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This issue of the Towa Journal investigates the different reasons why the patent
system can be of use to businesses. For smaller companies, particularly those that are just
starting up it can sometimes be difficult to see why there is any merit in filing patent
applications at all. A small company usually does not have sufficient resource to enforce
any patents that are granted, particularly if the company that they are enforcing their
rights against is large and well established. Furthermore, for smaller and start-up
companies money is often tight, and it can be difficult to justify incurring the costs
associated with filing patent applications when other areas of the business, such as
development and marketing, seem to be perhaps more important. However many such
companies do use the patent system and use it to considerable success. They do this by
realising that their objectives are not necessarily to obtain a granted patent that is readily
enforceable, but rather to introduce a barrier to entry to competitors and also to create a
perception of risk to potential customers who are considering whether or not to engage
with them. They also use the system to generate intellectual property rights which are
easier to incorporate into licensing agreements and also into agreements with potential
investors to provide funding for growth and development of the business.

To understand how this works it is worthwhile referring to a particular
example. We here at Gill Jennings and Every LLP recently had a small start-up client
developed out of the University of Cambridge. That client had developed some smart
image recognition and encryption software that had uses in verification of online financial
transactions. This field is populated with a number of large companies with developed
products and services and these companies would be their competitors. Most of the
customers that the start-up was trying to engage with were also large, established
financial institutions such as banks.

It was difficult to see how any intellectual property rights that they obtained
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could be enforced against either group, given the start-up’s lack of funds. However, the
start-up decided to file a very small portfolio of patent applications on key areas of their
technology. This portfolio could be used as a basis for potential licensing agreements
with their end customers, the banks. Given the advantages of the start-up’s technologies,
which were clearly apparent to the banks as the end customers, those customers were
keen to engage with the start-up on the basis that failure to do so may result in their
competitors obtaining a license and, when at some stage patents started to be granted,
them being forced to withdraw products that they had provided to their customers. This
fear of potentially having to withdraw products and services from customers in the future,
even though no granted patents had yet actually been obtained, was enough of an
incentive for the banks to obtain licences. This helped the start-up to grow.

What the patent portfolio also did was create an asset that increased
significantly the value of the start-up. Firstly because it helped gain the commercial
contracts they had established,. Secondly because it created the potential for one of their
competitors, the big security service provider companies, to want to acquire the patents
(through purchase of the start-up), and therefore maintaining a competitive advantage
over the other large financial security providers in the industry. Therefore, even before
any of the small portfolio of patents had granted, significant commercial interest in
buying the start-up was established amongst the competitor large security service
providers in their industry. This increased the value of the start-up and, ultimately when
the start-up was sold, increased significantly its value and the returns for the original
founders of the start-up and their investors. All of this commercial activity occurred even
before the first patent had granted.

The story of this start-up company is not unusual. Even in cases where grant
and enforcement of a patent is not straightforward, and even in industries where products
perhaps develop faster than the patent process moves forward, there can be significant
commercial advantage in filing patent applications to use them as a business tool, both in
commercial negotiations with customers and potential investors. This is why we here at
Gill Jennings and Every LLP encourage our clients to think about intellectual property as
a business asset, much as they would a factory, production machinery or any other real
property that the business owns. By doing this they can think about how best to employ
and manage that asset to help grow their business and meet their business goals.



