—-’vr

W thie most.of patents, forabusiiess: ,
Miniropean Patent Acadeny) Conference’= 6
~Athens, Greece, March 2014, Session 2 |

ent valuation and commercialisations ) .

(213 ’m ssessment for different types of IP assets

E i various technology areas
( g,/guw/u J) software pharmaceuticals, mechanics, and medical deyices)

_._l'

= ——r

& Dr. Reuven K. Mouallem, LL.M. — FlashPoint IP Ltd.

: _
3 ,-,ﬁ?;:, IP Management Consultant, Strategic Advzsor Patent Attorney & Founder

i

Where Volatile'ldeas Ignite

Management of technology, portfolio consulting, and business-
Strategy services in all aspects of intellectual property, patent &
trademark protection, asset management, technology transfer,

and licensing — enhancing your innovation value chain
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taveWadely= Adoptedéf”]uatlﬂ‘ff"
Framework Enidanental 1ssues

> 5 Crau mngastinancial Viarket for IPRS prepared by, the
Joiver J_.r. 201551 (Gallen and ' the Fraunhofer Institute for the
Dirgeive ateGeneral Enterprise of the European Commission,

..)s!.v' ber 20115

Eﬁ*"" l ur quantitative survey showed that, currently, the market actors

' SConsider.the problem of evaluating [IP] as the greatest barrier to IP

= “fransactions. The lack of commonly accepted valuation methods has
adverse effects on buyers’ and investors’ confidence, because the value
of:the asset is highly uncertain. A liquid market is driven by the actors’
confidence. Furthermore, experts find the applicability of [IP]
valuation methods highly debatable.”
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malge ol Creating a Consisien;
B PuEAve s Widelys Adoptedéf”‘luatmﬁ"‘

S ramewonke Undlzphying Bacrop

> niglly ¢4 aalProperty Valuation, Einal Report of: the
INMOpraniixper Group for the Directorate General for Research
and Lo 110} atlon, Iuropean Commission, October 2013:

/ 4y S [P ISy bylits nature, innoyvative and therefore different, each case
= ‘Lvaluatwn requires investigation, rather than a valuation bemg
Scuiculared automatwally As a result, IP valuation of a company’s
= issets is.an opinion, at a partwular pomt in time — similar in many
respects to.the way that a legal opinion is given. Although an informed
layman might proffer a good guess, it is important to note that in the
same way that one cannot automate the judgement on a law suit, one
cannot automate judgement on an independent IP valuation. There are
many factors involved and evidence can have a large impact.”
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> 4 . Cm'fe Model" Withiout Propeigiisik

ASsEssment: Reduces Valiiz of valitgiioms

PUF!J? i

P ELirEyaViatsuura, “AniOyverview ofiIntellectual Property and
Taiar _[3:[:[) YASSer Valuation Models,” Research Management
Hayiay, 1)1 14, No. 1, Spring 2004:

/ “0Ony 7 thieiapparent weaknesses of the most commonly used valuation
: _!_a‘_;r lelsasithieifuailure toincorporate legal rights into their calculations.
srention, maintenance, and enforcement of legal rights of ownership and
;_;;_:;.- = OVItrol. for intangible assets form a critical component of the total economic
—— Yalue ofithose assets. The failure to account for the value of those rights
undermines the accuracy and the utility of the overall asset valuation process.
This'paper-advocates a concerted effort by professionals involved in
intellectual property law and intangible asset development and management to
integrate more effectively the legal aspects of intangible asset creation,
protection, and transfer into asset valuation models. Absent such integration;
all intangible asset valuation models will continue to be incomplete.’’
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compiete Model"Without Propeisliisks
Agsesgent A IR b hetier (o ngiting

> Juttre rey i\j aisuural =An Overview of Intellectual Property
and o 1oiblerAsset; Valuation Models,” Research
),4[::”4"" Reyiew, Vol. 14, No. 1, Spring 2004:

Ve Se.evenifthe projections of the impact of these legal factors on
= :qs‘set yaluation are very rough, the process of evaluating that

