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SOME INTRODUCTORY COMMENTS

A, WHAT IS A LICENSE REALLY ABOUT?
B. WE TEND TOVLOOK AT IT AS A LEGAL EXERCISE

1. That is our training - to pfo”tect the property interests of our clients

2. The urge to make the -d.:éléllmjust a little bit better

C. BUT IT IS NOT JUST A LEGAL EXERCISE, OR A PHILANTHROPIC ACTIVITY - IT IS
A COMMERCIAL TRANSACTION

1. The objective is to make money - by exploiting intellectual property

D. . THE MOST BEAUTIFULLY CRAFTED LICENSE IS A FAILURE UNLESS IT ENABLES
COMMERCIAL SUCCESS

E. EXPLOITATION IS INVESTING CAPITAL AND LABOR FOR THE PURPOSE OF
EARNING A RETURN

1. . A fundamental law of nature- (certam[y of. bus:nessl)

F. . LICENSING TRANSACTIONS MUST BE EVALUATED THE SAME WAY. THAT WE.‘

'EVALUATE OTHER COMMERCIAL TRANSACTIONS,

BASIC lNVESTMENT TRANSACTIONS "

AL ' INVESTMENT FOR A RETURN -

1. Labor and capttal mvested
2 - Return of and return on

B. BUSINESS PLAN AS SURROGATE |

B Usually covers all the steps L

K816 LICENSE 'TRANéAt:ﬁbN,

A USE OF INTELLECTUAL PROPERTY IN RETURN FOR CASH, RIGHTS, ETC.

1. An exchange of rights for cash. This is the basic licensing transaction. We must
also remember that both licensor and licensee may have income and expenses
associated with the transaction, but not a part of it.

2. "Bundle of Rights"

3. Licensing economics - every licensing clause and term has some economic
impact on one or both of the parties. .

4, The growing importance of IP
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VALUATION AND INVESTMENT FUNDAMENTALS

A, THE BUSINESS ENTERPRISE

Every business enterprise, large or-small, is comprised of three elements: monetary assets,
tangible assets, and intangible assets.

DR

_The Balance Sheet V|ew S

' "Some prefer to look at a busmess enterprlse in terms of an accountmg balance sheet.

In that structure, intangible assets usually do not appear but would, if they were
included, be part of the asset side along with current assets and plant property and
equipment. The offsetting entry would be an addition to’ stockholders' equity on the
liability side of the balance sheet which is usually evident in the market value of the

_'common stock of an enterpnse exceedmg the book value

SPECIFIC ELEMENTS OF THE BUSINESS ENTERPR]SE

1.

1.

'Intanglble Asset

Monetary Assets

Monetary assets compnse mventones ‘cash’ investments; work in process, accounts
receivable, less current liabilities. 'Somé refer to this asset as "net working capital",

Tangible Assets

These assets molude land butldtngs machmery and eqmpment mlneral reserves and

_' the llke

'lncluded in_this: category is computer soﬁware assembled work force patents,

trademarks, copynghts proprietary technoiogy. customers favorable contracts and
goodwill. :

C. . INTANGIBLE ASSETS

Rights

~a. Contractual

Relationships

‘a. Non-Contractual

Intellectual Property

Undefined

a. Goodwill

"B Elements of a Going Concern




D. BUSINESS ENTERPR!SE CHARACTERISTICS
1. The business enterprise is a porifolio of assets - - analogous to an mvestment portfoho
2. Important Characteristics of Risk, Financing. and Liquidity

a. Monetary Assets

* Monetary assets tend to be liquid and versatile, can often'bé financed with debt,
- .. and are relatively !ow—nsk assets to own, requmng a relatlvely Iow rate of return on
.. investment. : ‘ y C e :

b. 'Tangible Asseis o .'

' Tanglble assets can, be elther generai or spec:al purpose ‘with a corresponding
range of Inqu:dnty Debt fi inancing is usually available for general purpose tanglbles
and return rates approximate mortgage or corporate bond rates :

¢. Intangible Assets

.. . Intangible assets tend.to be. non-liquid, with.a very narrow market, and command
- the highest rates of retun because of their mcreased nsk and their degree of
specialization.

