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University! technology managers handle
university intellectual property assets to
achieve a multiplicity of goals, including:
public benefit, faculty satisfaction and
recognition, community and economic
development, industry ties, and income
generation. Technology managers utilize
a variety of licensing and business de-
velopment mechanisms to achieve these
technology transfer goals. The need to
balance different, and oftentimes, compet-
ing or incompatible goals, as well as the
need to consider both short-term financial
needs and longer-term growth strategies
can present a significant challenge even to
seasoned technology management pro-
fessionals. These challenges are further
compounded by the complex and diverse
knowledge and skills inherent in the tech-
nology transfer process, the unpredictabil-
ity of intellectual property, and the diverse
roles and responsibilities of technology
managers.

Technology transfer agreements with
companies, investors, and entrepreneurs
are critical to universities’ ability to move
discoveries from the laboratory to the
market. However, consummation of these
transactions—collaborations, licenses, and
startups—is not the end of the technology
transfer value-creation process. Beyond
negotiating agreements, technology man-
agers also need to consider post-license
value-creation strategies and manage alli-
ance relationships with licensees and col-
laborators. Post-transaction management
includes defending intellectual property
and transfer agreements, as well as the
forward-going value of these activities.
The relatively recent practice of royalty
monetization is a powerful post-licensing
value-creation tool and intellectual asset-
management strategy. In these transac-
tions, the owners of royalty streams sell all
or part of the royalty streams to a buyer
(financing source) in return for cash (paid
upfront and/or in tranches).

Since 2000, there has been substantial
growth of the market for royalty monetiza-
tion transactions in the life science arena.
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During 2000-2003, there were more than
$500 million in product revenue stream
monetizations; whereas, there was a ten-
fold increase to more than $5 billion from
2004-2007. These sales include both the
sale of existing royalties as well as from
synthetic royalties created by companies to
sell product revenue interests. This dramat-
ic increase is a reflection of the increased
number of royalty buyers who understand
healthcare products,? markets, and com-
panies. There are also royalty monetization
facilitators (i.e., bankers, attorneys, and
valuation consultants) who can provide
transactional expertise and experience. The
increased availability of capital, buyers, and
facilitators creates an excellent environ-
ment for sellers—patent owners, licensors,
and others with healthcare royalty inter-
ests. This article presents points to consider
in determining whether, when, and how

to incorporate royalty monetization as a
post-license value-creation and intellec-
tual asset-management strategy to ad-
vance university technology transfer goals,
optimize innovation capacity, and mitigate
risk. Following discussion of the overarch-
ing concepts and issues related to royalty
monetization is a how-to guide.

Royalty Monetization as a
Strategic Tool

In its most basic sense, royalty monetiza-
tion is a transaction that converts an intel-
lectual property asset that is expected to
generate a stream of future royalty income
into current cash with a present value.

For most technology managers, the fo-
cus on financial terms in licensing trans-
actions is often near- and midterm eco-
nomics—fees (upfront, annual, milestone,
sublicense sharing, and royalty rate),
patent cost reimbursement, and equity
realization. Yet, for successful healthcare
product licenses, near- and midterm eco-
nomics represent a relatively small portion
of actual economic potential over the life
of the license. Long-term value creation
typically is predicated on the commercial
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success of products that generate royalty
streams.

In the past decade, nearly thirty aca-
demic institutions and groups of faculty
inventors have utilized royalty monetiza-
tion to access capital and mitigate risk.
The value of university royalty monetiza-
tion transactions has been increasing since
2000. In 2007 alone, almost $2 billion in
healthcare product royalty monetization
and revenue interest financing transac-
tions were concluded, and two university-
based transactions accounted for the
majority of this amount. This growth is
reflected in the increasing portion of AUTM
members who report that licensing income
is being monetized at their institutions.?

Most importantly, the financial interest
that universities hold in worldwide bio-
pharmaceutical sales is growing, rising
from 1.4 percent in 2001 to 3.6 percent
today.? Current annual global biopharma-
ceutical sales are in excess of $500 billion,
corresponding to $18 billion in royalties
each year, not including sales of medical
devices, diagnostics, and other life sci-
ence products in which universities hold a
royalty interest.