&= mpact.and the introduction of some estimate for their value will
umproye the accuracy of the overall valuation effort.”
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IBCoallOpinions are FoundationdlMHemenis
BBV ASPECE Of RISKSASSESSmcnt

P INSICICCHIal property, opinions are the mother of all IP
frunsueilopns
> :'cl'arify what exactly the asset is, what is its scope, who is
it _9_«“‘ ryand what restrictions apply to it
> [P aggeigi particular are strengthened by such clarification due
ﬂ%’ﬂiﬁfact that intellectual property as an intangible asset leaves a

= ot of:room for interpretation
> Such legal clarification is referred to as due diligence
> Lack of clarification creates uncertainty
» Uncertainty requires valuations to be discounted appropriately
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E [Cegal Risk= Adjusted -

Valuatien Erameworker _—

rj u i 10t AChanieyent can haye on a business transaction, and
in ,),1_[“_[ faran P transaction, is a matter of assessing the
JUSKESS c1ated with the event
/ ;{-3 atlve =force” that an event can exert is its impact factor

r.' =L ot all risks'are equal in importance
— \/ INot all risks are equal in their cost to clarify

—_ v Determining a quantitative or qualitative value of risk related to a
situation or holding and a potential threat (or hazard) is the domain
of risk assessment
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Appiying Risk Premiums to,
Paigniaalizitions Consideraiions

o

pliesasksireepatentvalue mmnus legalirisks equalsithe
resuliing patent value with a risk premium expressed as a
PIOYEDY ilitystoreachilegal risk tactor or aspect

7 _e ,u nt value = (risk-free patent value)*(1 — (discount)*(impact)) . .

glstlc poritiolio discounts can also amplify or compress
- “:57 uahons due to a combination of IP threats

‘;dlnfprmatlon asymmetry factors into the equation as well

> Concealment, deceit, incomplete communication, or
information too difficult or too costly to obtain are all
hazards that can shift the economic analysis
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Appiying Risk Premiums to,
Paignifalieitions Comsideraiion

o

SIESovAming avaluation that more accurately retlects'a
el epnskeassessment also initiates a new, type of
dinlugie Nonwhich concerns need to be focused on the most

> Can 0 used to budget due diligence efforts

/ Dai :r_mlmng the discount rates becomes the secret sauce of
“?éyery risk=assessment engagement — each chef has his own
= recipe
> Value of a patent depends on the knowledge of the evaluator
and the implicit legal assumptions made

> Choice of legal/technical aspects to consider and weight to
give them affects the analysis dramatically
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oplying Risk: Prémiums’ to Eaiehni:
Malwziiloes Leoal Risle @ aﬁvmspeém

fility/invalidity — Granted? Opposed? Valid? Attacked?

= ::§Eﬁp'e = Appropriate coverage of commercial product line or processes?

> Circumyention/breadth — Third-party coverage? Work-arounds?
> Detectability/enforceability — Is infringement detectable? Courts?

— based on presentation of Dr. Malte Kollner
Copyright © 2014 FlashPoint IP Ltd.




RAPPIVING RISk Fremiums tosaiei
N ABION: Conductine DueMdHeerice. Wisely

> shsIErampacrofieachiegal riskfactorof the patent
/[ I3 rg,a actor wortlhithe expense to conduct due diligence for valuation?.
> R IGIEY cy cheapest/most accurate first, discount others

/ O ershlp, Status, Scope — relatively easy and inexpensive (72)
== afentablhty, Circumvention, Detectability, FTO — more difficult/costly

_-.— _—'I

§Calqulate legal risk-adjusted valuation from model

> Case study deals with high-impact examples of difficult risk
factors — Scope, Patentability, Circumvention, Detectability, FTO

— based on presentation of Dr. Malte Kollner
Copyright © 2014 FlashPoint IP Ltd.
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i ACasmV ol Highsmpact, RiskeAdjusicd
Al iEtions . Based onlLegal IDucaDilisEiee:

