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~ Why IP is Important

~ Why Value IP?

~ How to Generate Value <from IP?

~ Accounting & Finance Crash Course

~ How Do I Value IP?

~ IP Valuation Examples

~ Overview of Dealing with Uncertainty in IP Valuations

I~H~~~ 1



r--·.

> Why IP i$! Important

> Why Value .IF?
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~ "Only in recent decades, as the economic product of the United
States has become so predominantly conceptual, have issu~s related
to the protection of intellectual property rights.come to be seen as
significant sources of legal and business uncertainty."

- Alan Greenspan, Febfuary27, 2004

~ "In recent decades; for example, the fractionof t~e tota.l outJ),ut of(>Ur
I economy that is essentially conceptual rather than physical l[Ias been

rising. This trend has, of necessity, shifted the emphasis in~sset

valuation from physical property to intellectual property andJo the
legal rights inherent in intellectual property. Though the shift may
appear glacial, its impact on legal and economic risk is beginning to
be felt."

- Alan Greenspan, February 27, 2004
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~ The 'Traditional' corporate treatment of IP
• Corporate cost center
• Not allocated enough resources to be managed effectively
• A sense itwas needed I but not really appreciated or taken for

granted

~ The 'New' business view of IP
• CEO's Letter, IBM 2001 Annl.lal Report - "In 2001, we became the

first enterprise to earn more than 3,000 new US patent awards"
• Incremental revenues through licensing
• FASB Statements 141 and 142 - What's this? 'Better' accounting

for intangibles!

-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 transactions. As a result, better information
about intangible assets was needed.

http://www.fasb.org/stlsummary/stsum142.shtml
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> "By some estimates, companies are sitting on $1 trillion a year
in untapped licensing fees"

-USA Today

> "The 500 largest firms in the United States generated
intangible value of US$7.3 trillion (69.96% of total value)"

- February 2002 Intangible Mngmt. Value Survey

l~nL~~ 8
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~tl/fiswidelyaccepted that intangible (knowledge. or intellectual)
assets are the major drivers of corporate value and growth in most
economic sectors ."

~ &&Evaluating profitability and performance ofbusiness e"terprise,
by say, return on investment, assets or equity (ROA, ROE) is

~] seriou~/yflawedsince the valu~ 0t thefirm's.rnajorasset-
~4' intangible capital-is missing from the denominator of these

indicators."
1

- 'Feng Gu and Baruch Lev, INTANGIBLE ASSETS, Measurement, Drivers,
Usefulness,April2001,p.2

l~nL~~ 10
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~ "Once executives understand the value of intangible assets, they
will pay more attention to effective management of them. They
will also realizethatidisclosing information about intangible
assets can build stroilgerrelationships with investors (and other
stakeholders), helpihg insulate their share price from· the vkgaries
of the market. 11

Gartner Research, OctQber 2001

l~nL~~ 12



~ llRather than protect their intellectual property to prevent lawsuits,
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 industry, and promote product
development. 11 .•.. .•.. .. ..••.

- Financial Post, September 4, 2003

~.\!:
{; .

• "One of the challenges facing companies thatw~nt to. license
technology is balancing a desire to make sales and establish industry
standards with the need to keep a competitive edge. They ha~e to
decide what is core technology and what can be licensed to rivals."

- Financial Post, September 4, 2003

I~HL~~ 13
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> "There is no faster-growing, more contentious field in the legal
world than what's known (is intellectual property."

- Chicag.aT..n.• ·.l>.u..•.•..ne,. A.u.gust 2002, quating federal ju.•. dge
Richard.F'()~lle.,.,~~lli()rLecturerin Law at The University af
ChicagaLaw Sch()ol

.

> "Business awareness of.tlle value 0tintellectual property
rights may be growing but, according 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 rights arise and how they can be protected."

- Financial Times, March 23, 2003

I~H~~~ 15
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> WhylP is Importan

> Why Value IP?

