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e SOME INTRODUCTORY COMMENTS

WHAT IS-A LICENSE REALLY ABOUT’?
MANY TEND TO LOOK AT IT AS A LEGAL EXERCISE
1. Thatis our training - to protect the property interests of our clients . .

2 The urge to make the deal just a little bitbetter - . oooce g oy

TR B -

A

A

‘+ “BUTIT IS NOT JUST A LEGAL EXERCISE OR A PHILANTHROPIC ACTIVITY ITISA
- COMMERCIAL TRANSACTION S S , BN

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

R PR '.i-:It is an\allocation of»economic beneﬁt between Ii_censorr-and- licensee

P THE MOST BEAUTIFULLY CRAFTED LICENSE IS A FA!LURE UNLESS IT ENABLES
. .COMMERCIAL: SUCCESS =

EXPLOITATION INVOLVES INVESTING CAPITAL AND LABOR FOR THE PURPOSE
OF EARNING A RETURN S

1. A fundamenial law of nature (certaun!y of business!)

LICENSING TRANSACTIONS MUST BE EVALUATED. THE SAME WAY THAT WE

' EVALUATE OTHER COMMERCIAL TRANSACTIONS

BASIC mvesmsm TRANSACTlONs |

1. Labor and cap:ta! mvested

INVESTMENT FOR A RETURN

2. Return of and return on

BUSINESS PLAN AS SURROGATE, oo

1. Usually covers all the  steps |

BASIC LICENSE TRANSACTION

USE OF INTELLECTUAL PROPERTY IN RETURN FOR CASH RIGHTS ETC.

1. An exchange of rights for cash. This is the basnc Ilcensmg transactlon We must

also remember that both licensor and licensee may have income.and expenses

~ associated with the transaction, but not a part of it. They also have their own
particular situation with respect to taxes, business strategy, emotions.

2. "Bundle of Rights"
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3. Licensing economics - every licensing clause and term has some: economic
impact on one or both of the pames

4. The grownng lmportance of IP

VALUATION AND INVESTMENT FUNDAMENTALS - -

A, THE BUSINESS ENTERPRISE . -

"Every business enterprise, large or small, is compnsed of three elements monetary assets,
tanglble assets, and intangible assets. R NSRS

The Balance Sheet'View

:-.Some prefer to look at & business enterprise in.terms of an accounting 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 entfy 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 enterprlse exceedmg the book value

The Fmancnal Statements vS. the External Markets (P&G example)

B. SPECIFIC ELEMENTS OF THE BUSINESS ENTERPRISE .

1.

3.

Monetary Assets ‘

Monetary assets comprise inventories, cash investments, work in process, accounts
receivable, less current liabilities. Some refer to this asset as "net working capital”.

_ Tangible Assets

These assets include land, buildings, machmery and equupment muneral reserves, and
the like. S

Intangible Assets

Included in this category is computer software, ‘assembled work force, patents,
trademarks, copyrights, propnetary technology, customers favorable contracts, and
goodwsll G .

C.  INTANGIBLE ASSETS

1.

 Rights

' a Contractual

ey ‘-.Re!atlonshlps

Lar Non Contractua! e

- Intellectual Prbpe_rty
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4, Undef ned
“a Goodwill

b. Elementsofa Going Concern

_ BUSINESS ENTERPRISE CHARACTERISTICS

’/""‘\\

1. The business enterpnse isa porrfoho of assets analogous to an mvestment portfoho

2. Im mportant Characterlstlcs of Rlsk Fmancmq and quwdrtv
'“a'. MonetaryAssets B o o
" Monetary assets tend to be fiquid and versatile, can often be financed with debt,
;. -and-are relatively low-risk assets to-own, requiring a relat:veiy low rate of retum on
investment. _ o
b. Tangible Assets
. Tangible .assets can be: either general or_special purpose; with a corresponding
.- - range of liquidity... Debt financing is usually available for general purpose tangibles,
- .and return rates approxrmate mortgage or corporate bond rates.. -
c. Intanglble Assets o S :
Intangible assets tend to be non-liquid, with a very narrow market, and command
.+ the highest rates of retumn- because of their rncreased nsk -and, therr degree of
- specialization. - . o . _ ‘

ESSENTIAL RELATIONSHIP OF EARN?NGS AND VALUE :

o ."fThere is an essentla! and very lmportant concept wh:ch re!ates the value of a business
. .-enterprise to the.value of its underlying assets. - If a business is persistently: not earning an

~ adequate retum 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 eamings of the

‘business rise, so does the value of the underlying assets, to a maximum of their replacement

cost. Increases in the value of the enterprise after that pomt result from the creation of new .
mtanglble assets or unidentified goodwill. - B

-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 enterpnse as a whole The sum of the

parts must be commensurate with the value of the whole.

