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Education

. MB .A_Finance and Accounting, The University of Michigan
~B.S.E.E. .. ... . Electrical Engineering, The University. of Michigan.. ..~ ...

- Experience

Mr. Lasinski is a recognized leader in the area of inteflectual property valuation. In his nine
years focused on Intellectual property, he has performed more than 150 appraisals of intellectual
property. He has performed valuations of intellectual property/technology assets in a number of
contexts, including technology transfer, mergers, acquisitions, divestitures, and tax-related
transactions. He has also consulted with clients to prepare economic damages analyses in
muitiple cases. Industries in which he has valuation/litigation experience include automotive,
.- computer hardware, pharmaceuticals, biotechnology, chemicals, consumer products,

- communications, sofiware and others, Mr. Lasinski has spoken on the topic of intellectual

property valuation and value extraction before numerous audiences both nationally and
~ internationally. He is currently the Vice Chair of the Intellectual Property Owners

Organization’s Valuation and Taxation Committee. He has been the Chair of the same
committee for the Licensing Executives Society. '

- Mr, Lasinski has managed a number of engagements focusing on the value maximization of
- client’s intellectual property. These engagements have focused on the commercialization of
intellectual property, including licensing, sale, corporate spin-outs and start-ups; development of-
- intellectual property business strategies; and design of intellectual property management
organizations. Mr. Lasinski has been involved in all aspects of licensing, including inteflectual
_property identification, target identification, marketing, negotiations, deal closure and royalty
investigations or audits. :

Prior to joining InteCap, Mr. Lasinski worked for Coopers & Lybrand LLP {now '
PncewaterhouseCoopers) and Ford Motor Company’s Electronics Division (now Visteon). In
his position at Coopers & Lybrand, Mr. Lasinski worked with companies involved in multi-
national manufacturmg, vehicle leasing, banking, and real estate development as well as
companies with emerging technologies. Mr. Lasinski performed duties in both the audit and
mergers and acquisitions practice areas.

Mr. Lasinski has been involved with all phases of component design and production in the
automobile electronics area. In his final position as a systems engineer at Ford, he was
responsible for a number of the electronic systems on a 1996 vehicle. These systems included
remote/keyless entry, anti-theft, instrument clusters, cellular phones, an'bag diagnostics, and
other interior systems.

Mr. Lasinski is currently a Trustee with the Licensing Executives Society and a licensed CPA in
the State of llinois. He is also a member of the AICPA and Illinois CPA Soc1ety Finaily, he
“has offices both in Chxcago IL and Ann Arbor, ML
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Why Value IP? _

How to Generate Value from 1P?
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How Do | Value IP? |

IP Valuatlon Examples ' | , |
Overwew of Deallng W|th Uncertamty in IP Valuatlons
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Why IP is _Svoqmm:ﬁ
Financial Markets Consider IP: Lilly and Prozac

- Stock Price‘

20

10/18/99 T
11/18/99 -

A@ Lilly loses
........................................................................ | approximately 1/3 of its
B market capitalization
I _ : E : _ B when a court rules
| CTTTTTTTTTTT TS b against the extension of

the Prozac patent

—

Note, Prozac

— ___ —— 1 | I — |
.0 0 O 0O O O O O o©
m m o m e m 0O ) o O '®) sales make up
. ~ ~ NS ~ 0~ approximately
® 0 9 ® @ © © 0 9 D 1/3 of all Lilly
. L .. AR ™
~ ~NOOWN N NN ~ ~ ~ S sales
N -~ N O F 1B 6 N & O .
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Why IP is Important |
Increased Attention by Alan Greenspan and the Federal Reserve

>

“Only in recent decades as the economic product of the Umted
States has become so predommantly conceptual, have issues related
to the protection of intellectual property rights come to be seen as
S|gn|f|cant sources of legal and busmess uncertamty ”

- Alan Greenspan, Feerafj? 27, 2004 S

“In recent decades, for example, the fraction of the total output of our
economy that is essent!ally conceptual rather than phys:cal has been
rising. This trend has, of necessity, shifted the emphasis in asset
valuation from physmal property to intellectual property and to the |

‘legal rights inherent in intellectual property. Though the shift may

appear glacial, its impact on Iegal and economic risk is begmnmg to
be felt ” | |

- Alan Greenspan, February_ 27, 2004




Why IP is Important

Changing Corporate Business View of IP

> The ‘Tradltlonal’ corporate treatment of IP
. Corporate cost center

« Not allocated enough resources to be managed effectlvely

- Asense itwas needed but not reaIIy apprecrated or taken for
granted o -

> The ‘New’ busmess view of IP | -
. CEO’s Letter, IBM 2001 Annual Report — “In 2001, we became the
~ first enterprise to earn more than 3,000 new US patent awards
. Incremental revenues through Ilcensmg |

. FASB Statements 141 and 142 — What's th:s'é ‘Better’ accounting
for mtanglbles'

; W5 W R omoao .

