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Objectives

• To provide an overview of a number of frameworks and tools for conducting IPR 
valuations

• To point out some of the unique approaches that work well for IPR valuations such 
as the multi-period excess earnings method and relief from royalty

• Assume familiarity / experience with basic income, market and cost valuation 
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• Assume familiarity / experience with basic income, market and cost valuation 
techniques

To provide an overview of a number of frameworks and tools for conducting IPR 

To point out some of the unique approaches that work well for IPR valuations such 
period excess earnings method and relief from royalty

Assume familiarity / experience with basic income, market and cost valuation 
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Assume familiarity / experience with basic income, market and cost valuation 



What is IPR?

Valuing Intangible Assets, Robert F. Reilly & Robert P. Schweihs

“There is a specialized classification of intangible assets called intellectual properties. Intellectual properties 
manifest all of the economic existence and economic value attributes of other intangible assets. However, 

because of their special status, intellectual properties enjoy special legal recognition and protection. 
Intangible assets are often created in the normal course of business operations. However, intellectual 
properties are created by human intellectual or inspirational activity. Such activity (although not always 

planned) is specific and conscious and the creativity involved can be attributed to identified, specific 
individuals.

Wikipedia:
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“Intellectual property (IP) is a term referring to a numbe
the mind, both artistic and commercial, and the corresponding fields of law.

owners are granted certain exclusive rights to a variety of intangible assets, such as musical, literary, and 
artistic works; discoveries and inventions; and words, phrases, symbols, and designs. Common types of 
intellectual property include copyrights, trademarks, patents, industrial design rights and trade secrets in 

some jurisdictions.

Section 19B of the Income Tax Act (Singapore):

“intellectual property rights" means the right to do or au
right, be an infringement of any patent, copyright,

lay-out design of integrated circuit, trade secret or information that has commercial value.

Robert F. Reilly & Robert P. Schweihs:

There is a specialized classification of intangible assets called intellectual properties. Intellectual properties 
manifest all of the economic existence and economic value attributes of other intangible assets. However, 

because of their special status, intellectual properties enjoy special legal recognition and protection. 
Intangible assets are often created in the normal course of business operations. However, intellectual 
properties are created by human intellectual or inspirational activity. Such activity (although not always 

planned) is specific and conscious and the creativity involved can be attributed to identified, specific 
individuals.”
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ber of distinct types of legal monopolies over creations of 
the mind, both artistic and commercial, and the corresponding fields of law.[1] Under intellectual property law, 

owners are granted certain exclusive rights to a variety of intangible assets, such as musical, literary, and 
artistic works; discoveries and inventions; and words, phrases, symbols, and designs. Common types of 
intellectual property include copyrights, trademarks, patents, industrial design rights and trade secrets in 

some jurisdictions.”

Section 19B of the Income Tax Act (Singapore):

r authorise the doing of anything which would, but for that 
ht, trademark, registered design, geographical indication, 

out design of integrated circuit, trade secret or information that has commercial value.”



Why value?

• Fund raising/ venture capital negotiation

• Purchase & sale negotiation

• Support for licensing/ alliance negotiation

• Portfolio/ product development decision making

• Income tax strategies and non-arm’s length transactions

• Purchase price allocation
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• Communication to stakeholders

• Shareholder disputes

• Track progress over time

Fund raising/ venture capital negotiation

Support for licensing/ alliance negotiation

Portfolio/ product development decision making

arm’s length transactions
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Factors that affect the value of Technology based I PR
Attribute Positive Influence on Value

Age - absolute Newly created, state-of-the art technology

Age - relative Newer than competing technology

Use - consistency Technology proven or used consistently on products and services

Use - specificity
Technology can be used on a broad range of products and 

services

Use - industry Technology can be used in a wide range of industries

Potential for expansion
Unrestricted ability to use technology on a new or different 

products and services

Potential for exploitation
Unrestricted ability to license technology into new industries and 

uses

Proven use Technology has proven application

Proven exploitation Technology has been commercially licensed

Profit margins or investment returns on products and services 
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Profitability - absolute
Profit margins or investment returns on products and services 

higher than industry

Profitability - relative
Profit margins or investment returns on products and services 

higher than competing names
Expense of continued 
development

Low cost to maintain the technology as state

Expense of commercialisation Low cost of bringing technology to commercial exploitation

Means of commercialisation Numerous means available to commercialise technology

Market share - absolute Products and services using technology have high market share

Market share - relative
Products and services using technology have higher market share 

than competing names

Market potential - absolute
Products and services using technology are in an expanding 

market

Market potential - relative
Market for products and services using technology expanding 

faster than competing names

Competition Little or no competition of technology

Perceived demand Perceived currently unfilled need for the technology

Source: "Valuing Intangible Assets", Robert F. Reilly and Robert P. Schweihs 

Factors that affect the value of Technology based I PR
Positive Influence on Value Negative Influence on Value

the art technology Long-established, dated technology

Newer than competing technology Older than competing technology

Technology proven or used consistently on products and services
Technology unproven or used inconsistently on products and 

services
Technology can be used on a broad range of products and Technology can be used only on a narrow range of products and 

services

Technology can be used in a wide range of industries Technology can be used only in a narrow range of industries