Is this an outmoded concept in the *dot-com” New Economy 77 ...




V.

VALUATION CONCEPTS IN LICENSING AND JOINT VENTURE TRANSAC_TIONS

‘A, PREMISE OF VALUE

This is an essential specification in the appraisal process and one without which an appraisal
assignment cannot proceed. Value does not exist in the absiract and must be addressed
within the context of time, place, potential owners, and potential uses. This i is-often put in the

o form of a questlon value "to whom and for what purpose’?"

1

Cost of Reoroduct:on New

This refers to the cost as of the appra:sal date to construct rdentlcat property

Cost of Reglaoement

i -['Thls is the cost that woutd be mcurred to obtam a property wrth guwatent utility to the

subjeot

- Book Value

" This is sometimes referred to as book ‘cost or net book value 'and refers to the original

“cost of an asset reduced by accounting depreciation. Since 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.

Falr Market Vaiue

‘ '~'-:.Thrs is-an often mlsunderstood tem\ andis used synonymously with "market value”, “fair

valug”, 'true value”, or "exchange value" which terms are‘often found in apprarsal
literature, the law, and in court decnsrons

We utilize two definitions of fa:r market value one thCh embodles the concept of an
exchange of ‘property and describes the conditions “of that -exchange, and . another

v definition which presents fair market value in economic terms as belng represented by all
8 future benef ts of ownershrp compressed mto a slngle payment SRR

B THREE COMMONLY ACCEPTED METHODS

1.

Cost Aggroach

“The cost approach’ seeks an indication of -asset value by estimating the cost of
reproduction or cost of replacement of the asset, Iess an attowance for loss in value due
to physical, functional, and economic causes. :

Market Approach

~ The market approach seeks an indication of value from the exchanges of comparable
property in an active marketplace.

' Incoms Approach

The income approach seeks to value property by calculating the present value of the

future economic benefits of ownership in a capitalization of income process.




COST APPROACH

The cost approach develops an indication of fair market value :'tiy"SUbtracting physical

«tlepreciation, and functional and economic obsolescence from cost of reproductlon new or cost
. __of replacement of the subject asset R T

Cost Aggroach Apg[red to lntellectual Progemg

--a. - Trended Historical Costs .

If one can determine, from accounting 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 altematwe 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 like, are utilized to develop the total
current cost.

Cost Approach Cautions

Trending historical costs may brl.n.g forward the costs of inefficiencies incurred in the
original development of the inteliectual property. . It may also bring.forward the costs of
outmoded technologies, operating inefficiencies, and will reflect whatever accounting

'..-_.techmques were utlllzed at the time to record the costs.

One must remember that the objectwe is to estlmate the cost to replace the or

e functlonallty of the asset.:

MARKET APPROACH

' 'There are relatwely few rnstances where the market approach -can be utlllzed for intangible

assets and intellectual property. intangibles are not commonly exchanged free of other assets in
arms-fength transactions of sufficient. number to provide a. "market“ In addition, the
determmatlon of comparabrl:ty can be qwte difficult.

The Market Approach asa Check

The rmarket approach can be useful as a chet:k" ln)hen one'is developing 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 srm:lar property which should set the upper
-limit of value. .




E.

THE INCOME APPROACH

Income Cagltaltzatlon

.Ths underlylng theory behlnd the income’ approach isto calculate the present vatue ofa

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 (g discounted cash flow process).