*Source: IBM 2000 Annual Report
«Analysts and other users of financial statements, as well as company managements_, noted that
intangible assets are an increasingly important economic resource for many entities and are an

‘increasing proportion of the assets acquired in many transactrons As a result, better information
about mtangrble assets was needed. :

| 'http.l/www.fasb_.orglstfsummarylstsum1 42 shiml




Why IP is Important
Increasing Focus on Patents Has Generated Significant Value

Licensing Re\ien'ue

Numbér of U.S. | - o
Patents Awarded | $15B r $115 B+
-l (1990) (1999)

150,000

125,000

100,000

Patent Damage Awards

51,000 {Millions}

75,000

‘-.
50,000 38 $900 i
C ; \ |Polaroid Corp. v
00 - i
25,0 $800 i ™ Eastman Kodak Co.
o | " §700 — _

$600

| mUS,. Origin_ W Foreign Origin | - $500

‘ A : - . _ $400

Source: United Statés Patent & Trademark Office o $300
. $200

" $100

Source: An In-Depth Look at the Historical Patent and Trademark Damages Trend | - so0
by Kathleen Kedrowski and Jennifer Knabb

IIN_HﬁHI] ECONOMICS 4 VALUATION 4 8T f.}'z AT EBEG Y
KPH‘\ . . |

- ,.;_\\ . /”_4\-




Why IP is important

Increased Attention by Media and Industry Participants Alike

> “By some estimates, companies are sitting on $1 trllllon a year
in untapped llcensmg fees”

- USA Today

> “The 500 largest flrms in the Umted States generated
mtanglble value of US$7 3 trllllon ( 69 96% of total value o

. February 2002 lntang:ble Mngmt Value Survey
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Why Value IP? .

Current valuation methods don’t capture full value

“It rs wrdely accepted that mtang:ble (knowledge or mtellectual)
assets are the major dr:vers of corporate value and growth in most
| -f_econom:c sectors e | L o -

> “Evaluatmg profltablhty and performance of busmess enterprlse,
by say, return on investment, assets or equ:ty (ROA ROE) is

~ seriously flawed since the vaIue of the firm’s major asset—

*fmtanglble capital—is m:ssmg from the denommator of these

s fmdlcators. e

- Feng Gu and Baruch Lev INTANGIBLE ASSETS Measurement Drivers
Usefulness, April 2001 p. 2 . .

‘ INI{EHﬂ _'_ f.: : . dxha :.J o . a. .£ p - . )
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Why Value IP?

Is Wall Street Research On The Right Track?

> “Once executives understand the value of intangible assets, they
- will pay more attentlon to effective management of them. They
~ will also reahze that dtsclosmg mformat:on about mtanglble .
- -assets can build stronger relat:onshlps with mvestors (and other
-stakeholders), helpmg msulate their share price from the vaganes

of the market.”

| Gartner Researoh, October 2001

12




Why Value IP?

Increased Attention by Media and Industry Participants Alike

> “Rather than protect their mtellectual property to prevent Iawsurts
many firms have become pro-active in leveraging their assets. By
offering licenses, the companies can achieve several goals: tap a new
source of cash, establish standards by having their technology and
patents used throughout an mdustry, and promote product
development 7 .. |

- Financial Post, September 4, 2003

-  “One of the challenges facmg companles that want to Ilcense o
technology is balancing a desire to make sales and establish industry
standards with the need to keep a competitive edge. They have to
dec&de what is core technology and what can be licensed to nvals o

B Fmanctal Po$t,_ September 4, 2003
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Why Value IP?

Increased Attention by Medla and Industry Participants Alike

>

L

“There is no faster-growmg, more contentlous fteld in the legal
world than whats known as mtellectual property.”

