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SOME INTRODUCTORY COMMENTS

" UNDERLYING PRINCIPLES — The Business Enterprise

A. PROCTER & GAMBLE EXAMPLE

1.

2.

An $18.4 billion change in business enterprise value in 5 months -

The enterprise value equation: '
Enterprise value = value of debt and equity = vaiue of monetary, tangrb!e and
intangible assets. . :

" Loss in value was mostly in the mtanglble asset classrf' catlon

Another anomaly is the drﬁerence in value between the market vatue and the value
reflected in P&G's aocountrng statements e _

Agam the. dtfference isinthe: lntanglb[e asset ctassﬁ‘ cattcn

Some prefer to look at a business enterpnse |n tenns of an accountmg balance sheet. In
that structure, intangible assets ususally 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 vaiue of the common stock of an
enterprise exceedmg the book vaiue

THE BUSINESS ENTERPRISE

: Every business enterprise, large or smaII is oompnsed of three elements monetary assets,
"~ tangible assets, and intangible assets. : S :

SPECIFIC ELEMENTS OF THE BUSINESS ENTERPRISE .+ -

e ‘!

2

Monetagg Asset

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

Tan |ble Asset

| These assets mclude land bundmgs machlnery and equrpment mmera! reserves, and
the like. TRt

Intangible Assets
“Included in -this category is ‘computer - software, assembled .work force, patents,

trademarks mpynghts proprletary technology. customers, favorabte contracts and
goodwrll PR EREE




D.. INTANGIBLE ASSETS
1. Rights
a. Contractual
2. _ Relationships
_ a. Non-Contractual
3 | .. .!nt.ellectual Property -

a. The importance of proprietary technology. The value of this asset often is greater
lhan patented technology

4, Undef ned
a.  Goodwill : ' .
) b._ Elements of a Golng Conoern
BUSINESS ENTERPRISE CHARACTERIST!CS

1 The busmess enterprrse isa portfolro of assets analogous to an mvestment portfolio.

2. lmgortant Charactenstrcsoersk, Fmancrng, and Lrgurdsty o

a. Monetary Assets

“‘Monetary assets tend:to be liquid and versatile, can often be financed with debt,
and are relatively low-risk assets to-own; requrnng a relatively low rate of return on
investment.

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,
g -'and retum rates approxrmate mortgage or corporate hond rates

C Intangrble Assets

Intangible assets tend to be non-liquid, with a ven:/'narro:w market, and command
o~ the highest rates .of return because :of their increased: nsk -and their degree of
specialization.

ESSENTIAL RELATIONSHIP OF EARNINGS AND VALUE

= There is an essential and very important concept which relates the value of a business

- -enterprise to 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
reatized in a disposal of those agsets in-some form of liquidation. value. As the earnings of the ..

busmess rise, so does the value of the underlying assets, to a maximum of their replacement ~ - -




P

P

cost. Increases in the value of the enterprise after that point result from the creation of new

mtanglble assets or unldentrt' ed goodwul

=i is very |mportant to keep this relationship in mind and fo contmually 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 wrththe value ofthe whole

- - Is this ‘an outmoded concept in the "dot-com New. Economy 7 NO Recent trends in the

A

“*“markets have again’ proved that earmngs and value are mterdependent

i, UNDERLYING PRINCIPLES — What is Value?

WHY IS IT NECESSARY TO CONSIDER VALUE IN LICENS!NG?

There is an essential relationship between the value of property and the amount that wouid
be paid for the right to use it. The amount of rent that is pard for the rlght to occupy real estate
is related to the market value of the property.

This is also true for royalties paid for the right to use mtellectual property Royalty
considerations are an essential part of the licensing process o
PREMISE OF VALUE

Thrs is an essential specification in the appralsal process and one wuthout whrch an appraisat

“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. Thls is often put in the
. form of a question - value "to-whom and for what-purpose?”.- = - =

< Cost of Reproductlon NeW

ThIS refers to the cost as of the appralsal date to construct ldentlcal property.

2 Costof Replacement

Thisis the cost that would be nncurred to obtam a property with equivaient utility to the
subject.

3 BoogkValue Va!ue

o ‘Thls is somettmes 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.