Unrestricted ability to use technology on a new or different Restricted ability to use technology on a new or different products 
and services

Unrestricted ability to license technology into new industries and Restricted ability to license technology into new industries and 
uses

Technology has proven application Technology does not have proven application

Technology has been commercially licensed Technology has not been commercially licensed

Profit margins or investment returns on products and services Profit margins or investment returns on products and services 
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Profit margins or investment returns on products and services Profit margins or investment returns on products and services 
lower than industry

Profit margins or investment returns on products and services Profit margins or investment returns on products and services 
lower than competing names

Low cost to maintain the technology as state-of-the-art High cost to maintain the technology as state-of-the-art

Low cost of bringing technology to commercial exploitation High cost of bringing technology to commercial exploitation

Numerous means available to commercialise technology Few means available to commercialise technology

Products and services using technology have high market share Products and services using technology have low market share

Products and services using technology have higher market share Products and services using technology have lower market share 
than competing names

Products and services using technology are in an expanding Products and services using technology are in a contracting 
market

Market for products and services using technology expanding Market for products and services using technology expanding 
slower than competing names

Little or no competition of technology Considerable established competition for technology

Perceived currently unfilled need for the technology Little or no perceived currently unfilled need for the technology



Valuation Approaches

Income Approach
Based on the premise that the value of a business
of the future earning capacity that is available
that business or asset. The discount rate
money, inflation and the risk inherent in ownership

A. Discounted Cash Flow Method (“DCF”)
� Involves forecasting the business

discounting it back to a present value
�
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�
discounting it back to a present value

� Adding the amortisation tax shield
represents the fair value of the IPR

� Tax Amortisation Benefit – The hypothetical
derived from an IPR if it is amortised over

business or asset is the present value
available for distribution to investors in
rate should consider the time value of
ownership of the interest being valued

(“DCF”)
business or asset cash flows and then

value at an appropriate discount rate

© 2010 Deloitte Touche Tohmatsu

value at an appropriate discount rate
to the present value of cash flows

hypothetical tax benefit that could be
over its remaining useful life



Valuation Approaches

Income Approach (continued)

B. Multi- Period Excess Earnings Method (“MEEM”)
� Predicated on the basis that the value

the future cash earnings it generates,
other assets also contributing to that
the present values along with an adjustment
benefit results in the fair value.
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C. Relief-From-Royalty Method (“RFR”)
� This method entails quantifying royalty

required if the IPR was owned by
company. The imputed royalty payment
taxes and discounted to present value
rate. The sum of the present values
tax amortisation benefit results in the

Period Excess Earnings Method (“MEEM”)
value of an IPR is the present value of

generates, net of a reasonable return on
that stream of earnings. The sum of

adjustment for the tax amortisation

© 2010 Deloitte Touche Tohmatsu

(“RFR”)
royalty payments, which would be
by a third party and licensed to a

payment stream is then adjusted for
value using a risk-adjusted discount

values along with an adjustment for the
the fair value.



Valuation Approaches

Income Approach (continued)

D. Price Premium/ Cost Savings Method
� This method entails quantifying additional

the use of the IPR. The imputed additional
then adjusted for taxes and discounted
adjusted discount rate. The sum of
adjustment for the tax amortisation benefit

9 Deloitte Valuation Services 

Market Approach
In the market approach, recent sales and listings
assets are gathered and analysed. If necessary,
to the observed pricing multiples to recognise
between the subject company or asset and
assets.

Method
additional revenue or cost savings from

additional revenue of cost savings is
discounted to present value using a risk-

of the present values along with an
benefit results in the fair value.

© 2010 Deloitte Touche Tohmatsu

listings of comparable companies or
necessary, adjustments are then applied
recognise differences in characteristics

and the comparable companies or



Valuation Approaches

Cost Approach
• The discrete valuation of an asset using

concept of replacement as an indicator
• A prudent investor would pay no more

required to replace the asset new
• Establishes value based on the cost of

less depreciation from physical deterioration
if present and measurable

10 Deloitte Valuation Services 

using a cost approach is based upon the
of value

more for an asset than the amount

of reproducing or replacing the asset,
deterioration and functional obsolescence,

© 2010 Deloitte Touche Tohmatsu



Multi- Period Excess Earnings Method

• Remaining useful life of the IPR
� Definition

– The period over which an IPR is expected to contribute to future cash 
flows

– Determine RUL based on an analysis of:

– The expected use of the IPR

– The expected useful life of another asset or a group of assets to 
which the useful life of the IPR may relate

11 Deloitte Valuation Services

which the useful life of the IPR may relate

– Legal, regulatory, or contractual provisions that may limit the useful 
life or enable renewal or extension of the IPR’s legal or contractual life 
without substantial cost