S Viemane o iersaniesiie clamm

PSRy aAnyolves watershed” patents in each technical category
@ varysiedanahe igurativessenseas being correlated toa time when an
imporaanneliongeoccurred (i.e., investiment, licensing, or-acquisition)
/ 'Waj inithe geographical sense of a divide which drains any area into a
BTSN ey aitrue market barrier that excludes others from draining profits)
o _panies in;case study were startups
&> (chiange of law firm/attorney and claim redrafting serves as proxy for
= ~ducdiligence in case study

> Jrout of 11 patents in the case study were drafted by large IP law firms,
then claims were redrafted by our firm

> One of.the patents in the case study was drafted by our firm, then
claims were redrafted by a large IP law firm — includes portfolio effect
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i 'CaSMy ot High=limpact, RiskeAdjusicd
N itions Bascd on LegagLD,y_@'IﬁTlgeim

S e nanme ofe.eanie e clainy”

1 Ho’w_ can legal risk of patents strongly impact valuations?
> Is discounting always the right choice for costly risk factors?

> Does costly due diligence justify its expense?

(patent Clalms 4! presentatlon Only) Copyright © 2014 FlashPoint IP Ltd.
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IEeITNBIogy arcaselectronics

W/ICAngilly Connect e puyis
Issuz: Baigpiailiny — Valuanonin: JIpACT

3 ype—

> Resolution of issue reduced doubt of IP protection

> Product marketing & manufacturing expanded greatly
> Differentiated features drained market share from competitor

Copyright © 2014 FlashPoint IP Ltd.




MCenelogy arcansoftware
CHRYAACTINC I PIOGESSES
Issue: Progeridaoverase —Ydliaiion lipydes
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> Resolution of issue opened the road to securing investment
> Partner interest in project increased due to greater certainty
> Reduced criticism during grant-funding process

Copyright © 2014 FlashPoint IP Ltd.




mrology ATCARSOLLWATE

[ AN DI O SEISSOrs”
/3'3'!,45 Aoyirderdoyzrag s — Yeliidiion e

> Issue caused university TTO to release patent/inventor contract

> Resolution of issue resulted in multi-million dollar investment
> International team assembled based on investor confidence
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o TeEM‘gy arcds pHaimaccuticals %
v SUITICHIASYILCTENT CONTIS R
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>-ISSl_lé blocked investor negotiations from progressing
> Expensive and protracted prosecution weighed down project
> Resolution of issue opened the road to securing investiment

Copyright © 2014 FlashPoint IP Ltd.
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> Isstuie created confusion for investors in assessing IP strategy

> Resolution of issue opened the road to securing investment
> Proof of concept affirmed choice of strategy, venture progress

Copyright © 2014 FlashPoint IP Ltd.




Neahnole gy arcasmechanics

S oWadoes e loyWas ok
/ ssue: Clagimpeasnpori — \Yaliiaiion linpedes

> Exjaénsive and protracted prosecution weighed down project

> Issue blocked large capital expenditure for equipment
> Resolution of issue opened the road to securing investiment
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Z ful WA YOISUYS WITAT YOI Iear).
7 tyw = Clariny <« yeope — Yaliaiion lingdei

> Issiie previously undetected — “self-launched torpedo’

> Raising of issue clarified sensitivity of patent, greater certainty
> Resolution of issue yielded additional investment for patents
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>_Ex[)énsive and protracted prosecution weighed down project
> Resolution of issue opened the road to securing investiment
> Resolution of issue expanded IP efforts into related area
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> Eixpensive and protracted prosecution weighed down project
» Doubt in real IP raised speculation by investors & competitors
> Resolution of issue resulted in very large licensing agreements
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"ﬁhnology Areads Soltware
Sporiolio gpger
ISSICE Coverdger seseope.— Valuanon limpact

> I patent and market interest resulted in acquisition

> New. owner. worried about threats, wanted large global IP.firm
> 2" patent strongly reduced in value, lost greater opportunity
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>fEndorsements by government agencies contradicted examiner
> Original patent claim unpatentable
> Resolution of issue resulted in ramped up manufacturing
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f “‘“ Ley .’T{l‘stan Tip; theTalance o Patent
Valtrations Dramatically?

_> Legal risk strongly impacts patent valuations in complex ways

> Discounting is not always right choice for costly risk factors
> Costly due diligence certainly justifies expense in some cases
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