- Ch:cago Tnbune, August 2002, quotmg federal judge ”
. Richard Posner, Semor Lecturer in Law at The Unrversrty of
Ch:cago Law School L

“Busmess awareness of the value of mtellectual property
rights may be growing but, accordmg to IP experts, companies
are still too often failing to recognize them. Managers need to
do much more to educate themselves and their staff about
when IP nghts arise and how they can be protected s

- Financial Times, March 23, 2003

15
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@WWE@SW of Dealing

Valuations
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How to Generate Value

How IP “Fits”

in

to Intellectual Assets

Copyright

Trade Secrets

Intellectual
Assets

19




How to Generate Value from IP

What Drives IP Value?

lmpoi'tahce to the
ProductIProcess |
Unlqueness

> -Speed of Technologlcal
Change in Industry .

. | > Development Cost of
Alternative Technology
“|> Strength of the Patent

| » Commercial
| Success/Popularity

|> Potential for Convoyed Sales

; 'ilamers to | E-ntry ‘-'T-Iin-‘ Ma rketjt-&;

20




How to Generate Value from IP

What Drives IP Value?

Name Recogmtlon

‘Market Share o _
Command Pricing Premium
Potentlal to Leverage Into’
New Markets or Market
Segments

> Barrlers to Entry Inte Market

VvV V V¥V V¥V

'-.ommerczaﬁ .
g - 'uceeee!?epuiamy

,» ?etentsaﬁ for Geweye-

Sales |

w - i
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How to Generate Vaﬁu@ from EP
Accountlng & Finance Crash Course

> How @ I Value IP?

IP Valuation Em

24




Accounting & Finance Crash Course

Accounting Terms

Q: What’s EBIT?

Q: What's EBITDA?

Q: What's NI?
. Q: What's EPS?

i

N
4 i

Earnings before

interest and taxes

- Earnings before
_ interest, taxes,
‘depreciation, and
~ . amortization |

Net Income

o Eamings Per

~ Share

."’-F‘L.-l\t

25




Accounting & Finance Crash Course

Income Approach: An example

2002 2003 004 2005

- BrotaiMarket Reverie - $15_2,_o11,-111' ’\$167,3s-:{5_,059 $184,.967,120 | $205,190.192

| Expected Market Share | 45% | 43% 40% 38%

| RoyaltyBase . $68.405,000 | §76,946,322

RoyatyRate Y TR %ln_come T
o " A Attributable | |
Estimated Royalties o $3,420,250 totheIP - $3.847,316

. X(1-TaxRate of 35%)

65% |  65% 85% 65%

 Estimated AflertaxRoyalties  $2223,162 ) $2312,080 $2404573 $2500.755

£

07880 07164

~DiscountFactor . 7 o053 L.

"'Rres_ent'Vame_ B © $2,119,702

1894769 $1791418

Net Present Value of the P~ . [ s14,084,014 |

oo e




Accounting & Finance Crash Course

What is Discounting?

> Time Value of Money -A concept that money now is
worth more than the same amount in the future
because of its potentlal earnlng power

L > Dlscountmg — process of restatmg future cash flows
to an equivalent value in a QI’I r perlod

é B PV _= FVn __

(1 + 1)“l

._-...Where |— dlscount rate |
and n=# of perlods |n the future

27




Accounting & Finance Crash Course

lllustration of Discounting

Discount Rate = 10%

| Llcense License License License | Licénse
- Date  Date+1 Date+2 Date+3 Date+4

100 100 100 100

68 o

317 Net Present Value of Future Cash Flows




Accounting & Finance Crash Course

Choosing My Discount Rate

» What |s the d|scount rate supposed to reflect‘?
~ « Time value of money o | | '
. “Riskiness” of the cash flows

> Possnble prOXIes for a dlscount rate’?
« Risk Free Rate =~
. Welghted Average Cost of Capltal (WACC)
 Costof Debt
»  Cost of Equity
« Prime Rate
~» Others o
- — Option pricing
— Hurdle rates
— Venture capitalist-rates_

i

29
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Accounting & Finance Crash Course

Choosing My Discount Rate

> What |s WACC’?

"« The opportunlty cost to all the capltal prowders wetghted by their
- relative contrlbutlon to the total capltal of the company

Debt as % B After Tax o Equity as %  Cost of Blended
~ Total Fundmg Costof Debt ~  Total Funding Equity - Cost

e

W, * K (1 T(g + WE * Ky = WACC

10




Accounting & Finance Crash Course

Choosing My Discount Rate

> Should | use WACC’?

« Is the project in the same busmess as your WACC comparable
company? . L - -

» Will the project support the same amount of debt (| e., |f it were
financed independently, would it be flnanced entlrely wrth equity or
with some debt.)?

