
May  1-15, 2006

Defending your company against 
patent bullies and trolls
In the world of patents 
and patent litigation, not 
fully understanding the 
licensing landscape can  
cost your company mo- 
ney, and plenty of it. Deve-
loping a strategy for your  
patent portfolio and un-
derstanding the players 
in the patent community 
can pay off if you need  
to defend against patent  
trolls or bullies. In the mi-
croelectronics industry, 
patents and licenses that 
are involved in any prod-
uct will number in the  
thousands or even in the  
hundreds of thousands. It  
is simply not possible to  
design a modern semicon- 
ductor chip or develop  
a microelectronics-based 
product without using a 
vast amount of as yet un-
licensed patented tech- 
nology. To function suc-
cessfully within this pat-
ent thicket, semiconduc-
tor and microelectronics 
licensors need to be in-
creasingly aware of the 
potential of their patent 
assets. An effective patent  
strategy that includes a de-
fensive component is an  
essential piece of any  
successful and sustainable 
company’s strategic plan.  

	 Recently, there has 
been a perceived increase 
in activity in both patent  
licensing and patent law-
suits. The number of patent 
lawsuits filed in the United  
States between 1990 and  
2004 more than doubled.  
In fact, the growth in law- 
suits merely tracks the 
growth in patent applica- 
tions and grants, which  
have also doubled in this  
period. We believe that the  
overall awareness of the 
value of intellectual prop-
erty (IP) has increased with  
a corresponding increase  
in patent filing, patent li- 
censing and patent  lawsuits. 
	 In response to the in-
creasing perceived value of  
IP and patents, two distinct  
types of patent predators  
have emerged: patent trolls  
and patent bullies. They both  
each have unique objectives  
that require you to plan dis-
tinct defensive tactics. 

Identify a patent troll
“A patent troll is somebody 
who tries to make a lot of 
money from a patent that 
they are not practicing and 
have no intention of prac-
ticing and in most cases 
never practiced.” (Peter Det-
kin, former assistant gener-
al counsel at Intel, quoted 
in Trolling for Dollars, The 
Recorder, July 30, 2001). 
	 Patent trolls acquire 
patents for the sole pur-
pose of collecting licensing 
fees. Usually, patent troll 
companies produce no 
actual products. Ironically, 
those who denigrate pat-
ent trolls often practice this 

large market with many  
players. Many trolls start with  
a shotgun approach such  
as distributing unsubstan- 
tiated claims in assertion  
letters to numerous manu- 
facturers. The license fees 
may be set initially at a low  
level to induce companies  
to settle without perfor- 
ming sufficient due dili-
gence—as the due dili- 
gence may be more costly  
than the settlement. How- 
ever, if a troll can present  
a stronger argument that is  
supported by claim charts,  
then the license fee is set  
higher, at the threshold of  
pain for a target organiza- 
tion. This maximizes the  
troll’s return while causing  
the potential licensee to  
consider whether it will be  
cheaper to take an early  
license that may cost much  
less than the legal fees re- 
quired for a defense. Once  
the troll organization esta- 
blishes a litigation fund, it  
can up the ante by filing  
lawsuits listing large num- 
bers of defendants or tar- 

geting one or two highly  
profitable market leaders.
	 Traditional licensing or- 
ganizations often vilify trolls  
as unprofessional. It’s true  
that nuisance negotiations  
and lawsuits by trolls can  
cost a company’s IP lawyers  
inordinate amounts of time  
and money. However,  de- 
fendant organizations that  
ignore these claims can risk  
missing out on an early and 
inexpensive settlement if 
the claim later proves to 
have merit. 

Defend against trolls
Defending your company  
against trolls requires diffe- 
rent strategies. Patent trolls,  
since they produce  nothing,  
are not subject to patent in- 
fringement  counter- claims.  
Patent  trolls typically have  
legal services on contin- 
gency, so legal expenses  
are less of a concern. Since  
patent trolls have no pro- 
duct, there is no  pressure  
from customers, suppliers,   
shareholders or employees  
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same patent monetization 
strategy with their own  
patents that cover techno- 
logy, from discontinued  
businesses or acquired  
businesses, which their  
company no longer practices.
	 It’s debatable wheth-
er patent trolls are now 
more prevalent or simply  
evolving. These trolls date 
back more than a hundred  
years. The Selden patent  
(US549,160), with an inven- 
tion date of 1877 and an is-
sue date of 1895, covered 
a few of the basic concepts  
of the automobile. The in- 
ventor of record, George  
Selden, was a patent lawyer. 
No Selden automobile was 
ever built. Selden’s patent-  
holding company collec- 
ted royalties of between 
2.5 percent and 5 percent  
from almost all U.S. car  
manufacturers until 1911  
when the patent was ruled  
invalid. 
	 Today’s economic and 
legal conditions, as well 
as technology, have com-
bined to make the patent 
troll strategy effective and 
profitable in the micro-
electronics industry. 