- 4. -~ JaxBasis

This is the original coast of property reduced by lax depreciation. The tax laws of most
nations specify depreciation rates or periods that are often different than those used for

accounting purposes.




, .~ Fair Market Value -

This is an often misunderstood term and is used synonymously with "market value", "fair -
- ..value”, *frue .value”, or "exchange. value” which terms are often. found in. apprarsal
- literature, the law, and in court decrsrons i S _

We utilize two deﬁnmons of farr market value one wh:ch embodres 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 info a single payment.

V. UNDERLYING PRINCIPLES Valuatlon Methods

A

THE THREE BASIC METHODS

) 1 Cost Approach :

2. Market Approach
3. Income Approach

'COSTAPPROACH -
The cost approach seecks an indication of asset value by estimating the cost of

reproduction or cost of replacement of the asset, less an aliowance for loss in- value due

to physrca! functional, and economic causes.

St Cogt Aggroach Agglred go Intellectgal Progem S

a. Trended H:stoncal 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 Teproduction 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 like; are
utilized to develop the total current cost. . S
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2. Cost Approach_Cautions

Trending historical costs may bring forward the costs of inefficiericies incurred in
the original development of the intellectual property. It may also bring forward
the costs of cutmoded technologies, -operating inefficiencies, and will reflect
whatever accounting techniques were utilized at the time fo record the costs.

One must remember that the objective is to. estimate. the cost to replace the or
functionality of the asset.

C MARKET APPROACH

The market approach seeks an lndicatlon of value from the exchanges of comparabie property in
_an actlve marketplace

There are relatively few instances where the market approach can be utilized for mtangrble
assets and intellectual property. Intangibles are not commonly exchanged free of other assets in
" arms-length ‘transactions of ‘sufficient’ number- to prcvnde a "market“ in “addition, the
- determination of comparability can be qguite difficult. : c - '

7 1. The Market Aoproach as a Check,

wwie The market approach can be useful as a check when oneis developrng an indication of
value for infellectual 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.

~ D. THE INCOME APPROACH

lncome Cag:talrzatro '

The income appnoach seeks to value property by calcuiatmg the present value of the
. future economic benefits of ownership in a capitalization of income process.

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 wili
- continue unchanged forever) or a technique of calculating the present value of discrete

~~ amounts of income to be received in the future:(a discounted cash flow process).

In order to utilize this technique one needs to know the: {(a) amount of income, (b) the
- ‘duration of the income, ‘and {c) the amount of risk of achlevrng it. '

. This technique can also be used for early stage pro;ects 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 markeling expenses) and then some period of time of income growth
after the product is introduced to the marketplace. Income forecasts are more difficult to
quantify in this situation, but the technlque can still be used. -




2. Understanding Present Value

@ - Time vaiue of money concept. ("A bird in the hand...”)
b. - - Direct capitalization- : C e
. & . Direct capitalization with growth
d. - . Discounting

- 3. The Impact on Value of Time and Interest Rate -

-4, Applving the Income Approach

a Quantifying the economic benefit - investigate what the {P d"o'es to the bueiness -
- - the "but for..." principle - "follow the dollars" technique. - . - .
b. Quantifying the risk - 1denttfy the risk e[ements - go to the market for risk
S surrogates : . R e wa

c Quant:fy the economlc remalnlng hfe be alert to the poss;blllty of a transfer of

protectlon between forms of IP,

d. A discounted cash flow model. The base case presents the business enterprise

value without the benefit of the IP technology, ‘and then we measure the business

enterpnse value with the techno[ogy g

. UNDERLYING PRINCIPLES — The License
A WHAT IS A LICENSE REALLY ABOUT? |
'B. MANY TEND TO LOOKAT IT AS ALEGAL EXERCISE | |

1. That is our training - to protect the property lnterests of our cl:ents
2. .. The urge to make the deal just a little bit better -y
C. BUT IT IS NOT JUST A LEGAL EXERCISE OR A PHILANTHROPIC ACTIVITY iITISA
R COMMERCIAL TRANSACTION L -
: T 1. : The objectwe is to make money by explontmg mtellectual property
- " Itis an allocation of economic benefit between licensor and licensee