« Will the project s debt to value ratio stay constant?
> Caveats

.+ 'WACC is hot the only d|scount rate that can be used

¢ There are many situation-specific factors that affect the |
'computatlon of WACC T N

W | Lo :

. o
Pl .' \\ -
7 s 7 b
| I )




Accounting & Finance Crash Course

Choosing My Discount Rate

s

| > What should a dlscount rate reflect’?

. Same risk as the nsk mherent in the cash ﬂows
. The cost of obtamlng funds -

-__Every S|tuat|on is dlfferent |
1 * You must evaluate every S|tuat|on separately
e The selectlon of a discount rate is very Sttuatlon speCIﬁc

32




Accounting & Finance Crash Course

The Importance of the Discount Rate

Dilbert / By Scott Adams

DOGBERT 15 A CREATNITY

MUMBO TJUMBO. WE
_NEED aumnmnve

CONSULTANT
k2 " WE DON'T } NEEDANY™
. OF YOUR “INTUITION"

FARME D 15 Ua i SomCKe, 0

THE. ONLY LJAY TO MAKE
 DECISIONS IS TO PULL
* NUMBERS 0UT OF THE

AlIR, CALL THEM

"ASSUMPTIONS,” AND
T CALCULATE THE NET
: PRESENT VALUE .

Latremet  ScoftAsmrmy manc (ory

| OF COURSE, YOU KAVE TO

| USE THE RIGHT DISCOUNT
RATE, OTHERWISE
ITS MEANINGLESS.

3]

T
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How Do I Valué IP’?
IP Va

mtmn Emm

e

Overview of Dealing w

tainty in IP Valuations
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How Do | Value IP?
Cost Approach premise

» Value = Cost to replace or re-create the IP

! > Theory: Llcensee avoids these costs by Ilcensmg the
| IP from others & |

| > Costs may mclude

.+ R&D (labor and overhead) o
. Testing and regulatory approval costs

. - Patent protectlon costs | |

. Equment and other capltal mvestments

. Opportunlty costs of diverted resources |

36




How Do | Value IP?
Cost Approach observations

K

> Some observations...

Does not reflect earnmgs potentlal' o
- - Could Ieave money left on the table

~ Often used when many substltutes are avallable
= Indnfference pomt in “bmld or buy” analysis

Sometimes used for embryonic techhology
- — Earnings potential may be “fuzzy”

" Don’t forget costs of delayed market entry
-~ First vs. second or third market player

37




How Do | Value IP?
Market Approach premise

> Value = Arm s-Iength pr|ce pald in comparable
transact|ons |

'ef;;i > Theory Llcensee is not W|ll|ng to pay more than
| others have paid for similar IP | |

> What constitutes a “comparable” transactlon‘?
. Nature of technology and 1P protectlon -
. Market size and characterlstlcs (e g. number of appllcatlons) |
. Scope and status of patent protectlon
. Terms of the agreement (e g., field of use restnctlons)

e ,A”_,__Growth outlook for relevant products

“« Barriers to entry

~s - Other

St




How Do | Value IP?

Market Approach observations

> Some observatlons

By definition, IP is umque N |
No two deals are exactly alike

leflcult to compare deals wrth multlple forms of compensatlon
(e. 9., equity, m|Iestone payments, runmng royaltles) |

Many “hidden” deal factors (e g-, strateglc buyer “premlums”)
Often used to establish “ballpark” values, especially for runmng

- _royaltles o |
| 'Favored by tax authorltles for deals wrth afflllates

39




How Do | Value _IP?

> Value = Present value of the expected future i mcome
stream -

! > Theory: Licensee is willing to pay some portlon of its

economlc gain from usmg the IP

> Th ree parameters

. Amount of the i mcome stream
. Duratlon of the mcome stream R
Risk assomated w:th the reallzatlon of the mcome o

40




How Do | Value IP?
Income Approach observations

> Some observations..
« Most rigorous valuatlon method
. Exposes sensitive varlables and potentlal deal breakers

. Often used in comblnatlon w:th probab:llty anaIySIS (dec13|on tree
modelmg) ' -

. Poor assumptlons lead to meanmgless results
Challenge is to apportlon or isolate the mcome stream related to IP
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How Do | Value: IP?
Income Approach: An example

