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“Stranded” Non-Core Technology and Associated IP Represent
a Valuable and Highly Qualified Source of Corporate Assets

Asset Characterization

Non- Core Assets

1
I Core Assets . _ _ .
| * Analytic estimates US Public companies
| Owner Should Focus : : *
, Management and have sunk investments exceeding $900B
I Investment Here in the class of Non-Core Assets
. I e * These assets generally consist of
o Sell, spin-out I Keep, don't license i .
kS | current/active IP with some level of proof-
© . .
> I of-concept or productization
© hmmmm e e -
= * The asset owner has no plan to continue
[ H . .
= OISR AESES pursuit of the opportunity and no plan for
Value Based Upon value extraction

Interaction with Core Profit-
Making Business

Sell, donate, or abandon Keep, FOU license outside core

*Analytic Capital internal estimate based

Strategic Fit with Owner’s Business upon survey of U.S. public company 10-
k filings from 1995 to 2005
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Where do Non-Core Assets Come From?

» Post merger / acquisition research and development strategy and
prioritization

* Unintended discovery

» Discovery leading to multiple applications, some outside of the
company's market focus

» “Pet projects” that lose sponsorship
» Change in company strategy

« Change in the target market
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Technology Asset Types

Pure IP < Region of Opportunity » Product

“Missing Pieces”

Patented or Proof of Complete and

Patentable Idea Concept « o ” Well Formed

Off Target
<Difficult to transfer -Sufficient to -Demonstrates physical *Operational in real- *Completed product that sLimited technology
because people in demonstrate thatthe  existence proof that the World environment, missed the mark risks where product still
development science and math technology delivers the mee’Flng all major prowde_s competitive
organization are the only behind the innovation  intended value requirements and clearly *Mature product that has results in a healthy
ones who truly are sound proposition for the demonfsltrating its value fallen bghind the market
understand it targeted application proposition competition _ .

+Allows estimation of the *Business execution
-Uncertainty surrounding value-proposition of the +Technological feasibility *Most development and  «Successful product in  risks remain
the market, the impact  invention (Ideally likely has been fully achieved Manufacturing cost one market that could
of the patent and its 10x winner over existing issues have been be adapted to *May need some work to
operational solutions) -Economic risk factors  resolved application in another  make it “equity-ready”
transferability limit value may still be present in o ~ market with incremental .
«Substantial technology the costs for *Distribution and service effort *Monetize asset through
«Likely buyer (or risk usually remains manufacturing, cost issues might still _ internal, hybrid, or
licensor) is company distribution and service require work «Effort required to. external models
already serving or address the gaps is
planning to serve the *Some bugs may small, relative to the
market remain, but they are potential value that
well- characterized and would be created
contained
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Product Development Company (IP Supports the Product)

» A market need or trend is postulated, studied, and defined
» Often the core idea can be protected under forms of enforceable IP

* Product definition evolves, product is created, and innovative approaches are developed that are
the subject of patent applications

» Product is introduced, with its position protected by the combination of innovation and IP (patents)

« Company grows and returns on investment

Exit
() by IPO or
1P >
~ Acquisition

idea

Product or Product Line

Business Unit or Company
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IP Development Company (IP is the Product)

« Seed IP with validation on Proof-of-Concept level is acquired as a spin-out
« Additional supportive IP is acquired in the marketplace

« Continuing technology development creates additional organic IP and
product example(s) that is/are close to market ready

* |IP monetized through licenses or sale
* Independent patent aggregators are a variant of this approach

‘\

Sy

Monetize by ongoing
licensing program,
sale of IP subsets, or
sale of entire company

Acquired as spin-out

*Proof of Concept

‘/'
]
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Product-only and IP-only models are inherently limited

PRODUCT DEVELOPMENT
Requires an |IP basis for protection

Core idea ultimately requires
infrastructure for market penetration

Needs follow-on products and follow-on
IP to enhance value

Operational issues can override IP value
mining

Likely exit limited to M&A or IPO

IP DEVELOPMENT
Initial IP requires PoC
IP value has product dependence

Subsequent acquired and organic IP
requires product for validation

Marketing of product requires partner

IP value depends of acceptance of a
product based on it and validation of
market

Exit is through sale or license of IP which
generally requires an assertion model to
yield value
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TACL - a High Capital-Efficiency Alternative Spin-Out Form