Royalty Monetization: The What
and the Why

Transaction Structure: The What

Royalty monetization is an emerging fi-
nancing approach whereby a patent owner,
licensor, or other entity or individual with
an economic interest in future royalties
sells or securitizes all or a portion of those
future royalties in exchange for a certain
set of payments. In a royalty monetization
transaction, the seller transfers/assigns
the right to receive that portion of the
royalties sold to the buyer.

In some cases, such as those in which
the licensed technology has been commer-
cialized, the royalty stream may already be
active. As the licensee generates revenue
on licensed products, income flows to the
licensor in the form of royalty payments.
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In situations when licensed products are in
development or awaiting regulatory ap-
proval, a royalty stream may be projected,
but not yet realized. It is increasingly pos-
sible and may be beneficial for universities
to monetize a portion of a not-yet-realized,
future royalty stream for products in late-
stage development, with a tranche pay-
ment structure that minimizes discount for
approval risk.

Regardless of whether or not there is
current cash flow from a product, roy-
alty monetization provides cash in return
for a defined portion of future payments
from the licensee. Given the availability of
capital for these structured finance trans-
actions, sellers are able to construct deals
that allow them to meet their current fi-
nancial needs while potentially, depending
on structure, preserving long-term value
and upside potential.

For example, royalty monetizations do
not have to be a complete sale of the
royalty, but rather can comprise only a
portion of the royalties, allowing the seller
to retain a future economic interest. The
agreed-upon structure may allow the seller
to limit the royalty interest being sold to
certain products, defined countries/regions,
or even a certain period of time, thus
providing a cap on aggregate payments
and allowing the seller to retain royalties in
excess of the cap.

Payments also can be structured as pay-
ments over time—exchanging potential
revenue for defined revenue—to allow for
covering defined obligations such as tech-
nology licensing office personnel, opera-
tions, and patent expenses for a designated
period of years. This approach provides a
mechanism for covering these costs in the
intervening period while waiting for the
next success in the license pipeline.

Sellers’ Motivations: The Why

The diversity of sellers’ motivations
reflects the different needs and interests
of sellers in general, and universities and
their faculty inventors in particular. It
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should be noted that the increasingly flex-

ible design and structure of royalty mon-

etization transactions allow diverse institu-

tional stakeholders to address their unique

objectives, including:

e Accessing capital in the near-term,

e Mitigating and diversifying risk,

e Providing financial recognition for a sig-
nificant innovation, and

e Managing conflict of interest.

Accessing Capital

For institutional sellers, a prime moti-
vation is early access to capital to meet
current financial obligations, develop and
fund programs, recruit faculty, build facili-
ties, capitalize innovation/gap funds, and
otherwise expand education, research, and
innovation capacity. While current income
from licensing activities provides some
near-term cash flow, the significant payout
is typically years into the future. In addi-
tion, given mandated use of proceeds of li-
cense revenues, as required by institution-
al patent policies, license income provides
little, if any, flexibility, such as the funding
of initiatives. In contrast, royalty moneti-
zation transactions can be structured to
provide substantially larger amounts of
cash over a much shorter period of time.

Mitigating and Diversifying Risk
Universities and inventors may consider
royalty monetization to mitigate and diver-
sify the risk associated with a specific asset.

Universities typically derive substantial in-
come from only a small number of licenses.

As with any portfolio of assets, but espe-
cially a concentrated one, diversification is
a customary and standard risk-mitigation
approach. A portion of monetized royalties
may be invested in other assets, including
revenue-generating vehicles or even royalty
monetization funds themselves, thus diver-
sifying the institution’s asset portfolio and
mitigating the risk that could result from
the diminution or loss of a single, substan-
tial source of income.