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

E: g ‘-'EXPLOITATION INVOLVES INVESTING CAPITAL AND LABOR FOR THE PURPOSE

2 OF EARNING A RETURN
1. | A fundamental law of nature (certalnly of busunessi)

F.  LICENSING TRANSACTIONS MUST BE EVALUATED THE SAME WAY THAT WE
" EVALUATE OTHER COMMERCIAL TRANSACTIONS.

—
N
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(0 G.  INVESTMENT FOR A RETURN

1. Labor and capital invested
2. Retum of and retum on-

H BUStNESS PLAN AS SURROGATE
1. Usually covers all the steps -~
I USE OF INTELLECTUAL PROPERTY IN RETURN FOR CASH RIGHTS ETC.

1. An exchange of rights for cash. ThIS is the basnc hcensnng transactlon We must
also remember that baoth licensor and licensee may have income and expenses
associated with the transaction, but not a part of-it. They also have their own
'partlcular situation with respect to taxes busmess strategy, emotuons

2. "Bundle of R[ghts" '

3. Licensing economics - every ilcensmg ciause and terrn has some economic
R -xmpact on one or both of the parties. ~ - " .

vi. UNDERLYING PRINC!PLES - RO!aIties =
A WE MUST REMEMBER THAT A ROYALTY IS:

1. A payment in exchange for rights
2. A sharing of the economic henefits of expioitation

.B..  EXAMINING THE VARIOUS INCOME STREAMS ASSOCIATED WITH IP IN A
LICENSING SITUATION

1.  Applying the cost, market and income approaches. Cost approach ignores the
economic benefit and ignores the concept of sharing between licensee and
licensor. The market approach suggests that you assume the same economic
benefit and sharing scheme as others. The income approach focuses on the
economic benefit and the sharing process.

- C. THE RELATIONSHIP OF VALUE AND ROYALTY

D. THE LICENSE CONTROLS THE ALLOCATION OF VALUE BETWEEN LICENSOR
: AND LICENSEE

1. Water Rights®

‘a A licensing analogy — the relationship of underlying asset value and
royaities.
b. A licensing analogy - how the license controls the allocation of economic
benefit and value. : _
& _ ' c. Just like Hoover Dam,




E. | USING THE COST, MARKET AND INCOME APPROACHES . - .

1. Cost Approach — not recommended - -
2. Market Approach — use with caution : :
3. Income Approach - strongly recommended because lt focuses on defining the_

economic benefit and the sharing of that between licensor and licensee.
F.  USING DCF FOR ROYALTY RATE ANALYSIS

4.7 Basecase ' i
2.  Introducing the economic benef t
S -3.. : Calculatmgaroya!ty '

. G SHARING THE Econowc BENEF!T

' 1. What determnnes the sharlng % ‘? Rlsk amount of :nvestment success. prospects
AND the structure of the license. You can’t determine the royalty-until the major
Ilcense terms are decu:led :

H THE ECONOMICS OF THE LICENSEE'S BUSINESS IS CONTROLLING UNLESS...

1. You are the licensor of a very powerful and unique trademark or technotogy
2. You are Michael Jordan, Tiger Wooads, or Disney. . S e e
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_ VALUATION OF
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LICENSING IS BOTH

UNDERLYING PRINCIPLES -

' The Business Enterprise “

ON 12/31/00, -
INVESTORS ‘SAID P&G WAS WORTH
: ~$112.0 BlLLlON T

FIVE MONTHS LATER,
INVESTORS SAID P&G WAS WORTH
. $936BILLION :

WHAT ]E[APPENED TO
$184 B]LLION ?? _ E

" 12/31/00 P&G Value

5/31/01 P&G Value

VALUE OF DEBT MONETARY
$9.7 Blilion | - ASSETS
PaG.. . |- o
BUSINESS . '
-— VALUE OF - TANGIBLE
ENTERPRISE {™ | . N ASSETS
VALUE EquITy
$112.0 Billion
102.3 Bl
§ on INTANGIBLE
ASSETS

S - MONETARY
. L A
VALUE OF DEBT ASSET:
P&G . x| ] S8aBllon | L
BUSINESS - f 1™ | == | TANGIBLE
ENTERPRISE | = i = | Hisers
VALUE
s936BWion | | VALUEOF |
gaurry -} INTANGIBLE
$83.8 Billion ASSETS

FPLC - ALl - 2001




- ON:12/31/00, .
INVESTORS SAID P&G WAS WORTH
-~ $112.0 BILLION

P&G’s FINANCIAL STATEMENTS

SAID IT WAS WORTH $ 22.1 BILLION

WHO WAS RIGHT ??