E. ESSENTIAL RELATIONSHIP OF EARNINGS AND VALUE

There is an essential and very important concept which relates the.value of a business
enterprise o the value of its underlying assets. If a business is persistently not earning an
adequate return on the value of its underlying assets, the value of the_ enterprise is best
realized in a disposal of those assets in some form of liquidation value. As'the earnings of the
business.rise, so.does the value of the underlying assets, to a:maximum of their replacement

- cost. lncreases in the value of the. enterpnse after that pomt result from, the creation of new
intangible assets or unidentified goodwill. .

It is very important to keep this relationship in mind and to continually test the valuation of
specific business assets with the value of the business enterprise as a whole. The sum of the -
parts must be commensurate with the value of the whole. _—
V. VALUATION CONCEPTS IN LICENSING AND JOINT VENTURE TRANSACTIONS
A.  PREMISE OF VALUE S

This is an essential specification in the appraisal proceSS"aﬁd one without which an appraisal
assignment cannot proceed. Value does not exist in the abstract and must be addressed
within the context of time, place, potential owners, and potential uses. This is often put in the
form of a question -- value "to whom and for what purpose?”. ‘

1. Cost of Reproduction New

This refers to the cost, as of the appraisal date, to construct identical property.




" Cost of Replacement-

This is the cost that would be incurred to obtam a property w1th equnvalent utility to the
subject.

:f ~Book 'VaIUe

- “cost of an asset reduced by accountlng deprec|at|on SII'ICE ‘property accounting practices

vary widely and original costs can change markedly over time, this is not really a measure
of value, though it is often referred to in those terms.

Fair Market Value _

~This is an often m[sunderstood term'and is used synonymously with "market value", "fair
- value", ‘trué value”, or "exchange value" which terms are often found in appraisal

literature, the law, and in court decisions.-

" We utilize two definitions' of fair market value, ‘one ‘which ‘embodies the concept of an

exchange of property and describes the conditions of that exchange, and another
definition which presents fair market value in.economic terms as being represented by all
future benefits of ownership compressed into a single payment. :

BQ f*THREECOMMoNuYAcCEPTaoMETHoDefwf

S0

‘Cost Approach

The cost approach seeks an indication of asset value by estimating the cost of
reproduction or cost of replacement of the asset, less an -allowance-for loss in value due

o physic_al, functional, and economic CauSES.

Market AQQroach s

”fThe market approach seeks an |nd|catron of value’ from the- exchanges of comparable

property in an active marketplace.

Income Approach

The income approach seeks to value prooerly by calculating the present value of the
future economic benef ts of ownershlp ina capltatizatlon of :ncome process '

:xQ{fCOSTAPPROACH

The cost approach develops an md:catlon of- fair market” value by - subtractmg physical
. depreciation, and functional and economlc obsolescence from cost of reproduchon new or cost
- of replacement of the subject asset :

S

Cost Aggroach AQQlled to lntellectual Progerty

oa Trended Hastoncal Costs

- If one can determme from accountmg or other cost records the amount of costs
expended in the development of the intellectual property, together with the date at
which those costs were expended, one can develop an indication of the current
reproduction cost by the use of price trends for the types of labor and other
expenses incurred. One must know something about the derivation of the price




trends used, in order to form an opinion as.to whether the result represents
reproduction cost or replacement cost.

b. Estimates of Current Cost

An alternative method is to estimate the number of man hours. of work effort that
would be required by the various skills involved to develop the subject asset using

~——the skills.and-technology:of today.. The hourly cost of those various skills, including )

. base_salary, benefits, overhead .and. the. hke are. ut:hzed to. deveIOp the total
current cost. : L o

Cost Approach Cautions '.

