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Investing in physical assets like land, mines, metals, and property has long been
considered astute. However, tangible assets, despite all their value, fall short when
compared to the intangible creations of the human intellect. In today’s world,
intellectual property (IP) holds more value than tangible assets. Brand Finance’s data
for 2024 reveals that 77% of U.S. assets are intangible, compared to the global average
of 54%. In the contemporary financial landscape, intellectual property has emerged as
a vital asset class, transforming the way businesses approach financing. The increasing
valuation of IP assets and advancements in related technologies, coupled with
supportive government initiatives, have significantly enhanced the appeal and efficacy
of IP-backed financing. Traditional lending models, which rely primarily on tangible
assets, often fail to account for the substantial value of intangible assets like patents,
trademarks, and proprietary technologies. IP-backed financing overcomes this
limitation by enabling businesses to leverage these intangible assets as collateral. This
broadens the scope of available collateral, enhancing borrowing capacity and offering
more favorable loan terms.

A study conducted by the UK Intellectual Property Office and the British Business
Bank found that companies with registered IP rights exhibit significantly lower
default rates—10% compared to 16% for those without registered IP. Additionally,
major financial institutions such as HSBC and NatWest are increasingly integrating IP
value into their loan structures, reflecting a growing recognition of IP's financial
significance.

IP Valuation and Risk Management are evolving largely due to technological
advancements and innovative financial products. Artificial Intelligence (Al) is crucial in
this shift, significantly improving the precision of IP asset valuations, refining risk
assessment processes, and facilitating the identification of potential infringement
issues and licensing disputes. This advancement enhances financing terms and
mitigates risks for both lenders and borrowers, underscoring Al's growing role in
enhancing the effectiveness and attractiveness of IP-backed financing.

R&D spending by companies directly drives the growth in their IP assets. Corporate
R&D expenditure reached a historic milestone in 2023, surpassing $1.2 trillion for the
first time. IP is found to drive stock performance too. The average 5-year return of the
stocks of the top 50 U.S. companies ranked by granted patents in 2024 was 114%,
significantly higher than the S&P 500 return of 83% during the same timeframe, though
sectoral performance varied. Information Technology led with 31,019 patents and a
154.94% return, far outpacing other sectors. Communication Services and Consumer
Discretionary followed with 99.92% and 88.27%, while Utilities and Consumer Staples
lagged, emphasizing the importance of strategic execution and market dynamics.

Our analysis reveals significant advancements in IP financing and sector development
across several countries. In the United States, major financial institutions increasingly
leverage IP for non-dilutive financing. China has seen rapid growth in IP-backed
lending, particularly for SMEs. The UK is shifting toward innovative financing structures,
while Singapore is enhancing liquidity through its IP auction platform. Additionally,
South Korea's IP financing sector is bolstered by substantial state support, driving
innovation in technology-heavy industries like automotive and biotechnology.



mailto:shantanu@intro-act.com

o]

t7intro-act

Intellectual Property: The Progressive Alternative to Traditional Assets

= |n a world where innovation and creativity are the new currency, intellectual property is emerging as the powerhouse
driving modern finance. As the global economy increasingly prioritizes intangible assets, such as patents, trademarks, and
copyrights, IP-backed lending is revolutionizing how companies, particularly startups and SMEs, secure funding. This shift
not only highlights the rising significance of intangible assets but also reveals why IP-backed financing often outperforms
traditional lending methods, offering a dynamic alternative that aligns with the forward-thinking nature of today's business
landscape.

Chart 1: Types of Intangible Assets

Goodwill Reputation of the company (generally calculated at the time of acquisitions)

Legal right to operate under the name of another company

Parents Exclusive rights to manufacture, sell or use of specific invention
Copyright Eextensive right to reproduce and sell a software, book, journal, etc.
Trademark Legal rights to a business’s name, logo or other branding item

Licenses Permits licensee to use trademark, patent or copyright though a license.
Broadcast Rights Allows broadcasting organisation to display products/activities
Government Grants Financial aid provided by the government to promote businesses
NChE® el bt ICE @  Prevents a party from working with or becoming a competitor

Internet Domain Name Ownership or control of the internet domain

Customer Lit List of key clientele

Intangible Asset Classes

Order Backlog Orders yet to be fulfilled by the business
Neigapiillnislichie=30 Musical or dramatic stage works, audio-visual works, graphic novels and comics and works of pictorial art, and photographic works
Service Contract An agreement between the business and its employees, the clients or customers

Trade Secret & Know How Proprietary information or materials used in the trade which provide a competitive advantage

Planned and detailed investigation into a product or service for gaining scientific or technical know-how and application of this to

Research & Develo
develop new and better products and service

Franchise Agree s

Source: Brand Finance

= In the past decade, the investment landscape has dramatically shifted toward intangible assets, outpacing traditional
investments in physical assets. Data from the World Intellectual Property Organization (WIPO), reveals that intangible
investments have grown three times faster than investments in physical assets like factories and machinery. This trend
reflects a broader shift in economic value creation, where intellectual property now represents a significant portion of
enterprise value. For instance, intangible assets account for 72% of the total value on the S&P 500, a stark increase from
just 17% in the 1970s. This growth underscores the increasing importance of these assets in driving competitive advantage
and economic growth.

= Intangible assets, including intellectual property, offer several benefits over their tangible counterparts. Unlike physical
assets, which can depreciate and require maintenance, IP assets like patents and trademarks can appreciate in value and
provide a sustained competitive edge. For example, a strong brand or patented technology can significantly enhance a
company's market position and profitability. The value of intellectual property often grows as a company's reputation and
market share expand, whereas tangible assets tend to lose value over time due to wear and tear.

=  The advantages of IP-backed financing extend beyond the inherent value of intellectual property itself. Traditional lending
typically relies on physical collateral, such as real estate or equipment, to secure loans. This approach can be limiting for
startups and innovative firms that possess valuable IP but lack tangible assets. IP-backed lending, however, leverages
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intellectual property as collateral, unlocking new funding opportunities for asset-light businesses. This type of financing
aligns more closely with the growth trajectory of innovation-centric companies, focusing on the potential of their IP rather

than the limitations of their physical assets.

Chart 2: Total Intangible and Tangible Investment, 1995-2023, indexed (1995=100)
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Note: Intangible and tangible investments have been aggregated over the sample countries: EU-22, India, Japan, the United Kingdom, and the United States

= Further, IP-backed financing offers flexibility and adaptability. Various financing structures, such as IP-backed loans, royalty
securitization, and IP sale and license-back arrangements, provide tailored solutions to meet specific business needs. For
instance, companies can secure loans against the value of their IP portfolio or enter into agreements to receive upfront
funding based on future royalty revenues. These options not only provide access to capital but also avoid diluting existing

equity holders' ownership, a significant advantage for startups and SMEs.
Chart 3: Ratio of Investment in Intangibles to Revenue by Sector
M Low growers B Top growers
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technology

Source: McKinsey
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= The increasing recognition of IP as a valuable asset class is supported by the substantial growth in intangible investments.
In highly intangible-intensive economies like the United States and Sweden, intangible investment accounted for over 16%
of GDP in 2023. This trend highlights the shifting focus toward IP and other intangible assets as key drivers of economic
success. Further, research from McKinsey reveals that “top growers” —companies in the top quartile for growth in gross
value added, a measure of economic expansion—invest 2.6 times more in intangibles than those in the bottom two
quartiles. This correlation between high investment in IP and superior growth underscores the effectiveness of intangible
assets in driving substantial returns.

= One of the most compelling aspects of IP-backed financing is the potential for increased company valuation. A robust IP
portfolio not only enhances a company's market position but also makes it more attractive to investors. Companies with
valuable IP are often viewed more favorably, as their intellectual property can serve as a strong indicator of future growth
potential. This increased valuation is particularly crucial in technology and innovation-driven sectors, where IP plays a
central role in defining a company's competitive edge.

= In conclusion, the rise of intangible assets and the growing significance of intellectual property underscore the advantages
of IP-backed lending over traditional financing methods. By harnessing the value of intellectual property, companies—
especially startups and SMEs—can unlock capital in ways that traditional asset-based lending often cannot. As the
economic landscape continues to evolve, IP-backed financing not only offers a powerful tool for accessing funding but also
positions businesses to thrive in an increasingly innovation-driven world. In the modern economy, intangible assets are
not merely supplementary but are integral to achieving long-term success.

4|Page



M Intro-act

Overview

What is IP-Backed Lending?

= Intellectual Property-backed lending is emerging as a transformative approach within business finance. This method
enables companies to utilize their intangible assets as collateral to secure loans. It is gaining prominence as businesses,
from multinational corporations to small and medium-sized enterprises seek to refine their financial strategies. Traditional
funding methods, which typically rely on physical assets and credit histories, can be restrictive for companies rich in
intellectual property but lacking tangible collateral. IP-backed lending addresses this limitation by recognizing the
significant economic value of intangible assets, thereby offering a critical alternative for technology-driven and new-age
disruptive companies seeking access to capital.

The rising interest in IP lending reflects the evolving nature of business assets in the modern economy. Intellectual
Property, encompassing creations of the mind protected by law, plays a central role in contemporary economic systems.
This financing method allows businesses to convert their IP into liquidity, thereby unlocking new financial opportunities
and fostering innovation and growth. As global financial markets transition toward digital and knowledge-based models,
traditional asset-based funding approaches become increasingly inadequate. Deals involving the securitization of
intangible assets have enabled owners of Intellectual Property Rights (IPR) to borrow money more easily and safely from
well-secured lenders. Additionally, some IP-backed loans are protected by insurance, which further mitigates risk and
enhances security for lenders.

Financial institutions, including banks, non-bank lenders, government bodies, and venture capitalists are actively providing
IP-backed lending. This growing acceptance of IP as collateral underscores a broader recognition of its value and the need
for more flexible financing solutions in today’s rapidly evolving economic landscape. The ability to leverage IP for funding
not only opens new opportunities for businesses but also drives innovation and supports the commercialization of
advanced technologies. As this practice becomes more prevalent, it is likely to foster greater investment in IP-intensive
sectors and stimulate economic growth across various industries.

As financial institutions and policymakers increasingly recognize the value of IP, efforts to modernize and expand IP lending
practices are gaining momentum. This evolving landscape provides businesses with new avenues to leverage their
intellectual property, enhancing their financial standing and promoting growth. Effective utilization of IP-backed lending
requires a clear understanding of the various types of intellectual property and their implications:

e Patents: Provide exclusive rights to inventors for new and useful inventions, allowing them to control and benefit
from their use. An invention must meet three primary criteria: it must be new, non-obvious, and possessing
industrial applicability.

e  Copyrights: Protect original literary and artistic works, including books, music, films, and software. Copyrights
grant creators exclusive rights to reproduce, distribute, and display their works. It does not protect the ideas or

information themselves, but rather the specific expression or presentation of those ideas.

e Trademarks: Distinguish goods or services of one enterprise from those of others through signs such as logos,
brand names, and slogans. They serve to preserve the brand identity.

o Industrial Designs: Safeguard the ornamental or aesthetic aspects of products, including their shape, patterns, or
colors.
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Types of IP Lending Products

=  Various methods utilize IP as collateral, providing businesses with diverse options for raising capital while offering financial
institutions security against default. We have outlined the primary methods for IP-backed debt finance below:

v Direct Collateralization: IP is pledged directly as collateral within loan agreements. In this arrangement, IP owners
provide their intellectual assets as security for the loan. In the event of borrower default, the lender is entitled to seize
and liquidate the IP assets. This approach facilitates the acquisition of essential financial liquidity for companies while
simultaneously offering lenders a safeguard against potential insolvency. For instance, loans may be secured by the
revenue streams generated from licensing agreements associated with IP portfolios, thereby ensuring mutual benefits
for both parties involved in the agreement.

v Securitization: Another approach involves securitizing IP-backed assets. This process entails placing IP assets or rights
to their projected revenues, such as royalties, into a Special Purpose Vehicle (SPV). The SPV then issues securities in
the capital markets, effectively transferring the IP-related risk away from the lending institution. By separating the IP
assets from the firm's overall risk profile, the firm can secure more favorable funding conditions and potentially
achieve better credit ratings.