Trolls typical behavior
Patent troll licensing strate-
gies are usually quite sim-
ple—generate the maxi- 
mum money in the shortest 
time at the least expense. 
Troll organizations purchase  
or acquire control of patents  
from single inventors, small 
corporations or bankrupt 
companies. Desirable pat-
ents are ones that cover an  
invention that is used in a  
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to  settle. All the stakehol- 
ders are aligned in their  
desire to collect a license  
fee from your company.
	 Let’s say a patent troll 
sends a letter to your office 
claiming patent infringe-
ment in one of your com-
pany’s products. You—as  
a lawyer in your company’s 
IP division—have been 
given the letter to provide  
an appropriate response. 
If there is no claim chart  
included with the allega- 
tions, then there is no way  
to understand how the  
claims are being inter- 
preted or what your poten- 
tial exposure is. You must  
determine the following:
1.	Is this patent valid?
2.	Could the patent apply  
	 to any of your products? 
	 If the answers to both 
these questions are ‘yes,’ 
then you and your com-
pany experts must deter-
mine the next best step:
•	 Would it be less costly 

to settle early with the 
patent troll claimant? 

•	 Should your company 
take the patent troll to 
court to fight the patent 
claim?

• 	 Are there significant 
'warts' on the patent? 
How broadly does the 
troll interpret the claim? 
Are there opportunities 
to reduce the scope?

• 	 Are there prosecution 
problems? (In 2004 the 
compliance rate mea-
sured by the USPTO was 
82 percent—this means 
one in five patents have 
prosecution problems.)

•	 Is there a good proba-
bility that prior art exists 
that could limit the in-
terpretation of the pat-
ent to uses outside of  
your product's use, or 
even to completely in-
validate the patent?

 •	 Would a declaratory 

judgment action in a 
venue more favorable to  
your company pressure 
the troll to drop the suit 
or agree to a favorable 
settlement? 

•	 Are there strategic issues 
in the troll's program that 
create an exploitable  
weakness? For example, 
would aggressively pur-
suing your company im-
pact the troll's chances  
of a big win with another  
target? 

•	 Is a technical design-
around feasible and af-
fordable? Can your com- 
pany's R&D staff find a 
new solution? 

	 To assess these ques-
tions correctly, you must 
have a view of your pro- 
duct sector history for  
prior art and understand  
the technology incorpo- 
rated in your products.

Spot a patent bully
Patent bullies are cor-
porations with large IP 
holdings that seek strict 
enforcement of their pat-
ents in the marketplace. 
These companies create 
assertive licensing cam-
paigns to enforce their 
patent rights by using in-
timidation and their size 
as leverage. Their strategic 
objectives may simply be 
revenue generation, but 
they more often employ 
strategies to protect a mar- 
ket they dominate or to raise 
a competitor’s cost base. 
This activity is a legitimate 
means for large corpora-
tions with huge R&D in-
vestments in technology 
to obtain a return on their 
investment and establish  
an even playing field.
	 The world of patents 
and patent royalties involves 
increasingly large sums of 
money for patent bullies. 
“In America alone, tech-
nology licensing revenue 

accounts for an estimated  
$45 billion annually; world- 
wide, the figure is around 
$100 billion and growing  
fast.” (The Economist, A 
survey of patents and 
technology, Oct. 22, 2005) 

