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Economic Inversion

Quantitative evidence of transition to “knowledge economy”Quantitative evidence of transition to knowledge economy

Antiquates current accounting and SEC reporting requirements

Greater asset volatility without traditional risk management and risk transfer

Suggests need for greater intangible asset process and control requirements

Likely permanent change to US economy 

Likely to be repeated internationally

Further complications comparing and valuing intangible assets across national 
borders

Intangible assets to deliver investor returns

“U S i ll l i h $5 T illi $5 5 T illi“U.S. intellectual property is worth $5 Trillion to $5.5 Trillion…
that’s more than the gross domestic product of  any other country.”

Business Week.com, March 28, 2007 citing economists Kevin Hassert and Robert Shapiro
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The Global RecessionThe Global Recession

High Oil/Commodity Prices + Mortgage Crisis = Recession

• Housing starts down 33.3% in 2008

• Foreclosures up 81% in 2008.p

• Dow Industrial loses 4,488.43 points  or 33.8% in 2008

• S&P Index had worst year since 1937, down 38.5%.

Gl b ll k l $17 T illi i 2008!• Globally stocks lost over $17 Trillion in 2008!
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Effects of the Global RecessionEffects of the Global Recession

Investor confidence is gone

Credit markets are locked

Venture capital markets are frozen

Valuation of  assets called into question

Cash sitting on the sidelines ($9 Trillion)

how does this affect your company?…how does this affect your company?
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Effects of a Down Economy on CompaniesEffects of a Down Economy on Companies

• Revenues and cash on the decline

• Ability to borrow money from banks may be gone

• Ability to raise cash through M&A and/or IPO  
significantly reduced

• Jobs being slashed across all functions – including R&D

• Scaling back product lines to refocus on “core” products 
and technologies 

…how can your IP help?
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Making the Most of IP in a Down EconomyMaking the Most of IP in a Down Economy

Revenue / Cash Flow Generation Opportunities:

• License of  IP & Compliance Audits

• Use of  IP as Collateral / Securitization

• Sale of  IP
• Auctions
• Private TransactionsPrivate Transactions
• As part of  an acquisition

• A ti f IP i ht• Assertion of  IP rights 

• Restructuring around IP
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Companies Establishing IP Business ModelsCompanies Establishing IP Business Models

Licensing focused entities – help companies commercialize IP through 
licensing and advisory businesses

o Thinkfire, IPValue Management, BTG, Ipso Ventures, Utek 
Corporation, Tessera Technologies and Intellectual Ventures

P f li i i i di id l f liPortfolio assertion companies – assert individual portfolios

o Acacia Research and Mosaid 

In tm nt mp ni fi l t t d l p t liti tiInvestment companies- finance later-stage development or litigation

o Rembrandt IP and Altitude Capital

Brokerage Auctions & Web Based Sales organize patent auctions forBrokerage, Auctions & Web Based Sales– organize patent auctions for 
companies and inventors

o Ocean Tomo, Ipotential and Inflexion Point, Patent Bridge
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Ocean Tomo Auctions

$100+ million in auction volume
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Auction Results - Patents

Spring 2006
S F i

Fall 2006
N Y k

Spring 2007
Chi

Summer 2007
L nd nSan Francisco

On-Floor Patent Sales
$3,026,100

New York

On-Floor Patent Sales
$6,066,500

Chicago

On-Floor Patent Sales
$11,429,000

London

On-Floor Patent Sales
$8,084,184, ,

Avg Patent Lot Sales
$116,388

, ,

Avg Patent Lot Sales
$275,750

Avg Patent Lot Sales
$336,148

Avg Patent Lot Sales
$621,860

Spring 2008
San Francisco

Fall 2007
Chicago

Summer 2008
Amsterdam

Fall 2008
ChicagoSan Francisco

On-Floor Patent Sales
$19,629,500

Chicago

On-Floor Patent Sales
$11,599,500

Amsterdam

On-Floor Patent Sales
$12,674,046

Chicago

On-Floor Patent Sales
$12,842,500

Avg Patent Lot Sales
$370,368

Avg Patent Lot Sales
$305,250

Avg Patent Lot Sales
$437,036

Avg Patent Lot Sales
$267,552
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Patent Holders and Licensing RevenuePatent Holders and Licensing Revenue

60% of  patents originate from small businesses and inventors
o This group receives less than 1% of  patent licensing revenue

40% of patents originate from large businesses40% of  patents originate from large businesses
o This group receives over 99% of  patent licensing revenue
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Source: www.intven.com/docs/WSBA_presentation_3-08_rev_1.pdf



Patent Suits Initiated Against Fortune 100, 2006Patent Suits Initiated Against Fortune 100, 2006--20072007
Industry Analysis:  Patent Litigation By Plaintiff TypeIndustry Analysis:  Patent Litigation By Plaintiff Typey y g y ypy y g y yp

Insurance

Media

Telecom

Automotive

Freight

Health Care

Retail/Grocery/Drugstore

High-Tech

Equipment/Machinery/Metals

Financial/Banking/Securities

Energy

/

Pharma / Consumer

Aerospace / Defense

Equipment/Machinery/Metals

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%%

Chemicals/Food

P-LEC Universities / Individuals / Research Organizations Commercializing Entities
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P LEC Universities / Individuals / Research Organizations Commercializing Entities

