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Content Review

This long-desired manual outlines how Slovenian companies can be supported
by the Slovenian universities and research centres in their common needs
through how they think about and work with IP. Normally, every university or
research centre around the world will have its own way of dealing with IP and
collaborative efforts. This manual shows that there is a common view of the
needs of the Slovenian economy and that there is a line of thought common to
researchers from different research institutions.

This book unravels the secrets and paths available for a collaboration between
the economy and research institutions in Slovenia, along with practical infor-
mation on how the TTO is dealing with its everyday tasks, some administrative
and some very demanding, ranging from sorting out the paperwork to devel-
oping new financial instruments together with the European Commission.

| believe that for a small country like Slovenia, setting standards on a national
level will be particularly important.

| understand that many Slovenian companies are already using competen-
cies and results from the public research to develop their business, and it is
my hope that many more Slovenian companies will benefit from working with
these institutions, inspired by this manual.

The manual describes principles and guidelines, but also goes into detail on
how collaboration and access to IP can work in practice. Public research insti-
tutions have a difficult task - especially in a small country - to balance their
international outlook and the need to serve their local community. | trust that
this manual will help Slovenia take a big step further!
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It's a question of trust
It's a question of trust
It's a question of not letting what we've built up crumble to dust

»Depeche Mode, A Question of Lust«
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Foreword

WE LIVE IN MOMENTOUS TIMES.Everyyear less funding is available

for research. \We rely on what have until recently been non-existent financial
resources in order to survive and attempt to maintain a level that befits the
important performers in Slovenian science, who have helped write the history
of our institute over decades and centuries.

\We are strong and fearless, as science is the tip of an arrow that flies
through time into the future, and only by trusting it will we be able to take the
necessary step forward, infinitely difficult as it may be.

We live in momentous environments. Improving the cooperation between pub-
lic research organisations and the economy is a political guideline, but we are
on the side of professionalization.

We try to open this place up as much as we can and illuminate it so that frag-
ments of possibilities can shine through. Possibilities that, like gentle pieces of
being, reflect in the air - between us and them. We are not nothing.

We are merely weavers of threads between them - between two brothers,
two sisters, a brother and a sister who, over decades of their own excellence,
have lost their touch and sense for each other. Perfect on their own, but to-
gether so insufficient in their ability to shake each other's hand, as particles
of stardust are suspended in the air These opportunities, which the universe
created with their help and for them to use, yet they peer through them into
space, cold and disconnected. We are not nothing.

\We are merely the creators of sparks through which newly opened and illu-
minated space and time morph into a space without gravity, into a space of
discovered opportunities, joined hands and love - a love of cooperation. \We
are not nothing.

And yet we are here, and we are presenting you with one of these sparks!

" Opportunities for Collaboration with the Jozef Stefan Institute (November 2017)
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Connecting science an




THE PURPOSE OF BASIC RESEARCH is notthe direct and rapid application
of the results for practical use, it is focused primarily on discovering the founda-
tions of long-term benefits for humanity. More applied areas of research are,
by their very nature, intended for the faster transfer to practical use, but the
timing of the practical application of the research results varies widely by field,
from relatively short cycles e.g. information communication technologies, to
longer cycles e.g. biotechnology or pharmacy.

At the personal level, researchers are driven by various motivations, but from
the point of view of the broader society that finances research activities, it is
clear that regardless of the character and field of research, society expects a
shortterm or long-term practical benefit from the activities that it finances. This
is also reflected in practice. In a global competitive environment, in which we as
a country are situated, technological development is one of the few competitive
leverage mechanisms with which we can indirectly create added value. It gen-
erates a head start over other players in the global market, enabling adequate
earnings of the economy, part of which returns via taxation to the financing of
development and research within public research organizations (PROs). For the
operation of the entire cycle (Figure 1), the success of the application of knowl-
edge and technologies from PRO is of vital importance. This is an extremely
important issue, since the economy of Slovenia, like other economies, generally
does not have sufficient knowledge and capital to independently develop the de-
manding technological breakthroughs that are urgently needed for dominance
on the market, and it often remains in the field of technological improvements
and intermediately sophisticated technologies The actions of the economy in the
field of high technology are far too scarce in light of the relatively high price of the
warkforce in Slovenia relative to the competitive conditions in the global market.

Figure 1.: Science - economy - society are intertwined in a vortex of time, where
science offers breakthrough development ideas and novelties to the economy, the
economy develops new and improved services and products, and society takes part in
the developments, and consumes, paying the economy for services and products and
paying taxes to the country, which in turn fuels the financing of science.



A particular reason for unsatisfactory results in the transfer of knowledge from
research into the economy, as often reported by newspapers, are low invest-
ments in R&D. The statistical data® do not support these claims in full; they
show that, according to R&D expenditure, the proportion of researchers versus
the total population and the business sector; according to the EU27 mean, is
average. Nevertheless, the claim that greater investment in research and devel-
opment would definitely enable better, faster development is always correct.

Elsewhere, we can find statements that the economy is not interested in
collaborating with science, and while we will not be discussing this in detail,

we should add that our experience in the field of science and the economy in
recent years suggests otherwise. The fact is, of the hundreds of Slovenian
enterprises invited to collaborate with the JSI or other public research organi-
sations in recent years, not one has expressed disinterest in cooperation.

Some argue that the competitiveness of the economy, being less than desired,
is the result of poor cooperation between science and the economy in the field
of intellectual property, alongside the ignorance of researchers and their inad-
equate diligence in intellectual property issues.

National authorities are becoming increasingly aware of the extraordinary im-
portance of transferring technologies and innovations generated within public
research organizations for commercial exploitation in the economy and are
trying to encourage such activities using various mechanisms. A better under-
standing of the field also coincides with the guidelines of the European Com-
mission and its constantly updated reflections on innovative pushes for the
economy in the single market. In parallel, the activities of public research orga-
nizations in this field are increasing. In recent years, several high-tech spin-out
companies and licensing contracts or industrial property contracts have been
established within the framework of public research organizations. Unfortu-
nately, despite the elaborate legal framewaorks for the successful transfer of
technologies, this kind of legal practice is still in the throes of old habits and
vices, which are not always consistent with the formal legal situation. Some
virtual problems are presented as well; it is actually impossible to establish a
spin-off company in Slovenia within the framework of public research organiza-
tions. This presents a problem, especially if we do not know what we want to
achieve or what a spin-off company is - and particularly in the virtual condon-
ing of the stil-low number of high-tech spin-out companies. And no, we have
indeed not mixed the two terms here. Practical examples of technology trans-
fer are still in their early stages, and the great untapped potential of Slovenia
in the field of technology transfer calls for intense and accelerated operations.

And yet, the transfer of technologies requires - a researcher. There can be no
flow without a source. Slovenian researchers are bold, positive and a remarkable

2 Innovation Scoreboard



type of people. To date, there has not been a case of a researcher refusing to
transfer their discovery to the economy for use and benefit. Encouraging, isn't
it? Therefore, they deserve respect and support for their efforts. Each and
every one of them.

11, Activities of technology and knowledge transfer

Science is focused primarily on discovering the foundations and creating con-
ditions for long-term benefits for humanity. In this effort, science is and must
remain free and autonomous.

Science is also a generator of technological, non-technological, organizational
and other inventions that, through economic activity, get the opportunity to be
implemented as services or products and come to life as innovations. In this
way, science (in a more or less direct or shortterm form) returns the benefits
to the economy as a public budget generator.

The collaboration of public research organizations (PROs) with the economy is
roughly divided into the following types of activities (Figure 2) (EC, A composite
indicator for knowledge transfer, October 2011):

* contract collaboration with the economy, which includes consultancy, con-
tract research and contract collaborative research (the degree of involve-
ment of the economy in the latter is increasing];

» marketing intellectual property by establishing spin-off and spin-out companies;

* the licensing and disposal of intellectual property rights of PROs;

* communication through public announcements and events (non-technical,
professional, scientific articles; conferences, exhibitions);

* teaching (at graduate and postgraduate levels);

* the exchange and transfer of staff.

The part of the transfer of knowledge from the PRO to the economy, which
directly brings or helps bring a new product or service to the market, is
characterized by an orderly, moderated process (management of innovations,
CEN/TS 16555-1 standardisation], which seeks to increase the number of
positive coincidences in which an invention is transformed into an innovation
on the market. The moderation (management) of this process is implemented
via technology transfer offices.

The transfer of knowledge from PROs to commercial exploitation in the
economy, where technology transfer offices are key players, comprises

the first three types of activities. The activities are connected in their
implementation and run in parallel with the adequate protection of intellectual
property rights. Due to the lengthiness of the protection processes and their
potential financial complexity, the design of strategies is a necessary part of
the protection of intellectual property itself.



Set 1.

Contract collaboration

These are various forms of cooperation between businesses and PROs for

which a collaboration agreement is signed. The results of the contractual

activities vary according to the size and complexity of the operations and the
company’s involvement in carrying out the contract.

* Consultancy. Problem-solving in the form of opinions and studies that do
not require specific equipment, but rather the knowledge of the researcher.

* Contract research. This mainly involves solving problems encountered by
contractual economic partners (various measurements and assessments).
Generally, this research has lower values and a shorter duration. Prab-
lem-solving requires specific knowledge from researchers and equipment
from the research institution. The results of development research work
are generally not publishable or patentable and constitute a trade secret.
This type of collaboration between Slovenian PROs and the economy is an
established practice and has been successful in its current scope.

* Contract research collaboration. This is more complex and extensive
research, aimed at the further development of technology and bringing the
technology closer to market requirements. The usefulness of the results is
not directly obvious, but there is a strong interest in research by industry.
Research development work results are typically intermediate products
and prototypes, the contract values are significant, and the duration of the
research is longer. The results obtained are normally suitable for publica-
tion and new intellectual property is eligible for protection.

Set 2.

Licensing / Sales of intellectual property (IP)

This is the marketing of intellectual property to business partners or to own
spin-out companies under a licence agreement or sale of IP. It concerns the
sale of a licence for the right to use the IP or the divestment of the ownership
of IP rights, generated by the PRO, to interested economic partners.

Set 3.

Establishing Spin-Out / Spin-Off Companies

In order to exploit the newly created knowledge, the researchers can establish
a company with the PRO, co-owned by third parties (spin-out company) or co-
owned by the parent PRO (spin-off company). In the case of spin-off companies,
the PRO is a proprietary co-owner on the basis of intellectual property in the
(joint) ownership of the PRO and the spin-off company. In the case of spin-out
companies, the PRO signs a licence agreement with the new company to ben-
efit from the resulting knowledge. In the long term, technology transfer from a
PRO to the economy in the form of a new company is the most profitable, and
directly contributes to the creation of new jobs and improves the competitive-
ness of the economy; however, it represents the highest risk for the individual.
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Figure 2.: The process of transferring technologies from research to its impact
on the economy. Source: A composite indicator for Knowledge Transfer, European
Commission, Octaber 2011

1.2. Intellectual property

The basis for transferring technologies from PROs to commercialisation is
the intellectual property created by the PRO.

Intellectual property is divided into copyright (know-how) and industrial proper-
ty rights (patents, designs, brands, ... (Figure 3).

Copyright is covered by the Copyright and Related Rights Act, while industrial
property rights are covered by the Industrial Property Act. Copyright is im-
portant for understanding the rights deriving from various forms of scientific
contributions (e.g. articles, speeches, lectures). Forms of industrial property
are patents, which are most commaon in the industrial property portfolios of
public research organisations (PROs), as well as brands, models, geographical
indications, printed circuits and agricultural varieties, which, however, occur
less frequently among researchers.

Intellectual property does not represent a physical object, so we will address it
in the context of the obligation right we may own or are transferring (possibly



against compensation). As an intellectual property holder, the PRO manages
the right to use intellectual property and decides what to do with it. This pri-
marily includes the decision on whether or not to protect it and, in the case

of protection, how the latter will be commercialised. In the case of commer-
cialisation, the benefits or rewards for the authors of the intellectual property
created in the PRO must be regulated as well.

Intellectual
Property

Layout Design of
Integrated Circuit

[ndustrial
Property

Copyright Law

( N 4 N
Copyright Patent Patent
J N J
N 4 N
Related Trademark Geographical
Rights Indication
N J N
-
Short | A_l Supplementary
Term Protection
Patent Certificate
N J N J

Figure 3.: Intellectual property - division by category.

The legal basis for determining ownership of the results of the research work
of PROs is mainly Article 22 of the Employment-Related Inventions Act, which
defines the contractual relationship between innovation funders and the ac-
tual inventors. The Act stipulates that contracts signed by public institutions
of higher education or public research institutions with third parties relating
to the financing or co-financing of research work must determine the owner
of the inventions generated in the context of such research and resolve the
guestion of the rights to use these inventions, as well as the amount and mo-
dalities of the potential specific payment. In doing so, due account should be
taken of the contractual obligations of all participants. An important provision
of the Act is that contracts for the financing of research signed by the state
with public higher education or public research institutions will also stipulate
that the state renounces the rights to potential innovations stemming from
this work.



The moral copyright of the author is inalienable. In the case of material rights,
however, there is no unambiguous rule, the key question is who pays for their
protection and creation. In the case of a PRO, the funder, i.e. the state that

is financing the scientific research work from the budget obtained from tax
callection, renounces the material rights to intellectual property. The PRO
decides whether the newly created intellectual property is a result of the work
of the employees or of persons related to the organization in projects of the
PRO (but not necessarily during working hours) or through infrastructure that
owns the PRO. If it decides that the newly created intellectual property is con-
nected to the organization, it shall also decide how to manage the intellectual
property. However, if - since it is not possible to establish a connection with a
PRO - it is given to the author and the author decides to carry out commer-
cialisation independently, the author bears the costs and also the potential
benefits of marketing the results or material intellectual property rights. The
party that takes on the risk of investing in the invention and its potential com-
mercialisation will also reap the benefits of a successful sale. If the PRO has
decided to commercialise the property rights of intellectual property, it shall
also bear the costs and potential benefits of commercialisation.

1.3. Support for the transfer of technologies and
knowledge from PROs to the economy

There are several different organisational forms in Slovenia that allow or sup-
port the transfer of knowledge from PROs to the economy, between PROs,
between enterprises, and from the economy to PROs. These include centres
of excellence, university incubators, technology parks, VEM points, technology
transfer offices, competency centres, etc. Some (but not all) of them are de-
fined in the Supportive Environment for Entrepreneurship Act, while others are
part of the cooperation with the SPIRIT state agency or with various ministries
that have established and supported these organisational forms over time.

Transfer activities can be divided into (1) network and platform creation, (2]
contract research, (3) collaborative research, (4] establishment of spin-outs,
(5] licensing, (6) continuous professional development, (7] teaching.

The target interest groups for which these different organisational forms
provide support services vary according to industry, the age of persons, ed-
ucation achieved, geographical location ... The various stakeholders must be
addressed in such a way as to ensure the comprehensive progress of society.
Therefore, balanced support should be offered, taking into account the needs.

It is important to distinguish between organisational forms that can carry out
different knowledge transfer activities and the knowledge transfer activities
themselves - and that individual knowledge transfer activities are dispersed



for implementation in different organisational forms. Table 1 summarises
some of the organisational forms found in Slovenia and the knowledge trans-
fer activities that they perform - along with their respective target groups.

Table 1.: The individual existing organisational forms of knowledge transfer in Slovenia,
activities (from the process) of knowledge transfer (from Figure 2) they provide, and
the target groups to whom these services are offered. Also shown is the assessment
whether the offer is comprehensive (leads to realisation) or partial (only part of the
service necessary for market realisation).