>- How to Generate Value from IP

~ Accounting & Financ~ C.rash Course

, .~ How Do I Value IP?

~ IP Valuation Examples

~ Overview of Dealing with Uncertainty in IP Valuations
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Intangible Assets Knowledge Capital

Intellectual
Assets

IP

l~nL~~ * Source: Patrick H. Sullivan, Value-Driven Intellectual Capital
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~ Importance to the
Product/Process

~ Uniqueness

~ Speed of Technological
Change in Industry .

~ Development Cost of
Alternative Technology

~ Strength of the Patent

~.. Commercial
Success/Popularity

~ Potential for Convoyed Sales

I~H~~~
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~ Na'tijl~Recognition:.
~. Mark~tShare/~ . <;

~ Command ~;ri,~iFl~~,:pr~~ii:ym
Potential to Leverage'UiJto"

:-:. ",•.,:'" "',',," :'-:"':-':';'-"~;>;'::" _,' ',: ::_':,:::i\h~:i,: ,,: ,",'" ,,' ,-/??;\::;
N~\M Markets or Market

-"' c' " "-'>:::,::':-",',-"''f{

Segn;t,enlts ..' ·i· i

..~. 8~atrie'r~ to EntrY Int0Ma,r~pt .
.,...... -':"::<';'-:', -- " _."-" ...-'- '. ':. ," .<,,,,', '.; ':"'y"
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:J;>.lmportal1'ce to the '.'
ProductlP,rocess

. '. :--

);- Uni.queness~·1 '..

);- ~p~ed of Technol6gJcai
"'iifi! I _ .• ', _ .... .... . '_ .' _ ,-",'.<:, .• ' ',' \',:'. Change in Industry·" ..

);- .DevelopmenfCost of .'
AlternativeTechn~I'ogy

);- Strength ofth~'Patent
.Commercial
.Success/Popularity

);- Potential for Convoyed Sales

l~nL~~

);- Name Recognition

);- Market Share

);- Command Pricing Premium

);- Potential to Leverage Into

New Markets or Market

SegmentS

);- Barriers to Entry Into Market
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? How Do I Value IP?

? IP Valuation Example

? Overview of Dealing with Uncertainty in IP Valuations

I~n~~~ 24



"
Q: What's EBIT?

Q: What'sEBITDA?

Q: What's NI?

Q: What's EPS?

I~n~~~
~,

( ..

Earnings before
interest and taxes

Earnings before
interest,. taxes,

depreciation, and
amortization

Net Income

Earnings Per
Share

25
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> Time Value of Money - A conce,:dthatmoney now is
worth more than the same amount in the future
because of its potential earning power.

> Discounting ~ process of restating future cash flows
to an equivalentvalue in .apriorperi6('J

PV --
FVn

(1 + i)n

I~n~~~

Where
and

i = discount rate
n = # of periods in the future

27
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IDiscount Rate = 10% I

License License License License License
Date Date +1 Date +2 Date +3 Date +4

4 I I I I~-

I~H~~~

100 100 100 100

91,I
83 ~ ,
75 ~ ,
68 ~ ,

317 Net Present Value of Future Cash Flows
28



~ What is the discount rate supposed to reflect?
• Time value of money

• "Riskiness" Of the cash flows

l~nL~~

~ Possible proxies for a discount rate?
• Risk Free Rate

• Weighted Average Cost pf Capital (WACC)

• Cost of Debt

• Cost of Equity

• Prime Rate

• Others
- Option pricing .

- Hurdle rates

- Venture capitalist rates

29
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~ Whafis WACC?
• The opportunity cost to all the capital providers weighted by their

relative contribution to the total capital of the company

Wn * Kn *(1 -Tc) + WE * KE - WACC
t ~ t t ty

Debt as % After Tax Equity as % Cost of Blended
Total Funding Cost of Debt Total Funding Equity Cost

I~HL~~ 30
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~ Should I use WACC?
• Is the project in the same business as your WACC comparable

company?