Source: Informal OT study inspired by Troll Tracker Blog
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Introduction: Dilbert Understands ValuationIntroduction: Dilbert Understands Valuation
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IP Creates Value Through a Variety of  MechanismsIP Creates Value Through a Variety of  MechanismsP C eates Va e T o g a Va ety o ec a s sP C eates Va e T o g a Va ety o ec a s s

Exclusivity Value:
• Price premium

• Reduced manufacturing cost
Option Value:

• Current technology and protection
• Increased market share

• Enhanced customer satisfaction
• Blocking value

may provide an avenue for future
investments

Defensive Value/Defensive Value/ 
Freedom to Operate:

• Creates an IP arsenal to 
discourage lawsuits

Trading Value:
• Value in trade for entering into 
cross-licenses, for licensing-out,

f l
g

• Provides ability to compete or for sale
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Cost ApproachCost Approach

Value of Patent: Fair market value of total investment to replace or re-
create 

o A prudent licensee/buyer will not pay more for the IP than the amount 
for which the IP could be re-created

o By licensing IP from others, the licensee avoids development costs and 
minimizes risk

Theory: Licensee is willing to pay as much as it would cost to develop theTheory: Licensee is willing to pay as much as it would cost to develop the 
asset on its own but no more

Need to consider lost time to market due to re creationNeed to consider lost time-to-market due to re-creation

Original costs to develop IP may be different than costs to replace or re-
create IP
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Market ApproachMarket Approach

Value of Patent: Arm’s length price paid in equally desirable & comparable 
transactions

o Licensee/Buyer is not willing to pay more than others have paid for 
similar IP

Theory: Value is based on the transactions of other purchasers & sellers in 
the marketplace 

Comparables: type of IP, industry, market size, terms, and profitability

Based on the principle of substitution: assesses what the market will or p p
should bear

Difficult to identify comparable because the patent market is illiquidy p p q

Often used to determine licensing royalty rates for similar technology
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Market Approach: Sources of comparable transactionsMarket Approach: Sources of comparable transactions

SEC

Recombinant Capital (Recap.com), Medtrack (Biotech)Recombinant Capital (Recap.com), Medtrack (Biotech)

RoyaltySource.com

Court records

Licensing Economics Review (LER)

Licensing Executives Society publications (les Nouvelles)g y p ( )

Industry presentations

Licensing experts

Ocean Tomo Auctions

Patent/Bid--Ask™
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Income ApproachIncome Approach

Value of Patent: Present value of the expected cash flows from the subject 
intellectual property or expected increase in business value due to the 
intellectual property

Theory: Licensee is willing to pay some portion of its economic gain from 
using the intellectual property

Three key parameters:

o Amount of the income stream

o Duration of the income stream

o Risk associated with the realization of the income

What portion of the cash flows should be shared with the licensee?

Generally two types of analysis performed for the Income Approach:                   
Excess Earnings and Relief from Royalty
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Income Approach: Key calculations Income Approach: Key calculations 

Calculate incremental revenues (market share, premium prices) due to IP

Calculate incremental cost savings due to IP 

Calculate relief from hypothetical royalty or lease payments

Methods that calculate the overall business enterprise or similar economic 
unit as a result of owning the intellectual property versus one that does not 
own the intellectual property

Appropriate discount rate calculation/estimation
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Accounting for Risk: Discount RatesAccounting for Risk: Discount Rates
Riskier projects require greater potential returns
Discount rate usage: Present Value Factor = $1 / (1+DR)Years

o Risk-free rate (treasury bonds) – passage of time 5%
o Weighted average cost of capital – standard business risks 12%
o Cost of equity 15%
o Risk adjusted hurdle rates used in licensing

Very low risk 15-20%
Moderate risk 25-35%
Very high risk 35-45%

o Venture capital rates
Bridge financing 20-35%g g
Second stage financing 30-50%
First stage financing 40-60%
Start-up financing 50-70%Start up financing 50 70%
Seed financing 80+%
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Price v. valuePrice v. value

Licensee’s Ceiling

Range of  Negotiation

Licensor’s Floor
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Ocean Tomo Spring Event

Event InformationEvent Information

New Event Branding – IP Markets 2009 

1 ½ day Conference, Gala Dinner and Live IP Auction

March 26th-27th at The Ritz-Carlton in San Francisco

Conference Tracks

IP Buying & Selling

IP in M&A nd R tr t rinIP in M&A and Restructuring

Greentech IP & Investing

More Info and To Register

www.IPMarkets2009.com
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Ocean Tomo OverviewOcean Tomo Overview

Expert Testimony Valuation Investments Risk Management Transactions

Surveys Research Public Equities Insurance/Trust

Private IP BrokerageLicense ManagementFinancial Testimony Appraisals Ocean Tomo Indexes

Live Multi-Lot 
IP A i

Su veys Research

PatentRatings® 
System/Analytics

Public Equities

Private Equity & Debt

su a ce/ ust

Alternate Dispute 
Resolution

Patent/Bid-Ask™

IP Auctions

Corporate Finance 
& Restructuring
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Disclaimer Disclaimer 

Th d h i d b hi i f di iThe concepts and theories covered by this presentation are for discussion
purposes only and are not intended to be all-inclusive on the topic of
intellectual property or valuation. Many of the concepts are illustrative only
and do not necessarily represent the approaches that the author would
recommend in any particular case.
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