" In order to utilize this technique one needs to know the: (a) amount of income, {b) the
duratlon of the tncome and (c) the amount of nsk of achuevmg 1t

- -This technlque can atso be used for early stage pro;ects In this instance, there may be

‘some ‘period of time during which cash fiows from the ‘product will be negative (due to

- ‘development and marketing expenses) and then some period of time of income growth

“ogfter-the product is introduced to the marketplace. - Income forecasts are more difficult to
- quantify inthis situation, but the technlque can strll be used

Understanding Present Value

a. _Time value of money CQnoept, ("Ab:rd i.n_thé' nand.)
b D|rect capttallzatlon | T

' 0-. o Dlrect caprtahzatlon with growth

d Discounting

The g ct on Value of Tlme and lnterest Rate

Applvmo the Incorne Approach

a. .Quanttfylng the ‘economic’ advantage - mvestlgate what the [P does to the

_ _busnness the “butfor " pnnmple “followthe dollar‘ beneflt

b. Quantifying the risk - tdentlfy the nsk elements - go to the market for risk
surrogates. : .
" c. Quantify the economic remamlng lrfe be alert to the pDSSIbIItty of a transfer of

protectron between forms of IP:

d. A smpte case - "Relref from Royalty

e A more complex cash flow model The base case presents the business

enterprise value without the beriefit of the 1P technology, and then we measure

R the busmess enterprlse value wath the technotogy
-1We can then allocate the economtc benet” tin the form of a llcense

"The terms of the license will’ control the allocation

o
H
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5 “Water Rights” .

a. A licensing analogy — the relationship of underlying asset value and royalties.

b. A licensing analogy - . how the license controls the allocation of economic -
benefit and value.

C... . .Justlike Hoover Dam.

A

Vi. ROYALTIES

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. Basecase

2. Introducing the economic benefit

3 Calculating a royalty
‘APPLYING DCF TO A LICENSE
1. Present value of license clauses

2. Primary and secondary economic drivers

a. Revenue forecast

- 3. Licensee base case
4. Measuring the effect of intellectual property on the licensee

5. Calculating the royaity

Vil. KEYSTONE PRINCIPLE OF LICENSING ECONOMICS

A

B.

THE ECONOMICS OF THE LICENSEE'S BUSINESS IS CONTROLLING

UNLESS YOU'RE DISNEY, MICHAEL JORDAN, OR THE DALLAS COWBOYS
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LICENSING IS BOTH

ART...... and......SCIENCE

ucsnsm&é&oﬁbwcs
andthe =
VALUATION OF

INTE!:LECTUAL PRGPERT"

Frankiin Pierce Law Center ..
| Advanced Licensing institlute -
Suly, 2000~ .

BASIC INVESTMENT TRANSACTION .

The Most Beauﬁi'ully -Cra fted License.
"~ ‘coos o
OPER. EXP. *

TAXES
CAPITAL COSTS

|s a Fa:lure Unless

"_ --i_t Enablqs Cdmmercial Success. - N
B oL RRATES RETURN ON INVESTMENT

BASIC INVESTMENT TRANSACTION

| => SALES
-

.o QOPERCGEXP.
TAXES
CAPITAL COSTS

\ LICENSOR . . . . . LICENSEE

RETURN ON INVESTMENT. . :

i

FPLC - ALI - 2000




© LICENSOR

'LICENSEE

1 ICENSING ECONOMICS

r/— L“\

- ALMOST EVERY.CLAUSE HAS SOME ECONOMIC WEIGHT
. . [ ]

VALUATION AND

INVESTMENT FUNDAMENTALS

_Business Enterprise

Balance Sheet
CurrentAssets | - --- | _Current Liabllitles
:=:'_.P|al.lt, Property ) Long-Tefm: be:bt..,‘
s -and
3 I Equlpment
— - Stockholder's
./ Other Assets Equity
Lt}

- MONETARY
 VALUE OF
EQUITY
pusiess | — L ==} TANGIBLE
] envererise VALUE ASSETS
oF
LONG-TERM i :
i X IntanGIBLE
ASSETS
10
~ ON 12/31 199,

INVESTORS SAID P&G WAS'WORTH
$151.6 BILLION

P&G's FINANCIAL STATEMENTS

SAID IT WAS WORTH §32.1 BILLION

WHO WAS RIGHT ?2?

