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CARTHAGE INTELLECTUAL 

CAPITAL MANAGEMENT  

Founded in September 2011, Carthage uses a set 

of novel business processes developed and pa-

tented by one of our partners to value and mone-

tize revenue producing intellectual property. The-

se form the basis of a new investment vehicle, 

similar to the sale/lease-back of real estate. This 

concept allows an company to raise capital with-

out equity dilution or increased debt through the 

sale and license-back of its intellectual property 

(IP), with a valuation based on the revenue stream 

those patents protect.  

A company receives cash in place of an often un-

dervalued IP portfolio and a license to continue to 

use the technology; the investor receives a royalty 

stream with early capital return, sheltered by 

amortization of the purchased IP; and there is po-

tential revenue sharing between investor and 

company from out-licensing, should this fit the 

company’s strategic needs. 

This process is ideally suited for mezzanine-stage, 

private equity and venture-backed companies re-

quiring additional, non-dilutive capital for expan-

sion, management buy-out, or acquisition of third 

Carthage Overview 

Intellectual Property—the Hidden Asset 

In the last decade, American companies experi-

enced an unprecedented and increasingly difficult 

market in which to raise capital—whether for ex-

pansion, stability, or ownership change. Even the 

best of federal government intentions to curb cor-

porate financial fraud and abuse has been beset 

by the law of unintended consequences. For ex-

ample, the Sarbanes-Oxley Act of 2002 has made 

it more rather than less difficult for smaller com-

panies to take advantage of capitalization through 

the public markets. Investor fears that com-

menced with the 2009 recession have created a 

four-year scarcity of both loan and risk capital. 

This has been exacerbated most recently by the 

Dodd-Frank legislation, which has effectively 

closed off conventional bank lending to all but 
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party technology. These companies often have NOL 

to shelter any gains from the IP sale, and payments 

are fully tax expensed as a license. 

The cost of the financing is determined by a variety 

of factors, including the financial position of the 

company and strength and duration of the patent 

portfolio. Essentially, any company with a patent 

portfolio can be a candidate—not just high technol-

ogy companies. Although the Carthage business 

processes are applicable to any technology, our 

partners have a specific expertise in software, elec-

tronic systems, defense electronics, aerospace, and 

manufacturing. 

those enterprises that don’t need it. 

For the economy to recover, enterprises need 

growth capital more than ever. But the promise of 

recovery is insufficient collateral for banks or in-

vestors. The present times of risk and insecurity 

require assets equal to the value of the investment 

itself. Fortunately, most companies hold a signifi-

cant but hidden store of valuable assets. These as-

sets, often significantly undervalued or unvalued 

altogether, can be revalued and monetized using 

novel business processes and techniques.  

What are these assets? We call them intellectual 

property and they very often are the single most 

valuable class of assets that any enterprise can and 
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An investment in a productive IP license can provide a 

taxable entity such as a family office with an income 

stream similar to secured corporate, combined with 

tax sheltering, revenue enhancement through lever-

age, with the potential for income upside.  In a typical 

investment, the investor buys a patent portfolio that 

protects an enterprise’s revenue stream, and provides 

that enterprise a license for continued use. A typical 

license would be for 5-7 years and might contain a 

buy-back option held by the company. Income from 

that license provides income at a cap rate similar to 

what the enterprise would pay for secured debt, but 

that income is be partially sheltered by the amortiza-

Family Offices—High Returns, 
Tax Advantage, Upside 

Venture Capital invests significant risk capital in early 

stage companies to research and develop new tech-

nologies and products. Private Equity takes similar risk 

during the early stages of restructuring. During the ear-

ly stages, a typical portfolio company may amasses 

considerable net operating losse—a significant tax as-

set often never recaptured by the original investors 

due to the nature of the C corporation structure.  

 

 

 

 

 

Fast forward to the breakout stage of the portfolio 

company; R&D is complete, products are developed, 

and the now mezzanine-level company needs capital 

for breakout. What if that portfolio company could 

attract a different kind of capital; one much less ex-

pensive or dilutive—not venture capital, but capital 

from the fixed income investor. In the past, that might 

have been bank financing, but in the current economy? 

New Financing for VC & PE Portfolio Companies 

Recapitalize company and increase book value through 

sale, license-back of IP 

 

Risk is mitigated through early capital return 

“What if a venture capi-

tal or private equity 

portfolio company 

could recapture the 

sunk cost of research 

and development? 

tion of the purchased patent portfolio and could be 

leveraged for enhanced returns.  As with a sale 

leaseback of real estate, which this investment vehi-

cle resembles, the value of the portfolio is based on 

the licensed revenue stream. Not valued in advance, 

those patents the enterprise is willing to out-license 

could provide income upside to both investor and 

enterprise on a revenue sharing basis. 

