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• Monetization may be structured as a direct sale of the right to receive payment  of 
royalty streams or as a financing backed by such payments.

• Sales – Licensor retains its intellectual property (“IP”) rights while assigning 
all or a  portion of its payment rights under a license agreement to a third 
party purchaser.

• Financings – Licensor directly of indirectly borrows against a royalty stream.

• Licensor may retain IP and assign payment/other rights under the 
license agreement to a

• borrower SPE that pledges those payment rights to the lender

• Licensor may transfer IP and its interest in the license agreement to a 
borrower SPE that

• pledges both the payment rights and the IP to the lender.
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Monetization of Royalty Streams - Structuring Options



• Title to licensed intellectual property involved in a monetization transaction will 
typically be retained by the licensor or an SPE affiliate of the licensor, subject to the 
restrictions and encumbrances imposed by the terms of the monetization.

• Sales structures commonly approach restrictions by having purchaser piggy-back  
on rights/limitations imposed under the license agreement (e.g., participating in 
or  assuming control over decisions regarding IP enforcement and defense).  
Purchasers also typically have rights with respect to replacement license  
arrangements following termination of the current license agreement.

• Financing structures will include similar restrictions as sale structures and may 
also  involve a pledge of the underlying intellectual property as collateral for the 
loan.

• How much licensor retains beyond legal title is often heavily negotiated in sale  
structures, especially where purchaser is assuming 100% of the licensor’s economic 
interest.
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Monetization of Royalty Streams - Status of Underlying 
Intellectual Property



• Provisions in the license agreement may create issues for monetization transactions:

• Confidentiality provisions. Information relevant to the royalty stream (e.g., royalty  and sales 
reports; regulatory reporting; results of clinical trials) may be subject to non-disclosure 
provisions in favor of the Licensee.

• Purchasers/lenders will likely want this information, both for diligence purposes and on 
an  ongoing basis. Depending on terms of the license agreement, the licensee’s consent  
may  be required; purchasers/lenders will likely need to agree to be bound by 
confidentiality  provisions similar in scope to those in the license agreement.

• Restrictions can interfere with auction process if license agreement doesn’t permit  
disclosure to prospective assignees and licensee will not provide its consent. This may  
create a conflict of interest if licensee is interested in bidding on a monetization and 
can  hobble the auction process by withholding its consent.

• Need to ensure that monetization disclosure obligations do not conflict with license 
agreement reporting/confidentiality requirements.
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Monetization of Royalty Streams - Issues Relating to 

License Terms



• Provisions in the license agreement may create issues for 
monetization transactions (continued):

• Restrictions on assignment of rights. License agreement may 
differentiate between assignment of payment rights and other rights 
(e.g., enforcement, audit or information rights). Terms of 
monetization will need to reflect this if licensee’s  consent is an 
issue.

• Licensee’s set-off rights. Purchaser/lender will want protection 
against possibility that set-offs will reduce royalty payments.
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Monetization of Royalty Streams - Issues Relating to 
License Terms (continued)



• Purchasers/lenders will have an interest in enforcing/exercising some of the  licensor’s 
rights (e.g., termination rights, audit rights, enforcement of licensee’s marketing 
obligations).

• Purchasers/lenders will look to receive the benefit of any indemnity provided by the 
licensee to the extent of their interest in the royalty stream.

• This may be facilitated by a broad definition of “licensee indemnified party,” by  
naming such parties as third party beneficiaries of the indemnity or by providing 
for  easy assignment of these rights.

• Licensee indemnification that does not reflect direct loss to a 
purchaser/lender,  reduced royalty payments or diminution in the value of 
the patents need not be shared with a purchaser/lender.

• Generally, providing flexibility in license agreements regarding future  
assignments, third party beneficiaries, etc. will facilitate future monetization  
transactions.
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Monetization of Royalty Streams - Issues Relating to 

License Terms (continued)



• Will the monetization payment be subject to any withholding tax, and if so, will  
there be a “gross-up” payment so the buyer bears the cost of these taxes?

• The answer depends on whether the payment is classified as an 
acceleration of  royalties, or a sale of IP, for US tax purposes. (A royalty 
from a U.S. source is a withholdable payment under US tax law.)

• The US tax rules on royalties will source a payment as from the US if the 
product is  used in the US. Thus, if the payment is deemed a royalty, where 
the underlying IP  is related to a US sales, the payor will be obligated to 
withhold for US taxes. The US withholding rate on royalties is 30%, unless 
reduced by tax treaty. Many countries’ tax treaties with the U.S. have a 
withholding rate of ZERO on royalties.

• “Gross-up” payment is a contractual issue and unlikely.
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Monetization of Royalty Streams - Legal Issues – Tax 



• Is the recipient of the monetization payment a controlled foreign corporation  
(“CFC”)? If so, what effects does the characterization above on the CFC 
rules?

• US owners of CFCs must pay income tax on “Subpart F” income earned 
by the CFC, even if the CFC does not distribute such income to the US 
shareholder. Note that there are many proposals to change these rules, 
so this should be examined at the time to ensure the current state of 
the law is examined.

• Royalties and gains are both generally subpart F income, but there is an 
exception  for “active royalties” as well as “same country 
manufacturing”. These exceptions  may very will eliminate any “Subpart 
F” issues but this should be discussed with the relevant tax experts.
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Monetization of Royalty Streams - Legal Issues – Tax 
(continued)



• Purchasers/lenders in monetization will want to minimize the 
impact of licensor’s bankruptcy on the payment stream.

• The automatic stay provisions of Section 362(a) of the Bankruptcy 
Code prevent anyone from taking actions against property of the 
debtor.

• Patent/royalty interest holdings should be structured to gain an 
exemption from the automatic stay (e.g., by an absolute sale of 
payment rights to a third party purchaser/bankruptcy remote SPE).
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Monetization of Royalty Streams - Legal Issues –
Bankruptcy



• Section 365 of the Bankruptcy Code gives special treatment to executory  
contracts (including most license agreements) in the context of bankruptcy.

• With respect to executory contracts, debtors in bankruptcy have the option 
to (i)  assume, (ii) assume and assign or (iii) reject the contract to maximize 
the value of  the debtor’s estate.

• Section 365(n) of the Code creates an exception to this general rule in the 
context of a licensor’s bankruptcy, providing that if a bankrupt licensor 
rejects a license agreement, the licensee has the option to treat the 
agreement as terminated or to retain its rights under the agreement and to 
continue to perform (i.e., to pay royalties).

• Monetization transactions benefit from Section 365(n)’s insulation of the 
royalty stream from a licensor’s bankruptcy.
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Monetization of Royalty Streams - Legal Issues –
Bankruptcy (continued)



• The special considerations affecting the value of pharmaceutical royalty  
streams translate into a fairly extensive diligence process for potential 
lenders.

• To reduce costs, lenders/investors may opt to rely on the licensee’s 
due diligence  with respect to some of the foregoing elements.
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Monetization of Royalty Streams - Diligence
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