– Effects of functional obsolescence, technological obsolescence, and 
economic obsolescence

– Level of maintenance expenditures required to obtain the expected 
future cash flows from the IPR

Period Excess Earnings Method

The period over which an IPR is expected to contribute to future cash 

Determine RUL based on an analysis of:

The expected useful life of another asset or a group of assets to 
which the useful life of the IPR may relate

© 2010 Deloitte Touche Tohmatsu

which the useful life of the IPR may relate

Legal, regulatory, or contractual provisions that may limit the useful 
life or enable renewal or extension of the IPR’s legal or contractual life 

Effects of functional obsolescence, technological obsolescence, and 

Level of maintenance expenditures required to obtain the expected 



Multi- Period Excess Earnings Method

• Future cash flows attributable to the IPR
� Forecast of cash inflows

� Revenues. Estimated number of units
selling prices throughout the selling
penetration, and estimated market share

� Future cash outflows
� Cost of sales, Sales & marketing expenses,

expenses, technical/ R&D expenses
� Required levels of net working capital and
�

12 Deloitte Valuation Services

�

� Required levels of net working capital and
� Consider also stage of development of

yet, the timeframe and cost to commercialisation
� Projections are supported by benchmarking

� Independent third party market/ industry
� Historical financial track record of the
� Financial performance of comparable

Period Excess Earnings Method

Future cash flows attributable to the IPR

units expected to be sold, estimated
selling period, estimated market
share

expenses, general & administrative
expenses and tax expenses

and tangible assets

© 2010 Deloitte Touche Tohmatsu

and tangible assets
of the IPR & if not commercialised

commercialisation
benchmarking to:

industry studies
the IPR

comparable IPRs



Multi- Period Excess Earnings Method

• Contributory Asset Charges
� Consider IPR in isolation from all other
� Contributory charges are hypothetical

other assets
� IPR do not generate cash flows in

contributory assets to generate cash flows
� Return “on” vs. return “of”

� Return on represents the return that
investment in specific asset.

13 Deloitte Valuation Services

�
�

investment in specific asset.
Return is based on riskiness of the

� Return of represents the economic
(depreciation/ wasting of asset)

� Consideration should be given to the
analysis before the contributory assets
� If an EBIT measure is used

appropriate
� If an EBITDA measure is used then

appropriate

Period Excess Earnings Method

other assets
“rental” charges for the use of the

in a vacuum – they also utilise
flows

that an investor would require for an

© 2010 Deloitte Touche Tohmatsu

the contributory asset
economic loss of using the asset

the profit metric that is used in the
assets are considered

then “return on” may be more

then “return on and of” may be more



Multi- Period Excess Earnings Method

• Contributory Asset Charges (continued)
� In determining the contributory asset

taken for what is accounted for in the ‘regular’
� Take contributory charges for all assets

including:
� Debt-free net working capital (short
� Fixed assets (long term borrowing
� Intangible assets

� Trademark/trade name (after-tax
�

14 Deloitte Valuation Services

�
�

� Trademark/trade name (after-tax
� Internal use software (c. IRR)
� Non-competition agreements (c
� Assembled workforce (c. IRR)

Period Excess Earnings Method

Contributory Asset Charges (continued)
charges, consideration should be

‘regular’ profit metrics
assets that contribute to IPR cash flows,

(short term borrowing rate)
rate)

tax royalty rate)

© 2010 Deloitte Touche Tohmatsu

tax royalty rate)

(c. IRR)



Multi- Period Excess Earnings Method : Developed Technolog y

($000's)
DRAFT

SOURCE: IPR A
Calendar Year--> 2009 2010

Forecast Period--> 1 2

REVENUES 20,499.6$  17,500.0$  
Growth Rate na -14.6%

EXPENSES

Cost of Goods 15,750.4$  13,143.1$  
% of Revenues 76.8% 75.1%

S,G&A 2,012.8$    1,518.0$    
% of Revenues 9.8% 8.7%

Depreciation 512.5$       437.5$       
% of Revenues 2.5% 2.5%

Research & Development 410.0$       350.0$       
% of Revenues 2.0% 2.0%

TOTAL EXPENSES 18,685.7$  15,448.6$  

PRE-TAX INCOME 1,813.8$    2,051.4$    

Fixed Tax Rate 0.0% 0.0%
-                           

NET INCOME 1,813.8$    2,051.4$    
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NET INCOME 1,813.8$    2,051.4$    

RETURNS ON CONTRIBUTORY ASSETS After-Tax Royalty %

Net Working Capital (51.2)           (43.8)           

Fixed Assets (96.6)           (82.5)           

Core Technology 2.00% (410.0)        (350.0)        

Customer Relationships (154.1)                     

Assembled Workforce (58.9)           (50.3)           

NET RETURNS ON DEVELOPED TECHNOLOGY 1,043.0      1,524.8      

Partial Period Factor
Periods Discounting 0.34
Present Value Factor 15.00% 0.9536 0.8491