Chart 4: Procedure for Securitization in IP Financing

Credit Originator
Enhancer

Transfers IP Rights

Issues Ratings Rating
Transfers Security -—— Age ncy
Interest
——|  Trustee — SPV
— Insurance
Issues IP
Distributes 1 hacked debt Company
proceeds to N instruments
investors Underwrlter

I
Distributes IP-backed Distributes IP-backed
instruments .lnstruments

Source: KIPG

v" Debentures and Securities: IP assets can also be used to raise capital through the issuance of debentures or bonds.
This method involves placing IP-backed assets in the market, allowing the firm to generate finance under favorable
conditions. IP owners benefit from not having to deal with the complexities of collateral agreements and can focus on
maximizing revenues while paying interest to debenture or bondholders.

v' Lease and Sale-and-Leaseback: Leasing IP is a practical solution for addressing short-term liquidity needs. In a lease
arrangement, the IP owner leases the asset and retains the option to regain ownership upon repayment of the lease
amount. Sale-and-leaseback transactions involve selling IP to an investor or lender for immediate funding, with the
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seller then leasing the IP back and making royalty payments. This model allows firms to enhance liquidity while
retaining the use of their IP assets. At the end of the lease term, the firm may also have the option to repurchase the

IP at a predefined price.

v Venture Debt: Venture debt combines elements of debt and equity financing. In this model, a firm obtains a loan while
simultaneously issuing equity warrants to the lender. IP often plays a crucial role in these arrangements, although the
loan is typically secured by a blanket lien on all the firm’s assets. This method provides capital to the firm and aligns
lender interests with the company’s long-term success.

= Each of these methods offers distinct advantages and enables firms to leverage their IP assets effectively. By selecting the
appropriate financing method, businesses can enhance their liquidity, reduce financial risk, and support their growth

strategies.

Chart 5: How is IP Lending different from Traditional Asset-Backed Lending

S.No Particulars
1 Borrower’s Profile
2 Return or Yields
3 Asset Resale Value
4 Potential Acquirers
5 Accounting
Methodologies

IP Lending

Innovation-driven companies with significant
intangible assets
Firms often have high terminal values and net
enterprise values

Higher returns to capital due to their market
innovation and rapid growth potential

More volatile as the value of IP is influenced by
rapid technological advancements, changing
market demands, and shifting regulatory
environments

Higher resale values due to market acceptance
and first-mover advantage
Low liquidity

Corporations acquire IP assets to reduce royalty
costs and enhance product development

Reporting and valuation of intangible assets are
complex

Asset Based Lending

Traditional companies with tangible assets like
machinery/inventory used as collateral
Companies demonstrate stable growth and tend
to be more risk-averse

Stable and predictable returns, often based on a
24- to 120-month amortization schedule

Less volatile due to an established collateral,
predictable repayment schedules, and stable
regulatory frameworks

Lower resale value as they depreciate over time
More Liquid

Corporations target tangible asset companies for
integration

Traditional asset reporting uses straightforward
depreciation methods

Source: Intro-act, Forbes
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Participants of IP Lending

= Understanding the various participants involved in IP-backed lending is crucial for navigating this complex financial
landscape. By exploring the roles of lenders, insurance brokers, carriers, and advisors, we can better appreciate how each
contributes to the success of IP-backed transactions and ensures that borrowers effectively leverage their intellectual
property for financing.

v

Borrower: The borrower is the entity seeking to leverage their intellectual property for financing. The borrower
initiates the process by engaging with insurance brokers, lenders, and advisors to explore the viability of an IP-backed
loan. They are responsible for providing necessary documentation, working with their chosen broker to secure a policy,
and utilizing the loan proceeds effectively. The borrower’s active participation and decision-making are central to the
successful execution of the IP-backed lending arrangement.

Insurance Brokers: In the case of an insurance-backed IP loan, insurance brokers are engaged by the borrower to act
as their agent, performing several key functions. These include assessing the feasibility of the loan, preparing a
comprehensive submission package to present to insurance carriers, and facilitating introductions to potential lenders.
The broker’s role is crucial in ensuring that the loan opportunity is effectively marketed and that suitable financing
options are identified.

Insurance Carriers: In insurance-backed IP loans, insurance carriers are large financial institutions that provide policies
to protect lenders against losses. These policies are essential in mitigating risks associated with IP-backed loans. The
carriers evaluate the risks involved and issue policies that will cover any potential losses, thereby securing the lender’s
investment.

Lenders: Lenders are financial firms that provide the capital necessary for the loan. They finance the insurance
premium and associated fees, with the net proceeds often allocated for the borrower’s operational needs. The
lenders’ primary role is to supply the necessary funds, enabling the borrower to leverage their IP for financing.

Outside Counsel and Underwriters: Employed by insurance carriers and lenders, outside counsel and financial
underwriters perform essential due diligence tasks. They evaluate the loan opportunity from both legal and financial
perspectives, and underwriters typically engage with the borrower through questions directed by their advisor. Their
role involves assessing the terms of the loan and ensuring that all aspects of the deal comply with regulatory and
financial standards. Dual underwriting that evaluates both IP and financials takes longer due to the complex interplay
between these two areas, requiring thorough due diligence and specialized expertise.

Chart 6: Participants in an Insured IP-backed Lending Deal

Collateral

Protection Policy

Interest

Borrower Lender
Insurance Loan

Insurance

Carrier

Premium

Source: IAMs

8|Page



M Intro-act

IP Lending - Framework and Process

As the market for IP lending continues to evolve, understanding the intricacies of this financing method is crucial for businesses
seeking to unlock the value of their intangible assets.

1. Identification and Valuation of IP Assets:

= The initial phase in securing IP-backed loans involves detailed profiling and comprehensive valuation of intellectual
property assets. This process is more complex than valuing tangible assets, as it involves assessing both the current utility
and future potential of the IP. The value of IP arises from its exclusivity, generating measurable economic benefits, and
enhancing the worth of associated assets. It reflects future potential through direct use, licensing, or competitive
advantages. This valuation forms the basis for determining the loan amount and terms, ensuring that the financial support
reflects the true value of the IP assets. The accuracy of this valuation is essential, as it directly impacts the risk profile for
both lender and borrower.

= Valuation of IPs requires a specialized and sophisticated approach. It involves collaboration among innovation
stakeholders, IP legal experts, and the use of advanced software tools to assess monetary value. Various methodologies
exist, each providing a distinct perspective on the valuation of an IP. The choice of method depends on the IP’s nature and
the valuation objectives. While the primary approaches include the Income, Market, and Cost Methods, a detailed analysis
of these and additional methods is provided in a later section of this report:

= In many cases, independent or specialized valuers are appointed to conduct IP valuations. These experts provide an
objective assessment based on deep industry knowledge and advanced methodologies, ensuring accurate and reliable
valuation outcomes. Their involvement helps to validate the valuation process, mitigate potential biases, and enhance the
credibility of the IP-backed loan arrangements.

= The valuation of IP is affected by several key factors and the interplay of these factors determines the accurate valuation
of intellectual property assets:

v" Power and Distinctiveness: The inherent value of IP assets, such as patents with broad claims, trademarks with strong
brand recognition, and significant copyrights, is influenced by their distinctiveness and market power.

v' Market Dynamics: Market demand, competition, and industry trends are some of the factors that affect the economic
potential and marketability of intellectual property, thereby influencing its overall value.

v" Technological Trends: Rapid technological advancements affect IP value, as technological obsolescence, competitive
disruption, and innovation trends have an impact on the asset's relevance and competitiveness.

v Legal and Regulatory Environment: The strength and scope of IP protection, adherence to legal frameworks, and
regulatory developments significantly impact valuation.

=  Prior to valuing an IP asset, an IP audit is advantageous, as it delivers critical information regarding the asset's value by
examining relevant economic, industry, and business factors. An event-driven IP audit, complemented by comprehensive
background research, ensures a precise and well-informed valuation.

2. Assessment and Evaluation Criteria:

=  Financial institutions evaluating IP-backed loans engage in a comprehensive assessment that covers traditional business
metrics and specialized IP considerations. This involves examining financial projections, historical statements, and tax
returns to gauge the company's overall financial health and its ability to meet repayment obligations. Additionally, lenders
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assess risk factors such as customer concentration and prevailing industry trends that could affect the company's
performance and creditworthiness. The legal validity of the intellectual property is also meticulously analyzed, including
its patentability, prosecution history, and any potential legal disputes that might impact its value. This includes verifying
the IP’s registration status, ensuring that all necessary protections are in place, and confirming that there are no
encumbrances or claims that could undermine the asset’s value or the lender's security interest.

= Further, lenders perform an in-depth valuation of the IP, factoring in elements such as the cost of reproduction, current
market value, potential revenue from enforcement, and the asset's overall salability. This multi-faceted valuation is
essential for determining the loan’s viability and risk profile, ensuring that the financial support aligns with the true value
of the IP assets.

= Additionally, when considering IP-Backed Financing, eligibility hinges on a series of key factors that financial institutions
rigorously evaluate:

v IP Type: The attractiveness of IP assets as collateral varies by type. Patents and trademarks are generally preferred
because of their established value and enforceability.

v Strength: Institutions assess the overall value of a company's IP portfolio, including both the quantity and quality of
assets. A strong and diverse portfolio enhances the business’s valuation and improves its prospects of securing
favorable financing terms.

v' Marketability: Beyond inherent value, the potential for revenue generation is evaluated. IP assets with strong
licensing or monetization potential are viewed favorably by lenders.

v Legal Status: The legal standing of the IP is thoroughly examined, including any ongoing or past litigation that could
impact the asset's value and its viability as collateral.

3. Securing the Loan

= Once the valuation and analysis are complete, lenders secure the loan by placing a security interest on the IP assets. This
legal claim ensures that the lender has rights to the collateral in case of default. In some cases, the IP may be placed in a
holding company to simplify the process and protect the lender’s interests. Depending on a country’s laws, a security
interest may be filed through a local IP office or a movable collateral registry. If a lender uses IP as collateral held in multiple
countries, the process may need to be completed multiple times.

