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“Intellectual Property Valuation"

by Gordon V. Smith
AUS Consultants

Mr. Smith is President of AUS Consultants, located in Moorestown, New Jersey. A graduate of Harvald
University, he has been in the valuation profession for forly years. His consulting practice includes
advising clients as to the value of all types of intellectual property, as well as husiness enterprises and
closely-held stock. He also consults with clsents on royalties and in support of business transactions as
well as litigation.

He has written extensively on a variety of valuation subjects and has lectured in North and South
America, Europe and Asia. - Mr. Smith is Chairman of the Advisory Board, Licensing Economics Review,
and serves on the Pierce Law Advisory Commitiee on Intellectuai Property. He is an Adjunct Professor

_at Pierce Law and is the Founding Director of the intellectual Property Management Institute.

'Mr. Smith is also a member of the International Trademark Association and active in committee work

with that organization. Other memberships include the Licensing Executives Society.

Mr. Smith is the author of Corporate Valuation - A Business and Professional Guide, and Trademark
Valuation. He is co-author of Valuation of Intellectual Property and Intanaible Assets (cumrently in its
third edition and translated into Korean and Japanese), Intellectual Property - Licensing and_Joint
Venture Profit Strategies (in second edition), and a contributing author to Transfer Pricing Handbook and

Intetlectual Proggrty Assets in Mergers and Acquisitions, all published by John V\ﬁley & Sons
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SOME INTRODUCTORY COMMENTS
A. LICENSING

Many have considered licensing to be an “art form” to be leamed only by experience, as one
mlght have been apprenticed to Antonio Stradivari in order to leam violin making. While this

- is true to some degree, | believe there are tools in use in the f nanclal commumty that can be
very helpful in the process

Licensing is not just a legal exercise, it is a commercial transaction whose objective is to
exploit intellectual property for the economic benefit of licensor and licensee. _

: B. WHY IS IT NECESSARY TO CONSIDER VALUE IN LICENSING? ~
.+ There is an essential relationship between the- value of property and the amount that would
~ ‘be.paid.for the right to use it. The amount of rent that is pald for the nght to occupy real
estate is related to the market value of the property.

~ This is also true for royalties paid for the right t0 use mtellectual property. Royalty
cons:deratlons are an essential part of the ilicensing process. _

n. QNDERLYING PRLNCIPES — The Business Enterprise

| A ncense ;ust I:ke mtellectual property, does not by Itself create economic benefit.
Intellectual property must be tea_med with complementary e:s_sets.‘_' e
'f'he resulting asset portfolio is analogous to a business ent.erpris_e_.r_
B. MICROSOFT EXAMPLE o

investors and auditors have quite a different opinion about the value of the Microsoﬂ
business.

s this a real difference of opinion or a difference in u'nderlying definition?

We can also observe a surpnsmg change ln the value of Microsoft - $73.8 billion in 4
months., '

Which of Microsoft's assets took the hit?
1. The enterpnse value equation:
Enterprise value = ‘value of debt and equity = value of monetary,
tangible and intangible assets.
2. Loss in value was mostly in the intangible asset classification
C. IMPACT ON MICROSOFT AS LICENSOR
Its portfolio of technology has lower value

Perhaps due to lower income

Perhaps due to increased risk in the eyes of investors
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Portfolio of technology would command ';6Wer rbyaltiés'

D. - THE BUSINESS ENTERPRISE e

- _ Every busmess enterpnse. large or small is compnsed of three eiements monetary assets,
tangible assets, and mtangrble assets. N

E. SPECIFIC ELEMENTS OF THE BUSINESS ENTERPRISE. . . .0
1. Monetary Assets - -

Monetary assets comprise inventories, cash-investments, work in process, accounts
recervable tess current Iraballttes Some refer to thxs asset as “net worklng capital”.

- 2. Tgng;pte Assets
" These assets include Iand buildings, machinery and equ'Pme"‘ mineral feserves, and
the like. -
3, ible Assets

included in this category is computer software, assembled work. force,. patents,
trademarks, copynghts, propnetary teohnology, customers, favorable contracts and
- goodwill. L L e
F. INTANGIBLE ASSETS

1. nghts |
a. Contractual

2. 'Relationships

..-a... Non-Contractual .