• Will the project support the same amount of debt (Le., if it were
financed independently, would it be financed entirely with equity or
with some debt.)?

• Will the project's debt to value ratio stay constant?

~ Caveats
• WACC is not the Only discount rate that can be used

• There are many situation-specific factors that affect the
computation of WACC

I~H~~~ 31
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~ .• ··Whatshould a discount rate reflect?
'{Same risk as the'risk inherent in the cash flows

.• ThEfc()st.of qbtaining funds

~ .. Every situation is different
• You must·evaluate every situation separately

• The seleCtion of a discount rate is very situation specific

I~HL~~ 32



.~~l?ert.1 By ScottAdams
Of COURSE, YOU t-lAVE TO
U5E. TttE fUGAT DI5COUNT
RATE I afHERW[5E
11.5 MEANIN6LE55.

tl t GO
AWA.Y•i
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<... - ..,
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~ ~~~~fr

OOGBfRT 15 A cREATIVny lKE. ONLY WAY 1'0 MAKE.
~ON5ULTANT . ~ _DECl:> IONS 15 TOf'ULL

~;-- -- -_...- -"-- ...-- i -NUr10ER5 OUT Of l:HE.
'; AiR. CALL TIiEM.
1 •A55UMPTlOI\I5," AN 0
; . CALCULATE THE NET
i ff\t5ENT VALUE.
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~ Value =Cost to replace or re-create the IP

~ Theory: Licensee avo.ids these costs by licensing the
IP from others

~ Costs may include:
• R&D (laboral1d overhead)
• Testing and regulatory approval costs
• Patent protection costs

• Eq~i.prnent·.·.ar1d •...other··C:~ ••Pital .••.i.nvestments
• Opportunity costs ofdiverted resources

I~H~~~ 36
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~ Some observations....

• Does not reflect earnings potential!
- Could leave money left on the table

• Often used when many substitutes are available
. ~ Indifference point in "build or buy'~ analysis

• SOr1'letimesus~d for embryonic technology
- Earnings potential may be "fuzzy"

• Don't forget costs of delayed market entry
- First vs. second or third market player

I~HL~~
r
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~ Value =Arm's-length price ,paid in comparable
transactions

~ Theory: Licensee is not willing to pay more than
others have paid for similar IP

~ Whafconstitutes a "comparable" transaction?
• Nature of technology and IP protection
• Market size and characteristics (e.g., number of applications)

• S~o~e apd,status ?f~~tertH.rotection

• TerTs ofthe agreernent (e.g., field of use restrictions)

• Growt....h......•0.. utIook. ..for relevant products
" ,." ' ' ' ,- , ", '

Batriersto entry
• . Other

I~H~~~ 38



l'l

i

> Some observations...
• By definition, IP is \lnique

• No~o ~eals.aree)(aftly..alike

• Difficult to compare de.als with multiple formsgf compensation
(e.g., equity, milestone payments, running royalties)

• Many "hidden" deal factors (e.g., strategic buyer "premiums")
• Often used to establish "ballpark" values, especially for running

royalties

• Favored by tax authorities for deals with affiliates

I~n~~~
~\
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~ Value = Present value of the expected future income
stream

~ 'Theory: Licensee is willing to pay some portion of its
economic gain from using the IP

~ Three parameters:
• Amount ofthe income stream
• Duration of the income stream
• Risk associated with the realization of the income

I~HL~~ 40



~ Some observations...
•
•

•

•
•

l~nL~~
r\

Most rigorous valuation method
Exposes sensitive variables and potential deal breakers
Often used in combination with probability analysis (decision tree
modeling)
Poor assumptions lead to meaningless results
Challenge is to apportion or isolate the income stream related to IP

41
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2002 2003 2004 2005

Total Market Revenue $152,011,111 $167,391,059 $184,967,120 $205,190,192

65%

Expected Market Share

Royalty Base

Royalty Rate

I Estimated Royalties
~~:,i

X (1 - Tax Rate of 35%)