= The Uniform Commercial Code (UCC) governs the perfection of security interests in both tangible and intangible assets,
including account receivables however, the perfection of interests in patents, trademarks, and copyrights is often governed
by federal law. This can create complexity due to the interplay of state and federal regulations. Further, how a lender
perfects its interest depends on the type of IP asset. Different legal frameworks apply to trademarks, patents, and
copyrights. A uniform approach does not suffice for recording and perfecting security interests, as each type requires
tailored procedures.

v' Trademarks — The Lanham Act does not specifically cover security interests. Consequently, filing a UCC-1 financing
statement in the state where the owner is based is usually sufficient. Many lenders also record their interest with the

U.S. Patent and Trademark Office (USPTO) for added security.

v' Patents — While the federal Patent Act does not override state law for security interests in patents, best practices
include filing a UCC-1 and recording the interest with the USPTO.
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v Copyrights — Similarly, Copyrights are treated differently: the federal Copyright Act provides a specific recording
system for registered copyrights with the U.S. Copyright Office, negating the need for a UCC-1. However, unregistered
copyrights still require a UCC-1 for security interest perfection.

= Credit Rating Agencies — Credit rating agencies play a crucial role in the securitization of IP by assessing potential future
cash flows generated from IP-backed instruments. This process involves evaluating risks associated with the uncertainty
of future events and the profitability of the IP. When IP is securitized, its future profits are used as collateral for loans or
investments. Rating agencies analyze these cash flows and assign ratings reflecting the debtor's ability to repay, a process
known as “structuring the transaction.” A higher risk rating indicates greater uncertainty and potential for higher returns
or losses, while a lower risk rating suggests more stable, but generally lower, returns.

= Academic research delves into the challenges of assessing the creditworthiness of IP assets, demonstrating how credit
ratings can bridge traditional financial metrics with the unique characteristics of intellectual property. Emerging
technologies, such as blockchain, further enhance data transparency and security within credit rating processes. Moreover,
government and regulatory bodies help to shape the future of IP-backed financing. Initiatives from the USPTO recognize
the significance of credit ratings in facilitating access to capital for innovative firms.

4. Insurance Components

= To further mitigate risk, some IP-backed loans include insurance components such as Collateral Protection Insurance (CPI)
or Residual Value Insurance. These insurance policies guarantee the value of the IP assets used as collateral, agreeing to
pay a lender in the event of a borrower default, thus offering additional security to lenders and potentially resulting in
more favorable loan terms. This allows innovative companies to transition from equity-only fundraising to accessing debt
financing sooner than would otherwise be possible.

= Insurance underwriters assess the creditworthiness of growth-stage companies based not only on the financial strength of
a business and its operations but also on the strength of its intangible assets. The evaluation process includes:

v Appraisal of IP Assets: Insurers conduct thorough assessments of the borrower’s intangible assets, including patents,
trademarks, copyrights, and trade secrets. This evaluation focuses on the economic value, potential revenue
generation, and competitive advantage provided by these assets.

v Financial and Operational Review: Underwriters review the borrower’s financial health, including cash flow, revenue
trends, and risk factors related to their business operations. This review helps determine the viability of the company
and the IP as collateral and the associated insurance terms.

v" Documentation and Approval: Key documentation required includes financial statements, projections, details on IP
assets, and capital structure. This comprehensive documentation supports the underwriting process and helps
establish the terms of the insurance policy.

= The integration of insurance into intellectual property financing provides significant advantages for both lenders and
borrowers. The following outlines the key benefits of incorporating insurance into IP financing arrangements:

v" Improved Loan Conditions: Insurance-backed IP loans typically offer better financing terms, such as lower interest
rates and higher loan limits, due to reduced lender risk.

v" Enhanced Borrowing Capacity: This financing option provides growth-stage companies with access to capital that
might otherwise be unavailable through traditional funding routes.

v Risk Mitigation: By transferring risk to the insurer, lenders face less exposure to borrower default, making IP-backed
loans a more secure and attractive option.
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=  The following are prominent IP finance insurance types prevailing in the U.S.:

v

IP Campaign and Work-in-Progress (WIP) Insurance - Address the high costs and uncertainties associated with patent
litigation. These policies offer coverage for the core value of a patent campaign, providing financial stability and
strategic advantages. They allow patent holders and law firms to manage litigation expenses, attract investment, and
secure financing with greater confidence. By ensuring a minimum outcome over a defined period, these policies
enhance the financial feasibility of pursuing complex patent cases.

IP Portfolio Insurance - IP portfolio insurance is designed for aggregations of patents or investments in patents. This
type of insurance supports various monetization strategies, including the sale or licensing of patent portfolios. For
instance, operating companies looking to spin off patent portfolios or non-practicing entities seeking to acquire high-
quality patents can benefit from insurance solutions that enhance the economics of these transactions. Portfolio
insurance also facilitates quicker returns on investments and helps companies leverage their IP assets more effectively.

Collateral Protection Insurance (CPI) - CPI provides a safety net for lenders by guaranteeing a minimum value for IP
assets if a borrower defaults on a loan. This insurance is particularly valuable for early-stage companies with significant
IP but limited tangible assets. CPl helps overcome the challenges of securing financing against intangible assets by
providing a safeguard against potential losses. However, its applicability is limited to companies with a solid credit risk
profile and a conservative valuation of their IP assets.

Judgment Preservation Insurance - Judgment preservation insurance (JPI) plays a crucial role in managing the risks
associated with long-term patent litigation. These policies guarantee a core value to a verdict, ensuring that claimants
receive a minimum percentage of the original judgment upon final adjudication. JPI can be used to secure non-
recourse financing, enabling companies to reinvest in their operations or other strategic initiatives. However, the
market for JPI is evolving, with insurers adjusting limits, rates, and deal structures based on recent claims and legal
precedents.

Adverse Judgment Insurance - Adverse judgment insurance offers protection against potential liabilities arising from
patent litigation. This type of insurance is particularly useful for companies facing significant cross-claims or
injunctions. It helps manage the financial risks associated with enforcing or defending against patent claims, providing
a buffer against catastrophic outcomes. Adverse judgment insurance supports better corporate risk management,
investor relations, and financial stability.

5. Loan and Loan Structure

= Thefinal phase of an IP-backed loan involves structuring the financial arrangement to ensure that the terms and conditions
align with the interests of the parties involved. This phase is crucial in setting the parameters for the loan and includes
several key considerations:

v

Interest Rates: Establishing competitive interest rates that reflect the risk profile of the IP assets and the borrower's
financial situation. This involves negotiating terms that are favorable while balancing the risk exposure for the lender.

Repayment Terms: Defining clear repayment schedules that align with the borrower's cash flow capabilities. This
includes determining the frequency of payments, amortization schedules, and any grace periods if applicable.

Loan-to-Value Ratios: Setting appropriate loan-to-value (LTV) ratios to ensure that the loan amount is proportionate
to the value of the IP assets. This helps manage the lender's risk and ensures that the loan is adequately secured.
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v' Covenants and Conditions: Outlining any covenants or conditions that govern the loan agreement. These may include
performance benchmarks, financial covenants, and reporting requirements to ensure compliance and mitigate risks.

= |t is essential for both the lender and borrower to ensure that the financing structure is tailored to the borrower's cash

flow and the specific characteristics of the IP assets. By thoroughly evaluating these factors, both parties can secure a
favorable financing arrangement that supports the successful utilization and management of the IP assets.

IP Valuation Methods

Valuing IP is crucial for businesses, as it influences strategic decisions related to acquisitions, licensing, and financial reporting.
Various methods exist to assess IP value, each offering unique perspectives based on different underlying assumptions and
data. Understanding these approaches is essential for stakeholders aiming to make informed decisions regarding their
intangible assets. The following section explores the key IP valuation methods and highlights their applicability and implications.

1. Income Approach

= Theincome approach is a prevalent method for valuing intellectual property, focusing on the future economic income the
asset is expected to generate, adjusted to its present value. This approach is particularly effective for IP assets with
established cash flows, such as patents or trademarks linked to licensing agreements. By estimating the projected revenue
or cost savings that the IP will produce over its useful life, and subtracting relevant expenses, analysts can determine the
net cash flow from the IP assets. This valuation technique is especially useful in scenarios such as selling or buying a
business and licensing an IP asset, where understanding the asset's financial contribution is critical.

=  For instance, consider a patented technology that generates annual revenue of $1 million. If the associated costs- such as
labor, materials, required capital investment, and any appropriate economic rents or capital charges- amount to $300,000,
the net cash flow would be $700,000. This figure represents the net operating income that can be derived from the asset.
By applying a discount rate that reflects the risks of these cash flows, the present value of these future earnings can be
calculated. This method aids stakeholders in grasping the financial benefits of IP, enabling informed decision-making
regarding its acquisition or licensing. The advantages of this approach include its ability to directly tie IP value to economic
contributions—such as gross profit, operating cash flow, or incremental income— making it easier to communicate and
understand its financial implications. Ultimately, this allows for more accurate pricing and strategic decisions.

=  While the income approach offers several advantages, it also has notable disadvantages that stakeholders should consider.
One significant drawback is the requirement for subjective cash flow allocation, which can introduce biases into the
valuation process. Additionally, translating theoretical models into practical applications often necessitates restrictive
assumptions, potentially oversimplifying complex scenarios. Furthermore, internal reporting systems may not always
provide the most current or accurate information, which can impact the reliability of cash flow forecasts.

2. Relief from Royalty Method (RRM)

=  The Relief from Royalty Method (RRM) is a valuation approach that estimates the value of intellectual property by
calculating the hypothetical royalty payments a company would save by owning the asset instead of licensing it from a
third party. This method is particularly effective for valuing trademarks, software, and patented technologies that are likely
to be licensed in the market.

=  To apply the RRM, companies first project expected revenue from the IP, along with growth rates and tax implications.
They then determine a suitable royalty rate based on market data, utilizing royalty databases such as KtMINE,
RoyaltyRange among others to find rates associated with similar assets. For example, if a company anticipates generating
S1 million in revenue from a patented technology and determines that the appropriate royalty rate for similar technologies
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is 10%, the hypothetical royalty payment saved would be $100,000 annually. This figure is then adjusted to present value

using a risk-adjusted discount rate, accounting for the time value of money and the asset's estimated useful life.

Chart 7: Valuation Based on Royalty Relief Method

Year Year Year Year Year Year
1 2 3 4 5 6-31
Revenue 125,000,000 131,250,000 139,125,000 147,472 500 153,371,400 330,759,421.93
Growth Rate 5.00% 6.00% 6.00% 4.00% 3.00%
Pretax royalty savings 1,250,000 1,312,500 1,391,250 1474725 1533714 3,307,594
Less: taxes (262,500) (275,625) (292,163) (309,692) (322,080) (694,595)
After-tax royalty savings 987,500 1,036,875 1,095,088 1,165,033 1,211,634 2,612,999
PV of after-tax royalty savings 58,927 936,235 827,008 730523 633,120 11,927
Sum of PV of savings 3,197,741
Amortization benefit multiplier 1.04
Preliminary value 3,324,673
Concluded value (rounded) 3,325,000

Source: APEC Intellectual Property Experts Group

While the RRM effectively links IP value to market conditions, its accuracy relies heavily on the availability of reliable market
data. Additionally, it may not fully capture the unique characteristics of the IP that differentiate it from standard licensing
agreements, potentially impacting the overall valuation.