Defend against bullies
Defending your company 
against patent bullies can 
be complex and costly. A 
patent bully will usually 
present a sample number 
of patents, which are al-
legedly being used in your  
products. Typically, the bully  
will include claim charts that  
document the alleged in- 
fringement.
	 The  common response 
from many companies is ex-
tensive research into prior  
art to attempt to invalidate  
the patents as presented.  
After spending vast amounts  
of time and money, if you  
are 100 percent successful  
in eliminating all the pa- 
tents in a negotiation or a  
lawsuit, a well-endowed  
patent bully will then merely  
provide a new batch of pa- 
tents from their large port- 
folio. They rely on your own  
FUD (fear, uncertainty and  
doubt) to compel you to  
reach a quick settlement fa- 
vorable to the patent bully. 
	 The most effective res-
ponse to a patent bully 
claiming infringement is  
to pursue a cross-licensing 
agreement. Your time and  
resources are much more 
effectively deployed gene- 
rating evidence of infringe- 
ment of your own techno- 
logy by the patent bully.  
Once it can be established 
that you are both using 
each other’s patented tech- 
nology and a cross-license  
is required, the issue then  
simply becomes an ac- 
counting discussion. If the  
revenues you gain from  
their technology are less 
than the revenues that the  

bully generates using your 
technology, assuming a si- 
milar royalty rate, the pa- 
tent bully pays you. In fact,  
this result, while not un- 
known, is still extremely  
rare. FUD factors within the  
target company’s manage- 
ment, directors, sharehol- 
ders, customers, suppliers 
and even employees usual-
ly motivate the target com- 
pany to accept the bully’s 
demands and settle for a 
highly unfavorable result. 

Patent strategy
Ensuring that your compa-
ny has a solid patent stra- 
tegy that includes a de-
fensive component and 
knowing the players—will  
pay off when it is time to  
defend your business from  
patent predators.
	 In all cases the founda- 
tion of your defense is de- 
rived from the range and  
depth of your technical 
knowledge as it applies to  
both your own and your at- 
tacker’s patented technology. 
	 When defending 
against infringement alle- 
gations, you need to be  
able to separate the serious  
threats of patents with  
valid claims from fishing  
expeditions. Insist on a  
documented claim chart.  
You must create effective   
counter-strategies based  
on the attacker’s  motiva- 
tion and profile. 
	 If claiming infringement 
to support a cross-license, 
establish your credibility to  
get the attention of the 
company you are making  
the claim against. You must  
be able to show objective  
proof—such as a claim  
chart. You must be able to  
state ‘This is my patent,  
this is your product, here  
is a claim chart that proves   
you are using my techno- 
logy in your product. I think  
we should sit down and  
negotiate.’ 
	 Semiconductor  and  
microelectronics companies 
that take patent defense 
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strategies seriously at an 
early stage and prepare for 
the day that they become 
an attractive patent licens-
ing target won’t need a 
crystal ball. They’ll be solidly  
positioned to successfully 
defend—or assert—their 
patent assets. 
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at Mosaid Technologies.  
Hands-on analysis of a  
broad array of memory  
chips quickly taught Terry  
about IC design and the  
value of reverse  engineering. 
	 After a few years of 
running the reverse-engi- 
neering group for Mosaid, 
the success of the proge-
nitor of the Patent Intelli-
gence business was per-
ceived as a conflict with  
Mosaid’s Design and Tester  
business units. Mosaid deci- 
ded to shut the reverse- 
engineering business down.  
Responding to customer  
demand and his need for  
a job, Terry started  Semi- 
conductor Insights with  
funding from a client and  
initial support from Mosaid.  
As well as the technical 
competitive analysis at SI,  
Terry expanded the intel- 
lectual property (IP) side  
of the business. Reverse  
engineering was an esta- 
blished concept for tech- 
nical intelligence, but Terry  
was among the first to see  
its value for patent law-
yers and the industry’s IP 
groups. 
	 Both sides of the 
business took off under 
Terry’s leadership, but  after  
a few years, his vision  
and strategy no longer 
matched that of the com-
pany’s client ownership.  
	 The only answer—the 
way to put his vision into 
practice—was to start his  
own company, and so, in  
1992, the stage was set  
for Chipworks. At this point,  
the stage was only the  
basement and spare bed- 
room of his house, but 
you have to start some- 
where. 
	 The company began 
with Terry, and after a few 
months, a few engineers 
on contract. After about 
a year and a half, full-time 
employees were added 
including an administra- 
tor. The headcount quickly  