$68,405,000

5%

$3,420,250

65%

40%

65%

38%

$76,946,322'

5%

$3,847,316

65%

0,7164

$2,500,755

$1,791,418

0.7880

$2.404,573

Risk

$2,312,089

I
I

$;t. i'll"tW"iT&::;';<"'''''''~;~?i';'''~ $1 ,894,769$2,119,702

$2,223,162

__-=:c0.;.:;..95=..:3c.::....5 ~-,

Present Value

Discount Factor

Estimated After-tax Royalties

Net Present Value of the IP

l~nL~~

I $14,084,014 I
45
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y Why IP is Important

y Why Value IP?

y How to Generate Value fromlP

};- Accounting & Finance Crash Course

y HoW Do I Value IP?

> IP Valuation Example-

};- Overview of Dealing with Uncertainty in IP Valuations
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Amati Communications Corp_

Leliding developer ofDiscrete Multi-Tone
(DMT) technology for Digital Subscriber Line
(DSL) high-speed data communications

FY 1997 Sales: $13.2 million

FY 1997 Net Income: $12.2 million (loss)

Employees: 120

Texas Instruments

Global semiconductor company that designs
and supplies digital signal processing (DSP)
and analog teclUlOlogies

FY 1997 Sales: $9.75 billion

FY 1997 Net Income: $1.81 billion

Employees: 44,140

l~nL~~

Transactitln])etails ,.
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As of November 19,1997:

I~H~~~

~ Patent portfolio being valued
• Exclusive rights to 3 Stanford patents

• . 10:issuedU$. patents

• 17 U.S. patent applications

• Average expiration: Oct. 14, 2015 (treat as 12/31/15 for valuation)

~ Other assets
• Net tangible assets (assume book = market value): $5 million

• 120 employees (48 i.n Research and De",~!:~~~~~t~
• In..process R&D ·.;~~·Nt'>",:.:ii

48



As ofNovember 19, 1997, Amati h(id foundational IP for DMT-based
DSL technology:

Citation Tree for 5,400,322

I Motorola was a licensee
ofAmati and a competitor
of Texas Instruments

At the time of the
acquisition, Amati
had approximately
25-30% of all DMT
patents woildwide*

I

r Motorola I I... ~ Motorola I
AmaH 5,400,322 +- __.._J Motorola I,

Motorola

I '\ -I
Netspeed II Motorola I Motorola I

Motorola

I~n~~~
* Note: Based on an analysis ofDMT-based DSL patents using filing dates up to and including 1995.

49
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DSL
Market

Service
Providers

e.g., SBC, Telocity

HW
Mfgs

e.g.,3Corn

.:Chipset
Mfgs·

e.g., n, Analog
Devices

Market Facts
,(DSL works over existing copper cable -7

most infrastructure in place.
,("Last-mile" limitations in U.s. -7 service

available to 25% ofhomes in 1999
growing to 80% by 2004.

,(2 chipsets required for each line (at end
user location and at central office).

,( Competition from fiber optics, cable
modem, satellite, and wireless broadband
technologies.

Worldwide Market Statistics

I~H~~~

(millions)
1995

Phone Line;; 691
PCs 230
Interhet USerS 34

1997
792
320
92

1999 2002E
905 1,115
430 670
257 600

50



» DSL used by 30% of internet users worldwide by 2015

» Chipset prices decline from $40 in 1998 to $16 in 2015

rtf

.

Worldwide Market Assumptions Chipset Price Assumptidn$
..