3. With and Without Method (WWM)

WWAM is a valuation technique used to estimate the value of an intangible asset by comparing two distinct discounted cash
flow models: one that reflects the business's performance with the asset and another that represents the performance
without it. This approach is particularly useful for valuing intangible assets such as noncompete agreements.

To implement the WWM, analysts begin by projecting the cash flows of the business as it currently operates, taking into
account the benefits derived from the intangible asset. Then, they create a second model that forecasts cash flows
assuming the asset is not present. The value of the intangible asset is derived from the difference between these two
models, effectively quantifying the economic impact that the asset has on the business.

For example, consider a company that expects to generate $5 million in cash flow with a noncompete agreement in place,
compared to $3 million without it. The difference of $2 million represents the value attributable to the noncompete
agreement. This method allows businesses to understand the specific financial benefits that an intangible asset brings,
making it a valuable tool for stakeholders when assessing acquisition opportunities or internal investments.

4. Real Option Pricing Method

The Real Options Method provides a sophisticated approach to valuing intangible assets, particularly those characterized
by uncertainty and the potential for future cash flows. This technique treats investments in IP as options, allowing owners
the right—but not the obligation—to pursue further development or commercialization of the asset. It is particularly
beneficial for assets like pharmaceutical patents, where future market potential is highly variable and contingent upon
factors such as regulatory approvals and market dynamics.
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=  Forinstance, when evaluating a patent for a drug still undergoing FDA approval, analysts can utilize option pricing models,
such as the Black-Scholes formula. This model incorporates essential variables like the present value of future cash flows,
estimated development costs, and the remaining time until patent expiration. In this scenario, the present value of cash
flows from successfully introducing the drug to the market is estimated at $520 million, while the costs required to bring
it to market are projected at $650 million. This development cost serves as the "exercise price" in the model.

= Additionally, the Black-Scholes framework incorporates other essential inputs, including a time horizon of 15 years for the
patent and a risk-free interest rate of 3.2%. A key component of the model is the volatility of the underlying asset, which
reflects the uncertainty around the patent’s future cash flows. Here, the expected cost of delay is expressed as a dividend
yield of approximately 5.89%, calculated using the formula 1/t. These variables are crucial for capturing the patent's “time
value,” which reflects the notion that even if the patent currently appears to lack intrinsic value, it may still hold significant

future worth based on market conditions.

= By integrating these variables, the analysis may yield a patent value of around $26.3 million, highlighting the strategic
flexibility the company has in deciding whether to invest further in development and illustrating the economic value of the
patent under uncertain market conditions.

=  However, this method also presents challenges. The complexity of the modeling process necessitates a deep understanding
of option pricing and market dynamics. Additionally, there is a risk of overvaluation if overly optimistic assumptions are
made regarding future market scenarios. While this method is a powerful tool for valuing high-uncertainty assets, it
requires careful consideration and rigorous analysis to produce accurate and reliable valuations

5. Multi-Period Excess Earnings Method

= The Multi-Period Excess Earnings Method (MPEEM) offers a nuanced approach to valuing intangible assets by
concentrating on the specific cash flows directly attributable to those intangible assets. This method is particularly well-
suited for assessing the worth of customer relationships and patented technologies, which often serve as key value drivers
for firms.

= To implement the MPEEM, the valuation process begins with projecting the business’s future financial performance,
including revenue forecasts and expected expenses. This initial step establishes a comprehensive view of the business's
potential earnings. Following this, the method requires the deduction of cash flows that can be attributed to supporting
assets through a contributory asset charge (CAC). The CAC is essential for determining the economic return required on
these ancillary assets, which helps isolate the excess earnings generated by the intangible asset being valued. For example,
in a technology firm that has developed proprietary software, the CAC would account for the returns attributable to the
computers, office space, and other resources necessary to support the software's operation. By eliminating these
contributions, the method enables a more accurate reflection of the software's financial impact.

=  Following this, the remaining cash flows—deemed excess earnings—are discounted to their present value using a risk-
adjusted discount rate. This approach is especially beneficial for startups and technology firms, where specific intangible
assets can significantly influence overall profitability. However, accurately determining the CAC poses challenges, requiring
careful assessment of various asset classes and their respective risks.
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Chart 8: Valuation via MEEM Approach

(in thousand USD) 2017 2018 2019 2020

Revenues 1,000.00 800.00 500.00 300.00
Costs 750.00 800.00 375.00 225.00
Profit before tax 250.00 200.00 125.00 75.00
Taxes @ 40% 100.00 80.00 50.00 30.00
Net Income 150.00 120.00 75.00 45.00

Contributory Asset charges

Land and building 10.00 8.00 5.00 3.00
Machinery and equipment 25.00 20.00 12.50 7.50
Working capital 15.00 12.00 7.50 4.50
Workforce 9.50 7.60 475 2.85
Trademarks 20.00 16.00 10.00 6.00
Total Asset Charges 79.50 63.60 39.75 23.85
Cash Flow after tax 70.50 56.40 3525 23.85
Present value factor 0.9174 0.8417 0.7722 0.7084
Present value of cash flows 64.68 47.47 27.22 14.98

Source: APEC Intellectual Property Experts Group

6. Market Method

= The market method values intellectual property assets by analyzing comparable transactions involving similar assets. This
approach uses historical data from the marketplace to establish benchmarks for valuation, making it less complex than the
income method. It is particularly beneficial in industries where a well-defined market for similar IP assets exists, allowing
for effective comparisons based on actual sales or licensing agreements. By examining recent transactions, the market
method reflects current market dynamics, aiding in the establishment of royalty rates, tax valuations, and other financial
assessments.

= However, the market method is not without its challenges. A primary concern is the difficulty in identifying truly
comparable assets, as many IP assets are unique or highly innovative. This uniqueness can complicate the adjustment
process when comparing market data, potentially affecting the reliability of the valuation. Moreover, the method can lack
robustness if it relies heavily on non-financial data, which may not accurately capture the asset's value.

= To illustrate, consider Company A, which sold a portfolio of 6,000 patents for $4.5 billion. This transaction suggests an
average value of $750,000 per patent. If we apply this metric to Company B, which owns 17,000 patents, we can estimate
avalue of approximately $12.75 billion for its entire portfolio. However, when Company C subsequently acquired Company
B's assets for $12.5 billion, including tangible assets like handsets and equipment, analysts estimated the value of Company
B’s patents at around $4 billion. This implies a lower per-patent value of $250,000, reflecting a stark contrast to the initial
valuation derived from Company A’s transaction.

= Additionally, consider Company D, which has 9,000 patents. If we apply the same valuation from Company A of $750,000
per patent, this would suggest a value of $6.75 billion for Company D's portfolio. Yet, analysts estimated its worth to be
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between $2 billion and $3 billion, yielding a per-patent value closer to $200,000, aligning more closely with the valuation
established for Company B’s patents.

= In summary, the market method provides a straightforward approach to IP valuation by leveraging actual market
transactions. However, it requires careful consideration of comparability and market conditions, as well as adjustments
for any differences between the assets being compared. This method can serve as a valuable tool for establishing fair
values in various contexts, including licensing deals, corporate disputes, tax assessments, and business transactions

7. Cost Method:

=  The cost method is a valuation technique used to estimate the value of intellectual property assets based on the costs
incurred to create or replace them. This method is commonly applied to copyrights, trade secrets, and patents that lack
established income streams, providing a baseline valuation based on historical costs. Its benefits include ease of calculation
and the ability to leverage readily available historical cost data, often utilized for tax purposes rather than for monetizing
IP. However, it may not accurately reflect market value, especially for unique assets.

=  For example, a pharmaceutical company may spend approximately $2.91 billion on research and development, patent
registration, clinical trials, and related costs to bring a new drug to market. This total represents the cost method's
valuation of that IP asset.

= Despite its straightforward approach, the cost method has several challenges. It does not account for market demand or
future economic benefits, potentially underestimating the intrinsic value of the asset. Additionally, it can be difficult to
determine accurate replacement or reproduction costs, establish useful lives, and calculate economic depreciation.

=  The cost method includes two key variants: reproduction costs and replacement costs:

v" Reproduction Cost Method: focuses on determining the total cost required to create an exact duplicate of the subject
IP. This includes utilizing the same materials, standards, and quality as the original asset. The key characteristics of this
method include:

e Exact Duplication: This method is suited for scenarios where the goal is to replicate the IP precisely. For example, if a
software application needs to be duplicated, the reproduction cost will account for all expenses necessary to produce
that identical version.

e Limitations: A significant drawback is its inability to account for advancements in technology or improvements in
materials that may provide higher utility or functionality. Therefore, this method may lead to valuations that do not
reflect the current market conditions or innovations that could make the original less desirable.

e Use Cases: Commonly applied in litigation situations, return on investment (ROI) assessments, and tax reporting
particularly for embedded software, where an exact replica is necessary to establish a legal precedent or financial
assessment.

v" Replacement Cost Method: In contrast, this method considers the cost to recreate the functionality or utility of the
IP, but not necessarily in the same form as the original asset. Key aspects of this method include:

e  Functional Equivalence: This method aims to create an asset that fulfills the same purpose as the original, potentially
using modern techniques or improved materials. For instance, if a company replaces outdated machinery with more
advanced technology, the replacement cost will consider the total expenses for this new asset, which might offer
greater efficiency or productivity.
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e Advantages of Innovation: Unlike the reproduction method, the replacement cost method can reflect contemporary
advancements, allowing for greater functionality or quality. This may lead to a more favorable valuation, particularly
if the new asset outperforms the original.

e  Practical Applications: This method is useful in various scenarios, such as negotiating a purchase price for IP assets,
determining royalty rates, or assessing transfer pricing.

8. Replacement Cost Method Less Obsolescence:

= The Replacement Cost Method Less Obsolescence is a valuation technique used to assess the value of intangible assets,
particularly intellectual property. This method evaluates the cost required to replace an intangible asset with a new one
that provides equivalent utility, using current prices, modern production standards, and up-to-date design methodologies.
It considers both replacement costs and the effects of obsolescence, thereby assisting businesses to arrive at a more
accurate valuation of their IP.

= At its core, this method aims to determine the value of an IP asset at a specific point in time by aggregating direct
expenditures and opportunity costs associated with its development. The first step involves calculating the replacement
cost, reflecting the expenses needed to create a new asset that offers similar utility. This calculation is based on current
market prices and materials, as well as contemporary production standards. Once the replacement cost is established,
adjustments for obsolescence are made to account for factors that may diminish the asset's value over time. This ensures
that the valuation reflects not only incurred costs but also the asset's potential limitations in today’s market. If historical
cost data is available, it can be adjusted for inflation to provide a more current valuation.

= Understanding different forms of obsolescence is crucial for this method. Functional obsolescence occurs when using the
IP incurs higher operational costs compared to modern alternatives. For example, outdated software that requires
significant maintenance may be less cost-effective than newer solutions. Technological obsolescence happens when
advancements render the existing IP less valuable; for instance, older patents for outdated technologies, like floppy disk
drives, exemplify this issue. Economic obsolescence arises when the asset's highest potential use fails to generate
satisfactory returns, such as a unique technology that is no longer in demand.