Risks associated with university licensed
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healthcare product royalties are numer-
ous, including patent and license challeng-
es, regulatory stumbles (pulled from the
market, product recall, label restriction),
delayed launch, sales underperformance,
unanticipated competition, and reduced
reimbursement by health insurance com-
panies and managed-care organizations.
For many faculty inventors, future in-
come streams flowing from their interest
in their inventions may account for the
majority of their long-term asset hold-
ings. The failure to realize these income
streams may have a significant impact on
the individual’s overall financial health. A
key tenet of responsible investing is main-
taining a diversified asset portfolio that
balances risk and reward. Royalty moneti-
zation offers inventors the opportunity to
take some money off the table and invest
it elsewhere, enabling them to engage
in prudent financial planning and asset
management. While risks associated with
unanticipated reduced license income may
not be catastrophic to universities, they
may be to individual inventors. As with
institutional transactions, inventors can
structure a royalty monetization to retain
a portion of long-term value and upside
potential.

Providing Recognition

For both institutions and inventors, roy-
alty monetization is a dramatic expression
of financial recognition for a significant
innovation. While academic recognition
through traditional means (such as promo-
tion) can occur relatively soon after im-
portant discoveries are made, substantive
financial recognition of academic achieve-
ment may take more than a decade.

Managing Conflict of Interest

The decision to monetize a royalty may
also be influenced by nonfinancial factors,
such as conflict-of-interest management.
Faculty members who speak of or advo-
cate for particular products are coming un-
der increased scrutiny with respect to real
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or perceived personal financial interest. In
some cases, the institution may stand to
benefit from the success of the product in
question even when the individual has no
direct financial interest in it. In the current
environment, even this indirect relation-
ship may create a barrier for those faculty
members interested in educating their
peers on the latest biomedical and scien-
tific advances.

Royalty monetization of the entire inter-
est in an asset that is subject to such scru-
tiny provides a mechanism for effectively
managing, possibly even avoiding, both
real and perceived conflicts while allowing
the institution to realize the value of the
asset. Institutional and inventor involve-
ment in clinical trials of products in which
they have an existing or potential financial
interest, including study of a new indica-
tion for an approved drug currently gen-
erating royalties, also creates a conflict of
interest that may be well-managed by the
sale of the entire royalty interest. Universi-
ties and inventors may also utilize royalty
monetization to resolve conflicts that arise
when the product itself or the source of
the royalty is in opposition to the mission,
ethics, or beliefs of the organization or
individual.

Inventors Matter

As discussed above, unlike universi-
ties, faculty inventors as individuals have
few alternatives to royalty monetization
to access life-altering capital on a reason-
able basis. In addition, as important as
risk mitigation and diversification may be
to institutions, it is even more critical to
individual inventors.

It should be noted that institutions
and inventors with beneficial interests in
royalty income may have different time
horizons with respect to the need for capi-
tal and may have very different risk-miti-
gation/diversification needs. While inven-
tors cannot deliver to royalty buyers the
full package of rights that can be provided
by institutional owners of the intellectual
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property, they are well-positioned, with
some institutional support, to participate
in the structuring of these transactions.
Clearly, faculty inventors are a critical
component of an institution’s intellectual
assets. As such, the needs of these in-
novative individuals must be considered in
the context of licensing deals and post-li-
censing value-creation strategies. Whether
or not institutions wish to proceed with
royalty monetizations, it is in their best
interest to educate their faculty inven-
tors about the risks and benefits of these
transactions and cooperate with those
individuals who seek to use royalty mon-
etization to meet their financial objectives.

The Why Nots

Just as there are diverse motives for
pursuing royalty monetization, there are
concerns that should give potential sell-
ers pause. These concerns should be
considered carefully in the context of an
overall risk-benefit assessment. The grow-
ing number of transactions demonstrates
that risks and concerns can be readily
addressed with thoughtful transaction
structures.

A key concern is that royalty monetiza-
tion creates a discount in value over the
life of the license. While this is almost al-
ways the case, it must be balanced against
the additional value that accrues from
accessing capital to fund today’s needs. A
well-structured deal that provides funds
to further a robust strategic plan should
provide sufficient return on investment to
balance the discount associated with the
monetization.