Balance Sheet

Current Assets Current Liabilities

Pilant, Property | . ... Long-Term Debt
and - .
Equipment -
: Stockholder’s
Other Assets Equity

7
Balance Sheet Adjusted
for Values E
cmrentAssets e current Liabilities
Plant, Property o . Long-Term Debt
and - 5 EERERRR RS
,Equlpment Y
- “|  stocknolders
Other Assets : Equity
i Intangible Assets R
and - .
Intellectual Property

Business Enterprise

i MONETARY
VALUEOF - L ASSETS
. EQUITY . }—_ASSETS
: BUSINESS | oo | 1= |  TANGIELE
Jentererise | | vALE | ASSETS
B oF
LONG-TERM
DEBT INTANGIBLE
ASSETS

ELEMENTS OF THE
BUSINESS ENTERPRISE

MONETARY ASSETS

Cash Inventorles, chrk in Process,

leshed Goods, Accounts Recewable :

: Less :
“~Accounts Payable and other Current
Llahllltles

“Net Working Capital”

FPLC - ALI - 2001

ELEMENTS OF. THE BUS!NESS
"ENTERPRISE °

: TANGIBLE ASSETS

... Land, Land Improvements, Buildings
-~ Machinery and Equipment, Vehicles

. “Ptant, Property and Equipment”

AT
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ELEMENTS OF THE BUSINESS
' ENTERPRISE

INTANGIBLE ASSET

COmputer Software, Assembled Workforce, ;
Favorable Contracts, Customer Relatronships,
Intellectual Property _ :

“Goodwil[ ot {ught) Going Conce'rrr Value™ -

INTANG!BLE- ASSETS
* Rights
= Relationships
* Intellectual Pro_per’_c_y L

= Undefined Inrangibles

Rights

. Leases

. Drstnbutron Agreements

» Employment Contracts, Covenants
« Financing Arrangements

+ Supply Contracts '

* Licenses, Certlf catrons

* Franchises .= -~

15

Relatronshrps -

e Tralned and Assembied Workforce

. Cﬁsromer Relationships

« Distribution Relationships

intellectual Property
* Proprietary Technology

Trade Secrets’
Know-how

» Patents
= Copyrighis
= Trademarks
-« Right of Publicity

Proprietary Technolo'gy‘.:_ -

+ Formulas, Recipes, SPecrﬁcatrons -
+ Management, Accounting, Mfg. Procedures

+ Formations, Plays, Tralning programs
Marketing Strategies

Artistic Technlques

Customer Lists, Routes, Demographic Studies
+ Job Files, Product test results

« Busihess: Know]edge - Suppliers, Lead times,
Cost and prlclnl data

*

*

FPLC - ALI - 2001




Undefined intangibles

» Goodwill

« Elements of a Going Concern
' {“going concern value®)

BUSINESS ENTERPRISE
is a PORTFOLIO

_BUSINESS ASSET CHARACTERISTICS

' MONETARY TANGIBLE INTANGIBLE

AR GHNERAL
RECEIVABLES FIRPOSE  SPRCTAL  TEOTOWOR
TvERTORY - - FraroSE
RETERN 3-10% 10-15% 15-40%
EEQUIREMENT : T . L
| miancoie DEBFT o 7 Egumy
INVESTMENT 1IQUD NON-LIQUID
" { QUALIFIES VERSATILE . NARROW MABKET

Fal

. T-BILLS
- MONEY MARKET
CORPORATE -
BONDS
EQUITIES
LOTTERY 2
TICKETS
RELATIONSHIP OF EARNINGS
AND VALUE . - rad
. Vﬁ‘g&’
e
L v——
1] o *  REPLACEMENT COST
@ @ oﬁﬂf’lj‘s N
= &gl - ENACEMET o
5 IO Agﬁg" KEFLACEMENT cOST
> gy ’Glﬁw‘s-
e A . .
’,’*; - VALUEIN CONTINUED USE
0 ORDERLY LIQVIDATION VALVE
: ( ) FORCED LIQUIDATION VALUE - -
" SCRAP VALUE OF TANGIBLE ASSETS