= The Replacement Cost Method is particularly useful in several scenarios, such as tax reporting, where it helps accurately
value intangible assets for tax purposes, especially when historical income is uncertain. In business valuations,
understanding the value of intangible assets provides a clearer overall picture, particularly in sectors like technology and
pharmaceuticals. Additionally, for standalone asset valuations, a pre-tax asset valuation approach may be more suitable,
allowing for an accurate assessment without tax implications.

=  One of the primary difficulties is accurately estimating obsolescence, which often relies on input from technical
management. This reliance can introduce subjectivity into the valuation process. Additionally, rapid market fluctuations
and technological advancements can render calculated replacement costs less relevant, making it essential to regularly
update these assessments. Moreover, this method is generally perceived as less robust than income-based approaches,
especially in situations where the intellectual property is generating income. As a result, it is often utilized as a
supplementary valuation technique rather than a standalone solution.

=  Asimplereplacement cost model for acquired software that adjusts for obsolescence and takes into account the tax impact
of the asset’s amortization is shown below. It weighs the tax impact of the asset’s amortization, which is most relevant if
the intangible asset is considered within the framework of the valuation of an overall enterprise. A pre-tax asset valuation
may be more suitable under certain circumstances, particularly if the asset is valued on a stand-alone basis.
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Chart 9: Valuation of Acquired Software: Replacement Cost Method Less Obsolescence

Module in Place Lines of Code Productivity Rating Adjusted LOC Basis Std LOC per Hour Hours to Recreate

1 20,000 3 6,667 3 2,222
2 36,000 4 9,000 3 3,000
Total 5,222
Blended hourly rate 130
Reproduction Cost 678,889
Less: obsolescence factor 25.00% (169,722)
Before-tax replacement cost £ 509,167
Less: taxes 21.00% (106,925)
After tax replacement cost before amortization 402,242
Amortization benefit multiplier
Discount rate 30.00%
Tax amortization period 15
Present value of annuity over period 3.72633
Amortization benefit 22,139
Fair value of software 424,381
Fair value of software (rounded) 424,000

Source: CFA Institute

Comparison of IP Valuation Methods

Valuation Approach

Income Approach

Relief from Royalty
Method

With and Without
Method

Real Option Pricing
Method

Multi-Period Excess
Earnings Method

Definition
Values IP based on
future economic
income adjusted to
present value

Estimates IP value by
calculating
hypothetical royalty
savings

Compares cash flows
of a business with and
without the intangible
asset

Values assets based
on future cash flow
potential and
uncertainty, using the
Black-Scholes mode

Values intangible
assets by isolating
their specific cash flow
contributions over
time

Formula

NPV =5 (Cash Flow /
(1+7r)7t)

PV = 5[{ (Revenue x
Royalty Rate) -Tax}/(1
+1)At]

Value = 3 (Cash Flow
With Asset / (1 + r)At)
- Y (Cash Flow
Without Asset / (1 +
r)At)

C=So* N(dh) - X * en(-
rT) * N(d2)

Value = {Net Income
after tax (from
existing technology) +
Depreciation &
Amortization - Capital
Charge}/ (1 +r) Mt

Uses

Licensing agreements,
business sales

Valuing trademarks,
software, patented
technologies

Valuing noncompete
agreements, other
intangibles

pharmaceutical
patents, patents
where market
potential variable
upon market
dynamics

Valuing customer
relationships,
patented technologies

Advantage

Ties value to
economic
contributions

Links IP value to
market conditions

Quantifies the specific
financial benefits of
the asset

Effectively accounts
for uncertainty and
flexibility in
investment decisions

Isolates specific cash
flows for accurate
valuation

Disadvantage

Requires subjective
cash flow estimates,
introducing bias

Accuracy depends on
the availability of

reliable market data,
which may be limited

Requires accurate
cash flow models

Complexity can lead to
overvaluation if
assumptions are
overly optimistic

Accurately
determining CAC's can
be challenging

Market Method

Values IP by analysing
comparable
transactions involving
similar assets

Value = Average Value
of Comparables

Licensing deals,
corporate disputes

Leverages real-world
data

Identifying truly
comparable assets can
be difficult
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Valuation Approach
Cost Method

Definition
Estimates value based
on costs incurred to

Formula

Value = Total
Development Costs

Uses

Copyrights, trade
secrets, patents
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Advantage

Relies on tangible
historical data, making

Disadvantage

May not reflect true
market value or future

create or replace IP it easy to calculate benefits
and apply
Replacement Cost Values assets by Value = Replacement Tax reporting, Ensures valuations Estimating

obsolescence can
introduce subjectivity
into valuations

reflect the asset's
current utility,
especially in rapidly
changing
technological
environments

standalone asset
valuation

Cost - Obsolescence
Adjustment

assessing replacement
costs, adjusted for
obsolescence

Method Less
Obsolescence

Benefits & Challenges

Benefits of IP Lending
The following outlines the key benefits of IP-backed lending:

1. Broader Utilization of Assets and Enhanced Credibility

= Traditional lending methods typically restrict borrowing capacity to the value of tangible assets, limiting the amount
businesses secure based on physical property alone. IP lending, however, significantly broadens the range of collateral by
incorporating intangible assets such as brand names and proprietary technologies. By leveraging intellectual property,
which often represents untapped value on a company's balance sheet, businesses can access capital that may otherwise
be unavailable through conventional means. This approach not only increases the range of collateral but also enables
lenders to offer more favorable terms and higher loan amounts, even when traditional asset-based ratios are exceeded.

= Integrating intellectual property into lending agreements strengthens a company’s borrowing credibility. Unlike floating
charges, which offer limited protection during insolvency, fixed collateral arrangements involving IP assets provide lenders
with a more secure claim. This approach enhances the lender's position in case of financial difficulties, thereby reducing
the risks associated with borrower defaults.

= Moreover, IP-backed financing can improve the attractiveness of loan arrangements through credit-enhancement
structures. By transferring intellectual property to a special purpose, bankruptcy-remote investment vehicle, borrowers
can lower their risk profile. This reduces perceived risks for lenders and can result in more favorable loan terms. Businesses
can also use IP-backed financing to address financial challenges such as high-cost debt, liquidity issues, and potential equity
dilution. Utilizing intellectual property as collateral allows companies to access capital under advantageous terms,
effectively managing financial pressures.

= The increasing acceptance of IP-backed lending is driven by a better understanding of its benefits. Rating agencies,
recognizing the effectiveness of these structures, often assign higher credit ratings to companies that use IP as collateral,
provided the additional protections are well-implemented. This growing market understanding has led to heightened
interest and confidence in IP-backed financing transactions.
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2. Unlocking Capital for Tech and Asset-Light Firms

IP lending enables businesses, particularly those in early development stages or operating in technology-intensive sectors,
to access funding that traditional sources might not provide. By using intellectual property as collateral, companies can tap
into previously untapped asset value, diversify their funding sources, and avoid equity dilution, thus, opening growth
opportunities that might otherwise remain inaccessible. This approach is crucial for supporting the startup ecosystem,
advancing technological investments, funding innovation, and promoting economic and social progress.

3. Lower Risk of Defaults

The advantages of IP lending are underscored by compelling evidence of its positive impact on business performance and
loan outcomes. Research across the U.S., Europe, and Australia indicates that companies with IP tend to exhibit superior
performance and higher survival rates. IP assets, such as brand-related assets, data, and software systems, are frequently
identified as the most liquid and transactable assets in business operations.

A key study, “Using Intellectual Property to Access Growth Funding,” conducted by the UK Intellectual Property Office and
the British Business Bank in 2018, indicates that companies with registered intellectual property rights (IPRs) demonstrate
notably lower default rates and result in less financial loss for lenders compared to those without registered IP. The study
observed that the average default rate for firms without registered IP was 16%, whereas for firms with registered IP, it was
significantly lower at 10%, representing a 38% reduction in the likelihood of default. This trend was consistent across
various lenders, industries, firm sizes, and business ages.

Chart 10: Difference in Default and Loss Rates Between Firms with Registered IPRs and Those Without

Default rate Loss rate

16% Total EFG 8%

10% Any IPR

9%

o
I *

Source: British Business Bank and UK Intellectual Property Office (IPO)

Patents were found to be most strongly associated with lower default rates, followed by trademarks. The loss rate, a loan
impairment charge for the year as a percentage of a set of loans and advances, for loans to firms with IPR was found to be
around 3%, compared to 8% for the overall portfolio. This indicates that not only are IP-rich firms less likely to default, but
when they do, the financial impact is less severe.

Firms holding both patents and trademarks show the lowest likelihood of default, highlighting the strength of IP in financial
stability. The British Business Bank report reveals that using IP as collateral can reduce loan costs by up to 50 basis points.
This potential for cost reduction is driven by compelling dynamics: UK banks typically enjoy net profit margins of 30%-50%
in the SME segment, with provisions for bad loans averaging 2%-10% of revenues. Notably, the loss rate for Enterprise
Finance Guarantee (EFG)- backed loans to firms with IP rights is about half that for those without. With the average cost
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of unsecured SME debt around 9%-10%, banks can lower loan costs to IP-holding firms by 10-50 basis points without
compromising their profit margins. This evidence reinforces the importance of IP in mitigating financial risk and enhancing
lending practices.

= Historically, compelling evidence supporting the view that intellectual property assets significantly reduce financial risk has
been challenging to obtain. However, findings demonstrating the lower risk associated with IP-rich firms have prompted
some lenders, including HSBC and NatWest, to actively factor in the value of IP assets when structuring loans. This shift in
approach is driving the development of innovative lending products that incorporate the collateral value of IP.

4. Stronger Repayment Incentives

=  When intangibles are central to a business’s operations and are used as collateral, they generate a strong incentive for
borrowers to comply with repayment schedules. The strategic role of these assets in the business underscores their
importance, motivating borrowers to fulfill their financial obligations and thereby reducing the risk of default.

5. Enhanced Market Competitiveness

= |P lending offers businesses the opportunity to secure capital that can be utilized for research and development, market
expansion, and other growth initiatives. This financial flexibility significantly enhances a company’s competitive position in
the global marketplace. Moreover, the process of evaluating and collateralizing intellectual property often results in more
effective management, and strategic use of these assets, thereby improving overall business performance.

6. Flexibility and Innovation

= |P lending offers a level of flexibility that surpasses traditional collateral arrangements. Unlike physical assets, intellectual
property can be shared, licensed, and transferred in diverse and innovative ways, enabling the creation of tailored financing
solutions that meet specific business needs. This adaptability not only supports customized financial strategies but also
facilitates effective tax planning and enhances overall financial management.

=  Furthermore, the non-rivalrous and highly divisible nature of IP assets—where multiple users can simultaneously utilize
the same asset without diminishing its value—enables more creative and versatile financing structures. This flexibility
allows businesses to negotiate more favorable lending terms, which is particularly beneficial for companies experiencing
variable revenues or navigating uncertain market conditions. Thus, IP-backed financing provides significant advantages in
terms of both structural adaptability and financial innovation.