Thus, the real issue is the magnitude of
the discount, rather than the discount per
se. Moreover, it is important to recognize
that, of the possible scenarios for product
sales (which are the ultimate drivers of roy-
alty income), only one provides a superior
return compared with baseline assumptions
(Figure 1). Given the potential for product
failure, delay, and under performance and
other events that may materially impair
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the value of the royalty stream, there is a
reasonable possibility that a royalty without
monetization will generate income at or
below the baseline assumption.
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Also of concern is the potential for a
royalty sale to be misinterpreted as a lack
of confidence in the product. While it is
possible for external audiences to arrive
at this conclusion, effective communica-
tion around the transaction can reduce
the likelihood of this perception. Making
it clear that the transaction is part of an
overall licensing, business-development,
and capital-formation strategy should go a
long way to providing appropriate context
in which to assess its true meaning and
value.

The status of the buyer also impacts a
seller’s ability to position a royalty moneti-
zation in a positive light and as a strategic
intellectual property asset-management
activity. If the buyer is recognized as
highly knowledgeable, in both the scien-
tific and commercial aspects of the life
sciences, his or her interest in owning a
portion of a specific royalty stream after
an extensive due-diligence process may,
in fact, provide additional validation for
the product and the underlying intellectual
property asset. Royalty monetization is
and can be seen as a value-creation tool
and asset-management strategy.

Time and cost concerns also create a
barrier to pursuing royalty monetization,

46



Royalty Monetization: A Post-
License Value-Creation Strategy
Louis P. Berneman, EAD

even when the benefit of the transaction

is recognized. Again, technology manag-
ers and other institutional decision makers
need to consider any individual transac-
tion in the context of a global asset- and
financial-management strategy. That said,
there are several factors that impact the
actual time and cost requirements of these
transactions.

Investment Bankers

There is an established pool of experi-
enced life science royalty buyers (identi-
fied below) and bankers active in this
area. The company making royalty pay-
ments should also be approached. Institu-
tions may opt to directly contact the pool
of known buyers. Such a direct approach
may avoid costs and delays incurred when
using an investment bank or financial
adviser to identify a buyer. However, ex-
perience has shown that, in large trans-
actions involving hundreds of millions of
dollars, investment bankers, serving as
financial advisers, can add value in terms
of maximizing bids. Investment bankers’
fees, however, are generally prohibitive in
smaller transactions.

Valuation Consultants

The use of valuation consultants should
be considered carefully. In addition to
providing a value, valuation consultants
may help build sales and royalty forecast
models. If such capabilities are not avail-
able from internal institutional resources,
their engagement should be considered.
The monetization of life science royalties
has become reasonably efficient in recent
years, and the value of a particular asset
is as much determined by demand as any
other parameter. Third-party valuations
are required in monetizations transactions
as their independent reports establish the
value for the asset.

Outside Legal Counsel
Outside legal counsel with particular
expertise and experience in structured
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finance, generally, and a track record
representing universities and inventors in
royalty monetization transactions, specifi-
cally, can help make the process more ef-
ficient with respect to time and cost. These
are complex, specialized transactions, and
experienced outside counsel can provide
invaluable support to university general
counsel and inventors’ personal attorneys
and tax and finance advisers. Experience
suggests that, in the absence of knowl-
edge about structured finance among
members of the office of the general coun-
sel, the needs of universities and inventors
are best met when outside counsel is a
member of the transaction team. Institu-
tions and inventors should recognize that
buyers have substantial legal resources at
their disposal, and institutions and inven-
tors need comparable expertise represent-
ing their interests. This balanced approach
is essential to executing deal terms that
meet the needs of all parties involved in
the transaction.

Buyers’ Expertise (or Lack Thereof)
Buyers’ knowledge and understanding of
the product; its market; and the underly-
ing patents, license, and technology also
impact the hassle factor of monetizing a
royalty. Selecting a well-qualified, expe-
rienced royalty buyer allows all parties in
the transaction to proceed with a shared
understanding and aligned interests of
risks, rewards, needs, and wants. Sellers
must appreciate that these are complex
financial transactions and that buyers
are seeking to maximize their returns on
investment. Of course, the ability of the
buyer to make money and the seller to
achieve appropriate short-term value and,
in some cases, retain long-term value, are
not mutually exclusive, and a well-struc-
tured transaction will enable both.

