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Emmett Murtha formed Fairfield Resources International in 1997 after 35
years with IBM Corporation. The firm serves clients interested in developing,
organizing and leveraging their intellectual assets, as well as’in related strategy

development and licensing transactions. - '

At IBM, Mr. Murtha was named Director of Licensing in 1981, leading a group
which acquired rights from others under patents, copyrights, trademarks and
technology, and also granted licenses under IBM’s intellectual property. He
was responsible as well for worldwide licensing policies and practices. Between
1987 and 1997, IBM’s annual royalty revenues grew by over seven thousand

s percent

From 1993, Mr. Murtha was responsible, as Director of Business Development,

- for finding new ways to leverage IBM’s intellectual property and related
- strengths. Again, results were dramatic, with substantial transactions in

medical technologies, and a continunous stream of future revenue opportunities

-clearly identified.

He has been a member of Licensing Executives Society for many years,
including as an officer and a member of the Executive Committee. Mr. Murtha

" is President of the Society 1999-2000. He also headed the Intellectual Property

unit of the National Advisory Committee on Semiconductors, is a frequent

speaker on licensing, negotiating, and related topics, and is a member of the

Edltonal Board and a contributor to The Licensing Journal.

Mr. Murtha has a degree in Accounting from the University of Connecticut and
has completed executive programs at Columbia University Graduate School of
Business and Harvard Business School. He is a Dlrector of TeraStore, Inc., an
early stage hxgh tech company.
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| Addltmnal Cons1derat10ns o
5 _0 Practlcal aspects of launchmg a program
o v mk o lcensorficensee atactive?

:0 How can an entrepreneunal R&D focused Venture capltahze on

S H‘“ow"éan‘ the Internet facilitate licensing?
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- US Patents Issued for Top 10 Companies

1990

1991

1994

1995

Rank 1992 | 1993 1996 | 1997 | 1998 || 1999
1 ‘Toshiba ‘1oshiba Lanon 1BM TBM IBM IBM IBM IBM IBM
957 1. 1,014 1,106 1,085 1,298 1,383 1,867 1,724 2,685 2,756
2 Hitachh - | Mitsubish1 | Toshiba Toshiba Canon Canon Canon Canon Canon NEC
935 - 936 1,020 1,040 1,096 1,087 1,541 1,381 2,011 | 1,842
3 Canon Hitachi [ Mitsubishi [ Canon - Hitachi | Motorola | Motorola NEC NEC ~ Canon
: 923 927 957 1,038 976 1,012 1,064 1,095 1,639 1,795
4 Mitsubishi Kodak Hitachi Kodak (€3] NEC NEC Motorola | Motorolal | Samsung
899 863 951 1,007 970 1,005 1,043 1,058 1,542 1,545
5 GE Canon GE Gk Mitsubish1 | Mitsubishi | Hitacht Fujitsu Sony sony
810 o 823 - 937 | 9320 | 970 973 ¢ 963 903 1,445 1,409
6 Fuji GE IBM Mitsubishi | Toshiba Toshiba | Mitsubishi Hitachi damsung ‘Toshiba
784 ~ 809 842 926 968 969 934 903 1,308 1,200
p Kodak Fuj Kodak Hitachs NEC Hitachi 1oshiba | Mitsubishi | lToshiba Fujitsu
736 731 175 912 897 910 914 892 1,237 1,193
8 US Philips IBM | Motorola | Motorola [ kodak | Matsushita [ Fujitsu Toshiba Fujitsu Motorola
© 666 679 658 729 888 854 869 862 1,232 1,192
9 IBM [ US Philips Fui | Matsushita | Motorola Kodak Sony Sony Kodak Lucent
a 644 - 650 | . 640 - T2 - 837 772 855 859 1,145 1,153
10 Siemens Motoroia | Matsushita Fupi Matsushita_ GE Matsushita Kodak Mitsubisht | Mitsubishi
5t 613 608 632 771 758 841 795 1,092 1,054
' TEtSal _90,364_} 96,513 | 97,444 | 98,343 . 101,676 | 101,419 | 109,646 111,984 147,521 142,801
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Patent Llcensmg Revenues for
- US. Compames”< =
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Patent Llcensmg Revenues for U S _ ;
Umversmes Hosp1tals and Researeh Institutes
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LiC,énSing as aBusiness '

Is 1ntellectual property always Valuable"
(or Just expenswe")
* A patent is a right granted by a nat10nal

government to stop someone from dolng
o somethmg |

. A patent 1s valuable only if someone wants
to use the patented invention |

Copynght 2000 Fanﬁeld Resources International, Inc.