FPLC - ALl - 2000
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e Balance Sheet Adjusted ON 12131199
- for Values . 19,
' _fO_If?: a 198 INVESTORS SAID P&G WAS WORTH
Gurrent Assets Current Liabilities $ 151.6 BILLION
Plant, Property Long-Term Debt FIVE MONTHS LATER,
Equipment INVESTORS, SAID P&G WAS WORTH
B el $ 94.2 BILLION . -
Stockholder's
Other Assets Equity
e W WHAT HAPPENED TO
E $57.4 BILLION ??..
intellectual Property; )
ELEMENTS OF THE . ' ELEMENTS OF THE BUSINESS
"BUSINESS' ENTERPRISE o "’ENTERPRISE' '
o W o TANGIBLE ASSETS
' Cash, Inventories, Work in Process, Land, Land lmprovements Buiidmgs
- Finished Goods, Accounts Recewable Machinery and Equipment, Vehicles
e : LESS:: o .
AL iR ceounts Payable and other Currem L
7 Llabalrtles e _ I T
o T “Plant, Property and Equipment” - .
*“Net Working Capital” ’ '
ELEMENTS OF THE BUSINESS ' _ o
* ENTERPRISE ~INTANGIBLE ASSETS.
INTANGIBLE ASSETS . Rights
Computer Soﬂware, Assembled Workforce, : Relationships
Favorable Contracts, Customer Relatlonshlps,
Intllectual Property S intellectual Property
“Goodwil or {ught) Going Concern Value”  Undefined intangibles




« Leases
« Distribution Agreements - .

. Rights - =

»: Employment Coritracts, Covenantsf"!

Re!atlonshlps

- Tralned and Assembled Workforce

« Financing Arrangements
* Supply Contracts

+ Licenses; Cerhﬁcat:ons
+ Franchises -

+ Customer-Relationships— -

- Distribution Relationships - o

* Proprietary Technology

Trade Secrets -
c-Know-how.. .. -
* Patents
» Copyrights
« Trademarks

+ Right of Publicity -

: -'*'rnt'eu'eauai-‘Fffapértv~" |

ero'p}ieta_ry-Tecﬁho'99v

«. Formulas, Recipes, Specifications .
+ Management, Accounting, Mfg. Procedures S
Formations, Plays,  Training programs. .
i Markeﬂng strategles LT e
Artistic Technlques. - -
+ Customer Lists, Routes, Demographlc Sludles
+. Job Flles, Product test results .

» Business Knowledge - Suppllers, Lead ﬂmes
Costand pricing data - =

.

‘Undefined Intangibles

» Goodwill

{"going cqrgc_e:m:yal_ue”__) o

« Elements of a Going Concem

+ BUSINESS ENTERPRISE -
is a PORTFOLIO

T-BILLS
- MONEY MARKET
CORPORATE -
BONDS
EQUITIES
LOTTERY -
TICKETS

<FPLC - ALl - 2000
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BUSINESS ASSET
CHARACTERISTICS

RELATIONSHIP OF EARNINGS
AND VALUE '

r_——— -

VALUE
'y
23
3
]
\
§
3

[~
S

ORDERLY LIQUIDATION VALUE

PORCED LIQUIDATION YALUR
BCRAF VALUE OF TANCIBLY ASSKTS

—
gt

() 0 EARNINGS

VALUING A BUSINESS

THE BUSINESS ENTERPR[SE
'? (PORTFOUO)

THE UNDERLYING ASSETS ™
AS ELEMENTS OF PORTFOLIO

. b‘\\ni‘f/(’

THE UNDERLYING ASSETS
{(FOR ALTERNATE USE)

» Cost of Reproduction”™
+ Costof Replacement
< BookValue.. . e
» Tax Bas;s T
» Fair Market Value

irwestment Value .

' PREMISE OF VALUE

Market Value, Fair Value, Exchange Value
Orderlyl Forced quuldauon Value,

FPLC - ALI - 2000

PREMISE OF VALUE
FAIR MARKET VALUE

"The ‘amount at whu:h a property would exchange
between a willing buyer and seller, neither under
compulsion, each having knowledge of the facts,
and with equrty to both "

or
“The present value of the future economic benefits

of ownershlp e
x




'VALUATION METHODS -

. +.Cost Approach _

COST APPROACH

“Cost of Reproduction or
Cost of Replacement

Less; Physical Depreclauon o

Less:-Functional:Obsolescence:-

ket Approsh

".s Income approach. . -

. Equals: FAIR MARKET VALUE

Equals Replacement Cost Less Deprecutlon

& Less Econornlc Obsolas:ence

- MARKET APPROACH

Analyze evidence of transactions of:

. COmparable Property
« At Arm’s Length _
* {Contemporaneous to Appralsal
* In an Agtive, Public- Market .