Trending historical costs may bring forward the costs of 'i'neft' ciehcies incurred in the

: -original development of the intellectual property It may also bring forward the costs of
- - outmoded technologies; -operating meff’ ciencies, and will. reﬂect whatever accounting

techniques were utilized at the time to record the costs. .~

. One. must. remember that the objectrve is.to estimate the cost to replace the or
- unctlonahty of the asset, : : - ;

" D. MARKET APPROACH

There are relatively few instances where:the market approach can be utilized for intangible
assets and intellectual property. [ntanglbles are not commonly exchanged free of other assets in
arms-length transactions of sufficient number to provide a "marke ". . .In addition, the
determmation of comparablhty can be quite difficult. '

: :;:,The Market Apgroach as a Check

The market approach can be useful asa check when one is developmg an indication of
value for intellectual property by another method. If the subject is comparable enough to
assets that are sold in the market place, value indications by an income or cost approach
can be checked.against the market prices for similar property which should set the upper
limit of value. _ ‘

E. THE INCOME APPRCACH

.-Income Capitalization '

" The underlying theory behind the income approach is to calculate the present value of a

future stream of earnings by a direct capitalization (which assumes that the income will
continue unchanged forever) or a technique of calculating the present value of discrete

-..-amounts of income to.be received in the future (a d|scounted cash flow process)

"In order to utilize thls techmque one needs to know the (a) amount of mcome (b) the
duration of the income, and (c) the amount of rlsk of achlevmg it.

This technique can also be used for early stage pro;eots In th:s mstance there may be
some period of time during which cash flows from the product will be negative (due to
development and marketing expenses) and then some period of time of income growth

- after the product is introduced to the marketplace. Income forecasts are more difficult to
quant:fy in this situation, but the. techmque can. st:II be used. . _




2. Understanding Present Value

a.
b
c.

d.

Time value of money concept. ("A bird in the:hand...“)
Direct capitalization
Direct capitalization with growth

Discounting

3. The Impact on Value of Time and Interest Rate
4. Applying the Income Approach

a.

Quantifying the economic advantage - investigate what the [P does to the
business - the "but for..." pr|n0|ple "followthe dollar" benef t.

Quantifying t__he risk - |dent|fy the risk elements - go to the market for nsk

" ‘surrogates.”

Quantify the eéconomic remaining life - be alert to the possibility of a transfer of
protection between forms of IP.

A simple case - "Relief from Royalty".

A more complex cash flow model. The base case presents the business
enterprise value without the benefit of the IP technology, and then we measure
the business enterprise value with the technology.

5. “Water Rights”

a.

VL. ROYALTIES

A.

A licensing analogy.

EXAMINING THE VARIOUS INCOME STREAMS ASSOCIATED WITH IP IN A LICENSING

SITUATION

1. Applying the cost, market and income approaches.

USING DCF FOR ROYALTY RATE ANALYSIS

1. Base case

2. Introducing the economic benefit

3. Calculating a royalty




C. APPLYING DCF TO A LICENSE

1.
2.

Present value of license clauses . .

Primary and secondary economic drivers

a. Revenue forecast

Licensee base case

Measuring the effect of intellectual property on the Iicénsee .

Calculating the royalty

VI, KEYSTONE PRINCIPLE OF LICENSING ECONOMICS

A.  THE ECONOMICS OF THE LICENSEE'S BUSINESS IS CONTROLLING

©2 4B, 7 UNLESS YOU'RE DISNEY, MICHAEL JORDAN, OR THE DALLAS COWBOYS




LICENSING iS BOTH

ART.......an _d ...... SCIENCE

LICENSING ECONOMICS
~and the :
VALUAT[ON OF :
NTELLECTUAL PROPERTY

Franklin Pierce Law Center =i
Advanced Licensing Institute - -
.. July, 1999

BASIC INVESTMENT TRANSACT'ON

The Maost Beautifully. Crafted License
o g o —> SALES’
-COGS

" OPER,EXP,

- : TAXES
\ CAPITAL COSTS

" " RETURN ON INVESTMENT

k-‘ 1. q:_is_aFa:iluréi Unless:_

'it Enables Co'nimelfqi_al ‘Success

BASIC INVESTMENT TRANSACTION

-—)‘- SALES
U COBST
- OPER: EXP.
TAXES
. CAPITAL COSTS

L = AT
4"\ ‘\—

LICENSOR - .. . L Ll’ceuéée, :

RETURN ON INVESTMENT *

s
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LICENSOR LICENSEE

LICENSING ECONOMICS -

ALMOST EVERY CLAUSE HAS SOME ECONOMIC WEIGHT
3 - 3

VALUATION AND :
INVESTMENT FUNDAMENTALS

Business Enterprise .