Licensing asa Business

What are the alter'natives to licensing your patents?
L Practlce the monopoly

— 3M Pﬁzer blotechs many startups and mche playel

- Selectlve llcensmg | . |
— Intel Motorola Shell .11 Texaco

e Llcensmg as a busmess

= General Electrlc Dow Chem1ca1 Texas Instruments Lucent &
= IBM i e |

__ Copyright 2000 Fairfield Resources International, Inc.




Common Myths About
Patents & Lloensmg

Myth o Reallty

The number of patents is the most =~ | Many major Asian companies are paying
1mportant factor in the licensing busmess | significant royaltles to US| companlec wrth fewer
e __|patents. ’
IP development is the passive result of The idea of a "patent factory" and "portfollo
R&D. One cannot control the qua11ty or mapping" has produced phenomenal | results for
| quantity of portfoho development. -| some companies. - e §
Licensing/R&D is a necessary cost of | Licensing/R&D can be managed as a proﬁt center,
doing business. | Royalty income goes straight to the bottom line.
IP with licensing value covers only core' ‘Both IBM and Lucent have non-core licensing
business areas. programs that are highly successful. |
One cannot do much about outgomg ‘Effective IP strategies can ensure a significant
royalty payments e reduot1on in royalty payments :
Patents are only for protectmg ex1st1ng | .Patents often play a central role in developing new
- markets | - markets through selectlve hcensmg, exclusion or

Copyright 2000 Fairﬁeld Resources International, Inc.




Intelleotual Property Proﬁle of Typlcat R
Fortune 100 High- Tech Companles

: Metrlcs S Present Potentlal

 Royalty income <$10MM | $100to $500MM

| '. % of market 1icen‘sed Unkno'wli_or <$% | 70%+

i :% of royalty income from |

_ non-core areas ‘v_. <% . | 10020% | |

| % of patents that generate

oty Usknownor<i% | Stolo% |

% of patents that are used

in own product design Unknownor<s% |~ 101020% |

| No.of patents per S1OMM | |
~ R&D oo« | 3t06

Copyright 2000 Fairfield Resources International, Inc.
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_. P Management Styles e

Valu'e'-.,_'_- o

.
¢ ™

icensing as \
a business

Proactive
core & non-core
. enforcement

-/ Proactive
“{core licensing
& exclusion

Casual
‘licensing

Live &
O let live

>
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~ Success Factors

Licensing | ¢

IP Asset?_.. e
(Exposure)

Corporate

Will
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Llcensmg as a Busmess
Royally Income Selecz‘ed Examples

& Texas Instruments B

—— Made over $7OO mllhon in patent hcensmg royaltles in
- almost $3 billion in cumulative royalties since the early

b # Lucent i

1995 and
1980s

- Manag’mg IP as a busmess un1t and generatmg hundreds of

o millions of dollars annually in patent hcensmg royaltle‘*

& General Electrlc/RCA

— Rana hlghly successful llcensmg program with s1gn1ﬁc
royalty revenues ey _

- Generatlng $1 3 b1111on annually in royalty 1ncome wh
over 7600% s1nce 1987 e

Copyright 2000 Fairfield Resour
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_Examples Of Non-Core Licensing/Sale

Company Non-Core Activities  Income

Honeywell = | Auto focus patents llcensed broadly | $400M+

| Exnner laser patents sold to LaserSlght 1M
IBM ' '

"'Wave d1v131on multxplexmg patents sold to Tellabs $6M

Cirrus Logic _:”_Graphlcs patents soldto S3 e saoM

Dytel - | Voice processing patents sold to Syntellect T e3M

Vanous non-core programs covering mus1cal

| instruments, consumer electronics, office products, _

- | healthcare, horticulture, automotive, manufacturmg, toys
PC software etc | |

Lucent - 'Conﬁde_n‘tial

| GE | nghly estabhshed non- core programs covenng various

| Confidential -
.markets -

Copyright 2000 Fairfield Resources International, Inc.




_ L1censmg asaBusmess o i

Longhorn Technology (A Hypothetlcal Llcensor)
& Longhom Technology has thousands of patents

& They get over 500 new U.S. patents a year |
¢ Some Longhorn patents are not available for llcense ]

- — particularly new ones,. Sl
which protect future technolog1es or products

e However Longhom has made licensing a proﬁtable business

— licensing its outstanding collect1on of patents covering its main
busmess to its compet1tors .

» for hundred of m1111ons of dollars annually

Copyright 2000 Fairfield Resources International, Inc.




Llcensmg as a Business _
| Longhorn Technology

¢ COuld they not’do better by' refusi_ng to 'licenSe their competitors?

Probably not for the followmg reasons:

—It’s 1mportant that certain technologles be proven by
W1despread use. T o

- Customers hke to have more than a smgle source

» Partlcularly for commodity products like computer memory'
- chips, motor oil, even personal computers'

o L1t1gat1ng to enforce a patent monopoly is very expensive
oy It is often referred to as “the sport of kings” .

Copyright 2000 Fairfield Resources International, Inc.




