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University1 technology managers handle 

university intellectual property assets to 

a variety of licensing and business de-

velopment mechanisms to achieve these 

technology transfer goals. The need to 

-

needs and longer-term growth strategies 

seasoned technology management pro-

fessionals. These challenges are further 

compounded by the complex and diverse 

knowledge and skills inherent in the tech-

-

roles and responsibilities of technology 

managers.

Technology transfer agreements with 

discoveries from the laboratory to the 

startups—is not the end of the technology 

transfer value-creation process. Beyond 

-

agers also need to consider post-license 

value-creation strategies and manage alli-

ance relationships with licensees and col-

includes defending intellectual property 

forward-going value of these activities. 

The relatively recent practice of royalty 

value-creation tool and intellectual asset-

management strategy. In these transac-

or part of the royalty streams to a buyer 

-

tion transactions in the life science arena. 
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-

sale of existing royalties as well as from 

synthetic royalties created by companies to 

sell product revenue interests. This dramat-

number of royalty buyers who understand 
2 -

transactional expertise and experience. The

facilitators creates an excellent environ-

and others with healthcare royalty inter-

ests. This article presents points to consider 

post-license value-creation and intellec-

tual asset-management strategy to ad-

risk. Following discussion of the overarch-

ing concepts and issues related to royalty

Royalty Monetization as a 
Strategic Tool

-

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. 

-

-

actions is often 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 

success of products that generate royalty 

streams.

-

demic institutions and groups of faculty 

-

tion to access capital and mitigate risk. 

-

tion transactions has been increasing since 

-

based transactions accounted for the 

majority of this amount. This growth is 

members who report that licensing income 
3

that universities hold in worldwide bio-

today.3 Current annual global biopharma-

-

ence products in which universities hold a

royalty interest.

Royalty Monetization: The What 
and the Why

Transaction Structure: The What

-

an economic interest in future royalties 

future royalties in exchange for a certain 

the right to receive that portion of the 

royalties sold to the buyer. 

the licensed technology has been commer-

active. As the licensee generates revenue 

licensor in the form of royalty payments. 
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In situations when licensed products are in 

development or awaiting regulatory ap-

-

future royalty stream for products in late-

-

approval risk. 

Regardless of whether or not there is 

-

from the licensee. Given the availability of 

-

-

and upside potential. 

not have to be a complete sale of the 

to retain a future economic interest. The 

agreed-upon structure may allow the seller 

to limit the royalty interest being sold to 

providing a cap on aggregate payments 

and allowing the seller to retain royalties in 

excess of the cap. 

-

ments over time—exchanging potential 

-

-

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

their faculty inventors in particular. It 

-

ible design and structure of royalty mon-

-

-

Accessing Capital
-

vation is early access to capital to meet 

-

innovation capacity. While current income 

from licensing activities provides some 

is typically years into the future. In addi-

-

-

-

provide substantially larger amounts of 

cash over a much shorter period of time. 

Mitigating and Diversifying Risk
Universities and inventors may consider 

-

Universities typically derive substantial in-

come from only a small number of licenses. 

-

a customary and standard risk-mitigation 

revenue-generating vehicles or even royalty 

-

mitigating the risk that could result from 

-

tial source of income. 

Risks associated with university licensed 

Research
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healthcare product royalties are numer-

-

reimbursement by health insurance com-

-

in their inventions may account for the 

majority of their long-term asset hold-

key tenet of responsible investing is main-

balances risk and reward. Royalty moneti-

take some money off the table and invest 

management. While risks associated with 

unanticipated reduced license income may 

may be to individual inventors. As with 

a portion of long-term value and upside 

potential.

Providing Recognition
-

innovation. While academic recognition 

through traditional means (such as promo-

-

-

ment may take more than a decade. 

Managing Conflict of Interest 

Faculty members who speak of or advo-

cate for particular products are coming un-

der increased scrutiny with respect to real 

-

ship may create a barrier for those faculty 

members interested in educating their 

peers on the latest biomedical and scien-

-

est in an asset that is subject to such scru-

tiny provides a mechanism for effectively 

asset. Institutional and inventor involve-

ment in clinical trials of products in which 

-

tion for an approved drug currently gen-

interest that may be well-managed by the 

sale of the entire royalty interest. Universi-

when the product itself or the source of 

individual.