TACL is an acronym for Technology Asset Cultivation and Licensing company

TACL is a new investment vehicle for capital sources

It is the manifestation of the combined IP and Product Development models

TACL spin-out candidates contain:

— Compelling technology representing a clear competitive advantage to an existing
market

— Intellectual property position that offers protection against fast-following competition
— Proof of technological feasibility
— Assets that are clearly in the engineering and/or commercialization phase
— Clean title with no liabilities or obligations to 3" parties
— Validated exit strategy.
 Originating asset owner receives a minority interest in TACL

* Invested capital in the TACL is deployed solely for asset and IP development
and completion
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TACL - The Technology/IP Development Spin-Out

Tech Co (Ty)

&

o) ownership

2

2 —>
=

=

o

Lo \ 4

Proof-of-concept and Seed
IP acquired as spin-out and
replaces idea+IP step

Sell some or

—P> all IP

Form IP Lic.
> Co.*

*non-exclusive (assertion
model) excluding FOU licenses

Sell bus.
incl. IP
Operating |

Company Exits
Fund as new

> venture????

v v

M&A IPO
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ldeal IP/Technology Development TACL Candidate Profile
« Compelling technology representing a clear competitive advantage in existing or
identified markets
» Strong IP basis that offers protection from fast followers:
— Multiple patents/applications covering core technology and extensions
— Patents issued and/or affirmative office action status
— Umbrella for additional application
— On-going provisionals and applications.
» Product has achieved proof of technical feasibility
» Clear path to commercialization
» Clean title & minimal encumbrances (licenses, security interests)

» Validated exit strategy
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Value = Risk Removal

Risk Factor IP Development Co.

Technology Risk

IP Risk
(Validity, Scope &
Design-Around)

Business Model Risk Potential legislative/judicial

& Management Risk backlash against non-practicing
entity (Troll) model

Market/Adoption Risk

Fast Follower Risk

Product Development Co.

Partially exposed

WIN/LOSE Bet

Marketing errors are sufficiently
expensive to cause failure

Protection limited to organic IP
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Driving Forces, Benefits and Barriers

» Driving Force - monetary return on perishable asset that is stranded
because:

Company leadership has made a judgment that it has other internal programs that
will produce a higher rate of return on capital/assets

End product does not fit company’s addressed market, business model, or
sales/marketing channel

End product market is below necessary revenue threshold for pursuit or lacks
clear path to revenue

Product competes with current partners or customers
Change in strategy.

« Benefits to Asset Owner:

Future upside without further investment
Removes R&D Expense from Balance Sheet
Eliminates asset related IP pursuit and maintenance costs.

» Barriers to Deal Completion:

IP allocation

Rights in future IP

Future competitive concerns and covenants
Financial and equity terms.
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IP Allocation Issues

Assigned IP

TechCo Spin-out
P technology

Retained IP

Crossover IP

IP sub-divides as assigned, cross-
over, and retained

Crossover IP is common to both
retained and spun out
technologies

TACL will improve assigned IP
and develop new P
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IP Relationships Between Tech Co and TACL

* Retained IP
—  Definition: Primarily (exclusively?) applicable to TechCo businesses
—  Ownership: TechCo
. — Licenses:
Retlal;ned TeCh CO Croslgover *  Non-exclusive FoU license to TACL
*  Usually defensive only
— Enforcement: TechCo

A
I

*  Crossover IP

Non-exclusive (Defensive) Exclusive FoU —  Definition: Useful in both TechCo and TACL businesses
FoU Patent Licenses E;ZZZZIOQV —  Ownership: Usually TechCo

Licenses:
. Exclusive FoU to TACL
* Includes technology
Enforcement:
«  Owner first, then Licensee
*  May be FoU specific

Alternative: Assign to TACL with exclusive FoU grant-back to
TechCo

Non-Compete

Assignment

* Assigned IP
—  Definition: Primarily (exclusively?) Applicable to TACL business
—  Ownership: TACL
; — Licenses
gn ;5;?,:,’?3 TACL ASS; gned +  May be non-exclusive FoU License to TechCo
* No Technology
—  Enforcement: TACL
*  Non-compete
— Insulates TechCo and TACL from competition by other party
—  TACL Investors require non-compete from TechCo

Click this Link to Return to Inflexion Point----> http://www.ip-strategy.com/


http://www.ip-strategy.com

Contact Info
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