INDIVIDUAL ORGANISA- Transfer Target Offer of
TIONAL FORMS (Slovenia activities group seruices

and foreign examples) e

E-platforms — open creating networks/ everyone partial
innovation platforms platforms

technology transfer contract research researchers comprehensive
offices contract research professors

collaboration, the esta-
blishment of spin-outs,
licensing

doctoral students
enterprises linked to the
above

CEs contract research researchers comprehensive, but with
contract research colla- professors employed in  a lack of technical staff
boration economic activities for mentoring and coa-

employees in non-econo- ching process
mic activities
doctoral students

CCs contract research researchers comprehensive, but with

contract research colla- professors a lack of technical staff

boration

employees in economic
activities

employees in non-econo-
mic activities

for mentoring and coa-
ching process

MBC (U.Aalto) — an
example of a compre-
hensive approach from
abroad

contract research
contract research
collaboration, the esta-
blishment of spin-outs

researchers

professors employed in
economic activities
employees in non-econo-

comprehensive

licensing mic activities

continuous professional  students

development
innovation vouchers / contract research researchers Slovenian voucher — (a
development vouchers professors measure that is under-

employees in economic
activities

employees in non-econo-
mic activities
development depart-
ments (may also be
dedicated to a broader
social environment or
non-technological inno-
vation)

developed in Slovenia
but has great potential
with a reasonable formal
system)

CPI

continuous professional
development

staff
pensioners

partial




INDIVIDUAL ORGANISA-

Transfer
activities

Offer of
services

Demola contract research students comprehensive
professors — mentors
technology centres contract research colla- employees in economic  comprehensive

boration

activities — development
departments (including
universities, PROs, etc.)

consortia of universities
and/or faculties/institu-
tes/PROs with economic
and non-economic activi-
ties — networking forms
of knowledge transfer
(e.g. Collaborative Pro-
jects in FP7)

boration

contract research colla-

researchers

professors

employees in economic
activities

employees in non-eco-
nomic activities (impact
and cooperation with the
broader sacial enviro-
nment)

integrated, supported by
coaches on the ESIC2
platform to assist with
commercialisation

the establishment of
spin-outs

»hekovnik« (part of the
services that most
incubators do not
provide because they
do not have sufficient
human and financial
resources and therefore
do not develop an
integrated approach)

students and self-
-employed innovators

partial by nature — of-
fering only coaching in
one segment, urgent
connection to technology
parks (this connection is
already happening throu-
gh Start:up Slovenia)

the establishment of
spin-outs

student incubators /
university incubators

students

partial; limited reso-
urces for advisory and
other comprehensive
services

1.31.

Formal regulation of technology transfer offices in Slovenia

The state has established universities and public research institutes (PRI) with
the Institutes Act and the Higher Education Act.® The funding of research in uni-
versities and PRIs is presently being carried out through calls for tenders from
the Slovenian Research Agency [ARRS]) in accordance with a number of regula-
tions.* Because researchers compete for funding for their research proposals
at regular intervals (every year, every 4 or more years) on the basis of specific
criteria, it can be argued that the research funding from the Slovenian national
public budget is organized on a project and programme basis, which to a cer-
tain extent supports positive selection within the field of research and allows
researchers to carry out creative work in a relatively stable environment.®

S http;//www.uradniist.si/ 1/ objava.jsp?urlid=20031348stevika=5826

4 http;//www.arrs.gov.si/ sl/akti/

5 We will not be discussing the qualifications of the researchers as civil servants and the absolute impact of the ARRS selection
system at this time. It is only worth noting that the system is regulated in many places by a more positive or a more negative
selection, which also depends on how we define positive and negative selection.



With the Industrial Property Act®, the government has adopted a regime

in which it leaves the ownership of all inventions, funded from the budget

in the above-described way, under the management of the universities and
PRIs where the research was conducted (under conditions that ensure the
established rules for the management of these inventions are followed] (see
Articles 21 and 22). Since the Republic of Slovenia followed the rest of the

EU (excluding Italy and Sweden, both of which leave their intellectual property
under the management of the researchers themselves), commercialization is
a responsibility of the knowledge institution (not the researchers themselves).

The Supportive Environment for Entrepreneurship Act’ (or the Guidelines

on Keeping Rules on the Innovative Environment)® introduced a corporate
environment in Slovenia (enterprise and university incubators, technological
parks ...) (see Article 2 of the Guidelines). Each of these organisations should
support the development and mutual participation of young and somewhat
older enterprises in a specific way prescribed by the Guidelines. The trans-
fer of knowledge and inventions to the market through the creation of new
businesses should be mainly facilitated by university incubators together with
technology transfer offices.

With the Industrial Property Act®, the state established the Slovenian Intellec-
tual Property Office (see Article 5) and primarily tasked it with receiving filed
applications, by which the assigning of industrial property rights is requested,
and conducting procedures for granting these rights, managing the accompa-
nying rights registers, performing information services, and representation
of Slovenia at WIPGO, EPO and other international organizations managing
international contracts in the field of IP, a signatory of which is the Republic of
Slovenia.

Technology transfer offices are mentioned (but not defined] in the Guidelines
on Keeping Rules on the Innovative Environment. A proper location was given
for the offices in the 2011 Resolution on the National Research and Develop-
ment Programme 2011-2020", whase initial goal envisions an improvement
in knowledge transfer through the regulation of the systematic financing of
technology transfer offices and the establishment of a metric for the evalua-
tion of its effectiveness, with the aim of defining the transfer of knowledge as
one of the key strategic missions of the PRO towards society, in a system that
provides incentives for collaboration, trust and good integration in the field of
research. The resolution also defines the bases for the evaluation of perfor-
mance through the achievement of the effects of the transfer of knowledge

http:/ / zakonodaja.gov.si/ rpsi/r02/ predpis_ZAKO5122.html

http:/ /www.uradnilist.si/ 1,/ objava.jsp?urlid=20071028stevilka=5064
http:/ / zakonodaja.gov.si/ rpsi/r05/ predpis_PRAV8195.html

http:/ / zakonodaja.gov.si/ rpsi/r08/ predpis_ZAKO1668.html
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and technology in the form of licences, newly created enterprises (number of
companies and employees) and revenue growth.

The Slovenian economy is a public budget generator of the Republic of Slo-
venia. A substantial share of the financing for Slovenian science comes from
public funds - partly from Slovenian public budget, partly from the European
budget (European projects), and the share of funding directly from the econo-
my is not negligible. Therefore, at PROs, we are aware that an increase in the
competitiveness of the Slovenian economy also depends on good cooperation
between science and the economy, and we want to do everything we can to
enable such cooperation.

This would conclude the path from science to the economy, and everything in
the innovation support system in Slovenia seems to be in the right place. And
yet, debates often arise among the public on the reasons why cooperation
between science and the economy is not optimal.

1.3.2. The average technology transfer office

The average size of a technology transfer office in the EU (Knowledge Transfer
Survey, 2011, EC, 436 JRO) is 8.5 FTE. More than 83% of technology transfer
offices employ staff with degrees in technical or life sciences, 70% employ
staff with formal management qualifications, 58% with formal legal qualifica-
tions and 35% with degrees in finance. Among the other employees, we find
mostly expertise in medical science, innovation management, technology man-
agement and patent professionals with formal qualifications - 13% of tech-
nology transfer offices employ this type of staff. The surveyed organizations
included 93 PROs with up to 500 researchers, 126 PROs with 501 to 1250
researchers, 92 PROs with 1251 to 2500 researchers, and 103 PROs with
more than 2500 researchers.

It is therefore likely that for PROs with a small number of researchers, it is not
financially reasonable to maintain a technology transfer office that will have all
the necessary personnel to operate successfully. Especially in Slovenia, which
has about 3000 registered researchers (not all of them from PROs, some
come from the economy), it doesn’t make sense to organize several offices
for technology transfer and, therefore, collaboration is of key importance.












A PATENT IS AN INVENTION, written in a specific, predefined form for
which we can determine, following a certain amount of verification, that it
comprises a new, economically usable and sufficiently unexpected content to
meet the criterion of an inventive step and cannot be classified as obvious or
trivial. Verification of the adequacy of the contents and forms of the patent ap-
plication is carried out by intellectual property offices. If all three verifications
are carried out, this means that a complete examination of the patent appli-
cation has been carried out before the patent is granted. If it is being verified
whether a patent application formally meets the legal form requirements and,
for example, that it is not trivial (perpetuum mobile) or offensive to the state;
this is called an »examination of obviousnessx«.

A patent is a type of contract between the state and the individual (a natural
or legal person), by which the state provides the individual with a negative right
- a time-restricted monopoly by which they prevent others from using their
industrial property in exchange for the disclosure of the invention to the public.

By filing a patent application, the definition of the protection of the patent is
mostly finalized, so the patent application must be well written, as it cannot be
significantly changed later without changing the priority date or making sub-
stantive alterations. The validity and marketability of the patent depend on the
patent application. If the patent application changes throughout the process (it
can be reduced), this will hinder us in any subsequent court proceedings that
could arise if the patent has a high market value.

Intellectual property offices act as a support by ensuring that the contract
between the state and the individual can only be signed by an individual whose
invention meets predetermined substantive criteria. The Slovenian office
grants patents to applications that meet the formal criteria for a patent; pat-
ent examiners do not pay much attention to the content, since a complete
substantive examination is not a prerequisite for awarding a Slovenian patent
document. This type of regulation is part of the procedure written in the leg-
islation of the Industrial Property Act, but inventors may not be sufficiently
aware of it. For the Slovenian inventor who proudly exhibits a Slovenian patent
document (the fact that in international law, a granted Slovenian patent only
means a published patent application, is not specifically highlighted), this doc-
ument acts as an attestation of achievement. However, the Slovenian patent
is not proof of the quality of the invention, as it was granted solely on the basis
of an obviousness examination and a review of the format of the application

- and moreover, no patent granted in the world is a guarantee of successful
marketing.
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2.  Does a patent guarantee market performance:
Interweaving protection and commercialization

A patent is not a guarantee of the quality of the invention, much less a guaran-
tee of its market performance. The existence of a Slovenian patent ensures
that the text is properly formulated and, after a preliminary examination, that
the content is not entirely impossible, offensive and the like. The existence of a
foreign national patent could mean that patent examiners did not find anything
equal or sufficiently similar in the existing literature, which does not guarantee
that this will not be found by the counterparty’s experts in court in the event of
an alleged infringement of industrial property rights.

A (breakthrough] invention is not a guarantee of a high-quality patent. High-qual-
ity research work and the quality of the resulting protected intellectual property
are not necessarily directly interdependent. It is entirely possible to write a
high-quality patent for an obscure invention and vice-versa. After all, patents are
not meant to be registered in a database, but to be marketed. A high-quality
patent enables presence on the market (even if it describes an obscure inven-
tion), allowing sales of products or services based on praotected technology only
by those who can use the rights from the patented technology (rights holders).
A high-quality patent is written in such a way that it can prevent others from
using the invention described with no particular reason, or a rights holder may
prevent the use of a particular technology on the market in order to boost an-
other technology instead. Low-quality patents do not enable marketing because
they do not provide any of these rights with a sufficiently high probability. The
fundamental difference between invention and innovation is the market: inven-
tion only becomes innovation when it is accepted by buyers, or when the author
has an economic benefit from the innovation. A patent that does not generate
economic benefits (from its exploitation or prevention), also does not justify the
cost of protection and is therefore nonsensical from this perspective.

There is a complex relationship between the protection of intellectual property
and commercialization in technology transfer. From the point of view of intellec-
tual property protection, it is sensible to keep a discovery or innovation secret
for as long as possible, while from the point of view of commercialisation - the
cooperation of key stakeholders and the acquisition of financial resources - it is
sensible to disclose the innovation, or at least its functionality, relatively quickly.

Intellectual property in technology transfer is normally protected by patent pro-
tection, first by a national patent application, then by international PCT protec-
tion. With the help of these two protections, it is possible to protect intellectual
property for 30 months practically all over the world and at a low cost, which
does not exceed EUR 3000 when the applications are drawn up independent-
ly. Further protection of intellectual property is, however, very expensive. For



example, initial patent protection in 10 European countries amounts to around
EUR 50,000, to which annual extension payments must be added after the ini-
tial protection period has expired. Due to the dynamics of intellectual property
costs, the proper timing of the first intellectual property protection application
is extremely important - this is most often a national application, also enabling
the extremely fast implementation of the process of commercialisation, so that a
large part of the process of commercialisation can be implemented with low pro-
tection costs. Quick action is also important from the point of view of followers
and the simultaneous development of related solutions elsewhere in the world.

At the same time, it is crucial to be aware of the fact that the protection of
intellectual property rights through patents is just one of the possible mecha-
nisms for the protection of commercial benefits of the organization that holds
the intellectual property. On many occasions, protection through patents can
even be harmful - for example, if the commercialisation process is too slow,

if the commercial exploitation process is very time-consuming, or if we do not
have (extreme amounts of) protection resources available in the targeted global
markets after the expiry of PCT protection. The patent application describes the
innovation in detail, and the application is available on the world wide web for a
certain time after filing, so that anyone from anywhere can have insight into our
technology. This enables potential followers to copy the innovation if it is not ade-
quately patent protected. In the case of your own marketing of solutions, the rap-
id penetration of the global market is also of crucial importance from the point
of view of the pratection of intellectual property rights, since an already success-
fully launched innovation will only yield meagre market rewards, and therefore be
less attractive, for any followers that would attempt to copy the innovation.

2.2. The eternal crisis of the patent system

The patent system was created on the basis of the interests of individuals in
order to protect the intellectual creation they have invested finances and time
into, with the aim of being able to market it as well. The first patents were
Venetian, formally intended for the same purpose as today and under similar
conditions. After that, the Queen of England shifted the focus of the patent
system by distributing patents primarily to those who had stolen their knowl-
edge abroad (as a reward for their theft); patenting with the goal of destroying
competition became widespread, and the queen would award patents to her
loyal followers ... This was when it first became apparent that the patent sys-
tem was not working™.

Today, the largest investments of time and money in development are not
made by individuals but by corporations. Patents are the wars of large com-
panies, and individual innovators have a much more difficult time during the

n
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commercialization of patents. The patent business is a business of litigations
and courts, which does not guarantee the transparent international protection
of intellectual property in the field of patents under international law due to the
principle of territoriality, which is integrated into the patent system itself. Thus,
in the case of Lucasfilm vs. Ainsworth, when British intellectual property was
violated by a British citizen in the US, the courts there refused to rule on the
infringement because the British citizen was never present in the US (he sold
over the internet), and Britain likewise, since the violation took place in the US
and they did not deem to have jurisdiction™. (The case comes from the field of
copyright law and had a happy ending.)

The same thing happened in the case of Voda vs. Cordis™ - when Jan Voda, an
Oklahoma physician who held the rights to a special cardiological catheter for
which he had acquired patent rights in seven different countries, sued Cordis
for marketing a catheter similar to his patented product. The US Court initially
ruled that Cordis was in violation of the rights of Jan Voda, but Cordis argued
that the US Court cannot judge on intellectual property whose rights were
granted by the office of another country. The judgment of the higher-level court
was in favour of Cordis, concluding that even though Cordis may have been in
violation of the rights in the US, the court where Voda filed his suit did not have
jurisdiction, and thus he was denied intellectual property rights originating from
outside the US and any related trial. In their opinion, Jan Voda had to seek jus-
tice in each of the six countries where he had a valid patent right. (Unfortunate-
ly, this story does not have a happy ending.)

In the United States, the patents of individuals and small businesses are often
bought up by so-called Non-Practising Entities (NPEs or Patent Trolls), which
have no intention of commercialising them, but rather to become a thorn in the
side of a large corporation, threaten them with action little by little and hope

to receive a settlement (pocket change for the corporation, but a fortune for
the NPPEs and the inventor). The patent world is wicked, much like the world of
design and brands. This is a world in which we Slovenians are not very compet-
itive with our patents - our expertise in their production, assessment and pro-
tection. But this is not because our researchers don’t know enough about IP.

