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The Korean Journal of Securities Law, Vol. 5, No. 2, 2004

Securitization of Intellectual Property

As an Alternative Form of Financing

Jae Yeol Kwon

ABSTRACT

While securitization itself is not new, securitization of ?ntellectual property?was
invented in the mid—1990?. Such securitization can offer a variety of financing and
economic opportunities to firms and individuals. It converts assets or cash flows into
marketable securities which is commonly called asset—backed securities (ABS) and
thus increases liquidity.

In a securitization transaction, a low quality firm 1is able to issue high quality
securities because securitization serves as a bankruptcy remote vehicle. The
transaction can make the overall cost of financing reduced. In addition, it is recorded
as an off balance sheet transaction which is considered an important indirect benefits
to asset owners.

The total known volume of securitization transactions in recent years has exploded in
U.S. and Japan. However, intellectual property securitization has not been used as a
source of financing in Korea. In Korea, intellectual property—backed securitization can
present significant difficulties beyond securitization occurred in mortgage industry,

which are as follows: First, the obsolescence of intellectual property can reduce the



value of underlying assets. Second, illegal use of intellectual property can increase
future revenue stream risk. Third, ownership rights and control over patent is
generally bounded by the reach of national sovereignty. Fourth, universally—supported
valuation techniques do not exist. Fifth, securitization is more complex than other
financing techniques. Sixth, the current Securitization Law restricts qualifications for
an originator within narrow limits. Lastly, intellectual property cannot be securitization

subject matter under the current Trust Business Law.
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