:g 120 35% ..J $45
,2 Ul $40'§ 100 30% c

;; $35- 25% ';: .. ..............'" 80 $30.. l!! , --.....CL
$25

.
CL 20% = --Chipsels:c 60

~
::J $20Ul 15% l) --% Internet Users

J!l c $15.. 40 ~.. 10% .! :CL $10:c c .. :
20 -

0 5% '0 $5
oJ

'" $0Ul
0% •c 0

ex> 0) 0 ;:; '" '" ... '" <0 ..... ex> Q) 0 ~ '" '" ... '"ex> 0 '" ... <0 ex> 0 '" ... 0) Q) 0 0 0 0 0 0 0 0 0 ;:; ;:; ;:; ;:; ;:; ;:;Q) 0 o 0 0 o ~ ~ Q) 0) 0 0 0 0 0 0 0 0 0 0
0) 0 o 0 0 00 o ;:; ~ ~ '" '" '" '" '" '" '" '" '" '" '" '" '" '" '" '"~ '" '" '" '" '" '" '" '"
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WorldwideOS-Chipset Shipment Forecast (000)
OS- Chipset sales Price per Port

OS-Chipset ReVenues (000)
Projected IP Market Share

ProjectedlPRevenues (000)
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 PI! of IP Income (000)
PI! of Amortization TaX Benent (000)

Total PV of IP (000)

I~H~~~

1998

778
$40

$31,120

1999

1,186
$38

$45,068

2000

4,104
$37

$151,848

2014 2015--

40,122 39,746
$17 $16

$682,074 $635,936

52
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AssumptiOn: Amati '8 p;rvrT technology (adopted as standard loy AN~H and
.El'~I)obtains 75%ofbSL mar1¥et· ..

Worldwide DSL Chipset Slipment Forecast (000)
DSL Chipset sales Price per Port

DSL ChipsefRevenues (000)
Projected IP Market Slare

~ Projected IP ReVenues (000)
'Ilfli:i 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 PI! of IP Income (000)
PI! of Amdrtization Tax Benefit (000)

Total PV of IP (000)

l~nL~~

1998 1999 2000

778 1,186 4,104
$40 $38 $37

$31,120 $45,068 $151,848
75% 75% 75%

$23,340 $33;801 $113,886

2014 2015

40,122 39,746
$17 $16

$682,074 $635,936
75% 75%

$511,556 $476,952

53



Licensor
--- -+---Alcatel--

British Telecom

Inteleplex Corp.

Microphase
TeleCOmmunications

TeXas Instruments

Licensee
Integrated·
Telecom Express

MitelCorp.

Terraplexer Corp.
of America

mPhase
Technologies

Toshiba

Date
1998

1988

1988

1997

1990

Market Comparables
Technology

ADSL technology

Digital circuit elements of BT's
DELTIC transceiver

Technology to double ptione
line capacity using one
conventional access line

Palent and trademark license
for mfXDSL technology

Semiconductors

Terms
$5 MM upfront fee

$1.3 MM·royalty cap
plus 40% ofsub
license royalties

$1.5 million upfront

$37,500 upfront;
$50,000 minimum
ramping to $1 MM
minumum

Low
2.5%

3.0%

6.0%

6.0%

3.0%

High
6_0%

3.0%

6.0%

10.0%

4.5%

- 1- .

Profit on
Patented
Product

I~HL~~

-
Excess E~rnings

Benchmark for
"Nonnal" Profit
On Alt. Products

Profit
Available to
Pay Royalty

Profit on
Patehted
Product

x

25% Rule

25%
Royifl'(y
StarliIig
-Point
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Worldwide DEl. Chipset Slipment Forecast (000)
DEl. Chipset Sales Price per Port

DEl. Chipset Revenues (000)
Projected IP Market Slare

Projected IP Revenues (000)
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 PI! of IP Income (000)
PI! of Amortization Tax Benefit (000)

Total PVofIP(OOO)

l~nL~~

1998 1999 2000--
778 1,186 4,104
$40 $38 $37

$31,120 $45,068 $151,848
75% 75% 75%--

$23,340 $33,801 $113,886
5% 5% 5%-

$1,167 $1,690 $5,694
$707 $1,024 $3,451

2014 2015

40,122 39,746
$17 $16

$682,074 $635,936
75% 75%--

$511,556 $476,952
5% 5%

$25,578 $23,848
$15,500 $14,452
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Comparable Cost of Equity Capital WACC

..