Present Value of Net Returns 994.6$       1,294.8$    

Present Value of Cash Flows 3,472.4$         

Present Value of Tax Benefit 7.2$                

Fair Value 3,479.5$         
Fair Value (Rounded) 3,500$            

Contributory Charge Assumptions:
Normalized Working Capital as % of Revenue 10.0%
Pre Tax Return on Working Capital 2.5%
After-Tax Return on Working Capital 2.5%
Fixed Assets as % of Revenue 6.7%
After-Tax Return on Fixed Assets 7.0%

Period Excess Earnings Method : Developed Technolog y
IPR A Valuation Analysis

As of 31 December 2009

For the Calendar Years Ending December 31, 
2010 2011 2012 2013 2014 2015 2016

3 4 5 6 7 8

17,500.0 12,250.0$  3,675.0$    1,837.5$    918.8$       459.4$       229.7$       
-14.6% -30.0% -70.0% -50.0% -50.0% -50.0% -50.0%

13,143.1 9,187.5$    2,756.3$    1,378.1$    689.1$       344.5$       172.3$       
75.1% 75.0% 75.0% 75.0% 75.0% 75.0% 75.0%

1,518.0 1,019.5$    299.9$       151.3$       74.4$          36.8$          18.4$          
8.7% 8.3% 8.2% 8.2% 8.1% 8.0% 8.0%

437.5 306.3$       91.9$          45.9$          23.0$          11.5$          5.7$            
2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%

350.0 245.0$       73.5$          36.8$          18.4$          9.2$            4.6$            
2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

15,448.6 10,758.2$  3,221.5$    1,612.1$    804.8$       402.0$       201.0$       

2,051.4 1,491.8$    453.5$       225.4$       113.9$       57.4$          28.7$          

0.0% 0.0% 7.0% 7.0% 7.0% 7.0% 7.0%
-              -              31.7            15.8            8.0              4.0              2.0              

2,051.4 1,491.8$    421.7$       209.6$       106.0$       53.4$          26.7$          

© 2010 Deloitte Touche Tohmatsu

2,051.4 1,491.8$    421.7$       209.6$       106.0$       53.4$          26.7$          

(43.8) (30.6)           (9.2)             (4.6)             (2.3)             (1.1)             (0.6)             

(82.5) (57.8)           (17.3)           (8.7)             (4.3)             (2.2)             (1.1)             

(350.0) (245.0)        (68.4)           (34.2)           (17.1)           (8.5)             (4.3)             

-              -              -              -              -              -              -              

(50.3) (35.2)           (10.6)           (5.3)             (2.6)             (1.3)             (0.7)             

1,524.8 1,123.2      316.3          156.8          79.6            40.2            20.1            

1.17 2.17 3.17 4.17 5.17 6.17 7.17
0.8491 0.7384 0.6421 0.5583 0.4855 0.4222 0.3671

1,294.8 829.3$       203.1$       87.6$          38.7$          17.0$          7.4$            



Multi- Period Excess Earnings Method : Developed Technolog y 

($000's)
DRAFT

SOURCE: IPR B 8 Months

Calendar Year--> 2009 2010
Forecast Period--> 1

REVENUES
Total In-Process Project Revenues 426.7$       8,200.0$    
Less: Core Technology Leveraged 0% -                           
     Net Total In-Process Project Revenues 426.7$       8,200.0$    

Growth Rate na 1821.9%

EXPENSES

Cost of Goods 233.1$       5,857.1$    
% of Revenues 54.6%

S,G&A 41.9$          $      
% of Revenues 9.8%

Depreciation 10.7$          $      
% of Revenues 2.5%

Research & Development 1,585.6$    1,206.8$    
% of Revenues 371.6%

TOTAL EXPENSES 1,871.3$    7,980.3$    

PRE-TAX INCOME (1,444.6)$   $      

Fixed Tax Rate 0.0%
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-                           

NET INCOME (1,444.6)$   $      

RETURNS ON CONTRIBUTORY ASSETS After-Tax Royalty %

Net Working Capital (1.1)                       

Fixed Assets (2.0)                       

Core Technology 2.00% (8.5)                    

Customer Relationships (3.2)                          

Assembled Workforce (1.2)                       

NET RETURNS ON IN-PROCESS TECHNOLOGY (1,460.6)$   $       

Partial Period Factor 0.8889
Periods Discounting 0.34
Present Value Factor 17.00% 0.9480

Present Value of Net Returns (1,384.7)$   $       

Present Value of Cash Flows 170.1$            

Present Value of Tax Benefit 0.3$                

Fair Value 170.4$            
Fair Value (Rounded) 200.0$            

Contributory Charge Assumptions:
Normalized Working Capital as % of Revenue 10.0%
Pre Tax Return on Working Capital 2.5%
After-Tax Return on Working Capital 2.5%
Fixed Assets as % of Revenue 6.7%
After-Tax Return on Fixed Assets 7.0%