INCOME APPROACH

AMOUNT

PRESENT VALUE__.(_clirgcg cap)

DIRECT CAPITALIZATION -

. AMOUNT ($)

RATE (%)

" Usad when we ars to receive an unchangmg amount

in each period into perpetuity -

PRESENT VALUE (dlrect cap with
growth) .

DIRECT CAPITALIZATION with GROWTH -

AMOUNT x {1+ Growth Rate)

PV =
(Rate - Growth Rate): - -

Used when we are to recoive a constantly growing
amount each year into perpetuity -

‘FPLC - ALI - 2000
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“PRESENT VALUE (discounting) ‘
I:IISCdUI!ﬂNG

AMOUNT1 AMOUNT 2 AMOUNT 3
PV = + — =+ oves

PRESENT VALUE of $ 300,000

To be recelved in: o o
1YEAR 2 YEARS..5YEARS 10 YEARS
@ 4% $288,000 $277,000$246,000 $201,000

z/‘A_b"u

:_//'"‘--‘_3 '

{1+ Rate} - (1 +Rate}*2 - {1 +Rate}*3 . . -, :

Used when we are to receive varying amounts
in each period for a finite number of pericds.

't @ 15% 258,000 223,000 - 142,000 © 68,000

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

a8

INCOME APPROACH {NPV = PV
future beneﬂts .

NET PRESENT
VALUE . . -

“The present value of the future economic beneﬁts
of ownersh:p rooooo

QUAJNTIFYING THE ECONOMIC '
S ADVANTAGE '

Enables the use of lower cost maferials

Enables the use of Jess material

Reduces the amount of labor

Increases speed of production _
Improves quality / Reduces.defects’ ; .
E[lrmnates or reduces emrIronmental andlor saf:ty
hazards’ ;

Resuits in premium pncing

Provides sconomies of scale

Provides purchasing power:: L

Relieves the owner of the cost to create’

“FOLLOW THE DOLLARS" TO THE
ECONOMIC BENEFIT o

1. sates Revenne -t-—————-——~—---- Premiurn Price

Costof Goods Sold 3 Economies of Scale

T Labor. Mati Savmgs .
Gros_stIIt B

. Selling, Gen'l & Admin. < Operating Exp. 'B_eheﬁf :

Pre-tax Profit
Taxes :

" Net Income

-

- FPLC - ALI - 2000

~ INCOME RISK

- WILL WE RECEIVE IT ?

©+ WILL WE RECEIVE IT N THE EXPECTED

AMOUNT ?

= WILL WE RECEIVE iT WHEN EXPECTED 7
« MUST WE INVEST TO GETIT ? N

« MUSTWE INVEST IN “BIG LUMPS™ 7"

+ HOW LONG MUST WE WAIT FOR INCONIE
TO START ? :




e

e i r INCOME DURATION (economic life
RATES OF RETURN ' vs. legal...)

... 5.90-8.7% - CD's, Treasury Bllls : g ’
o 8.05% - ao-yeurTmasury bonds - : ECONOMIC LIFE = the period during which

"8.00% ~ 30-year mortyage commllmenls o . o e itls prul'lhble to use an
i 8.00-10.00% - Corporate bonds ~ = © - w7 U _ o asset
850% - _Prime rate ; : ~ o o
. 9.00-15.00% - High-yleld bonds MAY OR MAY'NOT BE = Legal !.lre
5. 10.0511.05% - - Large company equities (Treasury plus ‘ : Physical Life
) 4-5%) : ‘ Technologicat Life
- 12.05-15.05% - Small company equities (plus B-B%) ’ Depreciabie Life

" 20% - 2nd or 3rd stage venture capital
“ 40% - Venture capital; early commercialization -
50% - Venture caplta), early stage