Amati (1997) 16.3% 16.3%
[Schroder &C6.]

.

. . .

Texas Instruments (2000) 11.6% 10.9%
[Bloomberg]

•• « •

.

SIC 3674 (1997) 12.4% -19.7% 12.0% -19.1%
[Ibbotson, Industry Composite]

I~H~~~
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1998 1999 2000 ... 2014 2015

Worldwide DS- Chipset Slipment Forecast (000) 778 1,186 4,104 .... 40,122 39,746
. DS-ChipsetSalesPrice per Port $40 $38 $37 ... $17 $16

DS- Chipset Revenues (000) $31,120 $45,068 $151,848 ... $6132,074 $635,936
Projected IP Market Slare . 75% 75% 75% ... 75% 75%

Projected IP Revenues (000) $23,340 $33,801 $113,886 ... $511,556 $476,952
ApportibnmenttolP 5% 5% 5% ... 5% 5%

~,
IP Income Forecast (000) $1,167 $1,690 $5,694 '" $25,578 $23,848
After-Tax IP Income at 39.4% (000) $707 $1,024 $3,451 ... $15,500 $14,452,
Discount Factor 0.9290 0.8009 0.6900 ... 0.0863 0.0744

Annual Present Value of IP Income (000) $657 $820 $2,381 ... $1,338 $1,075

After-Tax PV of IP Income (000) $92,589
PV of Amortization Tax Benefit (000) -- 12,702

Total PIt of IP (000) $105,291
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> Why IP is Important

> Why ValuelP?

> How to Generate Value from IP

> Accounting & Finance Crash Course

»> How Do I Value IP?

»> IP Valuation Example

> Overview of Financial Structures in IP Licensing
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I Fonn of Compensation I

Lump Sum Payment

A single ceSh peyment made ~imultaneously

"'th executing the license and represents
the only payment that the licensee "'" make.

Up-Front Payment

Cash payment(s) made concurrently or
"'thin a specified number of days of
executing the license agreement.

• Non-creditable
* Advance or creditable
* Technical assistance fee

Milestone Payments

Specified payments due upon the crossing
of certain milestone events.

• R&D
* Clinical testing

RegUlatory approvals
* Patent issuance / approvals

I Licensor Considerations I
* Often reasonable for small licenses

* Has a strong·desireJneed·fornear~tertn

cash

* Limited faith in licensee perfonnance

* Limited resources to account for or
audit licensee's records

• May (or may not) be creditable against
future royalties

* Has a strong desire/need for near-tenn
cash

• May account for past infringement

* Desire to continue research

• Comfortable wi risk of achieving
milestones

I Licensee Considerations I
* Does not want to disclose sales-related

intonnation to the licensor

* Believes licensor underestimates
opportunity

* Less concerned wI downside risk

• Availability of cash I licensor need cash

* Desires fixed cost versus per unit
variable cost (lump sum)

• Availability of cash

* Less concerned w/ downside risk

* Value hinges on achievement of
milestone(s)

Desire to incentivize licensor to
achieve·milestone
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I Form of Compensation I
Annual Fixed Payments

Annual cash payments due on each
anniversary of the license for as long
as the license is in effect.

Guaranteed Min./Max. Annual
Payments

Annual cash payments due on each
anniversary of the license for as long
as the license is in effect. These
payments have specified minimum and
maximiJm· amounts.