Period Excess Earnings Method : Developed Technolog y 
IPR B Valuation Analysis

As of 30 April 2009

For the Calendar Years Ending December 31, 
2010 2011 2012 2013 2014 2015 2016

2 3 4 5 6 7 8

8,200.0 9,840.0$    5,904.0$    3,542.4$    2,125.4$    -$            -$            
-              -              -              -              -              -              -              

8,200.0 9,840.0$    5,904.0$    3,542.4$    2,125.4$    -$            -$            
1821.9% 20.0% -40.0% -40.0% -40.0% -100.0% na

5,857.1 7,084.8$    4,250.9$    2,550.5$    1,530.3$    -$            -$            
71.4% 72.0% 72.0% 72.0% 72.0% na na
711.3$       818.9$       481.8$       291.7$       172.2$       -$            -$            
8.7% 8.3% 8.2% 8.2% 8.1% na na

205.0$       246.0$       147.6$       88.6$          53.1$          -$            -$            
2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%

1,206.8 196.8$       118.1$       70.8$          42.5$          -$            -$            
14.7% 2.0% 2.0% 2.0% 2.0% na na

7,980.3 8,346.5$    4,998.4$    3,001.7$    1,798.1$    -$            -$            

219.7$       1,493.5$    905.6$       540.7$       327.3$       -$            -$            

0.0% 0.0% 7.0% 7.0% 7.0% 7.0% 7.0%
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-              -              63.4            37.9            22.9            -              -              

219.7$       1,493.5$    842.2$       502.9$       304.4$       -$            -$            

(20.5)           (24.6)           (14.8)           (8.9)             (5.3)             -              -              

(38.7)           (46.4)           (27.8)           (16.7)           (10.0)           -              -              

(164.0)        (196.8)        (109.8)        (65.9)           (39.5)           -              -              

-              -              -              -              -              -              -              

(23.6)           (28.3)           (17.0)           (10.2)           (6.1)             -              -              

(27.0)$        1,197.4$    672.8$       401.2$       243.4$       -$            -$            

1.17 2.17 3.17 4.17 5.17 6.17 7.17
0.8322 0.7113 0.6079 0.5196 0.4441 0.3796 0.3244

(22.5)$        851.7$       409.0$       208.5$       108.1$       -$            -$            



Multi- Period Excess Earnings Method : In Process R&D
($000's)
DRAFT

SOURCE: IPR C 8 Months

Calendar Year--> 2009
Forecast Period--> 1

REVENUES
Total In-Process Project Revenues -$            $      
Less: Core Technology Leveraged 0% -                           
     Net Total In-Process Project Revenues -$            $      

Growth Rate na

EXPENSES

Cost of Goods -$            $      
% of Revenues na

S,G&A -$            $         
% of Revenues na

Depreciation -$            $         
% of Revenues 2.5%

Research & Development 264.3$       $         
% of Revenues na

TOTAL EXPENSES 264.3$       $      

PRE-TAX INCOME (264.3)$      $      

Fixed Tax Rate 0.0%
-                           
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-                           

NET INCOME (264.3)$      $      

RETURNS ON CONTRIBUTORY ASSETS After-Tax Royalty %

Net Working Capital -                          

Fixed Assets -                          

Core Technology 2.00% -                        

Customer Relationships -                           

Assembled Workforce -                          

NET RETURNS ON IN-PROCESS TECHNOLOGY (264.3)$      $      

Partial Period Factor 0.8889
Periods Discounting 0.34
Present Value Factor 17.00% 0.9480

Present Value of Net Returns (250.5)$      $      

Present Value of Cash Flows 124.1$            

Present Value of Tax Benefit 0.2$                

Fair Value 124.3$            
Fair Value (Rounded) 120.0$            

Contributory Charge Assumptions:
Normalized Working Capital as % of Revenue 10.0%
Pre Tax Return on Working Capital 2.5%
After-Tax Return on Working Capital 2.5%
Fixed Assets as % of Revenue 6.7%
After-Tax Return on Fixed Assets 7.0%

Period Excess Earnings Method : In Process R&D
IPR C Valuation Analysis

As of 30 April 2009

For the Calendar Years Ending December 31, 
2010 2011 2012 2013 2014 2015 2016

2 3 4 5 6 7 8

600.0$       300.0$       150.0$       75.0$          -$            -$            -$            
-              -              -              -              -              -              -              

600.0$       300.0$       150.0$       75.0$          -$            -$            -$            
na -50.0% -50.0% -50.0% -100.0% na na

150.0$       180.0$       90.0$          45.0$          -$            -$            -$            
25.0% 60.0% 60.0% 60.0% na na na

52.0$          25.0$          12.2$          6.2$            -$            -$            -$            
8.7% 8.3% 8.2% 8.2% na na na
15.0$          7.5$            3.8$            1.9$            -$            -$            -$            
2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%
12.0$          6.0$            3.0$            1.5$            -$            -$            -$            
2.0% 2.0% 2.0% 2.0% na na na