Enter IP monetization—the sale-leaseback of tech-

nology. Capital becomes available through a 

sale/license-back of technology. For a license fee 

the company access new capital, with the addition 

of debt, at an affordable fee. And the transaction 

can be unrolled using an option to repurchase if 

needed for IPO or other exit strategy. 

And for those portfolio companies that are viable 

but didn’t have the potential originally anticipat-

ed—the IP sale, license-back can finance a man-

agement buyout, returning capital to the fund for 

more productive investments. 
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Recapitalize company and increase book value through 

sale, license-back of IP 

 

Recapitalizing Middle Market 
Companies 

Consider the privately-held or smaller public, middle-

market industrial company that produces a commodity 

product. Although not high-tech, this company has devel-

oped and patented processes that give it competitive ad-

vantage. To expand its business, the company needs to 

recapitalize—but in this economy a public offering is not 

possible or unattractive and debt financing may be unfea-

sible or too expensive. 

 

 

 

 

 

Sale and license-back of a company’s patent portfolio al-

lows recapitalization, combined with allowing ongoing use 

of the technology. An intangible asset is replaced with 

cash, allowing financial reengineering of a more attractive 

balance sheet as well as providing operating capital in 

place of a dormant asset.  

Monetizing Intellectual Property 

It should come as no surprise that to re-shape the 

future we must often look to our past for those 

proven business conventions that are ready for 

creative and unconventional new uses. Using new 

valuation techniques and investment vehicles, 

similar to the conventions of the sale/lease-back 

of real estate, an enterprise can raise capital 

through the sale and license-back of its patent 

portfolio. Not only can this be accomplished with-

out equity dilution or increased debt, the valuation 

is largely based on the proven revenue streams 

that the patent portfolio protects.  

It is instructive to understand why innovations 

such as the sale and lease back were introduced in 

the first place. Basically they are efficient transfer 

vehicles that shuttle capital back and forth be-

tween owners of capital and users of cash. The 

structure of assets that can be rented at a profit to 

tenants (such as businesses) over longer periods of 

Reactivate dormant value 

through monetization of 
Intellectual Property assets! 

If the IP is of operational rather than strategic im-

portance, the company may consider taking back a 

non-exclusive license and sharing out licensing reve-

nues with the investor. An advantage here is that the 

investor may be able to out license to competitors in an 

environment where direct licensing by the company 

might cause anti-trust issues. 

In short, monetizing IP can provide a new source of 

capital to companies without taking on additional debt 

or the additional dilution caused by selling equity. 

time solves the problem of what owners can do with 

surplus capital. A business, whose cash is tied up in 

capital intensive assets is better off converting them 

to cash and an asset lease. That way, the business

can use the assets to make current goods and ser-

vices and have the cash to pay for labor and other 

current expenses of the tenant’s business. The use 

of assets and the cash payment are what become 

current revenues and current profits. It is in the 

sharing of these current profits that the rents are 

made. But without cash, such profits are never made. 

Intellectual property differs from physical assets be-

cause the investment is largely in the labor payments 

to creative employees. But, as accountants will tell 

us, labor is an expense and creative efforts are un-

certain. However, when creative labor does create a 

permanent and proprietary asset—such as a patent—

for long term use, it has the same rental features as 

a physical building or piece of machinery. Nearly all 

 
 

Please see Monetizing IP on page 4 
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should own. Intellectual Property (IP) can take 

many forms. IP such as patents, copyrights, and 

trademarks are a significant intangible asset to 

American companies. Patents, in particular, unless 

purchased, are often held at a de minimus value 

on the balance sheet. Whether created or acquired, 

patents are hard for banks or investors to value 

when based on their intrinsic technology, and are 

thus seldom used as a security interest for secured 

debt. However, in aggregate, the replacement val-

ue of the current US patent portfolio may be as 

great as $5-6 trillion—more than a third of the 

current U.S. Gross Domestic Product; yet almost 

none of it is identified on business balance sheets.  

 

 

 

 

 

 

Is this fortuitous or intentional? According to a re-

cent American Economic Review paper, businesses 

have been making more intangible assets than 

physical property for the last two decades. See 

Figure below. As businesses seek productivity, 

they often achieve it through innovation or out-

right invention. In the old paradigm we thought of 

this productivity being a premium yield added to 

our existing physical assets. But physical assets 

are commodities so their value doesn’t change just 

because a business uses them to better effect. 