2004 2005

| otal Market Revenue ~~  "*'$152 011,111 \$16? a91 059 §$184867,120 5205190192

| Expected Market Share S 5%:‘-__}'5{}” 430/07;25_;;'_"?'.-_ 40% | 38%

| Royalty Base o ff_f' $68 405 ooo_-’.i”_f-_-;; B Annual  SEETCXT P

RoyaltyRate ~ L 5%_'?‘ §8] Income (VAN 5%
| o | R A Attributable N -
| Estmated Royaties -~ $3420 250._'__;__, | $3,847.316

X (1-TaxRate of 35%) - o 65% e

. 65%

 Estimated After-tax Royalties | _' $2223,162 ) $2,312,089 $2404573  $2,500,755

)
" Discount Factor | 09535 L 0.7880 0.7164

" PresentValue | $2,19702.

1,894,769 _ $1791418

“Net Present Value of thetPr [ $14,084,014 |

mw EE

AN . . P : : T
i ; ) : \
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Why Value

& Finance ¢
Value IP?

Accounting

> IP Valuation Example

Overview of Dealing wit

Why IP is Important

How to Generate Value from IP

>rash Course:

h Uncertainty in | PVa
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IP Valuation Example

Transaction Details

Amati Communications Corp.

(DMT) technology for Digital Subscriber Line
(DSL) high-speed data communications

FY 1997 Sales: $13.2 million

Employees: 120 S

Leading developer of Discrete Multi-Tone

FY 1997 Net Income: $12.2 million (loss) - §

"~ Texas Instruments

Global semiconductor édmpany fhat designs-
and supplies digital signal processmg (DSP)

‘and analog technologies

FY 1997 Sales: $9.75 billion

FY 1997 Net Income: $1.81 billion

Employees: 44,140

> $20 per share offer $395 nillion

> $14.8 m11110n break-up fee to' Westell " 5-.eéhnolog1és Inc B
> Goal: .C,om_b;ne_ Amdti’s DMT technology with TI’s DSP chips 3




IP Valuation Example

Amati Assets

As of November 19, 1997

> Patent portfoho bemg valued |
Excluswe rlghts to 3 Stanford patents e
| “10.issued U.S. patents | e
w17 US. patent apphcatlons

n Average explratton Oct. 14, 2015 (treatas12/31/15f0rvaluatlon)

» Other assets

o 120 employees (48 in Research and Deve
o In- process R&D

= Nettangible assets (assume book = market value): $5 million

48




IP Valuation Example

Seminat DMT-Based DSL Patents

As of November 19 1997 Amat1 had foundatlonal IP for DMT based
DSL technology

Citati_on Tree for 5,400,322

At the t1me of the
acquisition, Amati §§
had approximately §
25-30% of all DMT & .
patents worldw1de*

_ Motorola Motorola :
,’_:___—J__—/’/ Motorola |
Amati 5,400,322 ==~ | Motorola
\\ Motorola

Motorola

- Netspeed Motorola

‘Motorola was a licensee . §
of Amati and g competitor §
of Texas Instruments :

o * Note: Based on an analysis of DMT-based DSL oatents using ﬁlitig dates up to'and iﬁoludmg 1995. . _ - ' - ‘
INI[EHP | o o , | . N P 49
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IP Valuation Example

Market Analysis

‘Service
Providers

 eg,SBC, Telocity S ‘ _é..g., 3Com

“e.g., T, Analog .

Devices

arket F acts

v DSL Works over existing copper cable -9 |

“most infrastructure in place.

v “Last- m11e limitations in US. > serv1ce x

avallable 10:25% of homes in 1999
growmg to 80% by 2004, .

14 2 ch1psets requlred for each line (at. end— 1
_user location and at central ofﬁce)
:_,_.)/ Competltlon from fiber optics, cable-

modem satelhte and ereless broadbarid

Worldwide Market tatistics

(millions) | |
| . 1995 1997 1999 2002E
Phone Lmes 691 792~ 905 . 1,115

PCs . -.230 320 . 430 ~ 670 = |

Internet Users 34 92 2570 600 . o
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IP Valuation Example

Market Assumptions

> DSL used by 30% of mternet users worldw:de by 2015 o
» Chipset prlces decline from $40 in 1998 to $16 in2015
. Worldwide Market Assumptioﬁs Chipset Price Assumpﬁdﬁg
2 120 e, P _ -
£ 100 - L 30% B $40 _ R
ET] - 535 | —
¥ '8 o+ - 25% Z $30 : \ — . .
. .:E - 20% 3 |——Chipsets $25 R \\ -
‘% 801 1 15% % % internet Users ifg : ———_
| - 10% & $10
5 20 L 59 % $5
§ 0 00/ $D T T T T ] T T ¥ T T T T
— T ' ? W @O T N T YOO 0@ = N M T I
288388 gd 2 8888388888888 5 535 o
a T -
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IP Valuation Example