I Licensor Considerations I
• When use of a process, method

or machinery for which no definite use
measurement is appropriate

1< .• Desire for consistent annual cash flow

1< Feels dowrisidepotential exists

1< Need to incentl'.1ze licensee to implement
technology

• Upside potential due to forces beyond
scope of license

1<' 'Often critical in exClusive arrangements

I Licensee Considerations I
• Desire for consistent (non-variable)

payment

• Feels upside potential exists

• Does not want to prolidelicensor with
relevant business infol1l1ation (i.e.,. per
unit or percentage royalties)

1< Long tenn sales forecast is r:elatiwly
predictable and sufficientt,? cowr
minimums

1< Does not want licensor to benefit too
much from upside

1< Less concerned wi downside risk

Running Royalty

Payments lAhich are due upon the use of
the license. Typicaliy, licensee pays
ona periodic basis (e.g., monthly, quarterly).

l~nL~~

1< Net sales
1< Perunit
1< Peruse

• Multi-tiered
* Kickef / deflator
1< Cumulative maximum

* Feels participating in commercial
success oflicensee-is an appropriate
way to maximize technology value

* Reasonably confident in licensee's
ability to perfol1l1

* Sufficient resources to account for or
audit licensee's records

* Desires licensor to be tied to
coriimercial-risks

* Sales forecast is uncertain or
limited upside exists

• Limited ability to pay for license ahead
of sales
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I Form of Compensation I
Equity Stake

Licensor agrees to take equity-based
compensation(ii1 the licensee's company)
in exchange for the' rights to the license.
May also involve the licensee acquiring
equity in the licensor (plus the technoiogy
license) in exchange for cash.

* Common equity
* Preferred equity
* Options
* Convertible debt

Supply (Purchase Contracts

Licensee agrees to ~uylseff goods at tenns
that are commercially favorable to licensor
or licensee.

* Product
• R&D
* Manufacturing rights

Patent Pick

Licensee agrees to allow the licensor to "pick"
in the future a limited number of its patents
or trademarks for use on a royalty-free basis
or for preset royalty amounts.

I Licensor Considerations I
• Very comfortable wi risk

* Limited need for cash from licensing

* Faith iillic6Clsee's business I potential
acquisition candidate

* Belie\€s' value of license' is directly
related to the value of the licensee
(e.g., start-up company)

Desire to secure long-term source
for: products utilizing technology

* Limited need for cash from licensing

* Faith- in licensee performance

Belie\es. licensee may underestimate
value of its portfolio

Belie\es l!censee likely to·de\elop
technology in key areas

I ,Licensee Considerations I
* Considers licensor a potential

acquisition candidate

* limited ability to pay cash

• Availability of equity

* Desire to,own a portion of the
licensor as well as ha\e acces,s
to technology

* Requires secure purchase contract
prior to commercializing technology

* Potential exists to utilize technology
for sale to other customers (besides
licensor)

* Need to understand value of its patent
portfolio

* licensee'~ licensor are not competitors
(e.g., different geographies, markets,
customers, etc.)
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I Fonn of Compensation I
Grant Backs I Grant Forwards

The Iicensee/licel1sor grants the licensod
licensee rights to use improvements
on a royalty-free basis or for preset royalty
amounts.

Sublicensing (Revenue) Rights

A provision lAiJereby the licensorshares
any revenues that the licensee receives
from sublicensing to third parties.

I Licensor Considerations I
* Need future IP for licensing efforts

* Feels that licensee likely to de-elop
technology that will be useful I required

* Feels licensee better able to license
technology

* Feels licensee better able to license
technology

-I Licensee Considerations I

-* Feels that licensor likely to de-elop
technology that will beusefull required

* Need for sublicensing rights for
(second) source of supply

* Desire to license partners of current
licensees

I~HL~~

(1) Nole: The abo-e list is not intended to be all encompassing, butis presented for iIIustrati-e purposes only.
other consideration are relevant in stn,Jcturing benefit flows.

A significant number of
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The concepts and theories covered by this presentation
are for discussion purposes only and are not intended to
be all-inclusive on the topics of IP valuation and rqyalty
rates. Many of the approaches and data sources are
illustrative onfy and do not necessarily represent the
approaches or data sources that the author or InteCap,
Inc. would use ihany particular situation. These slides
were compiled by the author and do not reflect th~
opinions of InteCap, Inc. While the case examples are
based upon real world situations, the specific facts and
gssumptions are primarily hypothetical.
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