In defence of the statement that the patent system was created in order to
support innovation, this is best seen now in the field of pharmacy, and partially
biotechnology, as many drugs would not have been developed due to the large
initial investments if investors did not have the opportunity to protect their
market interests, at least for a certain period of time. Therefore, the patent
system today is operational and supports investments in development, particu-
larly where initial research inputs are large and research work is concentrated

2 Benedetta Ubertazz, Intellectual Property Rights and Exclusive (Subject Matter) Jurisdiction between Private and Public
International Laws
B http;//www.patentlyo.com,/ patent,/2007,/02/voda_v_cordis_p.html



in international giants. Here, the patent system is reflected in court proceed-

ings that, for example, try to achieve delays before a generic drug enters the
market, in the manufacture of drugs with a lower content of active substanc-
es for third world countries, and during negotiations and compensations*.

Another battlefield of the giants is information and communication technology.
In the US, patenting in the field of software has been underway since at least
1970; through important Supreme Court rulings in software patent cases
from 1972 and 1981, the USPTO (U.S. Patent and Trademark Office] issued
the »Final Computer Related Examination Guidelines« in 1996 stating that
the practical use of computer-related inventions is a matter that is entitled
to patent protection. This has led to patents such as the Apple patent for the
»Slide to unlock« function of the iPhone - a battle waged between Apple and
Samsung in European courts. The European Commission has agreed to a
compromise whereby so-called »computer-related inventions« are patentable
in Europe as well, provided the proper terminology is used.

Developing countries are endeavouring to include the right to »traditional
knowledge« in the system of international industrial property contracts, to
which Slovenia is a signatory as well (PCT, Bern Convention, TRIPS ...). If your
country has been using a local tree’s active substance in its traditional medi-
cine for centuries, but then some multinational corporation comes along and
patents it, it is not difficult to imagine why this would happen.

Our country is »somewhere in between.« We are neither particularly devel-
oped nor underdeveloped. How can we use our skills to increase the com-
petitiveness of our economy? Using industrial property to develop a country
is a strategic decision that cannot be made overnight. According to some
theories, the »deadweight loss« of monopoly in the case of a patent is still
smaller than with reverse-engineered secret know-how. Others have ways

of calculating™ when an economy would benefit maore from keeping a secret
than from patenting it. Pharmaceutical giants were looking forward to the
adoption of TRIPS, since Article 27 explicitly set out their rights to patent mi-
crobiological processes. With this, the battle for patenting DNA has only just
begun. Chakrabarty'® opened the door to the patenting of micro-organisms
and today, a multinational corporation’s patent is preventing the production
of less expensive tests for the predisposition to breast cancer, as they have a
patent on the gene.The patent system is reflected in all features of the world
and experts from various universities are calling for reforms to allow it to real-
ise its primary objective - »to support innovation«.

4 Carlos Correa, Patenting Human DNA: What Flexibilities Does the TRIPS Agreement Allow?, The Journal of World Intellectual
Property, 2007, Vol10, no.6
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2.3. Estimation of the costs of a patent application

The application for a patent is associated with a number of costs, which can
be divided into the costs of the application and the costs of the procedure. The
amounts will vary considerably depending on the type of application in question
(a national application in Slovenia or abroad, a European or an international
patent application), as well as on the patent agent (or the country of the pat-
ent agent) chosen for assistance in the execution of the individual tasks.

The price of the patent increases with the passage of time; after the initial
EUR 110 for fees at the office in Slovenia, it is necessary to add another EUR
3000 for an opinion on novelty, for which it is best to select a professional
provider among one of the »International Search Authorities - ISAs«, and then
also for the assistance of a specialized foreign patent agent, which will be able
to edit the application in such a way as to withstand at least the first stage of
verification of the validity of the patent application in court. Figure 4 shows the
rough price rise aver time for a specific case. Perhaps the most sensible thing
to do is to follow the example of some small and medium companies abroad -
if the patent is worth anything, sell it before the national stages; that is, within
30/31 months of the first application at the latest.

EXAMPLE OF EXPENSES FOR A PATENT APPLICATION IN THE EU, USA,

AUSTRALIA, AND JAPAN
150.000

YEAR: Y1  priority application and’PCT application
120.000 Y2 revision of research results and
preliminary search request
Y3 entry into national / regional phase
[ ] annual costs (CHF) Y4  annual and other fees
50.000 cumulative costs (CHF) Y5 notification from EPO and USPTO
evaluators
Y6 granting of EP patent + fee
Y7 fees
60.000 Y8 formalities at JPO + fees
Y9 fees
Y10 fees
Y11 fees
30.000 Y12 notification from JP evaluator + fees
Y13 fees

Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y0 Y11 Y12 Y13

Figure 4. »Costs of a patent application and patent-related costs increasing over
time.« Source: EPFL materials for inventors, 2009

The following is an overview and an indication of the level of costs according
to the stated modalities and, finally, the recommendations to be taken into
account in light of the results of this analysis when submitting a patent appli-
cation.



a) Overview of the fee costs for individual national and international
patent applications

Table 2.: Indicative prices for each type of cost in the patent registration process at
each patent office.

Fees* Costs of the application Costs of the proceedings
Patent ~ Physical /  Application Search  Fee for Total Fee for Obtaining Annual
office electronic  fee (EUR) request theinter- (EUR) each a certified fee for
application fee national further copy the fourth
preliminary enquiry (EUR) year
examination (absence of the
following of unity of patent
the sub- invention) (EUR)
mission of (EUR)
a search
request
(EUR)
SiPO physical 110 / / 110 / 16 34
DPMA  electronic 40 300 150 490 nd nd 70
physical 60 300 150 510 nd nd 70
UKIPO electronic 25 160 100 285 160 20 70
physical 35 180 120 335 160 20 70
EPO electronic 120 1195 1620 2935 1195 nd i
physical 210 1875 1620 3705 1195 nd
PCT electronic 921 1875 2015 4811 1875 nd

physical 1084 1875 2015 4974 1875 nd

* the prices collected on 09.04.2014 are informative and serve primarily for general

comparisons of the amount of costs for individual national and international offices for IP
** in the case of international applications, include designation and extension (e.g. EPO:
designation EUR 580; extension EUR 465 for year 3 and EUR 580 for year 4)
/ - service does not exist
nd - data not explicitly defined in the price-lists

b) Costs of patent agents

PREPARATION OF A PATENT APPLICATION
* the cost of drawing up a patent application is usually up to EUR 4,000 - on
average about EUR 2,000

FILING A PATENT APPLICATION

* through a Slovenian patent agent
i. in Slovenia EUR 340
ii. PCT application EUR 540

* via MewburnEllis
iii. in Great Britain EUR 805
iv. PCT application EUR 1400
v. EPO application EUR 1050



W
w

OTHER COSTS: patent agents (PA) charge additional costs (e.g. the modifi-
cation of claims following a negative ISR, etc.), which are not covered by the
following estimates

Data on the prices of services of patent agents are collected on the ba-
sis of price lists, quotations and invoices provided by patent offices and
patent agents.

c) Estimation of the costs of the first patent application

Table 3.: The indicative service prices of each type of provider when submitting patent
applications to individual patent offices.

Services SIPO: UKIPO: DPMA: EP: pre- EP: pre- PCT: pre- PCT: pre-
prepared prepared prepared pared by pared by pared by pared by
byafo- byafo- byafo- aforeign aforeign aforeign a foreign
reign PA, reign PR, reign PR, PA, filed PA,filed PA,filed PA, filed
filedbya filedby filedby byaSlov. byaSlov. by Slov. by a fore-
Slov. PA  aforeign a foreign PA PR PA ign PA

Preparation of the 4000 4000 4000 4000 4000 4000 4000
patent application®

Filing the patent appli- 340 800 800 500 1150 500 1400
cation®

Application fee 110 25 40 120 120 921 921
Search report fee 0 160 300 1195 1195 1875 1875
International prelimina- 0 100 150 1620 1620 2015 2015
ry examination report

fee

Costs of translation®** 0 0 750 0 0 0 0
Total 4450 5085 6040 7435 8085 9311 10211

The prices are in EUR, the data is informative and serve primarily to compare the overall costs of

the preparation and protection of IP with individual national and international IP offices.

*  for the preparation of a patent application with a foreign PA, we take the fee to be EUR
4000

**  price information taken from the Mewburn Ellis LLP patent office

*** minimum price for translation: 5000 words, official translation costs 0.15 EUR / word (data
for translation from English to Slovenian; Antonija Flak, personal communication)
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PCT: prepared by foreign PA, filed by foreign PA

EP: prepared by foreign PA, filed by foreign PA

[ |
PCT: prepared by foreign PA, filed by Slovenian PA _

I

[

EP: prepared by foreign PA, filed by Slovenian PA
DPMA: prepared by foreign PA, filed by foreign PA _| -
UKIPQ: prepared by foreign PA, filed by foreign PA [N
SIPO: prepared by foreign PA, filed by Slovenian PA NN

0€ 2,000€ 4,000€ 6,000€ 8,000€ 10,000¢€ 12,000€

W preparation of patent application
| filing of patent application
M application fee

search report fee

Figure 5.: The indicative ratios between the different types of costs involved in applying
to individual patent offices.

d) Estimation of the costs of the international patent application under
different scenarios

Table 4.: Indicative prices of an application to a patent office for different scenarios for
filing an application for a patent.

Cost Scenario 1: Scenario 2: Scenario 3: Scenario 4:

comparison PCT SIPO + PCT (Slov. GB (foreign PR) GB (foreign PA)
PR) + PCT (Slov. PA) + PCT (foreign

.............................. pAl

Preparation of a patent ap- 4000 4000 4000 4000

plication

Costs of the first national 0 450 1085 1085

patent application

Further costs of the internati- 5311 5311 5311 6211

onal patent application

TOTAL 9311 9761 10396 11296

The data is informative and serves primarily to compare the overall costs of preparation and
protection of IP with individual national and international IP offices.
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Scenario 4:

GB (foreign PA) + PCT (foreign PA) _

Scenario 3:

[ |
GB (foreign PA) + PCT (Slovenian PA)

S
SIPO + PCT (Slovenian PA)

Scerrc |
PCT

0€ 2,000¢ 4,000¢ 6,000€ B8,000€ 10,000€ 12,000€

B preparation of patent application
W cost of national patent application
further costs of international patent application

Figure B.: The relationship between the total indicative prices for an application to a
patent office for different scenarios of filing an application for a patent.

e) The recommendations

are the result of data collected in the previous three tables and in the previ-
ous three figures.

National application in Slovenia (SIPO)
« for inventions with a low market potential

National application abroad

 for inventions with market potential, as assessed by the case administrator
and the KTT commission

 for inventions where it is necessary to confirm novelty and inventiveness
through an ISA query

* for inventions that would be forwarded to EP/PCT in the event of clearly
expressed market interest

International patent application

* for inventions with a high market potential for which there is a clear and
documented interest on the market

» for national patent applications whose international search report indicates
novelty, an inventive step and industrial usability









3.  Advice for deciding on protection

We will be focusing primarily on advice in the phase of deciding on protection,
since this is the phase where most errors occur among inventors and their
support teams, and at the same time, it is the most sensitive phase in the
management of intellectual property.

As a general rule, the protection of intellectual property rights is only relevant
if there is a clear commercialisation plan, including a preliminary market anal-
ysis and the identification of target buyers (of the intellectual property rights,

licences or finished products launched on the market in the context of a spin-
out). This should also be the basis for drawing up a time schedule for the pro-
tection of IP.

market assessment

technological

discovery

disclosure

commercialisation
“%" method assessment

—)— >
4
Om 1Tm 2m 3m ocT v _

) T report/patent extension
preparinga | SLO patent PCT patent national applications
patent application application filed  application filed to additional countries

) '\ ) N
4 4 y |4 |4
2m Bm +12m +18m
- spinout o
- contract with parent organisation
- establishing a limited liability company
® Own marketing
. ‘—’ Divestment of
spin off ' " ’ the company
+3m +9m IC'HD'SUBEI'Ofbal'
- Market and technology - Finding VCs é?rﬁgan'ya ity
analysis - Additional development
- Preparation for - Market positioning
meeting with VC
- Business plan
- Termsheet for collaboration
with parent org.
- Z5/U0 (internal procedure)
L . 4 - Finding interested parties - Licence agresment
icencing " for a licence agreement signed 4

Figure 7. Different scenarios for the use of intellectual property from inception
to realisation. The patenting procedure with regard to the entire process - the
commercialisation of knowledge.

The above figure shows how patenting could be done in order to incur as little

cost as possible and have as much chance of success as possible - the objec-
tive is to sell the patent application or, barring that, to sell the patent, license it,
or set up a spin-out.



This does not need to happen immediately after the discovery but it should
happen soon after the moment the researcher realizes that their research
step into the unknown could bring about a market novelty or opportunity
now or in the future, developing the market and its services and products in
a known or completely unknown direction - this is the moment when the re-
searcher decides to reveal their invention to a public research organization.

The informal disclosure of the invention can be carried out by the researcher
with their colleagues, superiors and co-workers in the technology transfer
office, and it is formalized as an application of the invention to the competent
authorities in the public research organization (the director, the relevant as-
sessment committee, the technology transfer office). The formal application
comprises a draft patent application prepared by the inventor together with
the technology transfer office and an invention application form containing in-
formation on the inventor, their employment, possible use as initially assessed
by researchers and the technology transfer office, the projects that financed
the research, the equipment used and other administrative/technical data.

Typically, the PRO has three months to examine and identify the application
following its formal disclosure. As a rule, the invention is acquired by the PRGC,
since only a small proportion of inventions are not in any way related to the re-
searcher, contracts or infrastructure of the research organisation. During the
assessment, the researcher and the technology transfer office supplement
the draft patent application and prepare a more detailed assessment of the
technical aspects and a commercialisation plan, all of which serve as a basis
for the final decision, not only about whether the institution should assume the
burden of ownership of the intellectual property rights, but also on what fur-
ther steps should be carried out: the planned direction of commercialization
and its schedule, the selection of a patent office, and the selection of a patent
agent.

3.2. Advice prior to the signing of a collaboration
agreement with the aim of commercialisation

In the light of the exceptional economic importance of intellectual property
rights, each of the partners in development, research and innovation projects
wants to profit as much as possible, not only from their own input into a joint
project, but also from the results of the joint work. The proper, clear and timely
management of intellectual property is therefore essential to ensure the trans-
fer of knowledge, enabling the fair distribution of benefits among all partners.

The management of intellectual property is necessary at all stages of the proj-
ect, from preliminary discussions and negotiations to the development and
implementation of the project and the exploitation of its results.
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3.2.1. Signing a non-disclosure agreement (NDA]

Before any sensitive information on intellectual property rights (or other
sensitive data) is included in the communication with potential partners, it is
strongly advisable to sign a written agreement on non-disclosure of confiden-
tial data. The agreement will protect sensitive information from disclosure to
unauthorised persons.

The reason why it is so important to sign a non-disclosure agreement is illus-
trated by the following three situations: (1) in order to be able to patent the
invention, the invention must be new - it must not be accessible to the public
before the filing of the patent application (if only one unauthorized person is
aware of it, the patent application may be published but patent protection for
that particular invention will not be granted); (2) the invention may not even

be patentable, maybe the inventive step is too small or the evaluators deem
the progress too small or even trivial with regard to existing technology; (3)
the patent protection expires after 20 years, but you would like to ensure that
your competitors cannot exploit the invention for a longer period.

The practical tips to keep in mind before initiating a dialogue with potential
partners for marketing an invention are simple enough, though they are often
omitted in practice, particularly under time constraints in signing any type of
agreement with industry (where time is always of the essence). For the cor-
rect implementation of the collaboration, it is necessary to ensure that the
information the non-disclosure obligation relates to is clearly defined - as a
general rule, it should explicitly comprise (a) data designated as confidential;
(b) data not designated (e.g. communicated orally) but treated as confidential
at the time of distribution, whereby the counterparty must be notified of its
confidentiality in writing within a few days; (c) data whose confidentiality would
be reasonably deducted from their nature and the circumstances of the
distribution. Likewise, the specific spectrum of use should be defined compre-
hensively - we recommend that the usage is determined (as accurately as
possible) for a specific purpose. At the same time, it is necessary to consider
that certain persons (employees, subcontractors ...] will need to know the in-
formation in order to implement the purpose; they too must sign an NDA with
the same contents. It is necessary to determine the time frame of the obliga-
tion to keep information confidential (typically 3-5 years, possibly indefinite). It
is very useful to note which data has been transmitted to potential partners/
third parties, including during informal talks, and, last but not least, to devise a
strategy on which data to disclose and which not. All of this is crucial despite
having signed a non-disclosure agreement!
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3.2.2. The identification of existing intellectual property

Prior to signing of the contract, it is recommended that each party indicate
their pre-existing intellectual property created or acquired in the past that is
relevant to the performance of the project. The existing intellectual property of
each party to be used in the execution of the project is then recommended to
be explicitly mentioned in the collaboration contract or consortium agreement.