Balance Sheet View of
the Business Enterprise

0urrent Assets _ _Current Liabilities
Plant. Prnperty Long-Term Debt.,
o land e
g 'E‘]U'P'_'"e,“t-
i S| stocknotder's
. Other Assets o " Equity
lntangibteAssetsﬁ ‘ ettt
: and H :
i Inteflectuat Property-
..... - |

EPLC-ALI-1999

el | voNesaRy ||
© VALUEOF - © ASSETS :
EQUITY ——
BUSINESS | = b —-=::|" “TANGIBLE
ENTERFRISE VALUE ASSETS
i :LONg.-I':I'ERM Ao
bear INTANGIBLE
ASSETS
"ELEMENTS OF THE
BUSINESS ENTERPRISE

MON ETARY ASSETS

Cash inventones Work in Process,

- *-fFinished Goods, Accounts Recewable

- LESS:
) 'Accounts Payable and other cUrrent
Llabllltles .

SN T

“Net Working Capital”




ELEMENTS OF THE BUSINESS
ENTERPRISE

ELEMENTS OF THE BUSINESS
'~ ENTERPRISE

TANGIBLE ASSETS

Land, Land Improvements, Buildings
Machinery and Equipment, Vehicles

“Plant, Property énd Equipm:ent”

INTANGIBLE ASSETS - .. ... ..

Computer Software, Aséen'ibled Wgr_kforce,
Favorable Contracts, Customer Relationships,
Intellectual Property

“Goodwill or (ugh!) GOing:Cpn_c‘em Value”

1

INTANGI_BLE.ASSIE‘fs -
.‘ Rights B
* Relationships,
+ . Inteflectual Property

* Undefined intangibles

© « Leases

« Distribution _Agr'é‘ements B
. Employment-'Contracts, Covenar:;fsf"--_' S &
. Financi_ng_ArranQements Sl

* Supply Contracts

. Licensés, Certifications

* Franchises

Relationships

. Train'ed and Assembled Workforce -
= Customer Relationships™ "

. Dié_tﬁbutic_ih_ Rélationships

FPLC - ALl - 1999

Intellectual Property -
» Proprietary Tébhhdlogy

Trade Secrets -~ -~
Know-how ‘ i

"~ » Patents

« Copyrights

~ « Trademarks

* Rightof Publicity. .~ """




Proprietary Technology

*‘Undefined: Intangibles

+ Formulas, Recipes, Specificatichs _
+ Management, Accounting, Mfg :Procedures” :: .-
+ Formations, Plays, Training programs
+ Marketing Strategies °
‘»'‘Artistic Techniques :
- Customer Lists, Routes, Demographic Studies’
+ Job Files, Product test results

. Business Knowledge - Suppliers, Lead fimes,
Cost and pricing data

* Goodwill

= Elements of a Going Concern
{"going concern value"}

20

BUSINESS ENTERPRISE
is a PORTFOLIO

T-BILLS
. MONEY MARKET
' CORPORATE
: BONDS
EQUITIES
LOTTERY
TICKETS

BUSINESS ASSET
CHARACTERISTICS

VALUE
INUSE

woneTARY | rancmie | nwANemLs

€.