229.0$       218.5$       109.0$       54.6$          -$            -$            -$            

371.0$       81.5$          41.0$          20.4$          -$            -$            -$            

0.0% 0.0% 7.0% 7.0% 7.0% 7.0% 7.0%
-              -              2.9              1.4              -              -              -              
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-              -              2.9              1.4              -              -              -              

371.0$       81.5$          38.1$          19.0$          -$            -$            -$            

(1.5)             (0.8)             (0.4)             (0.2)             -              -              -              

(2.8)             (1.4)             (0.7)             (0.4)             -              -              -              

(12.0)           (6.0)             (2.8)             (1.4)             -              -              -              

-              -              -              -              -              -              -              

(1.7)             (0.9)             (0.4)             (0.2)             -              -              -              

352.9$       72.5$          33.9$          16.9$          -$            -$            -$            

1.17 2.17 3.17 4.17 5.17 6.17 7.17
0.8322 0.7113 0.6079 0.5196 0.4441 0.3796 0.3244

293.7$       51.5$          20.6$          8.8$            -$            -$            -$            



Relief From Royalty Methodology

• Revenues
� Net revenue should reflect all revenues associated
� Net revenue should be forecasted over the

• Other considerations
� Prevailing royalty rates for similar IPR in
� Prospective profits to be realised, costs

the business
� Advantages over existing products in the
�
�
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� Advantages over existing products in the
� Availability of substitutes
� Royalty payments as a percentage of

profitability of the product and the industry

• Discount rate
� Discount rate will most likely exceed

riskiness of the IPR (when considered in

• Administration costs should also be considered

Relief From Royalty Methodology

associated with the IPR
the estimated remaining useful life of the IPR

in the industry
to be saved, or return on assets to be used in

the marketplace
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the marketplace

of revenue vary widely, depending upon the
industry and market being served

exceed the IRR/WACC because of the additional
in isolation) compared to the overall business

considered



Relief From Royalty Methodology

$ million
FY2009 FY2010

Revenue 20,499.6 17,500.0

Royalty rate 5.0%

Total royalties avoided 1,025.0 875.0

      Corporate taxes (205.0) (175.0)
      Corporate tax rate 20.0% 20.0%

Ater-tax royalty avoided 820.0 700.0

Discount rate 15.0%

Terminal value
Periods discounting 0.50 1.50
Present value factor 0.9325 0.8109

Discounted cash flows 764.6 567.6

Fair value 1,834.7        

Technology : Finite Life 
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Fair value 1,834.7        

$ million
FY2009 FY2010

Revenue 17,500.0 18,375.0

Royalty rate 5.0%

Total royalties avoided 875.0 918.8

      Corporate taxes (175.0) (183.8)
      Corporate tax rate 20.0% 20.0%

Ater-tax royalty avoided 700.0 735.0

Terminal grow th rate 3.0%

Discount rate 15.0%

Terminal value
Periods discounting 0.50 1.50
Present value factor 0.9325 0.8109

Discounted cash flows 652.8 596.0

Fair value 6,129.3        

Brand : Indefinite Life

Relief From Royalty Methodology

FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016

17,500.0 12,250.0 3,675.0 1,837.5 918.8 459.4 229.7

875.0 612.5 183.8 91.9 45.9 23.0 11.5

(175.0) (122.5) (36.8) (18.4) (9.2) (4.6) (2.3)
20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0%

700.0 490.0 147.0 73.5 36.8 18.4 9.2

2.50 3.50 4.50 5.50 6.50 7.50
0.8109 0.7051 0.6131 0.5332 0.4636 0.4031 0.3506

567.6 345.5 90.1 39.2 17.0 7.4 3.2
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FY2010 FY2011 FY2012 FY2013 Terminal Year

18,375.0 19,293.8 20,258.4 21,271.4 21,909.5

918.8 964.7 1,012.9 1,063.6 1,095.5

(183.8) (192.9) (202.6) (212.7) (219.1)
20.0% 20.0% 20.0% 20.0% 20.0%

735.0 771.8 810.3 850.9 876.4

7,303.2

1.50 2.50 3.50 4.50 5.50
0.8109 0.7051 0.6131 0.5332 0.4636

596.0 544.2 496.8 453.6 3,385.9



Relief From Royalty Methodology : Royalty Rate Dete rmination

• Market comparable royalty rate method
� Identify similar, comparable IPRs and
� The use of a royalty rate adopted by other

situations is presumed a reasonable basis
� Based on an investigation of the industry

can estimate a royalty rate that is appropriate
� Possible source is “royaltysource.com”

• Return on Assets
�
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�

• Return on Assets
� Theoretical premise is that the IPRs rarely

� The greater the economic returns,
such as working capital and net fixed
associated with the IPR

� Consider historical & projected operating
� Utilise EBIT and pre-tax required return
� Obtain and isolate EBIT to tangible and
� Allocate excess EBIT to subject intangible
� Weighted average return on asset categories