Does When Matter?

A key question about the potential value
of royalty monetization relates to timing a
transaction for maximum gain. Tradition-
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ally, technology managers have focused
heavily on optimizing value by market tim-
ing. However, as experience in the stock
and real estate markets has shown, trying
to time purchases and sales to maximize
investment returns is risky not only for
investment professionals, but especially
for amateurs.

Conventional wisdom holds that mon-
etizing early in the development-to-com-
mercialization continuum typically may
yield lower valuations, creating the poten-
tial for a significant discount over the life
of the product. This depends upon many
factors including: phase of development,
risk for both development and commer-
cialization, the capabilities of the marketer,
and the nature of the market opportunity,
to name a few.

Similarly, it is generally accepted that
monetizing later in the continuum may
yield higher valuations more likely to be
in alignment with actual performance,
although some of the same factors noted
above may impact overall performance.
However, it is very difficult to accurately
predict the commercial trajectory of any
given healthcare product, particularly if it is
a new chemical entity or market opportu-
nity. Sometimes early promise fails to bear
the expected fruit, leading to a situation in
which monetizing earlier might have result-
ed in an enhanced rather than discounted
return over the life of the product.

The challenge of trying to time the
market is exemplified in the following ex-
ample. In mid-2000, a leading university
monetized its royalty on an antiviral drug.
A major pharmaceutical company markets
the drug worldwide, which was approved
in the mid-1990s. Under the terms of the
monetization, the university sold a majori-
ty percentage of its royalty on this drug for
more than $100 million. Although robust
sales for 2000 and beyond were projected,
annual sales of the drug actually declined
precipitously (Figure 2). Looking back, it
was clear that this was a timely sale for
the university, and the majority of risk had
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been transferred to the buyers as a result
of the transaction.

Other examples—and there are many—
highlight the dangers of trying to out-
smart the market with timing strategies
and suboptimal deal structures. One case
involves a well-known therapeutic product,
which the Food and Drug Administration
approved in the mid-1990s, that is manu-
factured and sold on a global basis by two
major pharmaceutical companies. In late
1999, a research report from an invest-
ment bank with significant expertise in the
biopharmaceutical industry estimated that
annual sales of the product would continue
to rise over the next five years. In early
2000, a royalty buyer submitted a proposal
to monetize the royalty. At the time of the
offer, actual sales had dipped below the
bank’s estimate (Figure 3). The holder of
the royalty interest chose not to monetize
the asset. In subsequent years, actual sales
have been significantly below market fore-
casts and the potential buyer’s estimates.
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In another case, a top-tier institution ac-
cepted an unsolicited offer by the company
paying royalties to purchase a portion of
future royalties on a successful therapeutic
product. At the time of the offer, the product
had been on the market for a number of
years and the amount offered in return for
the royalty was substantial. Given the ex-
pectation that sales would decline over time
and the large amount of money offered by
the buyer, the seller agreed to the terms of
the monetization. The product has continued
to be a mainstay therapy in its indication,
and it is estimated that the sale has cost the
institution $1 billion in lost royalties.

Beyond playing Monday-morning quarter-
back, these retrospective analyses provide
compelling evidence that deal timing is a
risky business. Rather than trying to time
the market, sellers should leverage the
competitive nature of the current market
for royalty monetizations and structure
transactions to meet their needs regard-
less of whether product performance is at,
above, or below expectations. Deal struc-
ture—when done well—will trump timing,
transforming royalty monetization from a
form of legalized gambling to a strategic
asset-management and capital-formation
tool. As previously mentioned, deal struc-
ture factors to consider include:
¢ Selling only a portion of the royalties,

thus putting a cap on aggregate pay-

ments made to the buyer, with excess
royalties (above the cap) to be retained
by the seller. This enables the seller to
retain a defined future economic interest.

e Limiting royalty interests being sold to
certain indications, certain countries/re-
gions, and/or a certain period of time.

e Providing annual payments designed to
cover technology licensing office ex-
penses for personnel, operations, and
patents for a designated period of years
(while waiting for the next success in the
license pipeline).

e Selecting the buyer based on reputation,
probability of success, and deal factors
in addition to absolute price.
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Who'’s Buying?