LIQUIDATION
REQUIREMENT E.10% 05% 15-40%
FINANCENG DEBT - B0
INVESTMENT
QUALITIES Ligum NON-LIQUID
VERSATILE NARROW MARKET 2

'VALUEDN -

RELATIONSH[P OF EARNINGS

ANDVALUE - = o 7 -
Nwﬁ“m |

g2~
S oSt
2 ” goiﬁTAP,]GI

REPLACEMENT COST

VALUE

PRy - ANG‘B

- VALUE IN CONTINUED USE

(=]
h

ORDERLY LIQUIDATION VALUE

( ) FORCED LIQUIDATION VALUE _
SCRAP VALUE OF TANGINLE ASSETS

{-) © EARNINGS

FPLC - ALI - 1999

VALUATION CONCEPTS & = -
in
LICENSING and JOINT
VENTURE TRANSACTIONS

2




VALUING A BUSINESS

PREMISE OF VALUE
THE BUSINESS ENTERPRISE :
- {(PORTFOLIO) . - ~ » Cost of Reproduction
Sl : * Cost of Replacement
=S « Book Value .
i * TaxBasis .
THE UNDERLYING ASSETS « Fair Market Value =
{AS ELEMENTS OF PORTFOLIO) Market Value, Fair Value, Exchange Value
THE UNDERLYING ASSETS. . |- . ' ) ﬁ;iﬁ%i:::fﬁﬂehqmdatmn value:
(FOR ALTERNATE USE)

25 ; ]

 PREMISEOFVALUE | | VALUATION METHODS

FAIR MARKET VALUE - .

“The amount at which a property would exchange ' « Cost Approach '
between a willing buyer and seller, neither under | - N O
compulsion, each having know!edge of the facts, * | : « Market A pwp'r'béc'h e

- and with equity to both.” *

or ' I Income approach

“The present value of the future economic benefits
of ownership.” . o

7 28

COSTAPPROACH | | MARKETAPPROACH

Cost of Reproduction or Analyze evidence of ‘t[a.ns_acti_cfms“of:
Cost of Replacement - - : A et

o . "« Comparable Property

Less: Physical Depreciation. .- - . AtA . L t‘ﬁ '

Less: Functional Obsolescence ;i @ _ rm's Leng

Equals: Replacement Cost Less Depreczatlon _ .. .*» Contemporaneous to Appraisal
* |n an Active, Public Market

Less: Economic Obsolescence

Equals: FAIR MARKET VALUE

29 30
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INCOME APPROACH

AMOUNT
DURATION :

PRESE'I'.\'I'-I"\:IALUE (direct cap)

" DIRECT. CAPITA LIZATION

AMOUNT ($)

PV
RATE (%) :

Used when we are fo recelve an unchanging amount

. in each perad into pempetuity .

PRESENT VALUE (d:rect cap with
- growth)."

DIRECT CAPITALIZATION with GROWTH

AMOUNT x {1+ Growth Rate)

PV = e ————————
(Rate - Growth Rate})

Used when we are to receive a constantly growing

amount each year into perpetuity "

PRESENT VALUE (discounting)
DISCOUNTING *
" AMOUNT1 'AMOUNT 2 AMOUNT 2

PV = et et e + e
. (1+Rate) ~ (1 +Rate)’2  (1+Rate}'s .

" "Used when we are to feceive varying amatints 7 - 5%

in each period for a finite number of periods.
34

PRESENT VALUE of $.300,000

- Tobe recewed in:

-1YEAR 2 YEARS 8 YEARS 10 YEARS

@4% $288,000 $277,000° $246,000° $201,000
@15% 258,000 223,000 142,000 ~ 68,000

@ 25% 234,000 183,000 87,000 25,000

35
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INCOME APPROACH (NPV =PV
future benefits..)

_ NET PRESENT
¥ VALUE

“The present value of the future economic heneﬂts
of ownership.” :

36




QUANTIFY]NG THE ECONOMIC
ADVANTAGE

_.Sales Revenue -———— Premitim Price

o

‘Enables the use of Ipwer cost iatérials
Enables the use of less material
Reduces the amount of labor -
Increases speed of production
Improves quality / Reduces defects -
‘Eliminates or reduces enwronmenbul andfor safety

* hazards

. Results in premium pricing

. Provides economies of scale

. - Provides purchasing power

Relieves the owner of the costto create

“FOLLOW THE DOLLARS"” TO THE
ECONOMIC BENEFIT

" Cost of Goods Sold <————— Economies of Scafe

ST ——— Labor, Mat Savings

Gross Profit

Selling, Gen’l & Admin. < Operating Exp. Beneff ' -

Pre-tax Profit -
Taxes

Net Income

38

_ INCOME RISK

- WILL WE RECEIVEIT 7
- WILL WE RECEIVE IT IN THE EXPECTED
AMOUNT.?.