- 3. Intellectual Property . -

4. Undefined
a. Goodwill

. b. Elements.of a Going Concem .
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G. BUSINESS ENTERPRISE CHARACTERISTICS
- 1. - The business enterprise is a portfolio of assets - analogous to an investment porifelio.

2. Important Characteristics of Risk, Financing, and Liguidity
a, Monetary Assets

' -':-and are relatively low-nsk assets to own, requlnng a relatzvely low rate of return on
investment. : _

b. Tangible Assets
Tangible assets can be either general or speclel purpose,: with a corresponding
- -range of liquidity. Debt financing is usually available for general purpose tanglbles
and retum rates approximate morigage or corporate bond rates. : :
¢. Intangible Assets
e Intangible assets tend to be non-liquid, with a very narrow market, and command
.. the highest rates of retum because of thelr mcreased nsk and their degree of
specialization. : . D i

ESSENTIAL RELATIONSHIP OF EARNINGS AND VALUE

: .--There IS an essentla! and very lmportant concept whlch relates the value of a business
enterprise to the value of its underlying :assets.: If a business is persistently not eaming an
adequate return on the value of its underlying assets, the value of the enterprise is best
realized in a disposai of those assets in some form of liquidation value. As the earnings of the
business rise, so does the value of the underlying assets, to a: maximum of their replacement

- cost. Increases in the value of the enterprise after that pomt resutt from the creatton of new
intangible assets or unidentified goodwill. PR :

It is very important to keep this relationship in mind and to continually test the valuation of
specific business assets with the value of the business enterprise as a whole The sum of the
parts must be commensurate with the value of the whole. ' o
Is this an outmoded concept in the "dot-com” New Economy?? NO. ‘Recent trends in the
markets have again proved that eamings and value are interdependent.
il UNDERLYING PRINGIPLES ~What is Value 2. -
- A. PREMISE OF VALUE
‘This is an essential specification in the appraisal process and one without which 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. -This is often put in the
form of a questlon - value "to whom and for what purpose7" v

'1. : Cost of Regrodugion New |

Thls refers: to the cost as of the appra|sat date to construct |dent|cal property.
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Cost of Replacement

{ This is the cost that wouid be-incurred to obtain a property with g eguivalent uility to the

subject..

Book Value

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

—costof an-asset reduced by -accounting depreciation:-Since property-accounting- practiees 1
i+ vary widely and originat costs can. change markedly over trme thls is not really a measure
. of value, though it is often referred to in those terms. '

Tax Basis

- This is the original coast of property reduced by tax depreciation. The tax laws of most

--.nations specify depreclatlon rates or penods that are often d:fferent than those used for

accounting purposes.

Market Vajue

... This is an often misunderstood term and is often used synonymously with "fair market
- value®, "fair value", 'true:value", or "exchange value” whlch tenns are often found in

appraisal literature, the law, and in court decisions.

We utilize two definitions of ‘market ‘value, one which embodies the concept' of an
exchange of property and describes the conditions of that exchange, and another
definition which presents market value in economit terms-as being represented by all

. future benef' ts of ownershtp compressed into: a smgle payment -

T UNDERLYING PRINCIPLES Valuatlon Method e

A

THE THREE BASIC METHODS

1. Cost:Approach-

2. ‘Market Approach

3. Income Approach -

COST APPROACH 7 _

The cost approach seeks an :ndlcatron of asset value by estlmatmg the cost of

reproduction or cost of replacement of the asset less an allowance for Ioss in value due
to physical, functional, and economic causes. - : PR ST T

Cost Approach Applied to intellectual Property

ST NS ::Trended Historical: Costs

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

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

Page 5




P

N

.~ Cost Approagh Caitions —

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 technolegy of today. The hourly cost of those various skills, including
base salary, benefits, overhead and the fike, are utlllzed to develop the totai
current cost. . S

Trending historical costs may. bring forward the costs. of inefficiencies incurred in the
original development of the intellectual property. It may also bring forward the costs of
outmoded technologies, operating inefficiencies;: and will reflect-whatever accounting

technlques were utitized at the t:me to record the costs

" One must remember that the objectlve is to estlmate the cost to replace the or

gnctrong]m[ of the asset

.. MARKET APPROACH

---The market approach seeks an indrcatron of value from the exchanges of comparable property in

an active marketplace.

- There are relatively few instances where. the market approach can be uiilized for intangible
-+ - assets.and intellectual property. Intangibles are not commonly exchanged free of other assets in
- arms-length transactions. of sufficient number- to provide a "market." In addition, the

determmatlon of comparablllty can be qmte dlff' cult

"1.'