3.2.3. Intellectual property rights belonging to third parties

In order to avoid potential infringements, it is necessary to check whether the
intellectual property associated with any of the parties and that will be used in
the implementation of the project is subject to the rights of a third party - if
S0, it must be determined in a timely manner whether and under what condi-
tions the use of such intellectual property is possible in the project in question.
It is equally important to determine whether the technological field covered by
the project in question already has results protected by intellectual property
rights, especially with patents. To this end, it is advisable to carry out a review
of the relevant registers as existing intellectual property may seriously impede
the subsequent exploitation of the project’s results.

3.3. Advice on managing multi-partner relationships -
consortium agreements

Several partners are often involved, with both PROs (multiple organisations)
and companies (e.g. affiliated companies). The collaboration or consortium
contract must include provisions governing the ownership, access and use of
background intellectual property (intellectual property belonging to an individ-
ual partner prior to the start of the implementation of the project) and fore-
ground intellectual property (intellectual property created within the project).

3.3.1. Background intellectual property

Even during and after the execution of the project, the owner shall remain a
partner to whom the intellectual property belonged before the contract was
signed.

As a rule, it should be stipulated that each of the partners grants the other
partners, upon request, a right of access to the background intellectual prop-
erty rights if this is necessary for the implementation of the project or the use
of foreground intellectual property.

A provision may be made for the right of access to existing intellectual property
to be granted free of charge or under fair and reasonable conditions. As long as
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access to the background intellectual property rights of one of the partners

is necessary for the implementation of the project, the right of access, as a
rule, should be granted free of charge. Where access to the background intel-
lectual property of one of the parties becomes necessary later on in order to
exploit the results of the project, the right, as a general rule, can be granted
against payment under fair and reasonable conditions.

It is advisable to provide that the request for granting the right of access to
background intellectual property should be made in writing. A provision may
also be made for certain pre-specified intellectual property to be exempt from
the obligation to grant access rights. As a rule, it should be determined that
granting of the right of access to the background intellectual property does
not include the right to grant a sub-license to any third party; however, an
agreement can be made that the granting of the right of access to the back-
ground intellectual property includes the right to grant a sub-license to third
parties. In the latter case, it can be established that a sub-licence may only be
granted to an affiliated entity.

3.3.2. Foreground intellectual property

In cases where foreground intellectual property is the result of the work of
only one of the partners, it can be established that the foreground intellectual
property will be the exclusive property of the partner who created it (as a
rule), or that it will be the joint property of all the partners, even if it was creat-
ed by only one of them.

In cases where foreground intellectual property is the result of the work of
several partners, it can be established that the foreground intellectual prop-
erty will be the exclusive property of the partners who created it (as a rule), or
that it will be the joint property of all the partners, even if that it was created
by only some of them.

As a general rule, if the foreground intellectual property is the property of one
or only certain partners, it should be established that this partner or partners
will grant the other partners the right of access to the foreground intellectual
property upon request. When access to the foreground intellectual property

is necessary for the implementation of the project, the right of access is given
free of charge, but when the access to such foreground IP becomes necessary
later on in order to exploit the results of the project, the right, as a general rule,
can be granted against payment under fair and reasonable conditions. As a
general rule, the remaining partners shall not have the right to sub-license to
third parties on the basis of the access right acquired, but an agreement can
be made allowing the granting of licences only to affiliated entities.



If all partners have joint ownership of the foreground intellectual property, it
should be established that all partners are free to use it. In that case, it should
also be established that each partner may grant licences to third parties,
subject to prior notification to the other partners. In such a case, the partner
must pay fair and reasonable compensation to the other partners.

3.4. Practical advice on finding the right type of
contractual relationship

There are many possibilities for regulating the relationship between the tech-
nology provider and the customer, and the decision on its appropriateness
depends on the purpose of the collaboration, the owner of the IP in question,
and the way we intend to manage the intellectual property that is expected to
result from the collaboration.

The options include: (1) development collaboration - joint research agree-
ment or collaboration agreement; (2) research services agreement; (3) MTA
(material transfer agreement); (4) sponsored research agreement; (5] con-
sultancy agreement; (6) NDA (non-disclosure agreement); (7) easy access IP
agreement.

Each of these types of contract includes at least two parties - a PRO and a
company. In all cases, the organisation holds ownership rights to a set of intel-
lectual property that is of interest to the company.

In contract types (1) development collaboration - joint research or collabora-
tion agreement and (2) research services agreement (Figures 8 and 9), the
company typically also holds background IP in the area of interest. A develop-
ment collaboration is initiated if both the company and the organization are
planning to invest financial and human resources in the further development
of technology and also to share the newly created IP and the benefits of its ex-
ploitation, while the previously existing IP is the subject of mutual rights of ac-
cess and use between the organization and the company. A research services
agreement is signed in cases where the work will be carried out within the
organization and will be financed by the company, which will also be the holder
of the rights from the newly created IP; typically, the organization will negotiate
the right to publication with the consent of the company and receive the right
to the commercial use of the newly created IP, while the previously existing IP
will be the subject of mutual rights of access and use between the organiza-
tion and the company, as is the case under development collaboration.
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Figure 8.: Schematic representation of the relationships between the partners in case
of (1) development collaboration / joint research agreement.
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Figure 9.: Schematic representation of relationships between the partners in case of
(2) research services agreement.

Type (3) MTA [material transfer agreement) (Figure 10] includes the transfer of
rights from research materials and substances (unpatented biological materi-
als such as reagents, cell lines, plasmids, vectors and chemical compounds, may
also include certain types of software]) that the recipient of the rights - the com-
pany - intends to use for further development and commercial use. The aim of
the company is to acquire exclusive rights over pre-existing rights and exclusive
rights ownership over newly created rights. The organisation may negotiate the
right to publicise and further research for non-commercial purposes.
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Figure 10.: Schematic representation of relationships between the partners in case of
(3) MTA / Material Transfer Agreement.

In the case of a (4] sponsored research agreement (Figure 11), the work is
carried out entirely in the organisation and the company is the payer; regard-
less, all the rights of existing and newly created intellectual property remain
in the ownership of the organisation, except that the company is granted
preferential rights to an exclusive licence over the entire package of IP (for a

limited time) in return for payment for the work and any intellectual property
protection costs.

Single Ownership: Access Rights

Preferential Licence Use by Sponsor
IPR Costs by Sponsor

Start of project
= 4

Figure 11.: Schematic representation of relations between the partners in case of (4)
sponsorship research agreement.
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The (5] consultancy agreement (Figure 12) is carried out by individual re-
searchers, in some systems even for their own account (e.g. MIT professors
receive at least 20% of their payment in this way, while 80% is provided by
their institution - of course, if they manage to obtain a higher payment from
consultation in 20% of the allotted time, they will receive the extra, but their
work at their home institution must not suffer because of this, which does not
happen, due to the high standard of awareness of the importance of the de-
velopment of their home institutions,). The company pays for the service pro-
vided by the researcher, and the researcher usually does not use employees
in their team in the research organisation or any other equipment and infra-

structure of the organisation. Normally, all new intellectual property rights are
the property of the company.

[ / . .
Researcher WCIPI' ; /" Usually’ No team/equipment included
(s ’

L, Background IPR

Joint Ownership: Benefit Sharing

(not common)
i\ Background IPR

Foreground IPR

Company Single Ownership: Access Rights

) Start of project

- 4

Figure 12.: Schematic representation of relationships between the partners in case of
(5) consultancy agreement.

It is important to note that with an (6) NDA (non-disclosure agreement) (Fig-
ure 13), disclosure of the information referred to in the existing intellectual
property right of one or both partners will occur; however, there will be no
transfer of rights or benefit from the IP between the partners. Since this is
a contractual but nevertheless a soft regulation and protection, it should be

noted that the best protection is non-disclosure and the best basis for collabo-
ration is trust.
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Figure 13.: Schematic representation of relationships between the partners in case of
(6) NDA / Non-Disclosure Agreement.

An (7] easy access IP agreement (Figure 14] is characterised by »free, but not
open« access to the intellectual property of a PRO. It permits the use of tech-
nology for a limited period in the context of such agreements without cost, but
requiring the source of the technology to be indicated. This type of collabora-
tion is particularly interesting for smaller companies, which have not found
their place on the market, for testing the possibilities for using technologies

in the market with the aim of the technological advancement of the company
while ensuring the usage of the technology.

Promaotion, KT

Access Rights

Partner 2

. Start of project
I

»

Figure 14.: Schematic representation of relationships between the partners in case of
(7) Easy Access Agreement.
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3.5.  Spin-out or spin-off companies and start-up
companies

The Slovenian language does not have separate appropriate terms for spin-
off/spin-out, so it uses the established English terms. In general, spin-out com-
panies have a link to the parent organization based on licensing relationships
(the company is 100% owned by investors, of which at least one shareholder
is a researcher in employment at the PRO), while in spin-off companies, there
is an ownership share of the parent organization in a new company on the ba-
sis of the input of intellectual property and/ or capital investments. A start-up
company is a company created on the basis of an idea, the creation of which
is not directly related to public funds, and the owners of the company are not
part of a university/institute (e.g. students).

The main purpose and goal of spin-off and spin-out companies is to gener-

ate profits from the commercialization and commercial use of innovations
(patents and other industrial property rights, intellectual property rights,
unpatentable know-how, or the results of the research) owned by the PRO, for
which the PRO itself has no interest in continuing commercialization. However,
a spin-out or spin-off is not a company that commercialises innovations that
have not been acquired by the PRO, regardless of whether the company was
(colinvolved in its creation.

Innovation holders (researchers) from PROs participate in the undertaking of
spin-off and spin-out companies. Any other economic activity of the researcher
outside working time or participating in the company (as a shareholder, etc.)
outside the definition of spin-off or spin-out companies, however, constitutes a
violation of the prohibition of competition in Article 37 of the Employment Rela-
tionships Act.

In the period since its independence, Slovenia has not been able to decide on
procedures in the field of the establishment of spin-out/ spin-off companies in
PROs; the establishment of spin-off companies within PROs is legally impos-
sible, the establishment of spin-off companies within universities is extremely
difficult to achieve in practice (the founder would be the Government of the
Republic of Slovenia, which is barely feasible in practice), and spin-out com-
panies are already being established, but the procedures are hampered by
unmanaged internal rules in PROs.

3.5.1. Appropriate enterprise types in individual cases

Spin-out companies are the dominant form in larger research environments
and strong knowledge brands (such as the Massachusetts Institute of Technol-
ogy - MIT), where such young companies can easily hire expensive equipment
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for the first phase of development, and the fact that they come from a reputa-
ble technological environment will provide them with a good competitive start-
ing point. In the case of a licensing relationship with a previously established
larger company, there is usually no creation of a new spin-out business, only
the establishment of licence relations.

The main element of the licence relationship between the licensor and the
licensee is the licence agreement. The latter should contain clear definitions
about who is granting what to whom (detailed definition of the technology).
Restrictions must be determined on the permitted territory for the exploita-
tion of the technology and the purpose of use of the technology. The licensor’s
guarantees and the licensee’s responsibilities must also be defined. The level
of the licence fee must be determined by means of calculation (from turnover,
profit, physical volume, flat rate ...}, along with an introductory period. Provision
must be made for the possibility of purchasing the technology and the condi-
tions of entry for other investors. It also makes sense to set out specifications
that are relevant to specific cases, such as further development cooperation,
hiring equipment, the use of the PRO’s logo, etc. At the same time, it is import-
ant for the PRO to define outside the licence agreement the internal allocation
of royalties within the PRO (organisation as a whole, departments, authors,
administrator of the contract).

Spin-off companies are a dominant form in smaller environments where,

due to the lack of other options, it is necessary to regulate the relationship
between the newly established company and the parent laboratory regarding
the shared use of equipment (the company can use the equipment and prem-
ises of the PRO, for example, at night or on weekends) and in cases when a
young company is derived from a relatively unknown institution with which they
are jointly creating or improving the competitive position and protecting each
other while also strengthening the brand of their knowledge.

Shaping appropriate holding shares in spin-off companies is quite a practical
challenge. Smaller PROs normally use a model with a maximum of a 49%
equity stake of the PRO, and the remainder is divided among capital investors
who contributed to the current work in the establishment of the company

and investors of the expected future work for the company. As a general rule,
a lower expected return means a higher equity portion for the PRO and vice
versa; there is also a mathematical model for calculating the optimal amount
of interest. In establishing a spin-off company, issues may arise with rewarding
the associates of the PRO, the co-creators of the innovation that the spin-off is
commercialising, when they are not co-owners of the spin-off.

A comparison of the strengths and weaknesses of the two ways of establish-
ing spin-off companies from PROs can be seen in Table 5.



Table 5.: Comparison of the positive and negative sides of two different ways of
starting undertakings from PROs - spin-out and spin-off.

LICENCE

higher transparency
no mixed ownership and no issues with
management responsibilities

SPIN-OFF

lower transparency (interpersonal relations),
mixed ownership, involvement of the insti-
tution in the management of the company,
impact on the agility of the company

less risk
licence income (fee) immediately and a sha-
re from sales (royalty)

a long period until first income (if any at all -

risk)
additional capital required

less effort on the part of the licensor
management in the hands of experienced
people

requires a lot of engagement from persons
involved

limited association with the parent instituti-
on (equipment, premises, people)

association with the parent institution
(equipment, premises, people)

IP not owned by the company (bad for young
companies, difficulties in upgrading foreign

IP owned by the company (good for financing,
transparent upgrading of IP)

IP)
less control over the use of technology

share of the company remains after the
»lifetime« of the technology

more income, open doors for a potential
»jackpot«

new jobs, collaboration with the institution

less income for the institution, the profit
belongs to the company

minor economic impact

3.5.2. Sources of funding for young spin-offs

A young spin-off passes through various stages of growth (Figure 15]) - from
the idea, the seed stage, the growth stage, through to the harvest stage -
whereby each stage has different sources of funding available, as long as the
company itself still generates enough revenue in the market. In particular, the
start of the business through to the growth stage is critical; the company is
only just penetrating the market and has more costs than revenues, as well
as poorly established internal competences. Normally, a paradoxical situation
occurs: when the company needs investors the most, they are least interest-
ed in entering, but when the company succeeds and no longer needs inves-
tors so much, they have the greatest interest.

The first source of financing is usually the ownership financing of founders
based on savings, reduced wages and personal debt sources of founders (the
3F model = Family, Friends, Founders]), where equity stakes need to be deter-
mined at the beginning and other relationships clearly defined. The benefit of
this type of funding is the higher manageability of financing, but at the same
time, personal financial risks may become an issue. In the early stages of
development, it is particularly important to search for sources of state aid in



the form of grants; this is a very welcome source of funding, in particular from
the point of view of retaining ownership, but it is also associated with adminis-
tration and potential constraints to development because of various tendering
specifications.

VN
€ 5.30Me
3-10Me€
1,5-5M€
public market
200k-2M€
bootstrapping private exit financing
50k-500ke funds
mezzanine
Sk-50k€ state aid
venture capital
e fast growth
business angels
3F preparayon for expansion, foreign markets N
| 4
t
idea foundation seed domegfic growth reaping
mapKet
expansion (exit of VC,
entry to stock market)
first client product
higher risk lower risk
cca. 3 year cca 5" year

Figure 15.: The amount of funding required in relation to the stage of development of
the young enterprise and the risks involved.