Licensing as a Business

e L'IBM Corporation

":".Verv1ew of IBM |
N Ry A maJ or multmatronal corporat1on ‘
. Operates in over 160 countries
0 Annual revenues of $82 billion
0 Actlve hcensmg program smce mld— 1xties

Copyright 2000 Fairfield Resources International, Inc. |




Llcensmg as a Busmess

IBM’s IP Assets i

K Approx1mately 33 000 patents worldwrde .
- Leader inU.S: patents 1ssued srnoe 1993

¢ Over 10,000 trademarks =~ o
. Vast portfoho of technology and software N

* All intellectual property controlled by HQ

¢

Centrahzed hcensmg management
- — Licensing activity run as a busrness
~ — Multinational staff e

| 0 Over 1300 actrve patent hcense arrangements o
= Almost half non—U S. o

‘Copyright 2000 Fairfield Resources International, Inc.
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Licensing as a Business

IBM’s Llcensmg Pohcy & Practlces

~ & Information handlmg systems
— Generally open hcensmg pohcy .
- Non—dlscrlmmatory terms |
- Reasonable worldwrde royalty rates
- 1% sales revenue per patent used ‘maximum of 5%
— $25,000 cred1table fee .
— No mtmmum payments T
- IBM gets a license optlon on same terms -

. Other fields (non-core) T
— Laser medrcal chermcal B

~ Copyright 2000 Fairfield Resources International, Inc.




L1cens1ng asa Busmess

et ~IBM Corporatlon
'_Llcensmg Objectlves o
. Maxrmlze return on mtellectual property
B IP is not like other assets:
o » Iti is not on the balance sheet
': » return hlghly proﬁtable L
0 short shelf life
| 0 Secure freedom of act1on through cross- llcensmg
- :”—- Assure developers not blocked
| o 0 Promote open systems and greater use of IBM technolOgy
' bygranting access 3
= software availability for customers

“'0 Gain access to other technolog1es

¢ Enable vendor and manufacturmg relat10nsh1ps
Copynght 2000 Fairfield Resources International, Inc.
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Llcensmg as a Busmcss

i--Practlces rewewed perlodlcally

0 1988 review concluded

-~ Rate of 1% sales was too low | o

~ — Others were capitalizing on IBM’s R&D

o Increased royalty rates L W

& Launched major licensing campaign
= Modest staff increase

" _ Involved divisional resources
» Analys1s 1nfr1ngement proof, patent review, 1ncreased filing

Results:

0 ‘Revenue grcw by 7600% since 1987
R — Al income credited to dmsmns
e Mmlmal lltlgatlon

Copyright 2000 Fairfield Resources International, Inc.




IBM’s Licensing Income

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

Copyright 2000 Fhirﬁeld Resources International, :Inc..
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L1cens1ng as a Busmess e

_' IBM’s New Dlrectlons. g

& Maintain U.S. patentmg leadershlp
- Focus on inventions W1th llcensmg Value

| 0 Aggresswe selectwe non-U S ﬁlmg

e Exploit non-traditional hcensmg opportumtles AR
| - Apply patents/technology outside industry

- » Laser medlcal/dental
" » Polymer chemlstry
“» Electronic entertainment -
" » Medical diagnostics and ingtruments

e Trademark hcensmg
"o Involve outside consultants and engineers

Copyright 2000 Fairfield Resources International, Inc.




_Licensing asa Busmess

i
i
|
|

: Lessons Learned at IBM . !
* Intellectual property 1S eas11y undervalued

| 0 A pers1stent profess1ona1 and reasonable
pro gram can yleld surprlsmg results |

« Litigation is a risk, not a necessity

Copyright 2000 Fairfield Resources International, Inc.
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Patent F actory

. .//_- . : . . . . . ) 1 f/-\“ .

Tradltlonal Approach |

l Inventions =~

., Patents Ca

__ _Patents are the passwe

result of R&D' o

Improved Approach

'ﬁ Patent Factory  -1 o

l Inventions

~( Patent Attorney >

Patent. -.

Both the quantlty and quahty of patents
are controlled by the patent factory!

1 |
Copyright 2000 Fairfield Resources International, Inc.
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Patent Factory
IBM Implemem‘atzon

R&Dspending» i I I I Il I I I I E

| 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

USPhtents' .. '. | I I E
I & l i N B l II

1988 1989 1990 1991 1992 1993 1994 1995 1996-; 1997 1998

Licensing Income

o =S j___. l I l I
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998
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- Licensing as a Business

Key Benefits of IP Outsourcing

Dimension |Genmeral ~  |Specific

Revenue | Experience, contacts, reputation - | Expertise in non-core areas

|Growth  |Enhanceaccesstorevenue | Identify new markets
- | opportunities | | | |

‘| Speed/Time Rapidly increase revenue | Potential to deliver
SRR R - | substantial revenue quickly

Cost | Control overhead and improve Success-based
| resource efficiencies compensation

Copyright'ZOOO Fairfield Resources International, Inc.




Licensing as a Business

‘Risk Management in Outsourcing

* The chent should control

- — Licensing terms

— Litigation
~ _ Press releases |

0 Trial candidates w1th m1n1ma1 1mpact on core 11cen smg:

- Non-core patents | |
" _ Patents from abandoned businesses or projects
- Industnes with mm1mum overlap with core 11censmg

. Performance metrlcs and suCCess- based compensation

Copyright 2000 Fairfield Resoutces International, Inc.




~ Licensing as a Business
Summary and Conclusion
e Licensing is a Strategy, not an event
& Royalty revenues are Pure Profit |
o Portfolio quality is the key '

# Extend your capabilities with outside help

| Copyright 2000 Fairfield Resources Intemational, Inc.
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