" The Market Approach as a Check

The market approach can be useful as a check when 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 he checked agamst the market pnces for s:mllar property which should set the upper

- limit of value.

. THE INCOME APPROACH

' lncome Caprtahzatio

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.

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

future stream of earnings by a direct capitalization (which assumes that the income will
continue unchanged forever) or a technique of calculating the present value of discrete
amounts of income to be received in the future (a discounted cash flow process).

In erder 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 achieving it

This technique can also be used for early stage projects. In this instance, there may be
some period of time during which cash flows from the product will be negative (due to
development and marketing expenses) and then some period of time of income growth
after the product is introduced to the marketptace. Income forecasts are more difficuit to
quantify in this situation, but the technique can still be used.
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Understanding Present Value

Time value of money concept (“A blrd in the hand “)

:Dlrect capatahzat:on :

Dtrect capttahzatton with growth

2

d:
L 3.
b

Discounting -

The Imgact on Value of Tnme and lnte[est Ratg
Agglymg the: Income Aggroach

a.

Quantifying the economic benefi t mvestsgate what the [P does 1o the business -
the "but for..." principie - “follow the doltars" techntque '

Quantifying the risk - identify the nsk elements - go_ to th_e market for risk
surrogates. : TG it

" . Quantify the economic remaining life - be alert to the possnbility of a transfer of

protection between forms of IP.

--A ‘more .complex cash flow model.- The base case presents the business
-+ .. “enterprise value without the benefit of the:IP technology, and then ‘we measure
“roo the business: enterpnse vatue wnth the technology '

~ Sophisticated techmques such as Monte Caﬂo or optlons forecastlng may be
mtroduced as a substitute for the “single outcome” DCF.

v UNDERLYING PRII\ICIPLES The Llcens

A.

THE MOST BEAUTIFULLY CRAFTED LICENSE IsA FAILURE UNLESS IT ENABLES
COMMERCIAL SUCCESS

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

o 1'.’ :

~ A fundamental !aw of- nature (certamly of busmessl)

LICENSING TRANSACTIONS MUST BE EVALUATED THE SAME WAY THAT WE

1.

g

1 --_‘EVALUATE OTHER COMMERC!AL TRANSACTIONS
| "VBASIC INVESTMENT TRANSACTIONS

investment for a Retum

-a, Laborand capltal mvested RPN

© b, . Return ofand retumon

Business Plan as Surrogate -

Ca Usually covers all the steps
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E.

BASIC LICENSE TRANSACTION
1. - USEOF lNTELLECTUAL PROPERTY IN RETURN FOR CASH RIGHTS, ETC.
a. An exchange of rights for cash. ThIS is the basic Imens;ng transaction.

We must also remember that both licensor and licensee may have
income and expenses associated with the transaction, but not a part of
it. They also have their own particular: situation with respect to taxes,

V1.

business stfa’tegy, emotiuns. _
b. "Bundle of Rights" R

c. " Llcensmg economlcs - every ilcensmg clause and term has some
: - economic impact.on one or both of the parties. .

d. "The growing importance of 1P

QNDERLY!NG PRINCIPLES Roxg! ies.

:A.,,

WE MUST REMEMBER THAT A ROYALTY IS

1. A payment in exchange for rights
2. - Asharing of the economic benefits of exploitation

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

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

THE RELATIONSHIP OF VALUE AND ROYALTY

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
royalties.

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

C. Just like Hoover Dam.

"USING THE COST, MARKET AND INCOME APPROACHES

1. Cost Approach — not recommended
2. Market Approach — use with caution
‘3. Income Approach - strongly recommended because it focuses on defining the

economic benefit and the sharing of that between licensor and licensee.
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F.

G.

R

USING DCF FOR ROYALTY RATE ANALYSIS

'1. | Base case
E '2.- : tntroducmg the economlc benefit :
T 3 Gatculatmgaroyalty

SHARING THE ECONOMIC BENEFI'!‘
What deterrmnes the shanng % ‘? Rlsk amount of investment, success prospects
AND the structure ot' the license. You can’t détermine the royalty until the major

license terms are decided.