At a relatively early stage of development, private investment - by business
angels - in the company can in principle be obtained for particularly viable
companies, especially in industries where quick returns can be expected (such
as information technology). Business angels, apart from their financial con-
tributions, can also be useful in terms of offering consultancy support in the
management of the company, and in view of the various useful connections in
marketing and finance. However, this form of financing is still very poorly devel-
oped in Slovenia; business angels set very challenging conditions for entry and
bring about less possibility of subsequent investment, which can pose a prob-
lem for an increasingly complex business.

Investment by venture capital funds takes place in a similar fashion. They in-
vest diversified investors’ investments into a fund that, in principle, invests in
high-risk and expected high-yield investments. Much like business angels, the
fund can also actively enter the investment and benefit the company in terms
of running the company and establishing strategic links. But at the same
time, waiving a part of the ownership rights to the fund means a partial loss



of freedom and various restrictions on the disposal of intellectual property as
well. In Slovenia, investing by venture capital funds is indirectly supported by
the state’s contributions to the selected private venture capital funds or in the
projects of such investments, but abroad there are also other related types of
private investment funds, where in principle, financing can be obtained, in par-
ticular in the business growth phase.

The acquisition of foreign investment resources is often linked to a reference,
which means that foreign investors rarely enter a company that has not al-
ready been trusted by local investors, or a company that has not obtained any
other recognition.

A typical source of financing at a mature stage of the company’s growth and
an exit strategy for venture capital investors is the appearance on public
share markets.

The characteristics of the company’s acquired financial assets have different
influences on the internal relationships between starting partners; tender
grants and debt resources do not change proprietary relationships, and 3F
contributions, business angels and various funds, as a rule, enter into the own-
ership structure and indirectly also in the value of the intellectual property of
the PRO the spin-off is derived from.
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41. The transfer of knowledge from Slovenian PROs to
the economy from the viewpoint of researchers and
entrepreneurs

On 17 September 2014, the Jozef Stefan Institute and the Chamber of Com-
merce of Slovenia held the »Day of Innovation 2014« and the »7™ International
Technology Transfer Conference« in Brdo pri Kranju, the latter of which also
included the »1°* National Consultation on Technology Transfer in Slovenia«.

In the framework of the »National Consultation«, the participants of the con-
ference were invited to share with the organizers their views, opinions and
thoughts about the state of technology transfer from PROs to the economy
through a survey - thus giving the general public insight into the specific sit-
uations of individuals who encounter technology transfer in the scope of their
work, the barriers they face and their suggestions on how to provide for a
more effective future in the above areas.

The survey was conducted by 71 participants out of 151, who all shared a
high level of education, and their age structure and employment distribution
between PROs and companies were balanced as well. The analysis of the re-
spondents’ replies in many cases shows a deviation in their expectations and
views from the reality as they see it. The vast majority of respondents (73%)
were of the opinion that public research organizations should be focused pri-
marily on technological research and development, technology transfer, and
collaboration with the industry, rather than in basic research, publishing and
the international comparability of research, which, in the opinion of the major
ity (68%), reflects its current trajectory. The respondents therefore believe
that PROs should better detect and take into account market needs and fal-
low them. A similar discrepancy can also be found in the interest in the estab-
lishment of new companies - as many as 74% of the respondents, regularly
employed at PROs, have already considered establishing their own company,
but as many as 56% of them believe that the PROs do not support creating
spin-offs among their groups. They are also concerned about initial financing,
reductions in social security and the complex procedures of establishment,
but are particularly driven by the desire for decision-making autonomy, oppor-
tunities for the commercialisation of work achievements, and greater profes-
sional and business flexibility. The pursuit of such objectives and the desire for
autonomy and the more proportionate rewarding of their own achievements
is not incidental, as the answers of the survey highlight the opinion that the
system of motivation of employees at PROs for technology transfer is not sat-
isfactory and that financial stimulation is only a rare exception. In addition, the
respondents also made critical remarks about the communication between
PROs and companies, since in their view, it is limited in most cases to individ-
ual groups and the information is concentrated in closed circles. It was also



one third of the respondents who thought that communication was poor and
that information is being withheld; we find that only 3% of the respondents are
satisfied with the communication between PROs and companies.

The fact is that both employees at PROs and the industry have a desire for
closer collaboration - researchers want to market their knowledge and re-
search achievements more intensely and companies see new development
opportunities in these achievements. It should be noted that in this particular
case, all the respondents, regardless of their field, place great importance on
the development part, since as many as 85% deemed it very useful or even
crucial. The results of the questionnaire may serve as a guide in terms of as-
pects requiring special attention and upgrading in order to achieve the highest
possible level of collaboration between PROs and the economy, thus ensuring
the rapid progress of society.

4.2. Comparison with the situation abroad: transfer of
knowledge from PROs to the economy

There are many practical examples of knowledge transfer in the area of con-
tract collaboration in Slovenia, but still too few in relation to the needs of the
economy. »The influence of public research on industrial R&D« (Mgmt Science
Vol. 48#1) found that more than one third of researched companies expected
support from science in the form of contract collaboration and more than
42% expected collaboration with industry regardless of form. The proportion
of such companies in Slovenia was significantly lower in 2010, around 24%,
according to the »lnnovation Scoreboard«. Contract collaboration is particu-
larly important because the consequences of positive development exceed the
amount of contract collaboration.

Practical examples of the transfer of knowledge in the field of licensing and the
sale of patents are still in their infancy in Slovenia, especially when compared
to the most successful examples, such as Berkeley, MIT and others in the US,
or for example K.U. Leuven in the Netherlands, CERN in Switzerland, etc. In
Slovenia, we are currently talking about minimum values, while billions of USD
or EUR are realized per year in relevant developed environments. Slovenia’s
huge untapped potential in the field of knowledge transfer calls for intense,
systematic and accelerated action.

»The monitoring of research excellence usually employs data on the number
of publications, number of citations, the number of highly cited publications,
the impact factor, and the number of patent applications with the selected
patent offices. In the 2004-2008 period, Slovenia achieved 155% of the EU
average under this criterion with 5,840 publications, which means 7™ place
in the EU. In terms of the number of citations, we have 18,062 citations per



million inhabitants, placing us in 13" place in the EU, reaching 95% of the EU
average. With an impact factor, meaning the average number of citations per
publication, of 3.09, we are at B1% of the EU average, ranking us in 22" place
in the EU, which shows an average relatively low profile of the publications
produced by Slovenian authors.«" On the other hand, »with 62 cited publica-
tions per million inhabitants in the 1998-2008 period, Slovenia reached 151%
of the EU average and thus the 13" place in the EU.«™ According to the crite-
rion of citation, the best Slovenian researchers are relatively successful, but
no data has been collected as to whether these inventions from scientific re-
search are the same that are then patented by the PROs. It can be concluded
that Slovenia’s science is undeniably top-notch in certain areas.

The results of the marketing of scientific achievements paint a different pic-
ture. In comparison with the EU (Respondent Report of the Knowledge Trans-
fer Study, EC, 2011 and the Results of the largest PROs in Slovenia, 2009-12),
we are in a decent spot in terms of newly established companies per 1000 re-
searchers (the top PROs are approx. 80% of the EU average). With regard to
the number of patents awarded with full examination (a Slovenian patent does
not have the status of a patent in international law, only a patent application),
even the finest in Slovenia are lagging behind (about 50% of patents awarded
in relation to the EU average). In terms of the number of licences entered into,
we are lagging behind (less than 10% of the licenses and patents sold accord-
ing to the EU average). In particular, we are lagging far behind in the sale of
patents and licensing (significantly below 10% of the EU average).

There are no, and cannot be any, practical examples of spin-off companies in
Slovenia, as the legislation does not allow PROs to invest intellectual property
in a company as a capital investment, which is a key feature of the spin-off
company.

4.21. The Specifics of Slovenia: Contract Collaboration

The prevailing need of the Slovenian economy to cooperate with the scientific
research sphere is in the field of contract collaboration. In Slovenia’s small and
medium-sized enterprises (SMEs), the innovation processes, in the part where
these processes are linked to PROs, are closely linked to contract collabora-
tion with PROs.

The competitiveness of the domestic economy is undoubtedly dependant on
the funds invested in research and development (DG Enterprise, 2011); how-
ever, a clear link between the level of that input and the competitiveness of the
company at the level of individual companies has not been established. In-
stead, they use the gazelle model to identify the link between competitiveness

7" Resolution on Research and innovation strategy of Slovenia 2011-2020, http;/,/www.drznaslovenija.mvzt.gov.si/ch02s03.html
'8 Resolution on Research and innovation strategy of Slovenia 2011-2020, http;/,/www.drznaslovenija.mvzt.gov.si/ch02s03.html



and the quality of innovation management in a particular sector. Companies
themselves believe that the two most significant barriers in achieving mar-
ket competitiveness are (1) the lack of funding for development in individual
stages of the company and (2] the inability to manage the innovation process
efficiently.

SMEs usually do not have their own development departments. SMEs also typ-
ically do not maintain services that provide support for the integrated treat-
ment of an invention and its development into an innovation; e.g. in the search
and management of ideas, the development of innovation projects, the prepa-
ration of a marketing strategy and in protecting intellectual property, entering
the market, results of the innovation, assessment of the innovation project,
predicting and planning improvements, and searching for new ideas, which
would also include systematic communication with researchers from PROs.
(For the definition of key elements of the standardised process and innovation
management systems, and standardisation CEN/TS 16555-1.)

Similarly, researchers in PROs do not have the relevant knowledge of strate-
gic assessment and the protection of intellectual property, nor the skills and
time to systematically seek out, contact, negotiate and ultimately prepare
contracts and regulate other legal and administrative matters.

SMEs, on the one hand, have technical and other professional problems that
they cannot solve and PROs, on the other hand, have solutions that they do
not know how to offer to businesses. There are also technical and profession-
al issues that SMEs are not aware of, as well as solutions for which PROs are
unaware of any requirement on the market. Sometimes people with technical
and professional issues may even know the appropriate specialists with solu-
tions and have an idea of how collaboration could be implemented, but they do
not have the available financial and human resources to carry out the tasks.
When connections do occur, a large part of the collaborations encounter
issues with the regulation of mutual rights as a result of the insufficient le-
gal-economic preparation for the collaboration.

In recent years, there has been a growing awareness among SMEs and
researchers at PROs that in order to increase the competitiveness of the
economy, it is crucial to improve existing products, to optimize production
processes through the introduction of new specific technical solutions, to look
for alternative sources of funding, to take care of protection of intellectual
property rights, to have functioning relationships with partners, to know the
professionals who have practical solutions to the problems, etc., but there
can be no rapid growth in the amount of collaboration without any substantive
support.
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Since SMEs connect with PROs in innovation processes, technology transfer
offices are a tool for systematically connecting PROs with Slovenian economic
operators, especially SMEs, and for providing the latter with integration sup-
port in the field of innovation management where necessary.

4.2.2. The Specifics of Slovenia: Sale of Patents and Licensing

The Slovenian economy is largely unprepared for the marketing of inventions
in the form of the purchase or licensing of patents. At the same time, a patent
that does not generate economic benefits (from its exploitation or prevention
of exploitation) also does not justify the cost of protection and is therefore
nonsensical from this perspective.

Some data shows that industrial property (including patents) can increase
the competitiveness of the economy and the value of businesses in the global
market® In China (where the marketing of patents in the domestic economy
is similarly not a highly prioritized activity), the number of PCT applications re-
ported increased by almost 16 times from 2000 to 2010. The same number
increased in Slovenia by 3 times (starting with 39 applications in 2000), and
in Japan by 3.3 times (32,000 applications in 2010). According to the Global
Competitiveness Report, China, whose Global Competitive Index (GCI) ranked it
47%in 2001 (of 75 countries considered at the time), has risen to 26" place
(of the 142 countries considered today). Slovenia, however, fell from 32" in
2001 to 57" in the 2012 report (a 25 place drop, mainly due to poor ratings
in »Labour market efficiency« - 102" place, »Financial market development«
- 102" place, and »Market size« - 80" place, but on the other hand, Slovenia
ranked at a solid 32™ place in the »Technological readiness« category). How-
ever, Slovenia is not a big player in the intellectual property market. Our sci-
ences receive about 2% of the GDP per year, about half of which is from public
funds, which, taking into account the roughly 51 billion EUR GDP2° in 2010,
equals around 1bn EUR and about 500 million EUR of public funds per year.
According to some studies (C. Stein, Ascencion), the critical mass of the funds
invested in patenting suitable breakthrough research is 500 million EUR per
industry per year - a level that we will not reach in Slovenia any time soon.

Given that certain areas of Slovenian science achieve world-class results, it

is reasonable, regardless of the needs of the domestic economy (which pri-
marily wants to and already does cooperate with science through contract
research), to prudently invest in patents within those fields of science that
achieve superior results, with the goal of marketing them at home and abroad.

' Several individual cases attest that a connection definitely exists there; for example, the Comparison of the increase in GDP
and the number of PCT applications in the People’s Republic of China.
20 http://www.gfmag.com,/ gdp-data-country-reports,/ 17 9-slovenia-gdp-country-report.ntml#axzz1 dFezlKfw
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AT THE JOZEF STEFAN INSTITUTE, THE CENTER FOR TECHNOLOGY
TRANSFER AND INNOVATION

(CTT - http:/ /tehnologije.ijs.si/en/) was established in 2011. The CTT was
established on the basis of the experience of a technology transfer office func-
tioning since 1998 and on the basis of the provisions of the Employment-Re-
lated Inventions Act, namely Article 21 thereof, which stipulates in the second
paragraph that the organizational infrastructure necessary for the examina-
tion of inventions and their effective exploitation is provided by the state, under
the condition that the PRO uses an appropriate policy on the acquisition and
marketing of work inventions, whereby it should be noted that the JSI meets
this condition as the largest Slovenian public research institution.

The CTT is a technology transfer office (TTO) based on the European model of
these types of office, which connect infrastructure services to their own PROs
in order to aid the economy. The CTT performs work in the field of the trans-
fer of knowledge and technologies, and provides support for the researchers
of the JoZef Stefan Institute, and especially domestically, to small and me-
dium-sized businesses, with access to the research expertise of PROs and
services, while at the same time including researchers from foreign PROs and
larger and foreign companies.

In 2014, the CTT was thus active for 17,000 hours, of which 5,848 were for
EU projects and with direct support for the internationalisation of the econ-
omy. For its infrastructure support activity, the CTT dedicated 11,152 hours
to 225 major accounts, of which 23% came from the economy, 39% from
domestic and 38% from foreign PROs (domestic PROs including National In-
stitute of Chemistry, Agricultural Institute of Slovenia, University of Primorska,
University of Ljubljana, University of Maribor, Institute of Oncology Ljubljana,
UKC Ljubljana, IMT and the like).

Since the beginning of the operation of the CTT, tailor-made specific and struc-
tured services have been developed for the Slovenian market to carry out the
above activities to support the cooperation of the PROs with the economy.
Today, the CTT offers high-quality and efficient assistance in the preparation of
marketing strategies - evaluations of technologies, market and commercial-
ization opportunities assessments, in the protection of intellectual property
(IP), assessments and the development of opportunities, evaluation of IP, IP
marketing, developments and the preparation of draft contracts (substantive
and legal assistance in the preparation of agreements and contracts related
to collaboration with the economy and marketing of IP), licensing negotiations
and negotiations for spin-out contracts, and monitoring the licensing agree-
ments and contracts of spin-out companies.

The CTT is active in the creation of spin-outs and the licensing and sale of IP, as
well as in the field of contract research and project collaboration (CCR).



It assists individuals in obtaining rights arising from intellectual property, when
signing contracts with the industry, in setting up spin-out companies and their
penetration into the market, it provides advice and assistance in patent ap-
plications and business plans, offers concrete advice to optimize intellectual
property protection cases and carries out their active marketing, provides
professional legal advice, especially in the field of intellectual property and the
possibilities for the exploitation of the rights that originate from it, seeks out ap-
propriate partners for the sale of intellectual property and carries out the ne-
gotiations, as well as prepares the appropriate contracts for licensing or selling
intellectual property. In addition, the established system of visiting companies
and presenting technologies developed within the Jozef Stefan Institute, or of
obtaining information on the technological needs of companies, is paving the
way for a wide range of collaborations and allows researchers to hand over to
companies that do not have their own resources for technological development
precisely the technologies they need to improve their economic performance.