Inventors Matter
-

to access life-altering capital on a reason-

individual inventors. 

It should be noted that institutions 

royalty income may have different time 

-

tal and may have very different risk-miti-

-

tors cannot deliver to royalty buyers the 

full package of rights that can be provided 

by institutional owners of the intellectual 

Research
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-

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 

interest to educate their faculty inven-

transactions and cooperate with those 

individuals who seek to use royalty mon-

The Why Nots
Just as there are diverse motives for 

concerns that should give potential sell-

ers pause. These concerns should be 

considered carefully in the context of an 

-

ing number of transactions demonstrates 

that risks and concerns can be readily 

addressed with thoughtful transaction 

structures.

-

tion creates a discount in value over the 

life of the license. While this is almost al-

the additional value that accrues from 

well-structured deal that provides funds 

to further a robust strategic plan should 

balance the discount associated with the 

sales (which are the ultimate drivers of roy-

return compared with baseline assumptions 

other events that may materially impair 

reasonable possibility that a royalty without 

below the baseline assumption. 

Figure 1: Revenue Forecast Scenarios
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Also of concern is the potential for a 

royalty sale to be misinterpreted as a lack 

possible for external audiences to arrive 

-

tion around the transaction can reduce 

the likelihood of this perception. Making 

it clear that the transaction is part of an 

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 

-

intellectual property asset-management 

-

the product and the underlying intellectual 

and can be seen as a value-creation tool 

and asset-management strategy.

Time and cost concerns also create a 

Research
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-

ers and other institutional decision makers 

need to consider any individual transac-

tion in the context of a global asset- and 

there are several factors that impact the 

transactions. 

Investment Bankers
There is an established pool of experi-

enced life science royalty buyers (identi-

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 

-

-

actions involving hundreds of millions of 

smaller transactions. 

Valuation Consultants

The use of valuation consultants should 

be considered carefully. In addition to 

may help build sales and royalty forecast 

models. If such capabilities are not avail-

their engagement should be considered. 

is as much determined by demand as any 

other parameter. Third-party valuations 

as their independent reports establish the 

value for the asset.

Outside Legal Counsel

Outside legal counsel with particular 

expertise and experience in structured 

representing universities and inventors in 

-

-

experienced outside counsel can provide 

invaluable support to university general 

-

-

are best met when outside counsel is a 

member of the transaction team. Institu-

buyers have substantial legal resources at 

-

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)

the product; its market; and the underly-

-

rienced royalty buyer allows all parties in 

the transaction to proceed with a shared 

understanding and aligned interests of 

must appreciate that these are complex 

buyer to make money and the seller to 

-

tured transaction will enable both. 

Does When Matter?

transaction for maximum gain. Tradition-

Research
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-

investment returns is risky not only for 

for amateurs. 

Conventional wisdom holds that mon-

-

-

of the product. This depends upon many 

risk for both development and commer-

to name a few. 

yield higher valuations more likely to be 

although some of the same factors noted 

above may impact overall performance. 

predict the commercial trajectory of any 

a new chemical entity or market opportu-

nity. Sometimes early promise fails to bear 

-

ed in an enhanced rather than discounted 

return over the life of the product. 

The challenge of trying to time the 

-

A major pharmaceutical company markets 

-

ty percentage of its royalty on this drug for 

annual sales of the drug actually declined 

was clear that this was a timely sale for 

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 

-

factured and sold on a global basis by two 

major pharmaceutical companies. In late 

-

biopharmaceutical industry estimated that 

annual sales of the product would continue 

-

Research

In early 2000, a buyer submitted proposal to purchase the product royalty
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-

cepted an unsolicited offer by the company 

paying royalties to purchase a portion of 

future royalties on a successful therapeutic 

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 

and it is estimated that the sale has cost the 

-

compelling evidence that deal timing is a 

risky business. Rather than trying to time 

competitive nature of the current market 

transactions to meet their needs regard-

-

asset-management and capital-formation 

-

ture factors to consider include:

thus putting a cap on aggregate pay-

by the seller. This enables the seller to 

Limiting royalty interests being sold to 

-

-

patents for a designated period of years 

(while waiting for the next success in the 

in addition to absolute price.