30 EARNINGS

UNDERLYING PRINCIPLES -

" Whatis Value 7

FPLC - ALl - 2001

WHY DO WE TALK ABOUT VALUATION INA

'LICENSING SEMINAR ?
Value Economic Benefit | Re;tﬂlar
Real |+ of Occupying [— eal
Estate Reat Estate L Estate

M




WHY DO WE TALK ABOUT VALUATIONIN A

LICENSING SEMINAR 2. PREMISE OF VALUE
. * Cost of Reproductlon R
Value Economic Beneflt |_ | Royaity : » Cost of Rep!acement
of P of Exploiting I [~ : .+ BookValue =

* Tax Basis . .

* Fair Market Value ,
Market Value, Falr\fa!ue, Exchange Value
Orderly / Forced Liquidation Value,
Investment Value

28

25

PREMISE OF VALUE
“FAIR MARKET VALUE _

.“The amount at which a property would exchange .
between a wilfing buyer and seller, neither under - | T

‘compulsion; each having know]edge of the facts, | B Valuatlon Methods
.am:l with equlty to both.” -

UNDERLYING PRINCIPLES -

or

#The present value of the !uture economlc benefits

-of ownership.” _
| VALUATIONMETHODS =~ | | ' COSTAPPROACH ~
' : Cost of Reproduction or
Cost of Replacement

| . .« CostApproach
. : o B : Less: Physical Deprectation
; _ = Market Approach Less: Functional Obsolescence . .

: Equals: Replacement Cost Less Depreciation

"« Income approach i
Less: Economic Obsolescence

Equals; FAIR MARKET VALUE - - -

FPLC - ALI - 2001




MARKET APPROACH

Analyze evidence of transactions of:

« Comparable Property "
» AtArm’s Length '

.+ Contemporaneous to Appraisal
« In an Active, Public Market

k11

INCOME APPROACH

32

PRESENT VALUE (direct cap) .

.-'DIRECT CAPI;TALIZATION'
... AMOUNT ($)
PV =
RATE (%)

Use;:j when we-aré {o receive an unchanging amount

" In each period into perpetuity u

PRESENT VALUE (dlrect cap with
growth)

DIRECT cAPITALlZATION with enowﬁ-i Lo

IR AMOUNT x (1 -l-Grawth Rate)
PV = = g

(Rate - Growth Rate}

Used when we are fo receive a cunstantly growmg R

amount each year into perpetuity T

PRESENT VALUE (discounting)
DISCOUNTING . .-

AMOUNT1 AMOUNT2 AMOUNTS

PV = Pt et

(1+Rate) " (1+Rate}Az (1+Ratej's -

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

PRESENT VALUE of $ 300,000

To be received in:

TYEAR 2YEARS § 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

8
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INCOME APPROACH (NPV = PV
~ .. future benefits..) '

_ NET PRESENT
.= . VALUE

“The present value of the future economlc benet‘ ts
-of ownershlp »

Ex

QUANTIFY!NG THE ECONOMIC
BENEFIT '

Enables the use of lower-cost maiertajs
Enables the use of less material . - .
Reduces the amount of labor ..o
Increases speed of production

Improves guality / Reduces defects |
Eliminates or reduces emriranmental arrdfor safety
hazards

Results in premium prlr:rng

Provides economies of seale

Provides purchaslng power

Relizves the owner of the cost to create

38

“FOLLOW THE DOLLARS” TO THE ="
ECONOMIC BENEFIT

Sajes Revenue «——— Premiim Prico

: T
Cost of Goods Sold =" Economles of Scale

Labor, Matl Savings
Gross Profit

) Selling, ‘Gen’l 8 Admin, <——— Operating Exp. Beneftt

: Pre-taxProﬂt .

Taxes. ...~ . =~

Net Int:t_nit‘e':-_.'_' R

39

i

+ WILLWE RECEIVE |r ?

WILL WE RECEIVE IT IN THE EXPECTED

AMOUNT ?