While a variety of financial organizations
are theoretically capable of purchasing
royalties, in reality, the majority of roy-
alty monetization transactions have been
executed by a small number of specialized
funds, including Capital Royalty, Cowen
Healthcare Royalty Partners, DRI Capi-
tal, Paul Capital Healthcare, and Royalty
Pharma. These funds, generally, have a
high level of understanding of the essen-
tial, underlying elements of these trans-
actions—patents, technologies, licenses,
products, markets, risks, benefits, and
deal structures. Such knowledge helps to
ensure that sellers and buyers enter into
the royalty monetization process with a
shared perspective. Given some varia-
tion in parameters other than price, these
buyers have considerable expertise and
experience in structuring and consummat-
ing these complex transactions. In addi-
tion, the marketer of the product that pays
the royalty, the licensee, or sublicensee,
should also be considered as a potential
buyer as the company certainly has first-
hand knowledge about the asset.

While a few investment banks have
established capabilities to facilitate royalty
monetization transactions, they are not
buyers themselves. Rather, these banks
typically seek to run auctions for sales.
Bankers active in this field include Morgan
Stanley, Goldman Sachs, and Citigroup.
Royalty monetizations managed by bank-
ers are usually associated with increased
costs (in the form of transaction fees)
and time (in getting various buyers up to
speed on the technology and market po-
tential of the auctioned asset). While the
increased time and cost of using an invest-
ment bank may provide benefit in the case
of a multiple hundred million dollar sale,
most selling institutions are likely to have
the capabilities to manage less complex
deals directly, obviating the time for ad-
ditional fees and time delays.
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Points to Consider Before
Undertaking Royalty
Monetization (The How)

Four Critical Issues

Successful execution of these transac-
tions necessitates a forthright appraisal
of what is at stake, who stands to be
affected, and why the transaction is be-
ing undertaken. In preparing for these
transactions, technology managers must
address four critical issues:

1. understand the motivations for and
goals of the transaction;

2. consider the interests of all stakehold-
ers, including faculty inventors;

3. conduct internal due diligence in
advance of the sales process to fully
understand their opportunities and
limitations, including a comprehensive
review of the underlying license and
patents, and;

4. model revenue projections so as to
better understand potential income
streams associated with a variety of
regulatory and market scenarios.

With this information in hand, technology
managers and their institutions are well-
positioned to advocate effectively and prag-
matically for their institutions’ and their in-
ventors’ interests. Such preparation is also
likely to assure the continued involvement
of technology managers in the transac-
tion, thereby increasing the likelihood that
the needs and interests of the technology
licensing office will be considered.

A How-To Guide
1. Prepare for a possible transaction.
a. Educate yourself so that you can
help to educate others, thereby
enabling an informed discussion and
consideration of the opportunity.
b. Analyze license and related agree-
ments.

i. Determine your ability to assign
the license and requisite con-
sents to do so (which a buyer
may require).
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ii. Determine confidentiality
restrictions.
iii. Identify ambiguities that may be
of concern to a potential buyer.
iv. Assemble history of royalty
and other payments from the
licensee and any sublicensees,
including sales and audit reports,
if any, royalty rate, royalty base,
possible deductions (stacking
and combination discounts).
c. Analyze the relevant patent portfolio.
i. Identify all patent holdings
including filing, issuance, and
expiration dates and territories.
ii. Consider a review of potentially
competitive patent positions
that may impact the value of the
institution’s patent.
d. Develop a valuation model/tool.
i. Actual or projected product rev-
enues and royalties due
ii. Current and future market and
competition
iii. Regulatory risks
iv. Reimbursement risks (uptake by
healthcare providers)
e. Understand stakeholders’ interests,
goals, objectives, needs, and wants.
i. Technology transfer office,
including the need for license
income to fund operations in
future years
ii. Inventors (both laboratory and
personal shares)
iii. Finance and administration
iv. General counsel
v. Deans/department chairs
vi. Provost/president
vii. Trustees
f. Consider institutional review and
approval processes and key person-
nel, including to whom, when, and
how to share your considerations
and what authorizations you need to
initiate the consideration process.
g. Identify internal process stakehold-
ers and advisory teams.
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i. Business issues (technology
transfer office, external consul-
tants)