reached 15 as the demand  
for reverse engineering  
increased. Later, 15 people  
proved too many for Terry’s  
house, so the business 
moved to its first premises  
in central Ottawa. 
	 In the early years, Terry 
concentrated on Asia, a 
huge market for reverse-
engineering services. Here,  
Terry’s capabilities and  
values, imaginative com- 
mitment to customers, and  
focus on excellence imme- 
diately spelled sucess.
	 “We have a passion for 
excellence and a commit- 
ment to our  clients, and our  
customers could see this  
from the early days,” says  
Terry. “They know we’ve 
always worked for them, 
and they use us as an ex- 
tension of their own com- 
pany.” Now the company  
has offices in North Ame- 
rica, Japan, Poland, Korea  
and Taiwan, representa- 
tion worldwide, and clients  
around the globe. 
	 With a restructuring in 
2005, Chipworks has about 
100 employees spread 
over three divisions: Tech- 
nical Intelligence, Patent  
Intelligence, and Core  
Capabilities,which mana- 
ges the infrastructure.It’s  
never been hard to attract  
people to Chipworks. For  
one thing, Terry isn’t the  
only techno-maniac out  
there—most of the Chip- 
works employees are  
crazy about microelectro- 
nics. The other major fac- 
tor is the company’s philo- 
sophy. There have been  
changes over time, but  
the basic values remain  
constant: team work and  
sharing knowledge in a  
supportive environment. 
It’s also vital to reward 
people for their work. For  
example, it had an early  
profit-sharing scheme de- 
veloped into a bonus sys- 
tem, then more recently  
into shares in the company.
	 Open communication 

between employees and  
management has always 
been a key part of Terry’s 
management style. This  
practice was easier to  
maintain with a company  
of 15 individuals, but it’s  
still the most important 
management objective  at  
Chipworks—it just takes  
more thought and care. 
	 As the company has  
grown, so has the semi- 
conductor industry. One  
of Terry’s tasks is to keep  
track of trends. 
	 “Scaling challenges and  
mobile personal devices  
are driving the industry  
in an environment more  
competitive than ever,” he 
says. “Penalties are severe 
for companies that get it 
wrong.”
	 As  Terry explains,  “The  
outsourcing trend is good  
for us. Most companies  
can’t do competitive ana- 
lysis for themselves any 
longer. A decade ago, you  
could do reverse engi- 
neering  with a $40,000  
microscope. Now you  
need $10 million worth  
of equipment and spe- 
cialized research.”
	 On the patent intelli-
gence side, the picture for  
Chipworks is equally rosy. 
Terry says, “The value of  
intellectual property is  
constantly rising, so the  
market demand for Chip- 
works services is always  
there. In the information  
age, it’s good to be an  
information provider. Our  
information helps our 
clients improve their pro- 
ducts and their licensing 
positions, so we’re always 
in demand.”
	 Most of all, this role 
allows Terry to concentrate 
on his favourite aspects of  
the business: strategy, vi-
sion, and the drive to the  
future. 
	 “The opportunities are  
all out there,” he says, “we 
just have to choose the 
right ones.” 
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OVERVIEW
Inside 
Technology
Through creative inves-
tigation and analysis, 
Chipworks looks ‘inside 
technology’ to provide 
industry professionals  
with knowledge. Chip-
works is an internation-
ally recognized techni- 
cal services company  
that analyzes the circuitry 
and physical composi-
tion of semiconductors 
and electronic systems 
for a wide range of appli-
cations in patent licens-
ing support and com- 
petitive study.
	 Since 1992, Chip-
works has successfully 
helped semiconductor  
and electronics manu-
facturers, achieve their  
goals by supporting re- 
search and develop- 
ment efforts in product  
development and pa- 
tent portfolio manage- 
ment.
	 Headquartered in 
Ottawa, Canada, the 
company has offices 
around the world.

Patent 
Intelligence
Chipworks knows tech-
nology and understands 
technology patents. For  
internal intellectual pro- 
perty (IP) groups, we  
enhance the team by  
providing third-party 
technical evidence and  
becoming intimately  
familiar with the client’s  
patent portfolio. This  
helps limit their expo-
sure to aggressors and 
helps to maximize return  
on patent assets.
	 For law firms, we 
work with their dead-
lines and unique re-
quirements, delivering 
accurate and impartial 
third-party technical ev-
idence. We provide liti-
gation support and pat-

ent defense, enabling  
them to build and 
strengthen their client 
relationships.

Technical 
Intelligence
Chipworks delivers de-
tailed technical analysis 
of microchips and elec-
tronic systems to circuit 
and process designers 
in semiconductor and 
electronics companies. 
They use this informa-
tion to maximize their 
knowledge of the latest 
technology, benchmark 
their products, maintain  
their competitive  ad- 
vantage while acce- 
lerating their product  
development  process.  
Chipworks’ reports also 
aid customers in making  
market-entry or exit de-
cisions. 
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