_+ WILL WE RECEIVE IT WHEN EXPECTED ?
.+ MUST WE INVEST TO GET IT ? '

MUST WEINVEST IN “BIG LUMPS” 2

'HOW LONG MUST WE WAIT FOR INCOME
TO START ? ;

40

RATES OF RETURN

3.50-4.00% - CD’s, Treasury Blils
5.80% - 30-year Treasury bonds:

6.80% - 30-year moitgage cnmmrtments
7.00-10.00% ~ Corporate bonds
7.00% - Prime rate
9.00-12,00% - High-yield bonds
9.90-10.90% - Large company equities (Treasury plus

4-5%)

11.80-13.90% - Small ‘cofnpany equities (plus 6-8%)
20% - 2nd or 3rd stage venture capital
40% - Venture capital, early commercialization
50% - Venture capital, early stage '

+“

INCOME DURATION (economlc Ilfe
VS. Iegal...) :

ECONOMIC LIEE= thé period during which
it Is profitable to use an
asset :

MAY OR MAY NOT BE = LegalLife
o . “~ . Physical Life
: ' © 7" Yechnological Life
Depreciable Life

42
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"TRANSFER OF VALUE BETWEEN . COUNTED CASH FLON MODEL . BASECASE
FORMS OF INTELLECTUAL - SHES T L GRe L #M0 SIZ00 440500
PROPERTY GOST OF GGODSS0LO 4000, A apm ssw oo
. cROSSERORT T BRET TGDT T TEG TGRSR
100 OPERATING EXPENSES 3000 3300 3500 4200 4500
30 c_;ENmumNISTRATIVE 1500 1550 1,800 2100 2250
: NCOMEBEFORE TATS T T _'_1'.0'3&“ _W ~ime
® woovETAES (T ew. R JE. Y 00
u w7 YR ¥ XN 3 X
30 DEFRECIATION 0 200 200 3008 - 300
. AOOMONS T0 FLART » d s i »
" Nrostrow T FES T T W@ W WS
PRESENTVAILE M yom L 18 913
. | - .‘.
DISCOUNTED CASH FLOWMODEL - WITH TECHNOLOGY BENEFIT
e Cemsm gzoe  gusn g
COSTOF
GROSS PROFIT 7 S e o
OPERATING EXPENSES a7 sam’ iazee U asen | » UNDERLYING PRINCIPLES - -
|GENERAL SADMNSTRATNE 1500 . - 1850 ooo2aee o 22s | . P A . :
© NeoMEBEFORETMNES AR TG T IEL TR e | . ‘ o s
eowerwes . m . ws w2 s we| . The License 7
'DEFRECATION T e e T e
ADOITIONS TORWE o ) 1 200 50
ADBMIONSTO PLANT 50 50 150 5 5
#1650 @20 - g $1008
"

BASIC INVESTMENT TRANSACTION

The Most Beautifully Crafted License o
S : B = SALES

I coes. .
is a Failure ... Unless .. OPER. EXP.’
R S e ..o TAXES |
. g . . ) .. CAPITALCOSTS
it Enables Commercial Success . \ : :

-

RETURN ON INVESTMENT

48
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BASIC INVESTMENT TRANSACTION

> SALES
CogGs _ .
QPER. EXP. ) ‘N
- TAXES
capmaLcosts | | = \m
: ; BN " LICENSEE-
RETURN ON INVESTMENT ”cENSOB,_ e e

50

_LICENSING ECONOMICS

LICENSEE

' LICENSOR

ALMOST EVERY CLAUSE HAS SOME ECONOMIC WEIGHT
52

1

Fmanclal lmpact of License Clauses

'UNDERLYING PRINCIPLES -

_ R_oyaltiés

_“ blicense Royatlies

udifing, qualiy 9
istal

Ad Inlstraﬁo

H 0
{250, 0d);

i EZCTE '

ENTVN-UE"M“;UW

53
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ROYALTY :

. APAYMENT IN EXCHANGE
© . FORRIGHTS

or

A SHARING OF THE ECONOMIC.

BENEFITS OF EXPLOITATION

55

‘THE LICENSING TRANSACTION - .

