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Commercialising Intellectual Property

 Cambridge Enterprise - what we do

* University intellectual property - how we approach its
protection and commercialisation

* University start-ups and spin-outs - aligning interests,
dealing with conflicts, and managing expectations
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Cambridge Enterprise’s Mandate

“In the order of precedence, to :

1. aid in the transfer of knowledge from the University via
commercialisation;

2. aid staff and students in making their ideas more
commercially successful; and

3. produce a financial return for inventors, departments
and the University.”



@8 UNIVERSITY OF enterprise

Support for the University’s Mission

* Being best in class at knowledge and technology transfer, guards a core
University mission: basic research and its support

* Basic research results have the best potential to be disruptive in a
market/commercial sense

* Such results will have the best economic, financial and societal impacts if
the University has the ability to manage them

* Confidence and capability to deliver may address/reverse the proliferation
of government programmes driving research funding toward incremental
applied and managed research
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Cambridge Enterprise Group
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Why universities protect and exploit their intellectual
property

Inventions are embryonic and require investment of time and money to
turn them into products

Protection is necessary to encourage and safeguard investment

Patenting need not conflict with the practice of publishing

Makes available the results of research for the benefit of society, to enhance
economic development and the quality of life

Increasingly expected and required by research sponsors

Motivates staff : results are used, unfettered income, sponsored research
and consultancy opportunities

Creates opportunities for staff and students to work with and for industry
Induces investment that is very good for the economy

Generates very modest un-hypothecated income which can be used to
support programmes, encourage innovation and seed new ideas
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Principles

1. Accept cases into the portfolio with the strongest potential to make a
significant positive economic or societal impact and using commercial
channels is the most reasonable means to develop them

Take the course which supports commercialisation of the discovery

Work effectively with the inventor(s) to support their aspirations,
manage conflicts and encourage synergy with the University’s mission

4. Find the best partner (consultancy company, licensee or start-up senior
management and investors) to take the idea forward

5. Negotiate fair and reasonable terms which reflect the contribution of the
intellectual property assets and expertise being transferred

6. Close lots of good deals - emphasise collaboration and sharing upside
7. Look after the deals once they are closed
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Results 2007-8

*116 new disclosures

*83 patents filed ( includes preliminary, PCT and nationals)
*80 transactions — 47 commercial, 33 research licences

*15 proof of concept projects — 12 received £430 k

*124 consultancy disclosures, 89 signed off

*5 companies received £373k seed and early stage funding
*459 active cases under management — 130 research licences
*68 companies in which equity held

*£8.8m received from consultancy fees, licence fees and
royalties

*£1.7m from equity realisations (£885 from seed investment,
£809 from licences)
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Challenges for universities involved in technology transfer

For both licensing and spin outs

* Resources ( people and development funds)

* Expectations (order of magnitude and timelines)

* Decision paths (multiple stakeholders each with different objectives)

* Overlapping and multiple programmes ( conflicts of commitment and
interest)

For seed investments and spin outs especially
e Access to capital and management (smart money and competent teams)
* Return on investment and what it means to the university
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Intellectual property rights and spin-outs

 Type and nature of the intellectual property rights determines how they
may be exploited and the nature of the business

* Intellectual property rights are a social construct —an asset to be used to
protect investment and to encourage innovation

* Intellectual property based assets may be the initial assets which provide
the value basis of a new company

* Intellectual property rights are negative rights i.e. rights to stop others

 Freedom to operate issues may be as critical to an intellectual property
strategy as defensive rights

* Intellectual property strategy is crucial and should be considered
throughout the course of business and product development

e Ethical and global trade considerations — TRIPS ( agreement on Trade
Related Aspects of Intellectual Property Rights) also relevant especially
for universities
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Invention Evaluation

Revenue Potential Probability of Success

» Are commercial applications identified? * Track record of inventor * Administration
* First use * Previous successes with CE * Time available to file
* Follow on opportunities * Previous successes with industry * Complexity / complications
* Multiple fields of use expectations * Licensing
* “hot list” discipline * Who are champions? * Receptivity of potential
» Market value * Industry support / Inventors / Customers? licensees
* Market size * Does it build on previous successes? * Number of licensees
* Market maturity e An extension of a related commercial * Nature of licence terms
* Social value? success * Liability
* What is the competition? Do markets/channels /customers already * Patenting
* How happy are customers with current solutions? exist? * Financial support from
* Are alternative technologies progressing? * Have manufacturing processes been sponsors/licensees
* Number of related patents/patent activity proven? * Interrelationships with other
* Number of related invention disclosures * Have similar therapeutic approaches been patents/prior art
* Do we have a competitive advantage? approved? * Geographic coverage
* Potential licensees » What stage in the development process? * Complexity of
* Are sponsors interested? * Working prototype/mass producible concept/prosecution
* Number of potential licensees * Proof of concept * Enforcement
* Is the industry predisposed for/against licensing? * Analytical work * Easy to determine
* Who will derive value? * Idea infringement?
e End customers * Do we understand the next stage?
* Licensees / sub licensees «/9Qa NBfIGA2 YaKALl g
* Is the patent licence enforceable? * Networks with industry
* Enforceable * Networks with academics
» Distinguishable from alternative approaches * Technology well understood
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Why universities are involved in spin-outs