ii. Legal issues (general counsel,
outside counsel)

iii. Financial issues (finance and
administration)
h. Develop nonconfidential and con-
fidential information packages for
review by potential buyers.

2. Structuring the transaction

a. Consider the institution’s and the
inventor’s goals.

b. With general counsel, retain outside
counsel.

c. Develop transaction goals, needs,
and wants to communicate to out-
side counsel and potential buyers.

d. With outside counsel, evaluate pos-
sible deal types (sale, securitization),
structures, sales, and approval pro-
cesses and related issues, including
accounting and tax treatment; expe-
rienced outside counsel will develop
and manage the purchase agree-
ment and related agreements.

3. Sales process*

a. Auction: The auction process typi-
cally consists of multiple rounds of
bids, with the first round used for
indication of interest and subse-
quent rounds comprising binding
bids. Consider the:

i. Pros (perhaps a better price)
ii. Cons (more time and confusion)

b. Documents used in the auction pro-
cess include:

i. Confidentiality agreements with
potential buyers
ii. Process letter (informs bidders
of intended process)
iii. Information memorandum
1. License and related agree-
ments
2. Patent portfolio
History of royalty payments
4. Draft royalty purchase agree-
ment
5. Valuation information

w
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4. Royalty buyers
a. Licensee and sublicensees
b. Healthcare royalty buyers
i. Capital Royalty LP
(www.capitalroyalty.com)
ii. Cowen Healthcare Royalty Part-
ners (www.cowenroyalty.com)
iii. DRI Capital (www.dricapital.com)
iv. Paul Capital Healthcare
(www.paulcapitalhealthcare.com)
v. Royalty Pharma
(www.royaltypharma.com)
Several of these Web sites provide case
studies or lists of transactions that demon-
strate how royalty monetization transac-
tions can be deployed to achieve a variety
of goals and objectives.

Conclusions

Universities and technology managers
should feel confident that royalty moneti-
zation is an established, effective intellec-
tual asset-management strategy. Royalty
monetization offers flexibility with respect
to deal structure and terms. Currently, an
active market helps to ensure that sell-
ers will find one or more buyers able and
willing to meet their needs. A high level
of knowledge on both sides of the table is
critical to structuring win-win transactions.
Universities and technology managers will
benefit from conducting rigorous internal
due diligence, addressing the interests of
their various stakeholders, and identifying
potential buyers who are knowledgeable
and experienced.

In summary,

e Royalty monetization is an intellectual
asset-management strategy that should
be considered as part of the post-license
process.

e Structuring royalty monetization trans-
actions as win-win, as technology man-
agers endeavor to do in all negotiations,
is far more likely to achieve the goals of
institutions and inventors than trying to
time the market to optimize gains.
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e Universities should alert faculty inven-
tors to the opportunity to monetize
royalties and provide reasonable coop-
eration.

Royalty monetization transactions are
able to create value long after the ink has
dried on licenses. ™

Notes

* In this article, university includes degree-granting
academic institutions and not-for-profit research insti-
tutions, organizations, foundations, teaching hospitals,
and the like.

2 Products include therapeutics, vaccines, devices,
and diagnostics.

3 Royalty Monetization Workshop D8, March 1, 2008,
at the AUTM Annual Meeting in San Diego, California.

4 Royalty Monetization Workshop B8, February 29,
2008, at the AUTM Annual Meeting in San Diego,
California.
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