However, we also know that creative success de-

fines its own kind of property and these new as-

sets, intellectual property, are really capital addi-

tions to the asset portfolio of smart businesses. 

How to use these creative assets to generate the 

financial resources necessary to rebuild the com-

ing recovery is the key. Making intellectual proper-

ty available to carry the cash into businesses and 

back out to investors is itself a creative endeavor. 

the physical assets have been packaged into rental 

properties and leases. The inventory of intellectual 

property in use is often unvalued and therefore un-

capitalized. But what can and should happen with the 

sale and license-back of intellectual properties is an 

illuminating as well an enriching experience. 

As an example, suppose an enterprise receives cash 

in place of an often undervalued patent portfolio and 

a license to continue to use the technology. The pa-

tent portfolio investor receives a stream of royalty 

payments that include an early capital return. The tax 

liabilities normally payable on royalty profits are 

sheltered by amortization of the purchased patent 

portfolio. Finally there is potential revenue sharing 

between investor and company from out-licensing, 

should this fit the company’s strategic needs. This 

last feature is truly unique to intellectual property 

because, unlike a machine, it has no physical sub-

stance. A creator of intellectual property typically 

solves business problems for itself. However, good 

intellectual property often solves fundamental prob-

lems that may be afflicting businesses outside the 

creator’s marketplace. In the case of a machine, a 

new machine must be built and rented to every other 

business. However, in the case of intellectual proper-

ty, the knowledge needs only to be re-licensed to 

others in need. All of these extra intellectual property 

rents are profits that can be allocated between the 

creators and the investors. This is the genius of 

productivity through intellectual property. 

This process is ideally suited for mezzanine-stage, 

private equity and venture-backed companies requir-

ing additional, non-dilutive capital for expansion, 

management buy-out, or acquisition of technology 

from a third party. These companies, having often 

gone through a long period of research and devel-

opment, often have a Net Operating Loss to shelter 

any gains from the IP sale, and ongoing royalty pay-

ments are fully tax expensed as a license. This makes 

the transaction far more tax efficient than conven-

tional lending, which in any case is at a standstill due 

to the present economic malaise. 

This concept adapts the transaction methods of 

equipment leasing and the property management 

techniques of real estate investment trusts to the sale 

and licensing of patents and other intellectual prop-

IP—the Hidden Asset from page 1 Monetizing IP from page 3 

Please see Monetizing IP on page 5 

The framers valued intellectual endeavor 

so much they created a unique kind of 

property~ 

US Constitution, Article I, Section 8:US Constitution, Article I, Section 8:US Constitution, Article I, Section 8:US Constitution, Article I, Section 8:    

“Congress shall have power…To promote 

the Progress of Science and useful Arts, by 

securing for limited Times to Authors and 

Inventors the exclusive Rights to their re-

spective Writings and Discoveries” 
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The methodologies determine a value for IP that 

sets a transaction value based on associated rev-

enues and strength and duration of the IP portfo-

lio. With the value in hand, plus additional infor-

mation reflecting the business and financial cir-

cumstances of the IP holder, the process deter-

mines whether the proposed transaction favora-

bly increases the value for the patent holder if it 

enters into the transaction. 

The processes are designed to optimize transac-

tion structure and yield while minimizing risk. 

The resulting transactions are simple, efficient 

and reversible to address the range of contingen-

cies of IP investors and IP owners. These process-

es utilize company financial information and IP 

records to develop intrinsic valuations of IP asset, 

economic life, and transaction credit risk. Using 

business intelligence and IP analytics, extrinsic 

valuations and market risks can be developed for 

IP asset transactions. With these data, applicable 

metrics and business forecast models are used to 

identify revenue stream elements that reflect a 

fair use value for the patent through an arm’s 

length license. Continuing patent maintenance 

costs in the patent estate are deducted from the 

applicable revenue streams. 

Market projections: The value contributed by the spe-

cific technologies is that which best reflects the cir-

cumstances in which the technologies are to be de-

ployed. Where appropriate, generally accepted industry 

practices are used to characterize pricing and costing 

trends. 

Patent economic life:  The useful economic life range 

(lesser of patent duration or time to market saturation) 

is that for the technologies under review. Market satu-

ration is the time intercept where segment growth 

coupled with prior sales achieves a cumulative penetra-

tion equal to 100% of the available market less re-

placement sales.  

