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Profit is generally defined as revenue less expenses (i.e., profit = revenue —
expenses). Patents have the potential to generate profits by affecting both variables of this
fundamental calculation.

Licensing is the most well-recognized choice to gain profits from patents, since
a licensor gains revenue from royalty rates paid to use a patent. One under appreciated
aspect of licensing is its ability to reduce expenses as well. For example, a licensee
reduces their expenses, since R&D costs do not need to be spent developing a new
product. This could be beneficial for large, established companies with manufacturing
capabilities, since small innovative startups in the US are often unable to accommodate
market demands.

Enforcement is another avenue to gain profits from a patent. By keeping a
competitor out of a market, a company gains revenue that otherwise would go to a
competitor. Patent enforcement in the US often results in damages (e.g., a lump sum
payment or a license), which also results in increased revenue.

The underlying IP of a patent also generates profit. It is difficult to separate the
physical patent from its underlying IP, and this author believes the two are so closely
connected that the profits gained by one must also be attributed to the other. In view of
this, the underlying IP of a patent generates profit by gaining new revenue from new
products and creating increased sales for improved products. In addition, the underlying
IP of a patent may help reduce expenses for a company if, e.g., the IP reduces
manufacturing costs, which consequently increases profit.

In conclusion, patents increase revenue and reduce expenses through licensing,
enforcement, and the underlying IP to ultimately generate profit.