Where forming a company is the most efficient and effective way of
achieving successful dissemination/commercial exploitation of a discovery

A competent existing company does not exist to take the idea forward

Interim development is needed in a company setting before it will be of
interest to one or more commercial partners

New ventures can be critical to local/regional/national economic
development through induced investment, job creation

Expectations set by policy makers and funders

Potential (modest) returns through royalties and equity realisations which
can be used to support programmes and seed new ideas

Caveat: later stage investors get the highest financial rewards
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Intellectual property rights and spin-outs

 Remuneration for intellectual property rights transferred into a spin-out
can be in equity, royalties, milestone payments or other

e Capture value which reasonably reflects the contribution of the
intellectual property rights to the value of the company or margin on the
product that the company produces/sells

* Nature of value can change over time hence the use of equity and
royalties to reflect the dilution of additional required investment (equity)
and rewards as risk is reduced (royalties on sales of products)

e Universities are responsible for seeking fair remuneration when
transferring such assets, and must also be responsible when considering
how any returns are used
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New Company Support

for University founded companies

Specialist Surgeries:

— Confidential one-to-one sessions with professional advisers with a
range of expertise including legal, business and financial issues
* Access to Capital:

— Cambridge Enterprise Seed Funds

— Cambridge Enterprise Venture Partners
* Mentors:

— Access to experienced business people, on an individual basis and at
group presentations such as Mentoring Breakfasts
* Incubator:

— Business incubator space at West Cambridge site
* Introduction:

— “Starting a Technology Company” booklet available for download from
www.enterprise.cam.ac.uk
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Cambridge Enterprise Seed Funds

Organisation

* Challenge Fund Trading Company (CFT)

Wholly owned subsidiary of CU

Employs staff

Holds equity for CFT investment

Manages Venture Fund Investments on behalf of CU

Board chaired by Lord Roger Freeman

Directors and Investment Subcommittee:

Ms. Teri Willey (Chief Executive, Cambridge Enterprise Limited)
Professor Chris Lowe (UK’s most entrepreneurial scientist)

Dr Hermann Hauser (Father of Silicon Fen)

Dr John Lee (Businessman and Angel)

Dr Derek Jones (CEO of BBT)

Mr. Andrew Reid (University Treasurer and Board observer)

enterprise
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Cambridge Enterprise Seed Funds

* Provide seed investment

* Facilitate specialist advice

* Introduce the financial community

* Help build the team

* Help run the companies

* Provide early stage office incubator space

* Actas or help find non-exec directors (NEDs)
* Find co- or follow on investors
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Cambridge Enterprise Seed Funds
Advice & Guidance

* Network of Business Mentors
e Part of the Cambridge entrepreneurial scene
 Cambridge Enterprise Venture Partners (formed 2005) include :

S.

$§Acacia Cap|ta| Partners o Amadeus Capital Partners Limited

®

' CAMBRIDGE CAPITAL GROUP CHORDCAPITAI
Cambridge Angels CRENTE
lQ CAPITAL PARTNERS LLP E’Qr‘ton m

Swarraton SYNERGIS .||I

B TECHNOLOGIES TTPVENTURES
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Cambridge Enterprise Seed Funds

Investment Process

* Direct approach, referral

Informal meeting and evaluation

Preliminary due diligence

Team appraisal

Further due diligence, external advice

Presentation to Investment Subcommittee

Legal process (equity investment or convertible loan)
Completion, company formation

NEDs

Growth

enterprise
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Cambridge Enterprise Seed Funds

Investment Phases

e Pathfinder of up to £10,000

 Concept of £60-80,000

* Seed investments up to £250-500,000

* Take equity

 Seat on Board for as long as holding 5% shares

* Total invested to date: ~£4.0 million (since 1999)
e Total number 43 companies

* Total follow on funding raised: >£390 million (since 1999)
* @Grantincome to companies: ~£12 million (since 1999)

18 sell products
 Employ ~2,000 people
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The Cambridge Enterprise Group currently holds equity in75 companies.
Over half of the equity holdings were acquired through transferring
intellectual property rights.
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Thank you

More information at:
www.enterprise.cam.ac.uk