Market Share: The market potential is based on histor-

ical sales of products or services where available or 

proportional sales of allied products and services.  

Intellectual Property Valuation  

erties. But there are special advantages as well for IP 

buyers and back-licensees. Patents have unique 

property rights—with special standing under corpo-

rate bankruptcy laws; and IP is fungible and reusa-

ble—out-licensing to multiple users can be accom-

modated and can generate additional income if de-

sired by the enterprise that has developed the tech-

nology. 

The cost of the IP financing using a sale and license-

back transaction is determined by a variety of fac-

tors, including the utility and duration of the patent 

portfolio created by and the financial position of the 

company prospect. Essentially, any company with a 

patent portfolio can be a candidate—not just high 

technology companies. In traditional licensing, own-

ers of IP and prospective licensees have competing 

and conflicting interests that make valuation and 

pricing complex. In contrast, the sale and license-

back is very complementary because the transaction 

does not change the competitive dynamics of the 

marketplace. The marketplace itself is unchanged by 

a sale and license back transaction because the same 

company continues to use the IP as before. The 

company using the sale and license-back of IP im-

proves its capital efficiency and cash flow however 

which improves its competitive position in the mar-

ketplace. This tends to reduce risk while improving 

profitability, so the transaction acts to lower invest-

ment risk by its very occurrence, a fact that will not 

be lost on savvy capitalists. 

The valuation and monetization process is straight-

forward and can: determine the fair market value of 

IP for their owners; provide a non-dilutive capital to 

finance intellectual properties based on their value; 

recapture taxable loss such as NOL through offset-

ting intangible asset sales; use a license to repay the 

financing capital to investors, providing more favor-

able tax treatment than debt financing; reduce in-

vestor risk and financing cost through pooled IP 

portfolios; provide third party financing for technol-

ogy acquisition; and provide out-licensing services 

to develop other licenses and distribute those royal-

ties to IP owners and investors. 

Please see IP Valuation on page 6 

By Doug Elliott 
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Research & Development: Continuing R&D expenditures can be 

treated as either a current maintenance cost charged to the exist-

ing IP estate or a non-charging expense to the IP estate less an 

amortization allowance. Which measurement is used depends on 

the extent to which R&D efforts cannibalize existing technologies 

or alternatively create new products or services. 

Out-licensing: Out-licensing opportunities are shared upside reve-

nues to both investor and technology holder, dependent upon the 

desires of the technology holder. The feasibility of out-licensing 

depends on the selectivity of attributes defined within the technol-

ogy cluster claims and the availability of similar class patents.  

Valuation Methods: There are three general methods for valuation 

appraisal—cost, market and income. In the case of IP, R&D costs 

are the least reliable indicators of value for specific IP assets and 

are used only when commercial use is foreseeable but a business 

model is lacking. For currently productive IP, a projected discount-

ed cash flow as its preferred method of valuation. This allows for 

calculation of an IP’s asset value based on a synthetic royalty 

stream (the periodic payments a company would pay for exclusive 

use of that technology). The net present value of the discounted 

cash stream—with the discount being based on factors such as 

financial risk and useful economic life of the IP—defines the asset 

value range of the identified technology cluster. This method is 

consistent with relief from royalty calculations for valuing intangi-

ble assets in a litigation context in suits for patent infringement. 

Because IP asset transactions are still relatively rare, market based 

valuations still lack a range of ‘like-kind’ occurrences that are typi-

cal for real estate or capital equipment markets. This will change 

as IP asset sales and license-backs increase in range and frequen-

cy.    

Volatility: Because projections frequently involve ranged data, sto-

chastic methods are used to determine a value characteristic for 

the technology cluster. The spread of the characteristic is an indi-

cation of volatility and bias in either upside or downside outcomes 

from median and averaged outcomes.  

Improvements: Typically, licenses anticipate that improvements 

made to technologies during the life of the agreement become 

property rights of the licenser. Such rights have contingent eco-

nomic value. The probability of successfully ascertaining such a 

speculative future occurrence is so small that no asset value is as-

signed to future improvements. It should also be noted that in IP 

sale and license-back transactions, a back-licensee can be vested in 

the improvements. This option preserves the improvement for a 

future sale and license-back transaction. 

Acquisition

Return of 
Capital

Sell License 
Revenue Tail

 

IP Valuation from page 5 

Obsolescence risk is the least at the time of Tech-

nology Acquisition and greatest at the end of the 

Product Life Cycle—after capital is returned. 