H. THE ECONOMICS OF THE LICENSEE‘S BUSINESS IS CONTROLLING L

UNLESS YOU'RE MICHAEL JORDAN MICKEY MOUSE OR TIGER WOODS
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UCENSING IS BOTH

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

and.... MAGIC { 2

WHY DO WE TALK ABOUT VALUATION IN A

WHY DO WE TALK ABOUT-VALUATION IN A
LICENSING SEMINAR ?

LICENSING SEMINAR 7.

Liconsor .

= R Valweof Economlcaeneﬁt Rent ; :
K N P * of Qccupying : Value: | _ Economlc Benefit |/ vty
§ Real Estate of IP of Explolting [P \
Licehison
a 4
Turning a License mto $
. ; lmm
! ey o=
: . Customers
m
. .
B
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Turning a License into $

Complemendary

CoN 1213172001, L
_INVESTORS THOUGHT MICROSOFT _
STOCK WAS WORTH $ 356.8 BILLION.

~ MICROSOFT's FINANGIAL STATEMENTS
SAID IT WAS WORTH $ 48.1 BILLION

Current Liabllities

Asssts
Bulktings — BUSI!{_EsS |
Cotoniors ENTERPRISE
Mlcrosoft Balance Sheet -
Current Assets Cument Liabilities
' $39.6 bitl $11.1 bill
g Long-Term Debt
' |. . Plant, Froperty $0
and j .
Equipment.... -] -~ }--Stockholder's..
: $2.3 b“l oo )e o Equitys o
" OtherAssets | ‘$4BADH
$t7.apil”

Mlcrosoft Balance Sheet

lnlhl Pl.blh:
Offaring

11.1 bill
Long-Term Debt
50 .
Stockholﬁer's '
By
$48.1 bifi

' Microsoft Value Balance Sheet

. CumentAssets. |. - CurrentLlabnmes
§ 29.6 bill - R
Plant, Property | -
and
Equipment - | Stockht_)!der'e
$23bil . Equity -
Other Assets . |
$17.3 bl -
$345.7 bl
intangible Assets :
$308.7 bill :
$367.9 bill $367.9 bill )

-FPLC - ALI - 2003

ON 12/31/2001, :
INVESTORS THOUGHT MICROSOFT :
STOCK WAS WORTH $ 356.8 BILLION '

FOUR MONTHS LATER
INVESTORS THOUGHT MICROSOFT -
STOCK WAS WORTH $ 283.0 BILLION !

* WHAT HAPPENED TO
~$73.3 BILLION ??

TN
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12/31/01 Microsoft Value 4/30/02 Microsoft Value
VALUE OF DEST : MONETARY ) “m —
i - MICROSOFT o -.j.,f "‘f;gm;l:'rfs!_ - e vaslau:"ggnnm SR S 10—
. BUSINESS .. - ‘VALUEOF - AL : MIGROSOFT - . = Tangitle Assets
Em\-lEAT.fJ:'SE Equ.rn_f e ——-——-Im:_:;m 1 ) E:uT:l:PE:I‘;E ng{:ﬁy oF . $2.36 :
$335.8 Bililon ssesmuon | | ‘ngorien ‘ ﬁ:kuaflilon EQUITY . ) - m
assers | $262.0 8llflon pivipre
. , ELEMENTS OF THE
Business Enterprise BUSINESS ENTERPRISE
Cvaweor | | wonErary | MONETARY ASSETS
BUSINESS e BS - B Cash, Inventories, Work in Pracess,
= = [ TANGIBLE |- : Finished Goods, Accounts Recelvable -
enterprise | | vaLue Assers |- . LESS: '
LONG-TERM | “manome | i - Accounts Payable and other Current
oesr - |} RIS : Liabititles |
| “Net Working Capital™
ELEMENTS OF THEBUSINESS | |  ELEMENTS OF THE BUS..‘.NE_SS
ENTERPRISE : . " ENTERPRISE
TANGIBLE ASSETS ... | nraneBLEAssETs
Land, Land Improvements, Bulldings - | Computer Software, Assembled Workforce,
Machinery and Equipment, Vehicles Favorable Contracts, (:ustomer Relat!onshlps
: : intellectual Property .
“Pla.hf, Pmpeﬂy and qu'“'pm ent” : “Goodwill or (ugm) Going concern Value"

FPLC - ALl - 2003




-INTANGIBLE ASSETS. -

. R!ghts

- Rights o

i '- Leases
.. Dlstrlbutlon Agreements

& "Relationsmps

. ln_telloctual ProPE“Y '