Who’s Buying?

are theoretically capable of purchasing 

-

-

high level of understanding of the essen-

-

deal structures. Such knowledge helps to 

ensure that sellers and buyers enter into 

shared perspective. Given some varia-

buyers have considerable expertise and 

experience in structuring and consummat-

ing these complex transactions. In addi-

should also be considered as a potential 

-

hand knowledge about the asset. 

While a few investment banks have 

established capabilities to facilitate royalty 

typically seek to run auctions for sales. 

-

ers are usually associated with increased 

and time (in getting various buyers up to 

speed on the technology and market po-

increased time and cost of using an invest-

most selling institutions are likely to have 

the capabilities to manage less complex 

-

ditional fees and time delays.

Research
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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 

-

ing undertaken. In preparing for these 

address four critical issues: 

understand the motivations for and 1.

goals of the transaction; 

consider the interests of all stakehold-2.

conduct internal due diligence in 3.

advance of the sales process to fully 

understand their opportunities and 

review of the underlying license and 

model revenue projections so as to 

better understand potential income 

streams associated with a variety of 

regulatory and market scenarios. 

managers and their institutions are well-

positioned to advocate effectively and prag-

-

likely to assure the continued involvement 

of technology managers in the transac-

the needs and interests of the technology 

A How-To Guide 

Prepare for a possible transaction.1.

Educate yourself so that you can a.

enabling an informed discussion and 

consideration of the opportunity.

-b.

ments.

i.

-

sents to do so (which a buyer 

ii.

restrictions.

Identify ambiguities that may be iii.

of concern to a potential buyer.

Assemble history of royalty iv.

and other payments from the 

possible deductions (stacking 

c.

Identify all patent holdings i.

expiration dates and territories.

Consider a review of potentially ii.

competitive patent positions 

that may impact the value of the 

d.

Actual or projected product rev-i.

enues and royalties due

Current and future market and ii.

competition

Regulatory risksiii.

Reimbursement risks (uptake by iv.

e.

i.

including the need for license 

income to fund operations in 

future years

Inventors (both laboratory and ii.

Finance and administrationiii.

General counseliv.

v.

vi.

Trusteesvii.

Consider institutional review and f.

approval processes and key person-

how to share your considerations 

initiate the consideration process.

Identify internal process stakehold-g.

ers and advisory teams.
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Business issues (technology i.

-

ii.

iii.

-h.

review by potential buyers.

Structuring the transaction2.

a.

b.

counsel.

c.

and wants to communicate to out-

side counsel and potential buyers.

-d.

-

accounting and tax treatment; expe-

rienced outside counsel will develop 

and manage the purchase agree-

ment and related agreements.

Sales process3. 4

Auction: The auction process typi-a.

cally consists of multiple rounds of 

indication of interest and subse-

bids. Consider the:

i.

ii.

-b.

cess include:

i.

potential buyers 

ii.

Information memorandumiii.

License and related agree-1.

ments

2.

History of royalty payments3.

-

ment

Valuation information

Royalty buyers

Licensee and sublicenseesa.

Healthcare royalty buyersb.

i.

(www.capitalroyalty.com

-ii.

ners (www.cowenroyalty.com

iii. www.dricapital.com

iv.

(www.paulcapitalhealthcare.com

v.

(www.royaltypharma.com

Several of these Web sites provide case 

studies or lists of transactions that demon-

-

tions can be deployed to achieve a variety 

of goals and objectives.

Conclusions
Universities and technology managers 

-

-

tual asset-management strategy. Royalty 

active market helps to ensure that sell-

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 

potential buyers who are knowledgeable 

and experienced. 

In summary, 

asset-management strategy that should 

be considered as part of the post-license 

process.

-

-

is far more likely to achieve the goals of 

institutions and inventors than trying to 
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Universities should alert faculty inven-

royalties and provide reasonable coop-

eration.

able to create value long after the ink has 

dried on licenses.

Notes
1 university includes degree-grantingy

-

and the like.
2

and diagnostics.
3

California.
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