Model Update

1998

Worldwide DSL Chipst Shipment Forecast (000) 778

1,_186..__

... $38

%37

2015 -

DS Chipset Sales Price per Port %40

DS Chipset Revenués (000) - - $31,120

$45.068

 $151,.848

2014

40,122
] Y4

39,746
%16

Projected IP Market Share

Projected P Revenues (000) -

$682.074

'$635,936

Apportionment to IP

IP Income Forecast (000)
After-Tax IP Income at 39.4% (000)
Discount Factor

Annual Present Value of IP Income (000)

After-Tax PV of IP income (000)
PV of Amortization Tax Benefit (000)

= Total PV of IP (000)

i
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IP Valuation Example

Model Update: Amati’s Market Share

' Assump‘?%mn Amat1 s D DT technology (adopted as standard by ANSI and
[ ETST) obtains 75% of DSL market

1998 1999 2000 . 2014 2015
.~ Worldwide DSL Chip'set Shipment Forecast (000) 778 1,186 _ 4,1.04 40,122 39,746
DSL Chipset Sales Price per Port . .$40 . $38 .. _..$37 ... . $17- . %16
‘DS Chipset Revenues (000) , $31,120 $45,068 $151,848 ... $682,074 $635,936
PrOJected IP Market Share o T5% . T5% 75% .. . T75%  75%
_ .PrOJected P Revenues(OOO) '$23340  $33;801 $113886 ..  $511556  $476952

=

Apportlonment to IP

" IPincome Forecad (000)
After-Tax IP Income at 39.4% (000)
~ Discount Factor

Annual Present Value of IP Income (000) '

N After-Tax PV of IP Income (000)
- PV of Amortization Tax Benefit (000)

Total PV of IP (000)

N = : T
AT . . . Pl . S .




IP Valuation Exafmple

Market Comparables & Profit Based Indicators

SRR

. . Market Comparables : e : :
Licensor Licensee Date . Technology e b Terms Low - . High
——Alcatel - - - integrated-. - - - 1998 ADSL technology - $5 MM upfront fee 2.5% - 6.0%
© Telecom Express : : o _
British Telecom - MitelComp. 19838 Digital circuit elements of BT's  $1.3 MM royalty cap 3.0% - .3.0%
Lo R DELTIC transceiver ~ ~  plus 40% of sub- L
A -7 license royalties
Inteleplex Corp. " Temaplexer Corp. 1988  Technology fo double phone $1.5 million upfront 6.0% . 8.0%
S .. of America line capacity using one - R
' . conventional access line _
Microphase = mPhase - 1997  Patentandtrademark license’ . $37,500 upfront, " 6.0% - 10.0%
Telecommunications  Technologies - for miXDSL technology ~ $50,000 minimum e
R ' " ramping to $1 MM
: _ : . S . minumum -~ _ -
Texas Instruments -~ Toshiba 1980  Semiconductors ' ' - 3.0% . 45%

_ Excess Earnings

Profit on Benchmark for ' Proﬁt‘ " Profit (Im'-

Patented =  “Normal” Profit == Availableto # Patented
Product, - On Alt. Products - - Pay Royalty £




IP Valuation Example

Model Update

1998 1999 2000 . 2014 - - 2015

Woridwide DSL Chipsst Shipment Forecast (000) ~ ~ 778 1186 4104 .. 40122 39746
D&L Chipset Sales Price per Port ' $40 $38 $37 ... $17 $16
DSL Chipset Revenues (000) $31120  $45068 = $151848 ..  $682074  $635936
Projected IP Market Share _ . 75% - . 75% - . T5% ... 75% : 75%
Projected IP Revenues (000) ' _ . $23,340  $33,801 $113,.886 ... $511,556 -$476,952
Apportionmentto IP .- : s B o 5% o 5% L 5% 5%
IP Income Forecast (000) . |  $1167  $1690 ° $5894 ..  $25578 $23848
After-Tax IP Income at 39.4% (000) . §707 T $1,024 . $3,451 - . $15500 - $14.452
Discount Factor ' : : ‘ . ;

Annual Present Value of IP Income (000)

After-Tax PV of IP Income (000)
PV of Amortization Tax Benefit (000)

 Total PV of IP (000)

o Lo ? I ‘ o

/—-—-\._ .. . r’/_-\\ . ] _,/




IP Valuation Example

Discount Rate Assumption

' Comparable

| Cost of Equity Capital

Amati (1997)

“[Schroder & Co]

16.3%

16.3%

| [Bloomberg].:

Texas. lnstruments (2000) |

11.6%

. 10.9%.