-« ‘Undefined Intangibles

. Employment Contracts; Colrénants"":"_: :-

= Financing Arrangemenus

K8 Supply Contracts

"« Licenses, Certifications

» Franchises

i
Relationships
'+ Trained and Assembled Workforce
‘+ Customer Relationships "
= Distribution Relationshipé o

= Intellectual Property

) Propnetary Technology
~Trade Secrets ;"
Know—how

+ Patents

. Copynghts- e

‘v Trademarks
'« Right of Publicity

Propnetary Technology

« Formulas, Recipes, Speclﬂcatlons
 Management, Accounting; Mfg. Procedures

* Formations, Plays, Trafnlng programs
+ Marketing strategles . R
*~Artistic Technlques ; g o
Customer Lists, Routes, Demographic Studles
Job Flles, Product test results

-Business Knowledge - Suppliers, Lead times,
Cost and pricing data

*

*

“‘Undefined lﬁta'h'g'iblés

« Goodwill

= Elements of a Going Congem
("going concern value’)

.FPLC - ALI - 2003




BUSINESS ENTERPRISE
~is a PORTFOLIO -~

——
- 3
¢ L

T.BILLS

MONEY MARKET

CORPORATE
BONDS

FQUITIES

LOTTERY

., TICKETS

RELATIONSHIP OF EARNINGS _

ANDVALUE = . .~
| o
: -
Cal
: S g .
& by I“;AN b%—mnmmrcon
e T .—"'__1‘_.&11_:_ o X
0 _:,..‘f.’" ) VALUE 1§ GONTYRUED USE
L - - ORDEREY LIJUIDATION VALUE
() FORCED LIQUIDATEON VALUE
” SCRAP VALUH OF TANGIBLE ASSETS
(O] EARNINGS _ o

BUSINESS ASSET CHARACTERISTICS

MONETARY TANGIBLE - INTANGIBLE

- RUCHIVABINY. - ' PUNPOSE ~ SFECIAL - TPCHMOLOGY

RETURN 1z “%'

- R 28 1 1540 %
: REQUIREMENY "
- I mpaNes DEBT EQUITY
Y ovesnaor |- Lgue NONJIQUID

UNDERLYING PRINCIPLES -

- Whatis Value ? . .

" PREMISE OF VALUE |

* Cost of Reproduction .
* Cost of Replacement
* Book Value -

« TaxBasls
~ * Market Value

Fair Market Value, Fair Value, Exchange Value
Ordenly  Forced Liguidation Value,
Investment Value

and with equity to both ol

PREMISE OF VALUE
MARKET VALUE
“The amount at which a property would exchange .

hetween a willing buyer and seller, neither under
compulsion, each having knowledge of the facts,

Ol'

#The present value of the future economic benefits

of ownership.”

30
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UNDERLYING PRINGIPLES -

" VALUATION METHODS

» Cost Approach

«/‘-\'\

. Valuation Met't"lbds:_. i

* Market A_pproach

. __'!'r_'ieeme approach

COST APPROACH - . o

Cost.of Reproduction or-
" Cost of Replaceiment

Less: Physical Depreciation
1 ess: Functional Obsolescence

_Equals Replacement Cost Less Depreelation

'Less Eeonomlc Obsolescence

Equals .'MARKET VALUE

MARKET APPROACH

Analyze evndence of transactions of:'};

... Comparable Pmperty

"~ « AtArm’s Length -

. COHEmporaneous fo Appl'aisa[f:
_' ~inan Active, Publac Market

INCOME APPROACH

-FPLC - ALl - 2003

PRESENT VALUE (direct cap)

BIRECT ceprfhﬁsi@ndn,' )
AMOUNT ($)
PV = —
RATE (%)

Used when we are to recelve an ﬁhﬁhariin amount
in each period infe perpetuity .

.,




—

PRESENT VALUE (dlreet cap with
growth) :

DIRECT CAPITALIZATION wlth GROWTH

PRESENT VALUE (discounting)
DISCOUNTING |

_AMOUNT 1 AMOUNT 2 'AﬁQl!NT 3.

(Rate - GrowthRate)

Used when we ara ta receive a constamly grmmng o
amount aach year into perpetuity’ )

PV = * + +
© 1+ Rate) (h-Rate)"z (nnate}na '

Used when we are {o recsive varying amaiints
in each period for a finite number of periods.