7. Maintaining Ownership

=  Collateralizing intellectual property enables businesses to retain ownership while securing capital. Unlike selling or
licensing IP, this approach allows companies to use their intangible assets as collateral to obtain loans, preserving equity
and control. This is particularly advantageous for startups and small businesses seeking growth without equity dilution.

8. Potential for Value Appreciation

= |P assets in a well-managed business often appreciate over time due to their growing strategic and competitive value. In
contrast, tangible assets usually experience depreciation as they are subject to wear and tear and technological
obsolescence. This appreciation in IP value enhances the security of financing methods that use IP as collateral, offering
lenders a more stable and increasing asset base.
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Key Challenges & Solutions

1. Lack of Standardized Valuation and Assessment Methods for IP Assets

=  Valuing IP presents unique challenges, especially for unquoted companies without formal market mechanisms for
assessing off-balance sheet intangible assets. Unlike tangible assets, the market for IP is still developing, and there is no
universally accepted valuation methodology yet. The context-dependent nature of valuation, along with limited data and
precedents, can lead to varying estimates among experts, reflecting the evolving understanding of IP assets.

= Efforts are underway to address these issues. The International Valuation Standards Council (IVSC) has issued guidelines
under IVS 210, and the Royal Institution of Chartered Surveyors (RICS) has provided detailed guidance on various IP asset
types. Additionally, initiatives like Singapore’s Chartered Valuer and Appraiser (CVA) program and Jamaica’s efforts to build
IP valuation capacity are enhancing the skills of valuation professionals. However, there is still a need for a unified valuation
framework and better accounting practices to fully reflect the economic value of intangible assets in financial reporting.

2. Limited Understanding of Intangibles Among Lenders

= Lenders are still developing their understanding of intangible assets, which limits their use as collateral for financing. The
complexities of valuing and forecasting the cash potential of an IP make it challenging for traditional lenders.

=  To address these challenges, some countries, like Japan, are working to improve local lenders' knowledge of IP assets by
utilizing patent databases and collaborating with IP-focused companies to enhance understanding and acceptance.

3. Legal Risks

= |Ploans may expose borrowers to legal disputes or challenges from competitors, customers, suppliers, or regulators. Issues
such as IP validity disputes, infringement claims, or regulatory non-compliance can impact the value and enforceability of
IP assets and harm the borrower’s reputation.

= To mitigate these risks, borrowers should conduct thorough IP due diligence with legal and IP experts and implement
measures to protect and defend their IP assets. Given the rising number of global IP filings, as reported by WIPO, businesses
must enhance their IP strategies and monitor potential threats to address these challenges effectively.

4. Problem of Liquidating Intangible Assets

= Intangible assets can be difficult to liquidate due to the lack of transparent secondary markets. The limited information on
precedents and the private nature of IP transactions limit insights for financiers, making it challenging to value and dispose
of these assets, particularly in default situations. This uncertainty often deters lenders from engaging in intangible asset
finance and leads to higher capital adequacy requirements.

= Efforts to address these challenges involve specialized insurers, development banks, and state initiatives that reshape risk
allocation in lending. For example, collateral protection insurance alleviates banks’ concerns about illiquid assets by
guaranteeing recoverability of collateral value. Development banks, such as Korea Development Bank (KDB) catalyzes the
intangible asset finance market by providing bank guarantees for intangible-intensive companies and it also runs a $60
million IP recovery fund. In Canada, BDC Capital supports IP-backed financing with CAD 160 million for smaller investments.
Additionally, public sector initiatives include collection funds for distressed IP and developing public marketplaces for
easier valuation and disposal of intangible assets.
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5. Higher Transaction Costs

IP lending, although expanding, faces challenges due to high transaction costs and complexity. The process is often more
expensive and time-consuming compared to other financing methods, with limited transaction volume preventing cost
reductions. Upfront costs for valuation and administration can deter companies, increasing the risk of sunk costs.

To mitigate these issues, some countries have introduced initiatives such as valuation subsidies and tax benefits.

The IP Finance Industry

The dynamics of the IP financing sector are shaped by a multitude of factors, including evolving corporate strategies,
technological advancements, legislative shifts, and prevailing market trends. As businesses increasingly leverage their IP
assets to secure funding for growth, innovation, and strategic initiatives, the scope and intricacy of IP financing transactions
have expanded significantly. This evolution has been further accelerated by the globalization of markets and the
proliferation of digital technologies, which present both new opportunities and challenges for investors, financial
institutions, and IP owners alike.

Market Drivers - The principal driver of the IP financing market is the growing recognition of IP assets as valuable collateral
for financial transactions. As organizations seek to unlock the value of their IP portfolios and secure capital for expansion
and innovation, IP finance solutions offer a flexible and effective means of leveraging these assets to achieve financial
goals. The increasing emphasis on innovation-driven economies and the heightened competition for market leadership
further fuel the demand for IP financing solutions. Additionally, changes in regulatory frameworks and advancements in
IP law shape the market dynamics, influencing the environment in which IP finance transactions occur and driving
innovation in financing methodologies and strategies.

Key Industry Trends

With the evolving landscape of IP-backed financing, numerous advancements are transforming the industry. Recent

developments include the use of artificial intelligence to enhance IP valuation and risk assessment, innovative IP insurance

products that provide greater security for loans, and emerging IP auction platforms. These advancements benefit both lenders

and borrowers, showcasing a trend toward more efficient and effective IP utilization in financial transactions.

1. Increased Use of Artificial Intelligence

Al is profoundly transforming the IP industry, particularly in the domain of IP lending. Al leverages advanced intelligence
methods, including reasoning, machine learning, problem-solving, perception, and linguistic intelligence, to perform tasks
with efficiency. Al-powered algorithms enable comprehensive and precise searches of IP databases, facilitating the
accurate assessment of IP assets. Additionally, Al assists in analyzing technical information and documents to identify
relevant work and prevent copyright infringement, thus safeguarding intellectual property rights.

As Al technology continues to advance, its application in IP valuation and lending is expanding, offering new solutions and
enhancing the accuracy of financial assessments. These advancements are expected to address existing challenges in IP
lending, such as valuing intangible assets and conducting due diligence. By integrating Al into IP lending practices,
businesses can better leverage their intellectual property, secure financing, and drive innovation, while also navigating the
potential legal complexities that may arise. The following solutions illustrate how Al is transforming IP lending:

v" Enhanced Data Analysis: Al excels at processing extensive datasets, including market trends, legal documents,
and historical transactions. This advanced capability enhances the accuracy of IP asset valuation by identifying
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patterns and correlations that traditional methods may overlook. Efforts to refine valuation processes are
supported by significant investments from market participants and academics. For instance, Professor Xiaolan Fu
of Oxford University employs machine learning and artificial intelligence to assess the value of early-stage
enterprises where intellectual property constitutes the primary asset.

v Predictive Modeling: Al-driven predictive models forecast future cash flows and risks associated with IP assets.
By analyzing factors such as market demand and technological advancements, these models provide valuable
insights for making informed financing decisions. Brian Hinman, Chief Innovation Officer at Aon Intellectual
Property Solutions, emphasized the importance of using artificial intelligence in their valuation process. Brian
Hinman, Chief Innovation Officer at Aon Intellectual Property Solutions, underscores the significance of Al in their
valuation process. The company has facilitated ~$2 Bn in IP-backed transactions over the past 18 months and it
continuously monitors the value of the underlying IP throughout the loan term and leverages this data to persuade
insurers to cover default risks.

v Risk Assessment: Al streamlines the due diligence process by automating the identification of potential risks, such
as infringement claims and licensing disputes. This automated approach allows investors and lenders to more
effectively manage and mitigate risks, ultimately facilitating more favorable financing terms. Generative Al tools
are gaining increasing prominence among law firms and in-house IP departments, with 40% of professionals
identifying infringement detection as a particularly promising application, according to Questel’s research
involving 500 IP experts. This advancement underscores Al’s role in enhancing risk assessment and improving the
overall efficiency of IP management.

v/ Natural Language Processing (NLP): NLP algorithms analyze legal texts, patents, and other documents to extract
relevant information and identify key IP assets. This technology improves the accuracy of valuation assessments
by understanding and interpreting complex textual data.

v" Image and Pattern Recognition: Al’s image recognition technology assesses visual IP assets, such as logos and
product designs. By identifying patterns and uniqueness in visual content, Al contributes to evaluating the value
and distinctiveness of these assets.

Chart 11: Top 3 Areas for Al Adoption
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v" Market Intelligence: Al tools deliver real-time insights into market trends and competitor activities, which are
crucial for evaluating the impact of competitive dynamics on the value of IP assets. This capability enhances
strategic decision-making by providing a more nuanced understanding of market forces. According to Questel's
report, 50% of organizations are currently planning or actively using Al for competitor analyses. Aon’s proprietary
platform demonstrates this approach by linking patent claims to specific markets and technologies, evaluating
the IP used as loan collateral, and comparing it to similar assets. Experts then review this detailed analysis to
ensure its accuracy and relevance.

Chart 12: Current Utilization or Planned Application of Al-Based Tools
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In summary, Al technologies are significantly enhancing the precision and efficiency of IP-backed lending. These
advancements enable businesses to more effectively leverage their intellectual property for financing and strategic growth.
As Al technology progresses, its impact on transforming IP valuation and lending processes is anticipated to broaden,
fostering innovation and expanding financial opportunities.

Firms Delivering Al-Powered IP Solutions — For further inquiries, please contact Shantanu Seth at shantanu@intro-

act.com

Applications of Al in Intellectual Property Offices

. Country of .
IP Office . .y Services Offered
Origin
1 United States Patent and United States Introduced "Similarity Search" in the PE2E suite to assist examiners in finding prior art
Trademark Office (USPTO) more effectively

China National Intellectual
2 Property Administration China
(CINPA)

Launched an intelligent search system with two modes: automatic and semantic
sorting, enhancing document retrieval efficiency
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Validating Al systems for assigning trademark classifications, improving accuracy in

etz Fetrort: i ee (UFe) Japan categorizing goods and services

Korean Intellectual Property Partnered with ETRI to develop a patent knowledge base for Al, aiming to enhance IP

South Korea

Office (KIPO) administration and analysis
Institute of Intellectual Switzerland Utilizes rule-based Al for automating administrative processes, reducing repetitive
Property (IPI) tasks related to rulings and deadlines

2. Innovations and Developments in IP Insurance

The integration of insurance into IP lending has significantly impacted the sector, providing both opportunities and
challenges. Over recent years, the growth of IP-backed loans has been positively influenced by insurance solutions that
offer collateral protection and mitigate legal risks. Despite rapid expansion, recent defaults and losses have led to some
insurers retreating, while new entrants seek to address the emerging gaps. We further examine the current trends in the
IP insurance sector, focusing on its applications with IP lending, and explore the various types of insurance products
available, their implications, and the evolving market dynamics.

The IP insurance market has experienced annual growth rates exceeding 50%, however, it is still in the nascent stages. It
has become a pivotal element in IP lending by enhancing the security of IP-backed loans and facilitating more robust
financial structures. The primary function of insurance in this context is to provide collateral protection and mitigate legal
risks associated with IP assets. This protection has made IP lending more attractive to both lenders and borrowers,
although recent challenges have influenced the market dynamics.