The CTT offers assistance in obtaining an overview of the resources available
to researchers and businesses to continue or upgrade their work and advises
them on obtaining the said resources.

Finally, the CTT represents a bridge between education and the researchers

of the Jozef Stefan Institute, organises visits to the Institute by kindergartens,
schools and individuals, and develops content programmes for primary and
secondary education with the aim of involving them in modern science as much
as possible.

Our primary task is to transfer technologies and innovations from the Jozef
Stefan Institute, the most successful Slovenian research organization, into the
economy, both by acquiring new collaborations with the industry and by setting
up new spin-out companies, producing market analyses, helping protect intel-
lectual property and marketing it.

We assist individuals in acquiring intellectual property rights and signing
contracts with the industry, setting up spin-out companies and penetrating

the market, and provide advice and assistance on patent applications and
business plans. We offer concrete advice for optimising intellectual property
protection cases and carry out their active marketing, conducting professional
legal advice, especially in the field of intellectual property and the possibilities of
exploiting intellectual property rights (technological assessments and market
assessments), seeking suitable partners for the sale of intellectual property
and conducting negotiations, while also preparing appropriate contracts for
the licensing or sale of intellectual property.

The Center for Technology Transfer and Innovation employs thirteen experts
from various professional and scientific fields.
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51. Types of support

To meet the specific needs of the research and economic environment, the
CTT is providing infrastructure support in the following areas:

1.

Strategy

Collaboration in developing an intellectual property (IP) strategy in accor-
dance with the organisational strategy for achieving economic or commer-
cial objectives and identifying the needs, resource requirements and oppor-
tunities for collaboration.

Conducting a »gap« analysis in accordance with the strategy, with an as-
sessment of the technology portfolio and an ecosystem analysis in order
to improve the use of existing resources and/ or define resource require-
ments and implement the IP strategy.

Collaboration in the development of the organisation by identifying the
essential role, processes and structure in order to optimise the organisa-
tion’s investment in IP resources.

Introducing a well-organised, dynamic IP process with a focus on the impact
of IP development and commercialisation in order to achieve greater bene-
fit for all stakeholders.

. Protection of intellectual property

The creation of an IP portfolio through strategic IP protection with the aim
of achieving the organisation’s objectives.

Analysis of the organisation’s existing and potential intellectual capital using
appropriate resources and with the objective of identifying IP that is worthy
or in need of protection.

The selection of inventions to be protected by means of an assessment of
the legal factors, commercial opportunities and assets available with the
aim of optimising the portfolio.

The selection of appropriate domestic and foreign protection mechanisms
based on an assessment of the legal factors, commercial opportunities and
means available, with the aim of protecting IP.

Implementation of the IP strategy using selected mechanisms to build and
maintain the IP portfolio.

Management of the IP portfolio by carrying out appropriate legal proce-
dures with the aim of maintaining or raising the value of the IP portfolio.

. Assessment and development of opportunities (Business development)

Segmentation of the IP portfolio using appropriate analytical tools with the
aim of identifying the best and most effective use of IP organization.
Assessment of segmented IP in the light of business opportunities using
appropriate analytical tools with the aim of identifying all the elements po-
tentially suitable for licensing.



Identification of business opportunities using appropriate methods and with
the aim of identifying target partners.

An assessment of the needs for rights controlled by third parties through
market and legal analysis with the aim of optimising business results.
Identification of IP that already exists on the market and is in line with the
needs of the organisation with the aim of obtaining rights to use third par-
ties’ IP.

Development of the business plan, also including IP, using appropriate meth-
ods and with the aim of achieving the objectives pursued.

Development of basic licensing terms and conditions consistent with the
strategy and business plan with the aim of establishing a core contractual
structure.

. Evaluation
The definition of the IP to be evaluated, using data from the relevant busi-
ness factors and in accordance with the overall business strategy, with the
aim of achieving the agreed objectives.
Defining the valuation context on the basis of relevant business principles
with the aim of selecting the most appropriate methodology and defining
the required level of diligence.
The identification of factors affecting the value based on the proposed li-
cence strategy with the aim of determining the appropriate price.
Selecting the most appropriate methodology using accepted valuation prin-
ciples with the aim of carrying out valuation and establishing a value range.
Preparation of an evaluation report justifying the values in support of the
proposed IP price.

. Marketing
Obtaining an agreement within the organisation on the licensing plan
through the proposed calculated value with the aim of establishing the foun-
dations for a licence contract.
Designing a suitable marketing strategy that will reflect the suggested val-
ue of the IP and include a marketing plan and promotion program, taking
into account the estimated business opportunities, market factors and the
overall situation in the field of the IP, in order to achieve the highest possible
revenue from the licence fee.
Launching a marketing plan and the periodic assessment of its effective-
ness and progress in order to take into account the dynamic marketing
environment.

. Development of agreements and the preparation of draft contracts
Defining the contractual terms to be negotiated with the aim of achieving
the objectives of the organisation.
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Ensuring that all the regulations are complied with by analysing the relevant
legal requirements and with the aim of establishing a proper and enforce-
able contract.

Preparing draft contractual terms with an analysis of key issues and with
the aim of accelerating negotiations.

Preparing a draft of any license or other agreement applying the final
version of the contract terms using clear and precise language, with the
aim of expressing the intention of the parties that the contract should be
executed in accordance with its own purpose and so it is enforceable in the
relevant regulatory environment.

. Licence negotiations and negotiations for spin-out contracts

Preparation for negotiations by identifying and anticipating the interests,
needs and requirements of both parties and by analysing potential disputed
points, all with the aim of establishing an appropriate basis for negotiation.
Identifying the best alternative to the negotiated contract by exploring relat-
ed opportunities and identifying an acceptable alternative (BATNA] with the
aim of carrying out a successful transaction.

The establishment of a negotiating strategy and tactics by including appro-
priate individuals in the negotiating team and by defining their roles and
responsibilities, a timeframe for the negotiations and their other character-
istics, with the aim of effectively implementing the negotiations.

Conducting the negotiation process by implementing the negotiating strat-
egy and tactics and by monitoring the impact of changes in the contract
terms, as well as by negotiating in the light of acceptable results, with the
aim of effectively performing and finalising negotiations.

Review of the final version of the contract and the comparison of its under-
standing by both of the parties, with the aim of ensuring the consistency of
the understanding of the negotiated terms and conditions.

Obtaining approval by the organization regarding the final contract terms
and the contract value or their compliance with the licensing strategy and
objectives.

. Monitoring licence and spin-out contracts

Monitoring the execution of contractual obligations to ensure the appropri-
ate conduct of all parties.

Compliance with the responsibilities by defining contact points, other staff,
documentation requirements and procedures to ensure accountability, in
order to maintain compliance with the contractual requirements and to
avoid any conflict or violation.

Archival of the license agreement, together with a written summary of its
key features and liabilities, with the entry of the documentation into an ap-
propriate system that provides quick and easy access for future needs.



The structured professional services of the CTT are intended for all research
programmes at the Jozef Stefan Institute and beyond, and are suitably tai-
lored to the type of service and the specificity of the user or their field of re-
search.

5.2. Areas of support

Different enterprises require different types of knowledge transfer when

obtaining appropriate support from PROs. However, regardless of the type

of need on the part of industry, each activity must contain four key elements

covered by the modern support for knowledge transfer:

* marketing strategy and the protection of intellectual property;

* financing;

* marketing;

e promotion and education of researchers and industry representatives on
transfer procedures.

Marketing strategy and the protection of intellectual property - The
implementation of procedures in the IP protection phase includes an assess-
ment of the market situation in relation to the particular technology, develop-
ment of a strategy for marketing the defined intellectual property and, in line
with this strategy, selecting and communicating with relevant patent agents,
preparing and filing patent applications at the relevant intellectual proper-

ty office, and preparation of agreements on the ownership of intellectual
property rights and non-disclosure agreements. The assistance is required
by both PROs and SMEs that are developing new innovations along with the
PROs.

Funding for protection, for the »proof of concept« phase and PRO-economy
joint projects, young doctors. Subsidies are needed to protect intellectual
property in commercially interesting cases (exclusively in line with a pre-es-
tablished marketing strategy that indicates the viability of intellectual property
protection). Implementation of »proof of concept« projects. Financial support
is needed for the implementation of joint projects between PROs and the
economy, through the preparation of applications (for joint projects involving
PROs and SMEs).

Marketing - It is necessary to provide support for the establishment of spin-
outs, finding marketing partners, conducting B2B and B2R meetings, pre-
paring starting points for negotiation, assessing the net present value, con-
ducting negotiations, preparing and monitoring licensing or sales contracts,
conducting active marketing at fairs, preparing technology offers for passive
marketing and the like.
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It is necessary to organize visits to and between businesses and researchers
in order to locate and formulate issues for product improvement and to im-
prove the ability to manage innovation in companies and among researchers;
searching for the right experts by organizing meetings between entrepre-
neurs and researchers; through knowledge and access to tools for finding
potential partners and with appropriate communication, connecting Slovenian
SMEs and researchers with each other and with foreign companies and mar-
kets, and establishing appropriate relations between the business partners.

The promotion and education of researchers and industry representa-
tives on transfer procedures - This involves improving the ability of econom-
ic and scientific entities to participate constructively in technology transfer
processes, thereby facilitating procedures and improving the quality of collab-
oration, reducing complications and establishing long-term and constructive
development collaboration.

It is also necessary to raise awareness of the importance of knowledge trans-
fer, to transparently inform researchers and entrepreneurs about the needs
and offers, thus promoting and encouraging the effective use of resources for
science.

Organising promational, mativational and educational events (e.g. conference
on technology transfer; award for best PRO project for the economy, open
days, education for young researchers ...] contributes to the popularization of
science, as well as the possibility of cooperation between scientific research
and the economy, and raises awareness about organizations and profession-
als who are familiar with the specific solutions to specific problems, while at
the same time educating everyone involved in the process, so that they can
partake as constructive participants.

9.21. Contract collaboration with the economy

Collaborations such as measurements, consultancy, education, project
preparation and/or submission, exchange of staff, joint publications,
rental of equipment and similar forms of collaboration between JSI re-
searchers and companies. At the Center for Technology Transfer and Inno-
vation we are paying a great deal of attention to creating new contacts and
maintaining existing ones.

As an initial activity on the path to contract collaboration, we offer the follow-

ing services to departments of the Jozef Stefan Institute:

* The organisation of visits to companies and to the Jozef Stefan Insti-
tute. \We're happy to take young researchers along with us to visit smaller
companies. When there is interest, we also invite representatives of the
areas of individual departments to visit larger companies.
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* \We offer free individual consultancy and assistance with:

* defining the theme and manner of collaboration with the Jozef Stefan
Institute;

* negotiations between departments of JSI and enterprises and in the
development of collaboration contracts;

* project application preparation for Slovenian and EU calls;

* analysis of the state of a given technology and a search through patent
bases;

* assessment and implementation of technologies and innovation manage-
ment;

* preparation of non-disclosure agreements (NDA).

On a monthly basis, we prepare a review of open national and EU ten-

ders, which we regularly publish on our website. If you would like to receive

calls for tender directly to your e-mail address, you can contact us at any

time at tehnologije@ijs.si.

Through the Enterprise Europe Network, we provide information on

events and courses, on international development and business integration,

information on open national and EU calls and information on open project

partnerships.

* |n addition, through the Enterprise Europe Network, we provide:

» Assistance in finding commercial partners abroad (distribution, trans-
port, franchise, joint ventures and subcontracting) through the mon-
itoring of foreign offers and requests and the publishing of offers or
requests in the Enterprise Europe Network database.

* Assistance in finding development partners abroad (licensing collabo-
ration, technical collaboration, joint ventures, production collaboration,
commercial collaboration with technical assistance and financial re-
sources) through the monitoring of foreign offers and requests and pub-
lishing of offers or requests in the Enterprise Europe Network database.

» Assistance in finding project partners abroad through monitoring for-
eign requests and registering own requests for project partners.

9.2.2. Project applications for national and EU calls

\We provide interested parties with:

assistance in the preparation of project applications;

assistance in the preparation of individual parts of project applications
(e.g. communication, dissemination and impact);

assistance in the filing of project applications

assistance in finding project partners and the international promotion of
the activities of departments through the Enterprise Europe Network.

Through the monthly review of calls for tenders, we post up-to-date informa-
tion on open national and EU calls.
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5.2.3. Assistance in establishing new companies

At the Center for Technology Transfer and Innovation, we offer assistance
and advice to researchers of the Jozef Stefan Institute in establishing
new companies. For this purpose, we organise weekly office hours free of
charge. The objective pursued by the Center for Technology Transfer and Inno-
vation in agreeing on formal commitments between JSI and a company is to
enable the newly created company to penetrate the market, while the second-
ary objective is the Institute’s income from licensing.

In order to encourage entrepreneurship among researchers, awareness of
all factors that affect the creation of opportunities for market breakthroughs
is of paramount importance. The status of intellectual property rights and
the prospects for its protection, the value of the product to the customer and
its competitive advantage, the state of the market and, last but not least, the
expected profitability and potential for growth are just a few of the elements
that require special attention in the development of the business idea.

In setting up new enterprises, we provide the following services to depart-

ments of JSI free of charge:

* weekly office hours;

* support in the protection of intellectual property;

* support in the preparation of the relevant documentation and the im-
plementation of projects at the Institute;

* assistance in the preparation of business plans for new companies;

* we offer a variety of educational workshops and innovation contests
with the greatest commercial potential in the context of the International
Technology Transfer Conference, where renowned experts (mostly from
venture capital) assess the market potential of the proposed technologies
and encourage researchers to consider business opportunities.

5.2.4. The protection of intellectual property and the preparation
of a marketing strategy

Desiring to ensure the most effective protection and exploitation of the in-

tellectual creations of inventors at departments of JSI, we provide, free of

charge:

* an assessment of the market situation with regard to a specific technology;

* the development of a strategy for marketing specific intellectual property;

* the preparation and filing of patent applications;

* the preparation of agreements on the ownership of intellectual property
rights and non-disclosure agreements (NDA).



The technology assessment, carried out in the initial phase provides a brief
overview and assessment of the potential of the technology for use in prac-
tice, as well as the strategy for the protection of intellectual property and

the re-evaluation of the potential market value regarding the present value
(important for spin-outs and the sale of a licence or patent). To facilitate com-
munication on the level of technological development, we use Technology Read-
iness Levels NASA, TRL.

The market assessment includes a list of potentially interested companies;
this material is confidential.

We want to ensure the highest possible quality of patent applications, espe-
cially claims, and therefore the final form of the patent application is also re-
viewed by a specialised external patent agent in the specific field of technology,
who will, if necessary, prepare:

* the final application of the patent, model or trademark at the Slovenian In-
tellectual Property Office;

* the international patent application for PCT, valid in 156 countries, within 12
months of the patent application at SIPC;

* the extension of the patent application in the EU/USA/ Asia (or the 156
countries) within 30 months from the registration of the patent at SIPC, or
within 18 months after the registration of the patent at PCT, and the regis-
tration of a model or trademark in the EU/US/ Asia within 6 months after
its registration at SIPO.

5.2.5. Marketing intellectual property

Our core objectives include increasing the flow of knowledge and technology in
the domestic and foreign economy, as well as the promotion of the Jozef Ste-
fan institute as a centre of excellence in technological advancement.

For this purpose, we provide the inventors of JSI, free of charge, with:

* the preparation of technology offers and requests;

* active marketing and finding business partners with the presentation of
technologies at scientific and professional conferences, industry exhibi-
tions, and in print and other medis;

* the preparation of licence agreements and other documents relating to
the marketing of intellectual property;

* licensing;

* the establishment of spin-out companies.