FRESENT VALLIS of 500,000

To be recelved In:

1YEAR 2YEARS §YEARS 10 YEARS

@4% $208,000 $277,000 $245,000 $201,000

@15% 258,000 223,000 - 142,000 68,000

@25% 234,000 183,000 87,000 25000

W

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

s

s _ NETPRESENT
= VALUE
PURATION s ‘:Q-, EEEEE U A 1 A

“The presem vaiue of the future economic henems
of ownership.”

4

' QUANTIFYING THE ECONOMIC
BENEFIT

. Enables the use of lower costmaterials =
.. Enables the use of less material ..
- Reduces the amaunt of labor

Increases speed of productfon .
Impioves quality { Reduces defocts

» Efiminates or m!ucs envrmnmenlal andfor safety '

hazards

""Resilts in premlum pricing’
Provides

ecanomles of scale
Provides purchasing power
- Relleves the owner of the cost to create

L)

Sales Revenue-

o Seliing, Gen'l & Admin.

FPLC - ALI - 2003

“FOLLOW THE DOLLARS” TO THE
ECONOMIC BENEFIT B

.PJBMHmPﬁce
_costofsoodsSo!d*—-‘——Emnom:esofScale .
' ""-““**LaborMaﬂSavings :

- Gross Profit -

— Gperating Exp. Benem '

- Pretax Pmﬁt

Taxes.

_ Netincome

42




. -INCOME RISK

WILL WE RECEVE IT 7

* WILL WE RECEI\IE ITIN THE EXPECTED
—- AMOUNT -2

- RATES OF RETURN =

1.9% - Money market

2.00-3.00% - Short-term Tl’easury Notes. Bills
4.75% = Prime rafe . s ]
490%- 5yearcD's

5.90% - 30-year Treasury bonds

MUST WE INVEST TO GETIT ?
MUST WE INVEST IN “BIG LUMPS™ ?

- HOW LONG MUST WE WAIT FOR INCOME
TOSTART ? | _

WILL WE RECEI\IE ITWHEN EXPECTED ?

6.30% - 30-year mortgage commitments
7.00-10.00% - -Corporate bonds . - -
9.00-12.00% - High-yield honds

11,80-13.90% - Small company equities {plus 6-8%}
20% - 2nd or 3rd stage venture capital

40% - Venture capital, early commercialization ..
§0% - Venture capital, early staqe : .

9.90-10.80% - Large company equiﬁés {Treasury plus 4-5%}
4-5%)

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

it is profitable to use an
. Asset

| MAY OR MAY NOT BE = LegaiLite

: Physical Life
Technological Life

. Deprecablelife .

ECONOMIC LIFE = the period during which ff

TRANSFER OF VALUE BETWEEN
7. FORMS OF INTELLECTUAL
PROPERTY

-
8

NesgeyEs

o
L ee

5
DNSCOUNTED CASH FLOWMODEL - BASE CASE

SALES $ingon S fizo00 $19.000 $15000
COST OF GOOOS SOLE 4,000 4300 4500 5600 6000
GROSGFPROFT .~ BPGO G600 ' 7900 DD T BOPn
orERATNG BPRSES g ame - see 4200 4500
GENERAL & ADMNISTRATIVE Amo 7 fes0 1500 2100 22%
NCOMEBEFORETAYES 1500 180~ 1800 - Z2W0 - 2250
NCOME TAXES L6 - o0 . TH 640 00
200 200 200 300 200
ADDFONSTOMAC ] %0 00 20 0
ADDITICNS TO PLANT 80 50 180 [ 15

47

| saes sop0 s wem suow #sew
FEEANGLOCYEERRITS

GROSE PHOFIT

CPERATING EXPENSES 3000 " zanto o gge o gm0 4sw

| cmeraL £ pMscsTRATVE 1500 1w AN Uz 2em

nooMEBTORETA®S B0 200 . 20 20w . Z60

NCOME TRIES - T E B AN T 1380

| revmoconE I FUE 3O U U

DEFRECTION R T T 30

ADOTONS TO NWT e - m 00 w B

ADDEIONS TO PLANT o R R 1%

NETOMSHROW TUHE0 TR RS TSR o SIER

PRESENT s1z0s stom to9 o™ $1.005
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LICENSING ECONOMICS

Financial Impact of License Clauses
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INCOME APPRchH ROYALTY
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