43 -
TRANSFER OF VALUE BETWEEN | sz . |
FORMS OF . INTELLECTUAL mmmm P L T T
. . b/ 3 . 13 1 ® 1 & TSI
PROPERTY : ] rspavema L aThme s e ’slamimor sem ot 3 (TAEET]
Trpdamcack Royaty Rats ) EY » ™ " ” :
1: T Jnccom Airbulsble 0 TR Mok s _l\_s; s “I:!;. 3 -u._-I 3 ;; z EIE an
86 1 TABLE 67 )
= T e 2
50 4 Ay coMpaY, e 1 R T PSR
40 1 Baies Revezme S om0 5 e s e a mew 3 Mias - 4
01 “Tradeack Romiy Rate » ”» EN ™ n (
z ] ooz A butsbi o et s mess sans mmt mmi mm
o4 IO CTGUARITOTATAE 1 K53 WAzt maM T pme s mm
Laay borns Towms R T S T IR £ R R
Mswrhors MbobkbIMems 3 SLES T TeD 8 110 3 —u—_s;s ;
Pracant Vaise o Alwr s Do T omw t  fre % TAVT AT R 3o
45 TOTAL PRESENT VAIE 1 mm “

SALES $10,000 11000 #2,000 $14,000 15,000

"'FPLC-AL_J’-ZOOO _ - SR S -




Optio::é for Sharing the Economic Benefit

e

prise Vaive
with eneft Y-
without technology benefit 3 4,190
= Banafit Attributad . $ 1039
“Aseume 5050 Spiit T
i, Bo0nOMmic enett rtained by fcensor .
... EConomic: Mgamadmhwm

Financial Impact of License Clauses

Qptions ke P: L Uunsor T e L .
_Running nuyalymNetSaies 1

__M_J_.‘tmp-amn Upfront Royalty 3520
Five ecpal annest ¢ $240

Foyalty *holidey’ tor 1 year, Ehen Frurmiing Royalty 25 perert.

250,000

NET PRESENT VALUE ™ $340,000

40
Relationship of Value and Royalty
Incomé . — income

VALUE A

VALUE B [—bs,

Royalty
Royalty Haie
INCOME : VALUE
ROYALTY : INCOME
ROYALTY : VALUE

5

7 IJCENSE CONTROLS THE ALLOCA'ﬂON
Sl OF VARUE

. INCOME FROM
- ALL REASONABLE
EXPLOITATIONS

IP VALUE.

HOOVER DAM

“FPLC - ALT - 2000

- Nsg
LICENSOR ;
1P VALUE
ROYALTIES
THE BURNING QUESTION




_ THE LICENSING TRANSACTION

ROYALTY

* THE LICENSING TRANSACTION

LICENSOR . ROVALTY . -
INCOME ;

\' ‘

" THE LICENSING TRANSACTION

ROYALTY - =" <0

COST APPROACH ROYALTY

What did it cost to dévelop the 1P 7. -

Seta i'oyalty that will recoup the cost. -

- NOtl

MARKET APPROACH ROYALTY

What royalties have others paid or
received ? : ‘

- What is the “industry standard” ?

MAYBE !!

le:'ﬂbi\h"'E' '#Pko’A"c:}H?RQ?ALTY'

What is the economic benef't to the
Ilcensee?_ T S

ol "_proper share? E

- FPLC - ALI - 2000




DISCOUNTED CASH FLOW MODEL - WITH BENEFIT OF P
SALES $10000 $11.000 $12000 4000

T,
' Y

DASCOUNTED CASH FLOWMODEL « WITH ROYALTY PAYMENT

SuES HOON - $HO0 $12000 SO0 BIEH00
[EOST OF GO0E SOLD EY..i 1] 358 430 5080 5am0)
GROSS PROFIT L] ] 7.0 ] W0
[REYALTY DPENSE e 0 4 0 50 o0
THG EXPENSES 3000 3300 TH0 (¥ [
GENERAL & ADMKISTRATIVE 1500 e 1800 20 2250
HOOME BEFORE TAXES ] 1050 1200 2300 EF]
COME TAXES ] L] ™ (Y] L]
HET NCOME 360 3 w0 § 10w & 1o § 1@
DEPRECATION ] 20 =9 Eo] =0
ADOITICNS TOINWEG [ o 100 = 50
ATDITIONS TO PLANT Y 0 150 ! 75
HET GASH FLOW .m0 .00 L] EiF) 155
ESENT VALLE 2084 Eo] . =3
TOTAL PRESENTVALLE 4,190

FPLC - ALl - 2000

THE LICENSING TRANSACTION
IS CONTROLLED BY THE
ECONOMICS OF
THE LICENSEE’S BUSINESS
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