Market Dynamics — Despite robust market demand for collateral protection insurance and judgment preservation policies,
recent defaults have prompted insurers to reevaluate their participation. This has led to increased caution among insurers,
who are now refining their risk models and adjusting pricing strategies based on the performance of previous insurance
offerings. As a result, new entrants are stepping in to fill the void left by traditional insurers, thereby introducing innovative
options for IP-backed lending.

The IP insurance market is experiencing significant shifts influenced by various factors, particularly during and after the
COVID-19 pandemic. Strong growth was seen during the pandemic years as companies prioritized the protection of their
intellectual property. However, 2023 was marked by heightened caution and a decline in activity, with litigation levels
decreasing by 12.5%, largely attributable to the absence of IP Edge and uncertainty surrounding the Advanced Notice of
Proposed Rulemaking (ANPRM).

Looking ahead to 2025, the market is expected to show signs of growth. Patent litigation rebounded in 2024, reversing the
previous year’s decline. District court filings surged by 18.2%, with NPE filings rising 14.1% and operating company filings
jumping 22.7%. The E.D.Tex became the top district for filings, while the W.D.Tex fell to fourth place. PTAB challenges also
increased, with inter partes and post-grant reviews up 14.3% and ex parte reexamination requests climbing 28% to a
decade high of 444. This uptick suggests a broader resurgence in patent litigation, driven by shifting legal and market
dynamics that encourage more patent assertions. The surge in reexaminations highlights evolving patent challenge
strategies, reflecting a changing IP insurance and litigation landscape. Meanwhile, design patent litigation spiked 34.8%,
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also reaching a 10-year peak. The UPC emerged as a key venue for NPEs in Europe, signaling a shift in global patent
enforcement and strategic litigation trends.

Chart 13: Filings at PTAB, Reexams & District Court in 2024
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Evolving Insurance Offerings - The insurance market for IP lending has seen notable developments. Insurers are
transitioning from early versions of their products to more refined versions. This shift reflects a growing understanding of
the risks associated with IP assets and a move towards more tailored insurance solutions. For instance, Collateral
Protection Insurance is increasingly reserved for companies with proven patent portfolios, rather than pre-revenue firms
with unproven technologies.

Top IP Insurance Providers — For further inquiries, please contact Shantanu Seth at shantanu@intro-act.com

3. Role of IP Lending in Film Finance:

= Intangible assets, including intellectual property rights, customer lists, and tax refunds, play a crucial role in U.S. film debt
finance. They are the second most prevalent form of collateral used in the industry, following equipment, according to
WIPQ’s report on IP assets and film finance. Since 2008, the proportion of loans secured by intangibles has consistently
represented around 35% of all loans, indicating their sustained importance. This trend persists even when excluding the
potential disruptions caused by the Covid-19 pandemic.

= The data also highlights that small and medium-sized enterprises in the film sector more frequently use intangibles as
collateral compared to larger studios. SMEs, which dominate the sector, have increasingly relied on IP-backed loans,
especially after 2010. This preference may stem from the greater availability of tangible assets among larger producers,
who can also access other financial resources. Additionally, the analysis shows an upward trend in syndicated loans and
loan maturities post-2012, with a notable increase during the Covid-19 years.

4. Empowering SMEs through IP-backed Lending:
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In the evolving landscape of business finance, intellectual property has emerged as a crucial asset class, particularly for
small and medium-sized enterprises. Traditionally, IP assets such as patents and trademarks were underutilized as
collateral for loans. However, recent initiatives across various regions are facilitating IP-backed lending and addressing the
unique needs of SMEs.

In the UK, the Intellectual Property Office has launched the IP Advance program, aimed at empowering SMEs to leverage
their IP assets more effectively. Launched in July 2024, this initiative offers two tiers of funding: the IP Audit, which provides
£2,250 towards an IP audit, and the IP Access, which funds businesses with up to 50% of the cost of further professional
advice or services related to commercializing their IP—such as the preparation of trademark, patent, or design
applications—up to a maximum of £2,250. This funding is designed for progressing or implementing recommendations
from an IP audit. By participating, SMEs can gain critical insights into their IP portfolios, enhance their IP positions, and
improve their chances of securing IP-backed financing.

In China, the government has taken significant steps to address the financing needs of its extensive SME sector. With 52
million SMEs generating over CNY 80 trillion in operating revenues, the China National Intellectual Property Administration
(CNIPA) has implemented measures to support IP-backed lending. These include targeted financial services, exploring new
IP financing channels, and collaborating with major banks to develop IP pledge loan products. By 2022, 20,000 IP pledges
were registered, highlighting the growing importance of IP as collateral.

The European Union's European Fund for Strategic Investments (EFSI) also plays a vital role, offering guarantees for debt
financing ranging from EUR 25,000 to EUR 7.5 million. This support is aimed at improving access to loans for innovative
SMEs and small mid-caps. Additionally, the Swiss Federal Institute of Intellectual Property (IPI) provides valuable IP-related
services to businesses. The IPI’s Assisted Patent Searches and related programs offer SMEs subsidized access to expert
analysis and IP strategy development, further supporting their ability to use IP for financial purposes.

5. Emerging IP Monetization Platforms:

Emerging IP auction platforms are transforming the landscape of IP lending by facilitating the efficient trading and
monetization of IP assets. These platforms offer a competitive environment where IP rights—like patents, trademarks, and
copyrights—can be auctioned to the highest bidder. This method not only helps in realizing fair market value for unique
and high-demand IP assets but also enhances the liquidity of these intangible assets.

One of the key benefits of IP auction platforms is their ability to streamline the process of buying and selling IP rights.
Unlike traditional sales methods, auctions provide a transparent and competitive bidding environment, which can lead to
the discovery of undervalued or underutilized intellectual properties. This creates unique investment opportunities for
buyers and allows sellers to reach a wide pool of potential buyers, often resulting in better pricing and quicker transactions.

The auction process generally involves listing IP assets with detailed descriptions and legal statuses, followed by due
diligence by interested buyers. Bidding can be conducted through open or sealed bid formats, culminating in a successful
bid that transfers the rights and ensures legal compliance.

Moreover, these platforms contribute to reducing the risk associated with IP lending. By providing a structured and
competitive marketplace for IP assets, they help establish more accurate valuations and improve the security of IP
collateral. As a result, lenders are more confident in offering loans secured by IP, knowing that these assets have a clearer
market value and are less likely to result in significant financial losses.

IP Auction Platforms — For further inquiries, please contact Shantanu Seth at shantanu@intro-act.com
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Global Intangible Asset Trends

In the contemporary business landscape, intangible assets have emerged as critical drivers of corporate value and
competitiveness. Unlike tangible assets, which are physical and measurable, intangible assets play a crucial role in shaping a
company's value, innovation, and market position.

Brand Finance's early assessments estimated the value of global intangible assets at around $8 trillion in 1996. Over the past
two decades, the significance and valuation of these assets have grown exponentially. Technological advancements,
particularly in Al have greatly enhanced the value of intangible assets. Al has enabled more personalized marketing,
sophisticated software solutions, and improved customer relationships, leading to increased synergies and a deeper connection
between technology organizations and their customers. Innovations in FinTech and HealthTech have further fueled this growth
by integrating technology into everyday business operations.

The Global Intangible Financial Tracker (GIFT) study by Brand Finance, provides a comprehensive analysis of intangible asset
values among publicly traded firms worldwide. According to the 2024 GIFT report, the global value of intangible assets has
surged to a record $79.4 trillion, surpassing its 2021 peak of $76.0 trillion. This marks a significant 28% rise from 2023’s $61.9
trillion. Notably, this valuation is more than twice the GDP of the United States, underscoring the immense economic
importance of intangible assets.

The trajectory of intangible asset values has not been without its fluctuations. A surge in tech stocks during the pandemic
propelled global intangible value to reach its peak in 2021, however, this surge, fueled by optimistic investor sentiment,
ultimately led to a bubble that burst in the following year. Thereafter, an 8% recovery in 2023 signaled renewed investor
confidence, setting the stage for further year-over-year growth in 2024. This upward trajectory underscores the rising economic
significance of intangible assets, fueled by shifting market dynamics and the growing recognition of intellectual property, brand
value, and innovation as key drivers of global competitiveness.

Chart 14: Global Intangible Value ($ trn)
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This shift in asset value reflects the growing influence of technology, Al, and innovation, with semiconductor leaders like NVIDIA
driving intangible growth. As companies navigate an increasingly tech-driven market, leveraging intellectual property and data
will be crucial for maintaining a competitive edge. However, a significant disclosure gap remains—among S&P 500 firms, 72%
of total value is intangible, yet 76% of these assets remain undisclosed. This underscores ongoing transparency challenges and
the need for better reporting frameworks to capture the true value of intangible assets in the modern economy.
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Sector Trends

In 2024, the Internet & Software sector has reclaimed its position as the industry with the highest intangible asset value in
absolute terms. The sector experienced a significant 34% increase, reaching $7.7 trillion, surpassing last year’s leading sector,
Pharmaceuticals, which now holds an intangible asset value of $7.1 trillion. This resurgence has been largely driven by
technology giants such as Microsoft, which ranks second only to Apple in intangible value, alongside major contributors Oracle,
Salesforce, and Adobe. The sector's rapid growth highlights the increasing reliance on digital infrastructure, artificial
intelligence, and software platforms, solidifying its dominance in both absolute and relative intangible valuation. Internet &
Software also leads in relative terms, with intangible assets making up 91% of total enterprise value, surpassing Household
Products and Tobacco & E-Cigarettes, both of which stand at 88%.

One of the most striking developments in 2024 has been the exceptional growth of the Semiconductors sector, which now
ranks as the third-highest in intangible value, exceeding $7 trillion. This rise underscores the increasing importance of
semiconductor technology in powering Al-driven applications, cloud computing, and next-generation consumer electronics.
Companies like NVIDIA, which has been at the forefront of Al innovation, have been pivotal in driving the sector’s value surge.
The rapid expansion of semiconductor firms reflects the industry's critical role in global technological advancements and its
strategic importance to economies worldwide.

Chart 15: Total Intangible Value by Sector 2024 ($ trn)
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For the first time in the GIFT study, Asset & Investment Management has been categorized separately from Banking, ranking
17th among sectors with 57% intangibility. Of this, 43% remains undisclosed, highlighting persistent transparency challenges
in financial services. This separation underscores the unique drivers of value within investment firms compared to traditional
banking institutions. Meanwhile, the Real Estate sector has returned to a positive 7% of its total enterprise value being
intangible, following an unusual period in 2022-23 where the sector had net negative tangible assets. This shift aligns with the
broader global economic recovery, which has renewed investor confidence in property markets.
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Conversely, the Automobile sector has faced a notable decline, with its total intangible value dropping by 22% to $1.1 trillion.
Tesla, which accounts for half of the sector’s intangible value, has seen a significant 27% decrease, driven by intensifying
competition, slowing demand, and macroeconomic pressures such as high interest rates. Chinese electric vehicle (EV) giant
BYD surpassed Tesla as the world’s top EV maker in Q4 2023, further amplifying competitive pressures. Additionally, Tesla’s
aggressive price cuts and rising costs associated with product expansion, such as the Cybertruck, have strained profitability.
Luxury automaker Porsche also saw a substantial 37% drop in its intangible value, reflecting broader industry headwinds.