SIC 3674 (1997)

- .| .[lbbotson - Industry Composite]

- 12.4% -19.7%

12.0% - 19.1%

it

> : 1 6_“%) -
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IP Valuation Example

Final Valuation Model

1998 1999 . 2000 .. 2014 2015
Worldwide DSL Chipset Shipment Forecast (000) - : . 778 . 1,186 o _74,1'04' ' 40?,122 39,746
'DSL Chipset Sales Price per Port .. . $40 $38 ° $37 .. $17 $16
DSL Chipset Revenues (000) o $31,120  $45088  $151848 ..  $682074 $635,936
Projected IP Market Share : 75%  75% 75% ... - 75% 75%
Projected IP Revenues (000) | - $23,340 $33,801 - $113886 ..  $511,556 $476,952
Apportionment to.1P ‘ - 5% . 5% 5% .. 5% 5%
IPincome Forecast (000) .~ .. . $1,167 1690 . $5694 ... $25578 - $23,848
After-Tax IP Income at 39.4% (000) ' . $707 $1,024 $3451 ... $15,500 $14,452
Discount Factor : ‘ 09290 10.8009 06900 .. ____ 00863 0.0744
Annual Present Value of IP Income (000) . $657 . $820  $2381 ... $1,338 $1,075
After-Tax PV of IP Income (000) . $92589
PV of Amortization Tax Benefit (000) : 12,702
* Total PV of IP (000) $105,291




;/-_ ~, . ) . . . ; - -

‘ﬁf’

i
e
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Overview of Financial Structures in IP Licensing

Types of Financial Structures” (1 of 4)

Form of Compensation

Lump Sum Payment

with executing the license and represents
the only payment that the licensee will make,

[ Licensor Considerations |

Licenseé Considerations

A single cash payment made s:mu!taneously :

Often reasonable for small licenses

% Has'a strong dessrelneed for near-term _
" cash :

_Limited faith in licensee performance

Limifed resources to account for or
audit licensee's records

Does not want to disclose sales-related

information to the iicensor

. Believes Ilcensor underestlmates

opportunity .

Less concemed w/ downside risk

Awvailability of cash / iicenéor need cash '

Up-Front Payment

Cash payment(s) made concummently or
within a specified number of days of
_ executing the license agreement.

* Non-creditable
~ * Advarnice or creditable
- * Technical aj'ssis__tance fee

May (or may not) be creditable aga[nst

future myaltles :

Has a strong deswelneed for neartem -
cash

May account for past infringement

Desires fixed cost versus per unit

- variable cost (flump sum} -

Availability of cash

Less concemed w/ downside tisk

Milestone Payments

Specified payments due upon the crossing
of cerfain milestone events.

* R&D _

* Clinical testing

Regulatory approvals
Patent issuance / approvals

*

*

Desire to continue research

Comfortable w/ risk of achieving
milestones

Value hinges on achievem:ent of
milestone(s)

Desire to incentivize licensor to
achieve milestone
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Overview of Financial Structures in IP Licensing

Types of Financial Structures” (2 of 4)

Form of Compensation

*_Licensor Considerations i

Annual Fixed Payments

Anhua_l cas_h paymehts due oneach -

anniversary of the flicense for as long

.- as the license is in effect.

When use of a process, method

or machinery for which no definite use
measurement is appropriate

Desire for conmstent annual cash ﬂow

Feels downsu:]e potentlal exists

Licensee Considerations

* - Desire for consustent (non-\.anable)
payment :

Feels upside potential exists _

Does not want 'topro\.tde‘iiéen'sor with

_ relevant business information (i.e., per

unit or percentage royaitles)

Guaranteed Min./Max. Annual
Payments '

Annuaf cashi 'payntents due on each
anniversary of the license for as fong
as the ficense is in effect. These
payments have specified mrmmum and
max:mum amounts

Need to |ncent|\nze licensee to implement

techno[ogy

Upside "potentiall'due'“to forces beyond

scope of license

" Often critical in exclusive arrangements

Long term sales forecast is relatmely
predlctable and sufﬁclent to cover

_minimums

* Does not want licensor to beneﬁt too

much from upside

* Less concemed W/ downside risk

: Ru'hﬁ'in-g'Royalty

Payments which are due upon the use of

the ficense. Typically, licensee pays

- .-ofn a periodic basis (e.g., monthly, quarterly).