. WILL WE RECEIVE IT WHEN EXPECTED ?

+ MUST WE INVESTTOGETIT ?- .
+ MUST WE INVEST IN “BIG LUMPS” ?

- HOW LONG MUST WE WAIT FOR INCdME
TO START 200

as

RATES OF RETURN

5. 00% - CD's, Treasury Bills
5.65% - 20-year Treasury bonds :
- 7.00% - 30-year mortgage commitments
. 7.00-8.00% - Corporate honds
_ 8.50% - Prime rate
'’ 8.00-10.00% - High-yield bonds ) .
£.65-10.65% - Large company equities {Treasury plus :
4-5%)
11.65-13,65% - Small company equities {plus E-B%}
20% - 2nd or 3rd stage venture capital
40% - Venture é’apital,"eaﬂy commercialization
50% - Venture capital, early stage ‘

40

INCOME DURATION (economic life
vs. legal...)

ECONOMIC LIEE = . the period during which
© =T 7 its profitable to use an
"asset

MAY OR MAY NOT BE =..legalLife

: ) " Physical Life
Technological Life
Depreciable Life

41
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TRANSFER OF VALUE BETWEEN
FORMS 0 _;INTELLECTUAL

-

cal¥EsBEIBRE

42




SALES Con #0000 - - - $11000,

<+ §12)000

COST OF GOODS SOLD

TABLE 4,11 . - - .
USING MARKET ROYALTY BATES
rmcowm.m:. 1 i H i S TOTAL
Saks Reventie 4 NS00 5 Mmaam f 3MTM 3 3630 5w {f ignsp]
Taeem ik Rarpaiy ke : % B :
A B T R | e
TARIE 6.7
. RELEF FROMROYALTY VAIUATION
FANCY COMPARY, TN . - 1 E : ¢+ Ty
Sales Revenar $ WIS P MEM0 3 NIIM P MEWI 3 Misu
Tt & Royaly Rate E
Iocome Abutabi o Taeas L v vms wm
NCOME ATTREUTABLE TO TRADEMAR. 3 w1 N3 mm
Letr: beome Tazes 3 5 TTR S e
Alerdax beome Mrboutic io Tndemmrk. v ast hests et vt man
Prestalthine ofAler-bix lctax S WM F w4 G s eaN 4 s
YUTALPRESENT VALLE 3 wur 43
DISCOUNTED CASH FLOW MODEL - WITH TECHNOLOGY BENEFIT
. §14.000 $15,000

s000 gm0
R R e RO T
GROSS PROFIT (3]
OPERATING EXPENSES 3000 " 3300 3600 4,200 " 4500
GENERAL & ADMINISTRATIVE 1500 C.7 56507 1800 2,00 <2250
INCOME BEFORE TAES 1500 358 - 2qe0 - 2660 7850
WCOME TAXES 60 Twe T etz 1,064 1140
NET BCOME
DEPRECIATION e TR I ] 300
ADGITIONS TO NWC 9 50 50
ADOITONS TO PLANT 50 s 15
NETCASHRLOW T §is0 $1.351 §1885
PRESENT VALUE 20 s | 51,005
TOTAL PRESENT VALUE -2 -
- 45
HOOVER DAM
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DISCOUNTED CASH FLOWMODEL - BASECASE -

SALES $I0000 §nos0. | $12000 $14.000 §15.000
COST OF GOODS SOLO 20000 77 sd00 4300 5500 5,000
GROSSPROFT 5000 5500 7300 Fat0 5.000
OPERATING EXPENSES ™ 3000 3300 “Tonn 4200 4507
GENERAL & ADMBIISTRATIVE R
NCOME BEFORE TAXES :
NCOMETAES 00 - B - TI0 e . 900
NET HCOME S0 § 9 0§ 1080 £ 3260 §_ 130
CEPRECIATION 200 200 0 ., B00 300
ADDITIONS TO NWC a 50 . we 00 50
ACOITIONS TO PLANT 50 500 Y ase (O - RO 3
NET CASH FLOW $1,050 $1030 GF D
PRESENT VALUE $a79 s728 §788 $612
TOTAL PRESENT VALUE 34,150
41

