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Chicago-based IPXI looks to streamline licensing, trade of intellectual property

By Ameet Sachdev, Chicago Tribune reporter

July 7, 2013

Chicago has a long, rich history of bringing together buyers
and sellers to trade everything from eggs to carbon credits.
Why not an exchange for patented inventions?

James Malackowski had such an idea. Many brushed it off as
a long shot. Malackowski, though, may have the last laugh.

He is the co-chairman of the Chicago-based Intellectual
Property Exchange International, which treats intellectual
property rights like bushels of corn. The exchange hit a major
milestone last month when it began marketing the licensing
rights to a portfolio of more than 600 patents owned by Royal
Philips Electronics, the Dutch electronics giant.

But the exchange still has a long way to go before trading
begins. It has to attract enough buyers for the patent rights, which can include companies looking to use
Philips' technology as well as speculative buyers. That will be no easy feat, acknowledges Gerard Pannekoek,
president and chief executive of IPXI, as the exchange is known.

"This is uncharted territory," Pannekoek said. "Licensing has never been done this way."

The intellectual property community is paying close attention. Licensing deals, which are estimated to be a
$500 billion industry in the U.S. alone, are typically done behind closed doors. In addition, patents are much
harder to value than traditional assets like financial securities and real estate.

David Schwartz, an associate professor at IIT Chicago-Kent College of Law who specializes in intellectual
property, said, "I think it's a great idea — in theory."

A patent is the exclusive right to develop an invention for a certain period of time. But many patent holders,
including large companies, sometimes don't have the money to commercialize their inventions and look to
either sell or license their technology.

The traditional process of awarding a license involves private negotiations between a patent holder and a
company. The potential licensee has to do research to determine if the patent is valid and how much it should
pay in royalties. But there are no pricing benchmarks. Licensees don't know what competitors paid.
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If both parties have large patent portfolios, they agree to cross-license their patents and no money changes
hands.

Negotiations can often take six to 18 months, bogged down by threats of litigation against patent violations.
Lawsuits are the dark underbelly of a patent system designed to encourage innovation. Companies are
increasingly going to court to protect their inventions because intellectual property has become the currency
of today's economy.

The increasing value of patents, copyrights and trademarks has brought new financial players to the
intellectual property marketplace. They buy patents and are not interested in exchanging licenses. They either
go to court or threaten litigation to extract lucrative licensing fees, creating new tension in the marketplace.
These players are sometimes criticized as "patent trolls" and the practice, which some call legal blackmail,
has led the Obama administration to demand reform in the patent system.

IPXI can help the patent system by making the licensing process more efficient and transparent, Pannekoek
said. Pricing and other contract terms are public and the same for everyone. IPXI will do the research to make
sure the patents are high quality with prices that reflect market demand.

The company has attracted some well-heeled investors such as Philips and the Chicago Board Options
Exchange, which each own 10 percent of IPXI. Edward Provost, president of the CBOE, said IPXI reminds
him of the early days of the CBOE, which in 1973 became the first marketplace for traded listed options. And
like options trading, it will take time to build a market.

"It's clearly a unique and different product and the breadth of people who are familiar with intellectual
property — both the pricing of it and the nuances — is a much more limited base," Provost said. "That's
something that will be solved through education."

The roots of IPXI are in the live patent auctions that Malackowski launched in 2006 after he co-founded
Ocean Tomo, a Chicago-based merchant bank that specializes in intellectual property. Malackowski
envisioned a trading exchange akin to Chicago's futures markets.

With the help of a $200,000 grant from the state of Illinois, Malackowski formed a nonprofit to study the
idea, and in 2008 IPXI was established. A year later, the exchange recruited Pannekoek, who helped launch
the Chicago Climate Exchange. Ocean Tomo is a shareholder in IPXI.

Besides Philips the exchange has attracted interest from companies like Ford Motor Co., Sony and Hewlett-
Packard. Several universities, including Northwestern and the University of Chicago, also have become
members, with plans to list some of their intellectual property on the exchange.

"There was nothing for us to lose," said Alicia Loffler, Northwestern's associate vice president for innovation
and new ventures. "Now in the next few months, we will know how effective this is."

The financial instrument to be traded on the exchange is something called a unit licensing right, a contract
that allows the purchaser to use the patented technology a certain number of times.

For example, Philips is offering rights to its technology related to organic light-emitting diodes, which are
used to create digital displays in televisions, computer monitors, smartphones and other devices. The
exchange chose to offer 5 square meters of OLED display in one contract, which is the equivalent of six
55-inch TVs, or 726 mobile phones with 5-inch screens, according to Pannekoek.
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IPXI has determined that the fair market value of one contract is $45, which is expected to raise about $35
million. Philips declined to comment because it is in a quiet period before its second-quarter earnings are
released.

Since the contracts are neither securities nor futures contracts, the exchange does not fall under the regulation
of either the Securities and Exchange Commission or the Commodity Futures Trading Commission.

Skeptics wonder if there will be enough interest in purchasing the licensing rights.

"One of the questions I have about the business model is whether companies will proactively acquire rights or
will they wait until they are forced to acquire them," said Grant Moss, CEO of Adapt IP Ventures, an
Atlanta-based patent broker. "Most of the deals I see in licensing are after the threat of litigation."

But Pannekoek said he is encouraged by the initial response to the offerings. The exchange has held three
online presentations that have attracted more than 200 corporations and financial institutions. He also has
traveled to Japan and South Korea to have meetings with companies.

To stimulate demand, the exchange is offering a 20 percent discount to the first buyers. Another incentive:
Companies that purchase licensing rights through the exchange will received amnesty from possible patent
infringement of the technology, Malackowski said.

"Many people don't want to take a license because they fear competitors will get a better deal," Malackowski
said. "But when they know the going rate, they are much more receptive."
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