The technologies of JSI that are available for licensing and/or research col-
laboration with the industry or other research institutes are also published on
our website.
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9.2.6. Assistance in the implementation of intellectual property
acquisition procedures at JSI

Departments are offered active assistance in the implementation of pro-
cedures at JSl in the context of intellectual property management. An
inventor can bring their invention idea to the Center for Technology Transfer
and Innovation, where we will help them complete an »invention disclosure«
and a draft patent application. This requires a preliminary examination of the
state of the art regarding the invention and a preliminary assessment of the
market, in cooperation with the inventor.

The inventor officially discloses the invention to the Institute by submitting an
»invention application« and the draft patent application to the Director of JSI,
which initiates a 3-month period for the Institute to decide on acquiring the
invention.

This is followed by an internal assessment of the contents of the invention and
the conditions for acquiring and protecting industrial property rights such as
the patent, model, trademark or technical improvement:

* Industrial property commission - the form of invention; whether it is a
direct/indirect work invention or a free invention; patentability of the inven-
tion;

* Center for Technology Transfer and Innovation - economic utility and com-
mercialisation opportunities;

* Internal patent agent of JSI - patentability of the invention.

The Director of JSI receives:

* a professional assessment of whether the invention qualifies for the acqui-
sition of IP rights; information on whether it is a direct/indirect work inven-
tion; and the proposal for the form of acquisition of the invention;

* a preliminary market assessment or potential economic exploitation of the
invention and a proposal for the form of acquisition of the invention;

* adraft »patent application« or another proposal for the form of acquisition
of the invention.

On the basis of the opinions obtained, the Director will issue a Decision on the
non-/partial/complete acquisition of the direct or indirect work invention (no
later than 3 months after receipt of the notification of the invention).

What is an invention?

An invention is a »new solution to a technical problem achieved by inventive
thought«. An invention must primarily be new - an equal or very similar solu-
tion must not be known anywhere in the world. An invention can be a new



product or a new part of a product; it can be the process of its production, a
use of the product, or a combination thereof.

What is a work invention?
An invention created during the period of employment or up to 6 months after
its cessation and that the Institute has decided to acquire.

What is a direct work invention?

An invention created within the fulfilment of a contract of employment, follow-
ing an explicit request from the employer or on the basis of a special contract
between the employer and the employee.

What is an indirect work invention?

An invention created within work assignments, aided mostly by the experience
acquired by the employee in the workplace or the resources made available to
them by the employer contributed to the invention.

What is a free invention?
An invention managed independently by the inventor.

What is a full acquisition of intellectual property?
In the event of a full acquisition of intellectual property, all rights to the inven-
tion are transferred to the employer (PRO).

5.2.7. Visits to the Jozef Stefan Institute

At the Center for Technology Transfer and Innovation, with the help of other
departments of the JoZef Stefan Institute, we arrange visits from primary and
secondary schools and other organized groups. In addition, we annually hold
open days at the JoZef Stefan Institute, every last week in March, during Ste-
fan’s Days at the Institute. We also organise visits by pupils, students or other
organized groups through other departments of the Institute every Thursday
throughout the school year.
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ACCORDING TO soME AccouNTs, DrWiliam Edwards Deming, an im-
portant physicist and statistician with a major influence on the development
of management theory in the second half of the 20 century, said: »You can’t
manage what you cannot measure.« In order to truly solve any problem, you
have to analyse the situation, orient yourself, navigate and find a way between
two points. Are we trying to establish better links between science and the
economy?

It is important to know what science expects of the economy and what the
economy expects of science. Patents? The results of a foreign study provide
the answer to the second part of the question®' (Figure 18) - that is, that the
primary desire of the economy is the informal flow of knowledge: published
articles, informal contact with researchers and participation in research con-
ferences; secondarily, they want more formalised collaboration in the form of
consultancy, contract research, the acquisition of new colleagues trained at
PROs, and joint research. The purchase of patents, licences and the short-
term exchange of personnel are at the bottom of their list.

Publications
Informal
Conferences
Consulting
Contract Research
Recent hires
Collab research
Patents

Licences

Personal exchange

0 10 20 30 40 50

Percentage respondents

Figure 16.: What does the economy want from science?
Source: »Links & Impacts: The influence of Public Research on industrial R&D«. Cohen,
et al in Mgmt Science Vol48 #1 p1-23

According to the survey, the essence of the collaboration between science
and the economy is not in the protection and marketing of intellectual prop-
erty, but in communication between the two sides - which will never be equal,
always having different goals, but nevertheless we must strive for their collab-
oration. This does not rule out collaboration in the field of intellectual property,

21 Cohen et al, The impact of Public Research on Industrial R&D, Management Science, Vol 48, #1
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which, in some industries (biotechnology, pharmaceutical sciences, ICT), re-
mains an important element in the demonstration of the competitiveness of
companies or in securing the market for one’s own products before the com-
petition. The research characterizes intellectual property (8" and 9™ place
out of the 10 most important) as an important, but not the only and not the
key method of collaboration between science and the economy.

The integration of the economy and science is a fluid space, where doors are
opened and information is shared with anyone who feels the need to cooper-
ate. For the economy, to come and visit the sciences. And we bring science
over to the companies. We invite representatives of other support institutions
to visit in order to interconnect the support environment.

We have learned that the integration of science and the economy requires a
great deal of ingenuity, know-how, expertise, perseverance, honesty, compas-
sion and self-initiative, as well as a lot of humility.

Others report that Dr Deming actually stated: »One, you can’t measure every-
thing of importance to management. And two, you must still manage those
important things.« Life just doesn’t want to be easy, does it?
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I Sneak Preview: The way forward: »PoC« Funds - Design Proposal
? in Slovenia®?

22 Parts of the text marked with (CEF) were partially adapted from Cambridge Enterprise Fund sources, i.e. from insights into
the administrative documentation of said »PoC«.



THeE GoverRNMENT OFFice FOR DeEvELOPMENT AND Eurorean Co-
HEsion Poricy [SVRK] conducted the »Analysis of the funding gap for
the 2014-2020 financial instruments«, which also includes equity financing in
the field of SMEs and research-development innovative projects. An »Analysis
of equity financing in Slovenia« was prepared by the Ministry of Economic
Development and Technology (MGRT) and the Slovene Enterprise Fund (SPS),
not yet published at the time of writing this text, as it is the subject of a debate
with the Ministry of Finance (MF). There is communication between the MGRT
and SID bank on the implementation of the 2014-2020 financial instruments.
The EIF has published the »Call for EQIs to select Pan-European FoF promot-
ers«, which gave rise to the preparation of our proposal for the introduction of
the »PoC« fund instrument in Slovenia, since it states that »FoF is also aimed
at supporting the company’s development stage before its establishment,
when it is necessary to assess the feasibility of the concept, the feasibility of
transferring RD results into innovative applications, and validation of a prod-
uct, technology or process can be used for commercialization, including licens-
ing and selling intellectual property. This includes a review of the technical

and economic feasibility of research results, demonstration activities such as
late-stage clinical tests, prototyping, incubation. The issue addressed by the
above-mentioned call is strongly present in Slovenia, since there is no »Proof-
of-concept (PoC)« funding, which makes it difficult to transfer knowledge, skills
and technology from PROs to the economy through spin-outs with PROs and
through licensing / sales of licensing of technologically tested technologies.

We propose the establishment of a »PoC« fund in Slovenia, within the frame-
waork of an existing financial institution (e.g. banks, public funds), with technical
assistance from the technology transfer offices. We see one option for estab-
lishment in that the SID bank could also include the »PoC« fund as a fund of
funds for the implementation of the 2014-2020 financial instruments, possibly
in the form of pre-seed capital. WWe propose that the structural funds be used
as a national resource to complement the EIF and EC funds. The decision-mak-
ing and support structure in the »PoC« typically consists of a technology-com-
mercial committee and an investment committee. In some countries®?,
investment in »PoC« funds is performed by transferring the powers of the
technology-commercial committee to the individual technology transfer office
that has requested the investment. The problem with this approach in Slove-
nia at the moment is that the technology transfer offices are, on average, too
under-developed for all of them to take on the role of a professional technol-
ogy-commercial committee; therefore, we propose the implementation of a
technology-commercial committee with members from individual technology
transfer offices as part of the »PoC« fund. In light of the foregoing, we propose
that the »PoC« should be governed by the SID bank.

28 University of Bergen - Norway, Oxford University - UK, Steinbeis - Germany



The financing of projects from the »PoC« fund should be carried out through
the recently published open program for various »PoC« fund products, but
also through calls for various »PoC« fund products, according to the analogy
of the implementation of the SPS in calls P2, SK75 and SK200. \We present
two possible »PoC« fund products, estimated at an indicative value of e.g. EUR
10,000 (the »lskalec« product) and EUR 35,000 (the »Hitrih35« product). In
Slovenia, it would be necessary (in our estimation and according to the anal-
ogy of the University of Cambridge) to annually implement a minimum of 10
projects for »lskalec« and 5 projects for »Hitrih35«, meaning that a pilot im-
plementation of the »PoC« fund would annually require a total of EUR 275,000
for the two products (or EUR 100,000 for »lskalec« and EUR 175,000 for
»Hitrih35«].

The recipients of resources from the »PoC« fund products would be the re-
searchers in PROs establishing a company with the PRO or seeking to license
technology, and legally, the PRO as a legal entity. The PRO would declare that
the project manager - the founder of the company - will be responsible for
the use of the funding and that the funds will be managed within a separate
cost point. In the financing agreement, the PRO would commit to recovering
the financing, in line with the success of the investment. The technology-com-
mercial committee, which would also perform the role of a mentor, should be
required to decide on the use of the allocated funding for the project.

»PoC« investments are investments in pre-commercial, pre-entrepreneurial
enterprises and are therefore high-risk investments. The investment would
be considered to be completed in one of the following cases: (a) the establish-
ment of a spin-out company, which acquires a certain annual income; or (b)
without the establishment of a spin-out company, whereby the technology will
be licensed to an existing company (and not to the spin-out with the PRO).

The »PoC« fund investment would be divided into recoverable and non-recover-
able parts, both implemented uniformly within each product for each project.
Their ratio is not fixed but depends on the success of the investment. The re-
turn on the investment could be implemented in two ways.

a) Return of the recoverable part of the investment: The recoverable
part of the investment is calculated as a proportion of the net inflows to the
PRO from the spin-out or the licencing/ sale of technology (inflows minus e.g.
reasonable investment costs, sponsorship income, other PoC fund revenues).
An example of the division of the non-recoverable part of the assets for the
Cambridge University »PoC« fund and the returns to the »PoC« fund is shown
in Table 6. The non-recoverable part of the funds comprises reasonable costs
in predetermined areas, where the »reasonability of costs« is limited by the
amount of the non-recoverable part (amountlimited) and by the dedicated na-
ture of the consumption of the non-recoverable part (e.g. the non-recoverable



part only includes patent costs for the first application of intellectual property);
the »PoC« fund has the discretion to deem costs unjustified, e.g. in the case of
estimates by »PoC« experts that the IP protection is too broad); non-dedicated
consumption (especially in phases a) and b)) in practice limits the active work
of the »PoC« fund team, which monitors the investment and collaborates with
researchers in a technical/mentoring capacity. The arrangements for recov-
ering the investment are a matter of contractual relations.

b) Registration of the »PoC« manager for a share of the intangible asset
(equity financing) that is commercialised [patent or secret knowledge). This
type is less often used in the context of »PoC« funds.

B6.1. PoC: method and extent of support, process, type of
financing and revenue sharing

B611. What is PoC

In order to test a concept, »proof of concept« (»PoC«) funds provide support
for researchers and scholars with a uniform offer of direct investments and
support in the building of their teams and knowledge, specialising in the situa-
tions researchers find themselves in with commercially interesting technolo-
gies, which are, however, not adapted to or tested by the market. The result
of the work of the »PoC« funds is a boost in financing, which the team needs in
order to test the concept of a technology (from their research) for the devel-
opment of products and improving the level of knowledge in the team for the
further development of technologies for commercial purposes, in situations
specifically linked to PROs, along with their implementation. (CEF)

»PoC« funds serve to support the (future) founders of companies - those
based directly on research from PROs. These are situations where the basis
for the business idea is based on intellectual property (protected or regis-
tered hidden knowledge), the holder of which is the PRO. Typically, these are
technologically-intensive undertakings in which the state has already invested
a significant amount of non-recoverable funding through the research activity.
The funding of »PoCs« thus follows the stages in which research was funded
through non-recoverable assets. Following the funding of the »PoC« funds,
undertakings (similarly to those not related to PROs) are expected to require
starting capital, seed capital and venture capital. To quote the «Call for EQIs
to select Pan-European Fund of Funds (FoF) promoters«, »PoC« funds » also
serve to validate whether a certain product, technology or process can be



used for commercialization, including the licensing and sale of intellectual
property®*,

B6.1.2. Scope of support from the »PoC« fund

»PoC« fund investments are pre-seed investments into newly created enter-
prises that are/will be established by the staff along with the PRO in order to
enable the commercial development of research from the PRO (this type of
newly created company is also called a PRO spin-off or spin-out). »PoC« funds
provide a series of investments that assist the development of new enterpris-
es of this kind.

The members of the »PoC« fund team (the investment committee and the
technology and commercial committee) act as investors. The total investment
under consideration comprises both direct contributions from the state in

the research work already made, as well as »PoC« funds allocated by the PoC
team independently. The aim is to optimise the joint ROl of the two parts of the
investment (although the first part was carried out without the »PoC« team
members having an impact).

Since an informed business and research team is needed to optimise the
investment, some members of the »PoC« fund team (technology-commercial
committee) also act as mentors, e.g. in the areas of intellectual property, the
regulation of relations with the PRQ, legislation governing the cooperation of
companies with the PRO, etc. The scope of this type of mentoring is different
to what is normally provided when receiving starting capital, e.g. when receiv-
ing a P2 product (SPS).

The members of the »PoC« team, together with the researchers, ensure
the implementation of several distinct processes, since PoC funding involves
several processes, of which the final two can be in parallel when a positive
assessment is given in the first procedure (CEF):

(a) The formal part: The arrangement of ownership rights through the
process of acquiring IP at the PRO and the arrangement of rights for the es-
tablishment of a spin-out with the PRO on the basis of the said IP. All the pro-
cedures are performed that are necessary from the point of view of the PRO
and the state that funded the research, e.g. the definition of intellectual prop-
erty and its registration as an intangible asset of the PRO, the definition of the
ownerships of the PRO, ownership contracts, etc. Implementation of this part
of the procedure is a precondition for the entry of venture capital in the next
phase, as otherwise the ownership relationships would remain unclear;

24 yCall for Eois to select Pan-European FoF promoters, Internet (211.2017): http:/ /www.eif.org/what_we_do/ equity,/
paneuropean_venture_capital_fund_of_funds/ call/ Pan-European®%20VC%20FoF%20Programme_Call%20for%20
Expression%200f%20Interest.pdf



(b) The technical-ownership part: Evaluation of the sensibility and protec-
tion of certified research concepts within the market concept. Under »PoC«
funding, these procedures include a technological assessment, a »freedom to
operate« study, a patentability assessment and/or an assessment of other
types of protection. Of the above processes, the PRO’s business team and the
»PoC« team (technical-mentoring part] jointly carry out all the necessary proce-
dures from the point of view of the PRO and the state funding the research, and
provide for the protection of intellectual property, if appropriate and necessary;

(c) The technological-entrepreneurial part: In this part, »PoC« funding en-
ables the verification of the technological concept through reference to the
business idea. This is a verification of the technical concept for feasibility with-
in an existing business idea, i.e. the verification of the adequacy of an existing
technology (whose development took years,/decades) for the implementation
of a specific business idea in the form of a PRO spin-out company (or of the
licensing/sale of intellectual property to the PRO).

»PoC« therefore enables the verification of the business concept and tech-
nological concept of a research result already obtained for feasibility in the
framework of the business idea.

