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Patents and Corporate Value: An Exploration of Public Policy, Business Strategy, and Financial Reporting Issues


(GBUS 8440, March 2007)
Required texts and technical notes distributed prior to class
Jaffee, Adam B. and Josh Lerner. Innovation and Its Discontents: How Our Broken Patent System is Endangering Innovation and Progress, and What to do about It. Princeton: Princeton University Press, 2004.
An Overview of Patent Quality: Assessment, Valuation and Financial Reporting Considerations (UVA-DRAFT)

Case materials for distribution in advance
 “Genmor’s Acquisition of Vascorex” (UVA-C-2226)

“DuPont’s Patent Donations” (UVA-C-2224)

“General Electric’s Acquisition of Amersham PLC” (UVA-F-1458)
Articles and book chapters for distribution in advance
Chapter 8: “Due Diligence”, Applied Mergers and Acquisitions by Robert Bruner

Chapter 9: “Valuing Firms”, Applied Mergers and Acquisitions by Robert Bruner

“Some Corporations Take Generous Tax Write-Offs for Donated Patents, An Industry Gadfly Says,” 
“Patent Donations are Novel Corporate Gift”
“Please Donate Patents on the Shelf; Intellectual Property / E-commerce; Tax Benefits Can Be Focused for Greater Good; ‘Orphan’ Benefits; Hard to Value; Better Focus” 
“The Cost of Ideas—Intellectual Property”

Materials to be distributed separately in class:
Briefing materials on group project
Course Introduction and Syllabus for:

Patents and Corporate Value: An Exploration of Public Policy, Business Strategy, and Financial Reporting Issues


(GBUS 8440, March 2007)

Course Mission and Goals
The aim of this course is to prepare you to anticipate and frame responses to challenges to your firm’s intellectual property.  Changes in U.S. Government policy toward granting patents have triggered massive changes in managerial and investor behavior.  Corporations now manage their patent portfolios as an extension of competitive strategy, often displaying litigious, aggressive, and inexplicable actions.  Investors, striving to estimate the intrinsic value of firms, struggle with assessing the health of a firm’s intellectual capital and sometimes produce valuations that vary widely from reality.  In consequence, corporate and investor decisions must take into account the uncertainties associated with government policy, and with strategic behavior by firms.  
This course affords an introduction to intellectual property (IP) due diligence and its implications for corporate financial reporting and valuation.  Specifically, the course will: 
· Explore the current state of government and corporate policies regarding patenting innovations.

· Consider the range of corporate strategies these policies trigger and the possible competitive responses.

· Assess the challenges—and possible remedies—for corporate reporting and valuation that arise from the corporate approaches.

The course is limited to 25 students drawn from the second year of the full-time MBA program and the MBA for Executives Program. Select alumni of the school may also participate in the course.  Class meetings will be held on Darden grounds and in Washington D.C. and suburbs and will entail speakers from and/or visits to the U.S. Patent and Trademark Office, the U.S. Senate and House, and the Treasury Department, a private equity firm, and IP-intensive consulting firms.  

This course will be especially relevant to students anticipating careers in technology management, business strategy, consulting, and in valuation (such as securities analysis and investment banking).

Elements of the Course Grade
Contribution to discussions and field visits:

  40%

Individual Paper/Project



  20 
Group Project





  40
Total






100%

The Group Project
Objectives:  This group assignment exercises the framework of the course and the skills in assessment of a portfolio of intellectual property.  You are assigned to serve a “client” in the assessment of the firm’s IP portfolio as a foundation for a possible strategic move by that firm.  

Required Readings for the project:
1. Briefing materials on the client firm.  These materials have been provided by the client.  Please review the materials to form a view of the firm’s strategic situation and its intellectual property.  These materials will be distributed separately in advance of class.

2. Technical note on assessment of portfolios of intellectual property.

3. M*CAM report on the firm’s intellectual property.  

You are not limited to studying only these materials.  We encourage you to survey information in the public domain, particularly the Internet, government databases, and security analyst reports.  The search and review of these sources is an important learning process for the course.
Assignment:  The faculty will form teams of five persons each for the purpose of preparing analysis and recommendations to the client.  Representatives of the client firm will offer briefing comments on Monday, and will attend the final presentation on Friday afternoon. Your audience is an executive of the client firm.
1. Assess the intellectual property held by this firm.