Relief From Royalty Methodology : Royalty Rate Dete rmination

Market comparable royalty rate method
their related royalty rates

other unrelated licensees in similar licensing
basis for determining a royalty rate

industry and review of the IPR being valued, we
appropriate for the IPR
com”
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rarely generate economic benefits alone
returns, after consideration of capital investments

fixed assets, the greater the economic value

operating financial information
return for each asset category

and intangible assets
intangible assets

categories equals overall cost of capital



Relief From Royalty Methodology : Royalty Rate Dete rmination

• Return on Assets (continued)
� Estimate a royalty rate for the IPR of a

The overall return achieved from both the tangible and intangibles (including the IPR)

The expected return on the tangible assets and other non

�
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� The company’s returns in excess of
IPR

Relief From Royalty Methodology : Royalty Rate Dete rmination

a company by:

The overall return achieved from both the tangible and intangibles (including the IPR)

Minus

The expected return on the tangible assets and other non-subject intangibles
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the anticipated return is attributable to the



Relief From Royalty Methodology : Royalty Rate Dete rmination

• Return on Assets (continued)

ROA METHOD

$ mil l ion otherwise stated
FY2009

Revenue 500.0
EBIT 50.0
EBIT margin 10.0%
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[D]

Asset class Asset balance 

Net w orking capital 40.0

Fixed asset 200.0

Assembled w orkforce 10.0

Total pre-tax expected return on identified assets

Pre-tax expected return attributable to IPR

Relief From Royalty Methodology : Royalty Rate Dete rmination

[A]
[B]=[C]*[A]
[C]
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[E] [F]=[D]*[E] [G]=[F]/[A]

Asset balance 
Pre-tax expected 

rate of return
Expected 

return
Pre-tax 
margin

6.0% 2.4 0.5%

9.0% 18.0 3.6%

16.0% 1.6 0.3%

Total pre-tax expected return on identified assets [H]=aggregate of [G] 4.4%

[C] - [H] 5.6%



Relief From Royalty Methodology : Royalty Rate Dete rmination

• Rule of thumb
� Pre-tax royalty rate may not exceed 25

note this is not necessarily a default
importance must be considered

� B2B trademarks/trade names usually
trademarks/trade names
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Relief From Royalty Methodology : Royalty Rate Dete rmination

25% to 33% of operating (EBIT) margin but
default position as the degrees of relative

usually have lower royalty rates than B2C
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Cost Savings

(S$'000)
DRAFT

COST SAVINGS

Volume of XYZ Units
Number of Months of Production

Total Volume of XYZ Units for the Financial Year
Cost Savings per Unit ($ '000)
Total Cost Savings ($ '000)
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Total Cost Savings ($ '000)

Effective Tax Rate

After Tax Total Cost Savings ($ '000)

Partial Period Factor

Periods Discounting
Present Value Factor 15.00%

Present Value of Net Returns

Present Value of Cash Flows 355                   

Fair Value (Rounded) 400                   

IPR D Valuation Analysis
As of 31 December 2009

6 months 6 months
Projection Projection Projection Projection Projection Projection

FY2010 FY2011 FY2012 FY2013 FY2014 FY2015
1 2 3 4 5 6

5,000 5,000 5,000 5,000 5,000 5,000
6.0 12.0 12.0 12.0 12.0 6.0

30,000 60,000 60,000 60,000 60,000 30,000
0.010 0.001 0.001 0.001 0.001 0.001
300.0 60.0 60.0 60.0 60.0 30.0
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300.0 60.0 60.0 60.0 60.0 30.0

20.0% 20.0% 20.0% 20.0% 20.0% 20.0%

240.0 48.0 48.0 48.0 48.0 24.0

100% 100% 100% 100% 100% 100%

0.75 1.50 2.50 3.50 4.50 5.25
0.9005 0.8109 0.7051 0.6131 0.5332 0.4801

216             39               34               29               26               12               



Price Premium

Projection
FY2010

$ million

Revenue
  Growth rate
Price premium over comparable products 10.0%

 Revenue attributable to price premium             

   Pre-tax revenue contribution from price premium             

       Income Taxes            
      Corporate Tax Rate
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   Post-tax revenue contribution from price premium

Terminal growth rate 3.0%
No. of months
Periods Discounting
Present Value Factor 15.00%

Present Value of Cash Flows 7.59                           

Fair Value (Rounded) 7.60               

Projection Projection Projection Projection Projection Terminal Ye ar
FY2010 FY2011 FY2012 FY2013 FY2014

10.0 10.5 11.0 11.6 12.2 12.5
5.0% 5.0% 5.0% 5.0% 3.0%

10.0% 10.0% 10.0% 10.0% 10.0% 10.0%

1.00             1.05             1.10             1.16             1.22             1.25                

1.00             1.05             1.10             1.16             1.22             1.25                

(0.20)            (0.21)            (0.22)            (0.23)            (0.24)            (0.25)               
20.0% 20.0% 20.0% 20.0% 20.0% 20.0%
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0.80 0.84 0.88 0.93 0.97 1.00