* Net sales

* Multi-tiered
* Per unit * Kicker / deflator
* Per use

* Cumulative maximum -

Feels participéting in commercial

success of licensee is an appropriate -

way to maximize technology value

Reasonably confident in licensee's

ability to perform

Sufficient resburces to account for or

. audif ficensee's records

_ Limited ability to pay for hcense ahead =
o of sales

Desu'es Ilcensor to be tled to
- -commercial risks - -

Sales forecast is uncertain or
limited upside exists
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Overview of Financial Structures in IP Licensing

Types of Financial Structures” (3 of 4)

IR

%

[

Form of Compensation

Licensor 'Conéide rations f

Equity Stake

Licensor agrees fo take equity-based
compensation (it the licensee's company)
in exchange for the rights to the license.
May afso involve the licensee acquiring
equity in the licensor (plus the technology
license) in exchange for cash.

*‘Common equity
* - Preferred equity
* Options

* Convertible debt

Very comfortable w/ risk
Limited need for cash from Iicensing

Falth in Ilcensees busmess / potentlal
acqmsmon candidate

Believes value of licénse is directly
related to the value of the licensee
(e.g.. start-up company)

[ Licensee Considerations

Considers licensor a pbtentiai ?
acquisition candidate :

Limited ability to pay cash

Availability of equity

Desire to ‘own a portion of the -

licensor as well as hawe access

to technology

Supply! Purchase Contracts

Lfcensee agmes to buy/sell goods al terms
that are commercially favorable fo licensor
or licensee.

* Product
* R&D _ _
* Manufacturing rights

Desire to securs long-tem source |
for products utilizing technology

Limited need for cash from licensing

Faith-in lice'nsee performance - '

Requires sectire purchase contract”™
prior to commercializing technology

Potential exists to utilize technology
for sale to other customers (bes:des
licensor) .

~ Patent Pick

Licensee agrees fo allow the licensor to "’pr'ck"

in the future a limited number of its patents
or frademarks for use on a royaity-free basis
or for preset royaity amounts.

*

Believes licensee may underestimate
value of its portfolio -

Beliewes licensee likely to develop
technology in key areas

T

Need to understand value of lts patent
portfolio -

Licensee & licensor are not competitors

{e.g., different geographies, markets
custorers, etc.}
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Overview of Financial Structures in IP Licensing

Types of Financial Structures” (4 of 4)

I Form of Compensation . [ Llcensor Consrderatrons | | Licensee Considerations |

Grant Backs / Grant Forwards * Need future IP forllcensmg efforts . * Feels that licensor likely to develop
C P St 2775 "technology-that will be useful / required
The licenseedlicensor grants the licenso/ -~ * Feels that licensee lrkely to devetop :
. licensee rights fo use improvements . - technology that will be useful / required °
.~ on a royalty-free basis or for preset royalty ' e ' :
amounis.
- ‘Sublicensing (Revenue) Rights * Feels licensee better able to license©  * Need for sublicensing rights for
' o L ' technotogy S e e e (Secqnd) sourqeofsuppty:
" A provision whereby the licensor shares o ' R T
any revenues that the licensee receives * Feels Ilcensee better able to Iscense .. ¥ Desireto Ilcense partners of current

from-sublicensing to third parties. ~~ = technology L . A licensees

(1} Notse The above list is not intended to be all encompassing, but is presented for |ttustrat|\»e purposes only A 3|gn|ﬁcant number of
other consrderatlon are relevant in structunng benefit fiows. ‘ : - :
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Disclaimer

The concepts and theorles covered by thls presentation
are for discussion purposes only and are not intended to
be all- mcluswe on the topics of IP valuation and royalty
rates. Many of the approaches and data sources are
illustrative onIy and do not necessarily represent the |
approaches or data sources that the author or InteCap,
Inc. would use in any particular situation. These slides
were compiled by the author and do not reflect the
oplmons of lnteCap, Inc. While the case examples are
based upon real world situations, the specific facts and |
assumptlons are prlmanly hypothetlcal
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