2. Prepare an analysis of reported financial results and valuation of the firm reflecting your assessment.    

3. Present your analysis to a representative of the actual firm.  The presentation will be scheduled for Friday morning.  A briefing book to consist of no more than 20 pages, including exhibits, should accompany the presentation.  The briefing book may be black-and-white, and be stapled rather than bound.  The presentation time each team has available is 45 minutes.  Each team should anticipate active questioning from the visiting client and faculty, and may present information or appendices not contained in the original briefing book.

4. On Friday we will meet over lunch to debrief the presentations and consider lessons for best practice.

Questions and topics for your analysis and presentation will include, but not be limited to:
1) What are the financial reporting policies of the client firm?  What is today’s value of the equity of the firm as measured by a variety of techniques?  What are the trends in equity value over the firm’s recent history?
2) How has the firm’s portfolio of intellectual property affected its reported financial results and its equity valuation?
3) Assess the robustness of the firm’s patent claims.  What are the implications of your assessment for the firm’s reported financial results and valuation?
4) What strategic actions and recommendations would you offer to your client?
The Individual Paper Project
Objectives:  This assignment allows you to demonstrate your individual mastery of tools and concepts in the course.    

Assignment:  An intellectual property due diligence sheet lists key issues to consider when assessing a patent portfolio. Using the concepts introduced during this course, you will be asked to create your own annotated due diligence sheet which you could later use in assessing a firm’s patent portfolio.  By “annotated” we request you describe the rationale for why you have listed the issues you include in your due diligence sheet.  

Requirement of independence.  The assignment and materials will be distributed during class. There must be absolutely no discussion of this assignment among other members of this course, discussion with persons outside the course, or consultation of materials outside the assignment.  You will be required to sign the standard honor pledge as part of submission of your paper.
Due:  On Monday, March 28, 2007, a paper of no more than 1000 words (inclusive of titles, footnotes—every text item) though three graphic or tabular exhibits are exempt from the word limit.
Alumni Enrollment

At the discretion of the instructors some Darden alumni may participate in the course. Given that there is no course credit to be granted to alumni participants, these participants are exempt from the group project and individual paper requirements.
Transportation, Lodging and Meals
A schedule of activities is on a following page. Classes and meetings will be held in Reston, Virginia on Monday afternoon through Friday.  Transportation to and from Reston (approximately 100 miles from Charlottesville), lodging for four nights, and most meals are the responsibility of the student. Bus transportation to required field trips to Washington D.C. will be provided.  The opening dinner and some lunches will be provided.  Directions to all facilities will made available.
About the instructors
Bob Bruner is Dean of the Darden School and has been a Darden faculty member for 24 years.  His writing and research are in corporate finance, particularly M&A.  His recent book, Deals from Hell, addresses failures in M&A.  He likes to explore Virginia waterways by canoe and kayak.   Find more about him at http://faculty.darden.edu/brunerb/.

Mary Margaret Frank is Assistant Professor of Business Administration in the Accounting area at Darden. Her current research focuses on the effects of taxes and regulation on the strategy of corporate management, investors, and entrepreneurs.  Prior to joining the Darden faculty in 2002, Frank taught at the University of Chicago's Graduate School of Business and at the Kenan-Flagler Business School at the University of North Carolina. She practiced as a CPA and worked for Arthur Andersen in Washington, D.C. as a senior tax consultant.