In the Slovenian ecosystem, the discussed »PoC« financing for spin-out compa-
nies with PROs would act as a precursor for carrying out financing within the
P2 product of the SPS. The P2 product, to sum up the web pages of the SPS
and the Startup Initiative, enables searching for a solution to the identified
problem on the market and is designed for start-up companies in the stage of
searching for a solution for that problem. At this stage, the company knows
the problem, has a business idea and a business team that can use the P2
funds to develop a prototype or a minimum viable product for the market. P2
funding can also include spin-out companies established with PROs, provided
they successfully underwent the »PoC« phase, in which the technical feasibility
of the technology (whose development lasted years/ decades) was verified as
a solution to the market problem. This phase requires »PaoC« funding, which

is not available in Slovenia. Today, spin-out companies with PROs do what

they can in order to make it to the start-up funding phase without the »PaC«
funding phase. It is estimated that the absence of »PoC« funding means that
Slovenian spin-out companies with PROs are less successful than they could
have been.

Spin-out companies from PROs that have successfully passed the »PoC« phase
can successfully integrate into the P2, SK75 and SK200 products and continue
their route through the start-up financing instruments established in Slovenia.

Example: Since 1995, the Cambridge Enterprise »PoC« has invested in 62 en-
terprises, which together exceed a three-year survival rate of 80%, compared
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with the national average of 30% for technology companies in Great Britain.
At Cambridge University, »PoC« funding is carried out in collaboration between
researchers, the technology transfer office and a financial intermediary 2> 6.

6.1.3. The process of »PoC« product implementation

As an example, we cite the projects carried out by Cambridge Enterprise for
Cambridge University:#5-2”

a) »Pathfinder investments Pathfinder investments «, of up to £20,000
in order to carry out market analyses and analyses of intellectual property,
estimations and prepare a basic business strategy.

b) »Fast 50«, a Cambridge Enterprise initiative offering up to £50,000 for
work on time-sensitive projects and critical experiments requiring rapid
investment, with the aim of verifying the technological concept for the mar-
ket.

c) This is followed by starting and seed capital investments (which no longer
fall under the »PoC« category!), up to £500,000 in the initial round, to
provide first-stage financing for companies to promote technology develop-
ment and management.

The »Pathfinder investment« product, which is easily and rapidly accessible, is
used with the aim of rapidly developing/evaluating the plans (for the continua-
tion or termination) of pre-entrepreneurial teams through mentorship.

Applicants submit an application for the »Pathfinder investments« product.
This application contains an early discussion of the ideas and potential of the
ideas®, and includes a description of the current state of the technology, the
history of publication, a description of the funding sources for the emergence
of the technology, and the content authors. Next is the implementation of the
formal and technical-ownership parts of the »PoC« financing procedure de-
scribed in the text above. (CEF)

The continuation of positively assessed projects under the »Pathfinder invest-
ments« product is facilitated by the »Fast50« product, which includes a review
phase of the technical concept of feasibility within the existing business idea.

In order to obtain funding, a business plan needs to be presented to the tech-
nological-commercial committee (technology transfer office], which assesses
the technological maturity and feasibility of the idea in terms of quick marketing

Cambridge Enterprise, Start a Company, Internet (15:1.2017): https:/ /www.enterprise.cam.ac.uk/our-services,/academics-
researchers-and-students/ start-a-company,/

Cambridge Enterprise, Translational Funding, Internet (15.1.2017): https://www.enterprise.cam.ac.uk/our-services,/
academics-researchers-and-students/ commercialise-your-research/translational-funding/

Physical sciences Grants for Commercialization, Internet (15.1.2017): https://www.enterprise.cam.ac.uk/ our-services/
academics-researchers-and-students/ commercialise-your-research/translational-funding/ physical-sciences-grants/



estimates, and decides whether the application is appropriate for presenta-
tion to the investment committee (investors). If the decision of the investment
committee is positive, it is necessary to establish the necessary legal arrange-
ments to complete the investment and take the steps of the technological-en-
trepreneurial part of the »PoC« financing process. (CEF)

In some countries (Bergen Technical University - Norway, Oxford University —
UK, Steinbeis - Germany), investment in »PoC« funds is performed by a request
through a technology transfer office. In this case, there is no technology-com-
mercial committee alongside the »PoC« fund, only the investment committee,
and the responsibilities of the technology-commercial committee are trans-
ferred to the technology transfer office that registered the project for financing.
The problem with this approach in Slovenia at the moment is that the technolo-
gy transfer offices are, on average, too under-developed for all of them to take
on the role of a professional technology-commercial committee; therefore, we
propose the implementation of a technology-commercial committee with mem-
bers from individual technology transfer offices as part of the »PoC« fund.

B6.1.4. Translational funding: Recoverable or non-recoverable
assets?

Translational funding is used to bridge the development funding gap between the
early stage of a technology, arising from research at the PRO, and its marketing.

In the UK, there are various translational funding resources available to re-
searchers wanting to market their research, e.g. translational funding for
physics®, translational funding for biotechnology®®. The case of the UK and the
mentioned support mechanisms exclusively involves non-recoverable assets.
These are assets available to academics for the pre-commercial development
of individual instances of technology that are (almost) mature enough for fi-
nancing from »PoC« funds. These (non-recoverable] translational assets are
used in the UK primarily for the preparation of the implementation of the tech-
nology-entrepreneurial part of the »PoC« funding, in cases where researchers
are still deciding on the establishment of a spin-off company with the PRO on
the basis of the developed technologies. In Slovenia, we estimate that part of
this kind of development is taking place under research projects.

An additional part of the financing for the translational funding for PROs is
available (in the UK] through »PoC« funds. The whole »PoC« funding process,
i.e. points (a-c), are carried out in the case of a future spin-off company with a
PRO or in the case of the future licensing/ sale of technologies from a PRO. In
the case of »PoC« funds, these are conditionally recoverable assets. The meth-
od for recovering the assets is described in the following paragraph and the

28 Biotechnology grants for Commercialization, Internet (15:1.2017): https:/ /www.enterprise.cam.ac.uk/ our-services,/
academics-researchers-and-students/ commercialise-your-research/translational-funding/ life-science-grants/



89

recoverability depends on the success of the investment. The funds are recov-
ered in the event of the market success of the spin-off with the PRO. (See the
specific case of Cambridge Enterprise for Cambridge University below).25-2”

B6.1.5. Return on investment in »PoC« financing - revenue
sharing model

All »PoC« investments are investments in pre-commercial, pre-entrepreneur-
ial enterprises and are therefore high-risk investments.

Investments usually conclude with the following two exits:

* the establishment of a spin-off company with a PRO, which acquires a cer-
tain annual income;
or

* without the establishment of a spin-off company with the PRO; however, the
technology will be licensed to an existing company (and not to the spin-off
with the PRO).

The recovery of assets to the »PoC« fund is carried out as follows: ?”

* the non-recoverable part comprises reasonable costs;

* the »reasonability of costs« is limited by the amount of the non-recover-
able part and by the dedicated nature of the consumption of the non-re-
coverable part (e.g. the non-recoverable part only includes patent costs
for the first application of intellectual property);

* the »PoC« fund has the discretion to deem costs unjustified, e.g. in the
case of estimates by »PoC« experts that the IP protection is too broad);

* non-dedicated consumption (especially in phases a) and b)) is limited
by members of the technology-commercial committee, who monitor
and confirm the costs through the investment and collaborate with re-
searchers in a technical-mentorship capacity;

* the recoverable part of the assets is recovered from the net investment
income and is divided between the PRO (which is the 100% intellectual
property rights holder) and the »PoC« Fund, which thus eventually recovers
the investment (and more if the investment is successful).

* An example of the division of the non-recoverable part of the assets and
returns to the »PoC« fund is shown in Table .

Table B.: Method of sharing the net revenue between the PRO and the Cambridge
University »PoC« fund.

Netrevenue =~ ... PRO PoC fund
First £100,000 95% 5%
Next £100,000 80% 20%

Over £200,000 67% 33%
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6.2. Findings and proposal for future actions

Through our work, we have reached the following assessment of the situation:
* SVRK conducted the »Analysis of the funding gap for the 2014-2020 finan-
cial instruments«, which also includes equity financing in the field of SMEs

and research-development innovative projects;

* An»Analysis of equity financing in Slovenia« was prepared by MGRT and
SPS, which is not yet published at the time of writing this text, as it is the
subject of a debate with the MF;

* There is communication between the MGRT and SID bank on the implemen-
tation of the 2014-2020 financial instruments.

* The EIF has published the »Call for EOls to select Pan-European FoF promot-
ers«?°, which gave rise to the preparation of our proposal for the introduc-
tion of the »PoC« fund instrument in Slovenia;

* The issue addressed by the call is strongly present in Slovenia, since there
is no »Proof-of-concept (PoC)« funding available.

Part of that call for FoF, which specifically addresses »knowledge and technol-
ogy transfer (KTT)« activities, states that »FoF is also aimed at supporting the
company’s development stage before its establishment, when it is necessary
to assess the feasibility of the concept, the feasibility of transferring RD re-
sults into innovative applications, validation of whether a product, technology
or process can be used for commercialization, including licensing and selling
intellectual property. This includes a review of the technical and economic fea-
sibility of research results, demonstration activities such as late-stage clinical
tests, prototyping and incubation.25«

This gap needs to be filled because it impedes the transfer of knowledge and
technology from PROs to the economy, both through spin-off companies with
PROs and through the licence/ sale of the rights of technologically verified
technologies. We also held the same position during the preparatory meet-
ings for the EC DGRTD call. The view that »companies before establishment,
including the licensing and sale of intellectual property« should also be sup-
ported is well-reflected in the FoF tender. We want this position to be imple-
mented for the benefit of technologies with PROs and the resulting ventures
that want to enter the market but require funding from »PoC« funds in order
to do so.

»PoC« funding is carried out in collaboration between researchers and tech-
nology transfer offices (see e.g. Cambridge Enterprise, Cambridge University
Technology Transfer Office®® #7) in mature systems to support the commer-
cialisation of technologies. It is estimated that the situation in Slovenia is at a
stage where technology transfer offices could participate at the level of Cam-
bridge Enterprise, i.e. independently.



We believe that the SID bank is a suitable institution where the »PoC« fund
could be realised. We also believe that experts from technology transfer of-
fices should be included in the process of the creation and implementation of
»PoC« funding due to their experience with »PoC« funds or the processes run-
ning within them, as well as their experience in the creation of spin-outs and
the commercialization of technologies with PROs (which, as shown by the EIF
materials, is one of the intentions of the aforementioned call®®.

We propose to establish a »PoC« fund in Slovenia. We propose that the SID
bank should also include the »PoC« fund as a fund of funds for the implementa-
tion of the 2014-2020 financial instruments, possibly in the form of pre-seed
capital. We propose that the structural funds be used as a national resource
to complement the EIF and EC funds.

We propose the establishment of a »PoC« fund in Slovenia, within the frame-
work of an existing financial institution (e.g. banks, public funds - our specific
proposal is the SID bank], with technical assistance from the technology trans-
fer offices. The decision-making and support structure in the »PoC« typically
consists of a technology-commercial committee and an investment commit-
tee. In some countries?®®, investment in »PoC« funds is performed by trans-
ferring the powers of the technology-commercial committee to the individual
technology transfer office, which is also the only one to be able to formally ap-
ply for investment. The problem with this approach in Slovenia at the moment
is that the technology transfer offices are, on average, too under-developed
for all of them to take the role of a professional technology-commercial com-
mittee; therefore, we propose the implementation of a technology-commercial
committee with members from individual technology transfer offices as part
of the »PoC« fund, but we are also open to other forms of solution that meet
the high requirements for quality and successful operation of the »PoC« fund.

We propose that the financing of projects from the »PoC« fund should be car-
ried out through the recently published open program for various »PoC« fund
products, but also through calls for various »PoC« fund products, according to
the analogy of the implementation of the SPS in calls P2, SK75 and SK200.

The Slovenian equivalent of the UK instruments described above, namely

»Pathfinder investments« and »Fast50« investments (up to £20,000 and up

to £50,000 - recalculated for the Slovenian ecosystem), would be managed

by SID bank:

* The »lskalec« product - the equivalent of the UK »Pathfinder« product, es-
timated at a rough value of e.g. EUR 10,000 (in the UK up to £20,000) per
project. The evaluation is carried out by the technology-commercial com-
mittee (technology transfer experts, by reference; possibly (also) from the
technology transfer offices);

29 University of Bergen - Norway, Oxford University - UK, Steinbeis - Germany

91



92

* The »Hitrih35« product - equivalent of the UK »Fast50« product, estimat-
ed at a rough value of e.g. EUR 35,000 (in the UK up to £50,000]) per proj-
ect.The evaluation is carried out by the investment committee (investment
experts, the SID bank]), with the technical assistance of the technology-com-
mercial committee.

According to the analogy of the University of Cambridge, it would be necessary
in Slovenia to annually implement a minimum of 10 projects for »lskalec« and
5 projects for »Hitrih35«, meaning that a pilot implementation of the »PoC«
fund would require a total of EUR 275,000 annually for the two products (or
EUR 100,000 for »lskalec« and EUR 175,000 for »Hitrih35«).

The recipients of the resources from the »PoC« fund products would be the
researchers in PROs establishing a company with the PRO or seeking to
license technology - and legally, the PRO as a legal entity. The PRO would
declare that the project manager - the founder of the company - will be re-
sponsible for the use of the funding and that the funds will be managed within
a separate cost point. In the financing agreement, the PRO would commit to
recovering the financing, in line with the success of the investment.

The investments would conclude with the following two exits:

* the establishment of a spin-out company with a PRO, which acquires a cer-
tain annual income;
or

* without the establishment of a spin-out company with the PRO; however, the
technology will be licensed to an existing company (and not to the spin-off
with the PRO).

All »PoC« investments are investments in pre-commercial, pre-entrepreneur-
ial enterprises and are therefore high-risk investments.

The »PoC« fund investment would be divided into recoverable and non-recov-
erable parts. Their ratio is not fixed but depends on the success of the invest-
ment.

The return on the investment could be implemented in two ways:

a) Return of the recoverable part of the investment:

the recoverable part of the investment is calculated as a proportion of the net
inflows to the PRO from the spin-off or the licencing,/sale of technology (in-
flows minus e.g. reasonable investment costs, sponsorship income, other PoC
fund revenues). The recoverable part of the assets would be recovered by the
PoC fund from the net investment income and would be divided between the
PRO (which is the 100% intellectual property rights holder) and the »PoC« Fund,
which thus eventually recovers the investment (and more if the investment is



successful). An example of the division of the non-recoverable part of the as-
sets and returns to the »PoC« fund is shown in Table .

The non-recoverable part comprises reasonable costs in predetermined ar-

eas;

* the »reasonability of costs« is limited by the amount of the non-recoverable
part (amount-limited) and by the dedicated nature of the consumption of
the non-recoverable part (e.g. the non-recoverable part only includes patent
costs for the first application of intellectual property);

* the »PoC« fund has the discretion to deem costs unjustified, e.g. in the case
of estimates by »PoC« experts that the IP protection is too broad];

* non-dedicated consumption (especially in phases a) and b)) is limited by
members of the technology-commercial committee, who monitor and con-
firm the costs through the investment and collaborate with researchers in
a technical-mentorship capacity.

The arrangements for recovering the investment are a matter of contractual
relations in this case, which, to our knowledge and experience, is already a
relatively established practice in the Slovenian legal system today.

b) Registration of the »PoC« manager for a share

of the intangible asset (equity financing) that is commercialised (patent or
secret knowledge). »PoC« will always encounter a situation where one of the
results of the process will be an intangible fixed asset of the PRO (patent or
secret knowledge, all of which must, according to Accounting Standards, be
registered as an intangible fixed asset if it is to be subject to marketing-sales
or a transfer of rights of use under a licence agreement). This type is less
often used in the context of »PoC« funds. It is our opinion that the transfer of
ownership rights is possible in the Slovenian legal system, though in practice it
is not well established, especially for intangible fixed assets.
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