ROYALTY -

THE LICENSING TRANSACTION
. LICENSOR "-:-ﬁdmmv
INCOME 2 S .

|

. THE LICENSING TRANSACTION
LICENSEE '
INCOME

ROYALTY

57
Relationship of Value and Royalty "~
Income : 'ln'come
VALUE A VALUEB |<—
Lo Royaity
Royalty
S INCOME : VALUE
“ur T ROYALTY : INCOME
" ‘ROYALTY : VALUE
58

LICENSE CONTROLS THE ALLOCATION
: ., OFVALLE

" INCOME FROM
ALL REASONABLE

s e
LICENSOR * : .
IPVALUE__

' EXPLOITATIONS .
IP VALUE

- FPLC - ALl - 2001
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HOOVER DAM

MARKET APPROACH ROYALTY -

What royaltles have others pa d or

_ .What is the “mdustry swndar "

COST APPROACHROYALTY

‘What did it cost to develop the P ?

- Set aroyalty that will recoup the cost.

NO 1!

B 5
MSCOUNTED CASH FLOWMCDEL - BASE CASE

saES $10000 G100 $12000  §Mp00  §15000

'] costoFcooosson 4000 4400 4800 5500 8000

GROSSPROFT 60000 ~— BB 1200 AR Spi6

OPERATING EXPENSES 3000 3300 2500 4200 2500

GENERAL & ADMNISTRATIVE 150 1850 1800 2400 22

NCOMEBEFORETAXES 180 1850 1800 zwm | ZE0

INCOWE TAXES 600 860 bl (113 200

NET NOOME X _ow ¥_ow § o 3 g 5 ias0

BEPRECIATION w0 20 0 300 %0

ADDITIONS TQ MW ] 50 106 20 50

ADDITIGNS TO PLANT- 50 50 150 s 75

NETCRSHRLOW ™ B0 — §08 | SIEe | §iES | 6B

PRESENY VALUE sam $o84 o 188 o1
o5
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INCOME APPROACH ROYALTY
What is the economlc benef” t to the
licensee ? 5
What is o_ur p_roper__share ?

YES !!
*e
&4
DISCOUNTED CASH FLOW MODEL - Wi TH BENEFIT OF iP
SALES . £10000 $11,000 $12.000 $14,000 15,000
[COST OF GRODS E0LO 3500 3, 20 S040° [3
GROSSPROEM  — BaA00 740 JBed &880 Spo0
OPERATING EXPENSES 3000 3300 3500 4200 4500
GENERAL & ADMINISTRATIVE 1500 1650 15800 2100 2250
NCOMEBEFORETANES ——$500 ET R A M 7
NCOME TRES T60 834 M2 1068 1,140
MET NCOME S _vwo F ke § i3es § 156 3o
DEPRECIATION 200 00 200 300 300
ADDITIONS TO NWC 0 50 100 200 50
PDDITICNS TO PLANT 50 S0 150 Fil k-3

NETCAHRLOW WA TR T WIE VR TR

$1.088 §o28 4934 $1005




WMFWHDDE. \MTHROYALWPAYHENT
SALES Tlgmoe | emeon .t sizel pom.C §1500
OF GOO0S SOLD S 3 430 5048 EX ]|
' GROSSPROFT  ~— BAM TG Te® 4p 250
ROVALTY EXPEREE. 0% 40 0 330 580, |
OPERATNG EXFENSDS - 3P0 3300 3600 X200 450
GENERA & ADMMISTRATIVE . 1500 165 1,800 210 2260
NCOMEBEFORETAXES 1500 160 180 230 228
HCOMETAES e 600 o0 - 840 800
NET NCOWE $ . o0 300 3§ i@ 1§ 17 §_ 13w
DEPRECITION a0 200 200 300 m
ADOFEIONS TONWC 0 50 10 F 50
ADENFIONS TOPLANT 50 ] 150 % 5
NETCASHALOW  — §3080 *— §5090  §@0  §10% 3158
PRESENT VALLE salg o84 $128 2] §813

a7

Optlons for Sharing the Economic Beneﬁt

Assiran 5!-50 sp it

ecanomic denefl refained by lcansnr 5

i ecenomic bmﬁl gmnled ] Iicens

Five equal apnual payments

""" Royaity 'hniﬂay 4] year !hen Runnm Royany.

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

unless....

(3]

YOUARE...
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