one of the world’s top high
tech universities and with the help
of our reverse engineering partner,
screen their entire portfolio for the
highest value infringed IP. In ad-
dition, our partner has helped us
map the patents to actual products,
map patent claims exactly to where
in the product infringement occurs,
jointly assess the value of the patent,
and risk share with us the cost of re-
verse engineering target products.
This type of partnership is highly
attractive to our key sources as it
gives us a combined capability (our
partners and our own) that is diffi-
cult to match.

Conclusion-The Virtual R&D
Partner

Technology licensing is an ex-
citing and complex business. As
IP takes on more weight in CEO
staff and boardroom discussions,
there is an opportunity for licens-
ing organizations to evolve their
value proposition so that they play
a more strategic role in the innova-
tion plans of major corporations.
Specifically, in a time of shrinking
corporate R&D budgets, The Cus-
tomer-Driven Licensing strategy
if executed correctly, can actually
allow a corporation to augment its
in-house R&D efforts with a highly
targeted in-licensing program. Most
major corporations today already do
opportunistic in licensing of new
technologies across their business.
I believe, however there is an op-
portunity for major corporations
to harness and leverage the power
of the global R&D community (aca-
demic, corporate, and start-up) if
they work closely with a qualified
licensing/development organiza-
tion to acquire outside solutions
to their technology development
needs. Following the customer-
driven licens-ing strategy would
allow this to happen successfully.
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