PRESENT PRESENT
VALUE _ VALUE :

ALUE (best case)

UE (worstcase}:  : $1¢ $408,000 :
: e (worstcase): 1 3133,000  3400,00 o

ROYALTIES

THE BURNING QUESTION

TN




THE LICENSING TRANSACTION

ROYALTYX.

.. THE LICENSING TRANSACTION

49

| INCOME

‘ LICENSOR - ROYALTY

LICENSEE
INCOME
B °

50

THE LICENSING TRANSACTION

LICENSEE
INCOME -

ROYALTY

51

COST APPROACH ROYALTY
~-What did it cost to‘develop thé-IP ?

Set a royalty that will recoup the cost.

NOIl

52

MARKET APPROACH ROYALTY

What royalties have others paid or
received ?

What is the “industry standard” 7

MAYBE !!

53
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INCOME APPROACH ROYALTY

What is the economic benefit to the
licensee ?

What is our proper share ?

YES!!




o '\.‘_
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D(SOOUNTED CASH FLOWMODEL BASE CASE
X 3 DISCOUNTED CASH FLOW MODEL - WITH BENEFIT OF IP
SALES swoon . suonn smma ) $14.000 $15.000 vt Lo T
. SALES #0000 $11.000 $12,000 $14.000 $15.000
COST OF GOODS SOLD 4,000 4400 4800 5500 5000 .
[ECST oF GOODS SO 2600 3960 4320 $0a6 5300}
GROSS PROFIT [ 7200 3400 5000 . - .
) GROSS PROFIT 8960 3500
UPE‘ATNG EXPENSES | " 3000 3300 3.600 4200 * ¢ 4500 i
GENERAL &ADMNBTRATIVE 150 . sEsO 1800 . 2100 2250 OPERATNG EXPENSES ’ 4500
jpeE GENERAL & AOMINISTRATVE 2250
MNCOME BEFORE T/ 5 1 2250 -
ETARE sl 2 NCOME BEFORE TAXES =
KCOME TRXES 800 900
: o NCOME TAYES
NET INCOME 31350 RET NCOME
DEPRECIATION 200 o 300 300 — o o o
ADGITIONS TORWC - [ 50 100 200 50 DEPRECIATION 200 200° - 200 00 300
ADDITONS TO PLART 50 50 150 75 5 m::mg 'ig NWCT 5: :: :2: 1?2 5:
ADDY PLAN T
NET CASH FLOW §i050 F1090 $1.030 §1.285 §1525 e —— —
NET CASH FLOW $1.250 [ 3L Fi671 $I885
PRESENT VALUE $979 o3 726 $788 313
I TOTAL PRESENTVALUE 4,900 . PRESENT VALUE $1302 $1.006 . $929 $004 $1,005
TOTAL PRESENT VALUE 6229
55 56
DISWUN'I'ED CASﬂ FLOWMODE. WITH ROYALTY PAYMENT .
SALES svooo . Ustzon . CeMom . 500 :
(OST OF GOODS SOLD 3610 3550 4320 5040 S400] [
GROSS PROFT AW 7.080 T80 B960 5500 :
I B — THE LICENSING TRANSACTION
OPERATING EXPENSES - - -
GENERAL & AONGITRATIE IS CONTROLLED BY THE {
INCOME BEFORE TAXES
ECONOMICS OF
INCONE TAXES”
e rcone = THE LlCENSEE.S BUSINESS
CEPRECIATION 200 200 200 30 300
ADOTIONS TO MAVC 0 - 50 100 00 50
AODITIGNS TO PLANT 50 50 150 5 75
; NET CASH FLOW 50 0 .00 $.585 $I526
PRESENT VALUE $579 84 726 2188 s813
[ ToTALPRESETVALE a0
57 58