Paul Simko is Associate Professor of Business Administration in the Accounting area at Darden. His research centers on issues surrounding financial accounting recognition and disclosure. He is particularly interested in topics related to how alternative accounting treatments affect the decisions of both investors and analysts, and how investors assess firms' earnings quality. His current research examines the relevance of drug development stage disclosures in the biotechnology industry, and how short sellers can serve as accounting information intermediaries.  Prior to joining the Darden School faculty in 2002, Simko taught at Emory University, Indiana University, and INSEAD. He has also worked as a Senior Analyst with Citicorp and is a Certified Public Accountant.
David E. Martin is an expert in domestic and international technology transfer and in patent enforcement and issuance. He is the founding CEO of M-CAM, a Charlottesville, Virginia, corporation that developed and commercialized the world’s first intellectual property characterization and monetization technology. In the 1990s, he created the first collateral enhancement products that allow regulated financial institutions to use intangible assets as collateral in commercial credit.  Martin has been an assistant professor at the University of Virginia’s School of Medicine, where he founded and was executive director of the school’s first for-profit R&D corporation. Engaged in domestic and international technology transfer, clinical research, and financing, this company pioneered techniques for innovation management that have become industry standards. Martin has also founded numerous businesses domestically and internationally in for-profit and nonprofit settings. He was the founder and CEO of Mosaic Technologies, Inc., an international technology transfer company. He founded and served on the board of the Charlottesville Venture Group, and he serves nationally on the board of the Research Institute for Small and Emerging Business (RISE Business) and interacts frequently with policymakers on matters regarding the financial and legislative treatment of intellectual property. In 1999, Martin was appointed by the governor of Virginia to serve on the Joint Commission on Technology and Science. He also serves on numerous corporate and civic boards in the United States, Asia, and Africa.  Martin earned his B.A. from Goshen College, his M.Sc. from Ball State University, and his Ph.D. from the University of Virginia
SCHEDULE*
	Sunday

March 11
	Monday

March 12
	Tuesday

March 13
	Wednesday

March 14
	Thursday

March 15
	Friday

March 16

	
	
	
	
	
	

	TOPIC:
	The U.S. Patent System: Operating, Legal and Regulatory Issues*
	Financial Reporting and Equity Valuation Issues 
	Public Policy Implications and Proposed Patent Reform
	Implications for Corporate Strategy

Part I
	Implications for Corporate Strategy

Part II

Final Exercise.

	
	
	
	
	
	

	
	Discussion: Jaffee/Lerner 1-3

(8:00-9:15)
	Case Discussion:  Genmor Pharmaceuticals,
Jaffee/Lerner 4-5

(8:00-9:30)
	Case Discussion: DuPont-Pioneer

Jaffee/Lerner 6-7
(8:00-9:30)
	Case Discussion:  GE/Amersham
(8:00-9:30)

	Project Presentations
(8:00-12:30)



	
	Understanding Patent Content:

Presentation by IP Counsel

(9:30-10:30)
	Due diligence and 

Equity Analysis

(10:00-11:30)

	Travel to Capital Hill

(10:00-11:00)
	International Issues and Patent Quality

(Joe O’Shea, GE)

(10:00-11:15)
	

	
	Overview of Patent Quality Assessments

(10:45-12:00)
	Lunch and Group Travel to U.S. Patent and Trademark Office (USPTO)

(11:45-1:00)
	Visit House/Senate Judiciary IP Subcommittees

(11:00-12:30)


	Lunch Presentation: Redefining the IP Paradigm

(11:30-1:00)
	

	
	Lunch and Travel to Reston

(12:00-3:00)
	Visit USPTO

(1:00-2:30)
	Travel /Lunch (12:30-1:30)

Walk to Treasury; Lunch at

Union Station 
	
	Debrief  and Closing Lunch

(12:30-1:30)

	
	Debrief with project client

(4:00-5:30)


	
	Visit U.S. Treasury

(1:30-3:00)


	
	

	
	Project time*
	Project time*
	Project time*
	Project time*
	

	Opening Dinner*: Introduction to Course
	Case prep, project time and dinner on your own.
	Case prep, project time and dinner on your own.
	Case prep, project time and dinner on your own.
	Project time and dinner on your own.
	

	
	
	
	
	
	


*Schedule and times subject to change. Opening dinner and Monday morning classes held at Darden. Project time requires group meetings in conference facilities.
Monday, March 12

Topic: The U.S. Patent System: Operating, Legal and Regulatory Issues

Readings:  Jaffee and Lerner, Chapters 1-3.

Assignment Questions:

1. Jaffee and Lerner discuss two significant statutory adjustments pertaining to how the patent system operates. What are these changes? Why do the authors argue these changes have curtailed innovation when, in fact, patent activity is at it highest level?