8.3
12 12 12 12 12 12

0.50 1.50 2.50 3.50 4.50 4.50
0.9325 0.8109 0.7051 0.6131 0.5332 0.5332

0.75             0.68             0.62             0.57             0.52             4.45                
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Deloitte Touche Tohmatsu

• An organisation of member firms 
around the world providing 

North America
131 offices in 2 countries
Ranked No. 2

Europe
297 offices in 
47 countries
Ranked No. 2
Ranked No. 2 in UK
Ranked No. 3 in France
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around the world providing 
professional services in audit, tax, 
consulting, and financial advisory 
services

• Deep intellectual capital of 165,000 
people worldwide

• Serves more than 80 percent of the 
world’s largest companies

LACRO
(Latin America 
and Caribbean)
69 offices in 
28 countries

Europe
297 offices in 
47 countries
Ranked No. 2
Ranked No. 2 in UK
Ranked No. 3 in France

Africa
46 offices in 
21 countries

Middle East
29 offices in 
16 countries

Asia Pacific
113 offices in 
26 countries
Ranked No. 2
Ranked No. 1 
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LACRO
(Latin America 
and Caribbean)
69 offices in 
28 countries

Ranked No. 1 
in Taiwan



Deloitte Southeast Asia
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• A cluster of member firms 

• Deep intellectual capital of 200 
partners and over 4000 
professionals located in 20 offices
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Deloitte Valuation Services

• Deloitte Valuation Services is part of our Financial Advisory Services 

• Extensive experience in valuing shares, businesses and intangible assets in a 
variety of commercial contexts (M&A, reorganisations, tax, shareholder and 
contractual disputes, and regulatory & financial reporting)

• Key member of Deloitte’s global valuation practice; provides access to a team of 
over 1,200 dedicated valuation professionals in all major geographic markets and 
jurisdictions.
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jurisdictions.

Deloitte Valuation Services is part of our Financial Advisory Services 

Extensive experience in valuing shares, businesses and intangible assets in a 
variety of commercial contexts (M&A, reorganisations, tax, shareholder and 
contractual disputes, and regulatory & financial reporting)

Key member of Deloitte’s global valuation practice; provides access to a team of 
over 1,200 dedicated valuation professionals in all major geographic markets and 
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Deloitte Valuation Services

Keoy Soo Earn
Head, Valuation Services Southeast Asia
Contact details:
Direct : +65 6216 3268
Mobile : +65 9733 9828
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Email : skeoy@deloitte.com

• Soo Earn has over 17 years of professional experience in the provision of auditing services, business, 
financial and accounting advisory services

• Soo Earn has worked with a diversified range of corporations and private equity investors and lenders 
providing a range of transaction services. He has considerable professional experience in valuation, 
franchising & licensing advisory, intellectual asset management advisory, market study, strategic value 
consulting, due diligence and corporate governance advisory

• Soo Earn has led in excess of 150 valuation engagements involving the valuation of businesses, intangibles 
and financial instruments for the purposes of M&A, financial reporting, dispute settlement and tax structuring

• Soo Earn has also undertaken numerous speaking engagements on topics relating to Brand Valuation and 
Intellectual Property. 

• Soo Earn has a Graduate Certificate in Intellectual Property Laws, National University of Singapore and IP 
Academy
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Soo Earn has over 17 years of professional experience in the provision of auditing services, business, 

Soo Earn has worked with a diversified range of corporations and private equity investors and lenders 
as considerable professional experience in valuation, 

franchising & licensing advisory, intellectual asset management advisory, market study, strategic value 
consulting, due diligence and corporate governance advisory

Soo Earn has led in excess of 150 valuation engagements involving the valuation of businesses, intangibles 
and financial instruments for the purposes of M&A, financial reporting, dispute settlement and tax structuring

Soo Earn has also undertaken numerous speaking engagements on topics relating to Brand Valuation and 

Graduate Certificate in Intellectual Property Laws, National University of Singapore and IP 
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Andrew Ooi
Director, Valuation Services Southeast Asia
Contact details:
Direct : +65 6216 3139
Mobile : +65 9768 2852
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Email : anooi@deloitte.com

• More than 10 years of corporate and financial advisory, capital markets, valuation and financial 
modelling experience in serving local, multinational and listed companies in Singapore and the 
South East Asia region

• Involved in valuation related engagements from pricing to fair market valuation to expert 
witness

• Advised and assisted in a range of engagements in which the firm acted as lead financial 
advisers for clients on mergers & acquisitions and capital raisings on a regional basis

• Holder of a capital markets licence

Asia
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More than 10 years of corporate and financial advisory, capital markets, valuation and financial 
modelling experience in serving local, multinational and listed companies in Singapore and the 

Involved in valuation related engagements from pricing to fair market valuation to expert 

Advised and assisted in a range of engagements in which the firm acted as lead financial 
advisers for clients on mergers & acquisitions and capital raisings on a regional basis
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