2. Broadly speaking, what types of subject matter are patentable? Do you think what potentially qualifies as patentable is too generous? Why or why not?

3. Be prepared to discuss the general machinations of the patenting process. Specifically consider the role of Congress, the functioning of the PTO, and the necessary skill sets required of patent examiners.

4. Describe what is meant by patent “licensing”. Why is this activity often the only way a patentee might capitalize on an existing patent?

5. Companies will often use “continuations” as a means to extend the legal life of an innovation. In general, how are patentees successful in securing continuations? How do continuations often undermine competitor positions?

6. The authors argue that over the last century patent systems around the world have been strengthened in favor of the patent holder. What evidence do they provide to support this contention? Do you find their arguments compelling?

Tuesday, March 13


Topic: Public Policy Implications and Proposed Patent Reform
Case: Genmor’s Acquisition of Vascorex (UVA-C-2226)

Readings: Jaffee and Lerner, Chapters 4 and 5

Assignment Questions:

Jaffee/Lerner:
1. Are business methods patentable? If so, how do they differ from trade secrets? If not, why not?

2. Jaffee and Lerner level a scathing attack on the CFAC as being too biased toward patent holders.  Explain some of the evidence offered in support of this position. In what manner to you think any bias in the court system will influence firms’ strategic use of patents for reasons other than innovation?

Genmor/Vascorex:

3. What value drivers did the management of Genmor see in the acquisition of Vascorex?  What signals did Ms. Gerschon see in the deal that warranted her reversal of opinion?

4. Genmor has allocated a significant portion of the Vascorex acquisition cost to in-process research and development.  What are the implications of the Vascorex allocation specifically, and the implications of direct expensing of research and development more generally?

5. The intellectual property reports contained in Exhibit 6 raise a number of concerns for Ms. Gerschon.  What additional information would you require beyond these summary schedules that would further aid in your assessment of the Vascorex acquisition?

Wednesday, March 14
Topic: Public Policy Implications and Proposed Patent Reform
Case: DuPont’s Patent Donations (UVA-C-2224)
Readings: Jaffee and Lerner, Chapters 6 and 7
Assignment Questions:

Jaffee/Lerner:
1. Jaffee and Lerner provide a number of recommendations for improving the U.S. Patent system. What are your impressions of the author’s suggestions? 
Dupont Case:
2. You are a top executive at DuPont trying to decide whether to engage in the patent donation program and if so, which patent(s), if any, to donate. What is your opinion on:  
a. Monsanto and Pioneer as acquisition targets and competitors in the industry? 

b. DuPont’s patent portfolio?

c. The costs and benefits of donating each portfolio of patents?

3. You are an analyst following DuPont. What is your opinion on:

a. DuPont’s strategic direction and acquisition strategy?

b. The fit of potential patent donation(s) in DuPont’s strategic direction?

c. Investing in DuPont?

4. You are a member of the U.S. Congress. What is your opinion on:

a. How the tax law regarding patent donations affects aggressive tax planning?

b. How the tax law regarding patent donations affects innovation?

c. Transparency in the disclosures of IP for financial reporting? 

Thursday, March 15
Topic: Implications for Corporate Strategy – Part I
Case:  General Electric’s Acquisition of Amersham PLC (UVA-F-1458)
Readings: Chapter 9 in Bruner, Applied Mergers and Acquisitions.
Spreadsheet: GE Amersham.xls
Assignment Questions:
1. Please assess the reasonableness of the proposed terms by which GE would acquire Amersham.  Prepare to discuss the adequacy of the 800 pence per share price.
2. Given that patent protection supports up to 50% of the value for pharmaceutical manufacturers, how would successful patent circumvention by third parties quantitatively impact the value of Amersham?
3. How robust is Amersham's patent position?
4. What questions, concerns, and recommendations would you bring to Jeffrey Immelt's attention?

Friday, March 16
Topic: Implications for Corporate Strategy – Part II
Assignment:

Project presentations: 8:00 to 12:30. No formal preparation of discussion materials is assigned.  
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