Chart 16: Intangible Share of Total Value by Sector (%)
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Overall, the 2024 intangible asset landscape reflects the shifting dynamics of global industries. While technology-driven sectors
like Internet & Software and Semiconductors continue to expand rapidly, traditional industries such as Automotive face
challenges amid economic and competitive pressures. The continued evolution of intangible asset valuation underscores the
growing importance of intellectual property, brand strength, and innovation in shaping the future of corporate and economic
growth. Transparency in intangible asset disclosure remains a key issue, particularly in high-value sectors, as companies and
investors seek better metrics to assess and leverage intangible-driven competitive advantages.
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Chart 17: Most Intangible Sectors 2024 (%)
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Country Trends

The 2024 data underscores the continued dominance of intangible assets in the U.S. market, with 77% of corporate value
attributed to intangibles—significantly above the global average of 54%. The U.S. maintains its high intangible asset intensity
due toits concentration of technology, internet, and software giants. Silicon Valley remains a central driver of this trend, hosting
some of the world’s most valuable companies, including Apple, Microsoft, Alphabet, and Meta.

China, in contrast, remains predominantly tangible, with only 16% of its corporate value tied to intangible assets. The
country’s economic structure, heavily reliant on manufacturing, mining, and industrial production, contributes to this lower
intangible intensity. However, Chinese firms are gradually increasing their focus on intellectual property and technology,
signaling a potential shift in the coming years.

Among individual countries, the U.S. experienced the largest absolute increase in intangible asset value, soaring by $12.1
trillion (34%) from 2023. This remarkable growth is largely driven by the semiconductor industry, with NVIDIA playing a pivotal
role. Additionally, the U.S. Cosmetics & Personal Care sector saw substantial gains, led by Kenvue’s rising intangible value and
significant growth for Glass House Brands. The Drinks industry also contributed, with Coca-Cola reporting a 25% increase in
intangible value, alongside smaller gains for Pepsi and Dr Pepper.

Notably, India ranked second in intangible asset growth, adding $1.5 trillion in 2024. This surge is primarily fueled by the Oil
& Gas sector, with leading firms such as Reliance Industries Ltd and Coal India Ltd expanding their intangible asset portfolios.
A combination of technological advancements, strategic investments, and a push toward energy diversification has
strengthened India’s intangible asset intensity. Key contributors to India’s overall growth include Tata Consultancy Services
(TCS) in the Tech sector and Life Insurance Corporation of India (LIC) in Insurance, reflecting rising investor confidence and
economic expansion.

33| Page



(o]

t7intro-act

Chart 18: Largest Absolute Changes in Intangible Value ($ bn) - Top 5 & Bottom 5
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Japan recorded the third-largest increase in intangible asset value, rising by $853 billion. This growth is largely attributed to
the Engineering sector, which saw a 78% increase in intangible asset value, making it the country’s most intangible industry.
Notably, companies like Sony Group and Tokyo Electron are key players in driving this transformation through investments in
intellectual property and advanced manufacturing capabilities. Denmark has now overtaken Ireland as the world’s most
intangible market, with intangible assets accounting for 82% of total corporate value. The country’s emphasis on high-value
industries such as pharmaceuticals and renewable energy is a major factor behind this shift. Pharmaceutical leader Novo
Nordisk contributed significantly to this growth, with a 45% increase in intangible asset value, driven by soaring demand for its
weight-loss drugs. Coloplast AS and Vestas Wind Systems also saw notable increases of 29% and 11%, respectively, reinforcing
Denmark’s strong intangible asset foundation.

Chart 19: Intangible Asset Value Intensity - Top 4 Most Intangible Markets

® United States Ireland Denmark India
100%
80%
__.—--'"""'---/_-—;'"""“—-' i
/\/-—\‘-_-—_
60%
40%
20%

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

-20%

Source: Brand Finance

34|Page



MIntro-act

Ireland follows closely as the second-most intangible market, despite a slight dip in its intangible asset intensity to 77%. The
country remains a hub for global tech and financial firms, with major contributors including Accenture, PDD Holdings, and
Eaton. The U.S. ranks third, with a four-percentage point increase in intangible asset intensity, primarily fueled by growth in
the tech and semiconductor sectors.

Chart 20: Top 20 Most Intangible Markets - Value Composition 2024
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Ranking - Top 10 Most Intangible Companies

In 2024, Apple remains the global leader in intangible value, rising 21% to $3.3 trillion, driven by its expansion into India.
Microsoft follows closely, increasing by 28% to $3 trillion, while Meta holds its seventh position with a 67% rise in intangible
asset value. The most significant growth comes from NVIDIA, now ranking third globally, as its Al-driven revenue surge pushes
its intangible value to $2.9 trillion.

Notably, the semiconductor sector has seen remarkable growth, with Broadcom jumping to ninth place, nearly doubling its
intangible value to $758 billion. TSMC has also made a strong entry into the top 10, with an intangible value of $619 billion
and an intangibility ratio of 81%. UK-based semiconductor firm Arm has seen one of the most dramatic rises, climbing from
225th to 89th place, as its intangible value soared from $48 billion to $127 billion.

Chart 21: Top 10 Intangible Companies in 2024
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Accounting Tangible and Intangible Assets

a. Tangible Assets

a. GAAP - Under US GAAP, fixed assets are primarily valued at historical cost, reflecting the original purchase price adjusted for
improvements and depreciation. This "book value" serves as the foundation for asset valuation, though it often
underrepresents current market conditions. Fixed assets, including plant, equipment, and buildings, are subject to
depreciation, which accounts for wear and tear over time. Depreciation methods, such as straight-line or accelerated, influence
how asset value decreases annually. While historical cost is preferred due to concerns over the volatility of market values, this
approach limits transparency regarding true asset worth. Furthermore, the balance sheet categorizes fixed assets, and any
impairment must be recognized if the market value falls below the book value.

b.IFRS - Under IFRS, the valuation of fixed assets is governed by IAS 16, which outlines the initial and subsequent measurement
processes. Fixed assets are initially recorded at cost, which includes the purchase price, non-refundable taxes, installation
expenses, and directly attributable costs necessary to bring the asset to working condition.

For subsequent measurement, entities can choose between the cost model, where assets are reported at historical cost less
accumulated depreciation and impairment, or the revaluation model, where assets are adjusted to fair value, with regular
revaluations required. Depreciation must be allocated systematically over the asset's useful life, and the method used should
reflect how the asset's economic benefits are consumed. This method is subject to annual review, and changes must be
accounted for as a change in estimate. Assets must also be tested for impairment per IAS 36, and if an asset is disposed of or
no longer provides economic benefits, it should be derecognized. The resulting gain or loss from derecognition is recorded in
the profit and loss statement.

b. Goodwill

a. GAAP - Under U.S. GAAP, when a company acquires another entity, it must allocate the purchase price to the fair values of
the acquired assets and assumed liabilities. Any amount paid above these fair values is recognized as goodwill. Before recording
goodwill, acquirers must identify and separately value identifiable intangible assets, such as trademarks, patents, and customer
lists. Goodwill is then assigned to the reporting units or operating segments that benefit from it.

Annual impairment testing is required for goodwill and other indefinite-lived intangibles, with additional assessments triggered
by events like changes in management or market conditions. Private companies have the option to amortize goodwill over a
maximum of 10 years instead of performing annual tests.

b.IFRS - Goodwill is an intangible asset that represents the excess of the purchase price over the fair value of identifiable net
assets in a business combination. The measurement of goodwill includes the consideration transferred, any non-controlling
interest (NCI), and the fair value of previously held equity interests in cases of staged acquisitions. A negative result is
recognized as a bargain purchase gain, contingent upon a thorough review of asset and liability measurements.

Under IFRS 3, entities can choose to measure NCI at fair value (full goodwill method) or at its proportionate share of identifiable
net assets (partial goodwill method), impacting the recognized goodwill, especially in partial acquisitions. In step acquisitions,
previously held interests must be remeasured at fair value upon gaining control. Contingent consideration is accounted for at
fair value at the acquisition date, with subsequent changes depending on its classification. Acquisition-related costs, except
those for issuing equity or debt, must be expensed.

c. Disclosed Intangibles

a. GAAP - Under GAAP, the valuation of intangible assets follows principles similar to those used for tangible assets.
Accountants evaluate these assets by analyzing cash flows generated, examining market prices of comparable assets, and
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estimating replacement or recreation costs. The primary guidance for accounting for intangible assets is found in ASC 350,
which outlines specific disclosure requirements during the acquisition and post-acquisition phases.

When intangible assets are acquired, detailed disclosures are mandated. For assets subject to amortization, entities must
disclose the total assigned value, significant residual values, and the weighted-average amortization period for each major asset
class. Non-amortizable intangibles also require disclosure of their total carrying amount.

b.IFRS - Under IFRS, IAS 38 regulates the recognition and measurement of intangible assets, defined as identifiable non-
monetary assets without physical substance. These assets are recognized if they are separable or arise from contractual rights
and must meet specific criteria: future economic benefits must be probable, and costs must be reliably measurable. Intangible
assets include items like software, patents, and trademarks but exclude internally generated goodwill.

Initially measured at cost, intangible assets are typically carried at cost less accumulated amortization. Those with finite useful
lives are amortized over their useful life, while those with indefinite lives are not but must undergo annual impairment testing.
Disclosure requirements include information about useful lives, amortization methods, and any impairments, emphasizing
transparency in reporting the value and significance of intangible assets in financial statements.

d. Undisclosed Intangibles

Undisclosed intangible assets include internally generated goodwill, which represents the gap between a business's fair market
value and the sum of its identifiable tangible and intangible assets. This undisclosed value can be calculated as the difference
between a company’s enterprise value—comprising both equity and debt—and its net asset value, which includes tangible and
identifiable intangible assets minus liabilities.

Internally generated intangibles cannot be disclosed on the balance sheet, but are often significant in value, and should be

understood and managed appropriately. Under IFRS 3, only intangible assets that have been acquired can be separately

disclosed on the acquiring company’s consolidated balance sheet (disclosed intangible assets). Moreover, the value of those

assets can only stay the same or be revised downwards in each subsequent year, thus failing to reflect the additional value that
the new stewardship ought to be creating.

‘Undisclosed intangible assets’, are often more valuable than the disclosed intangibles. The category includes ‘internally
generated goodwill’, and it accounts for the difference between the fair market value of a business and the value of its
identifiable tangible and intangible assets. Although not an intangible asset in a strict sense, this residual goodwill value is
treated as an intangible asset in a business combination on the acquiring company’s balance sheet. Current accounting practice
does not allow for internally generated intangible assets to be disclosed on a balance sheet. Under current IFRS, only the value
of acquired intangible assets can be recognized. Intangible assets that may be recognized on a balance sheet under IFRS are
only a fraction of what are often considered to be ‘intangible assets’ in a broader sense.

Clearly, therefore, whatever the requirements of accounting standards, companies should regularly measure all their
tangible and intangible assets (including internally-generated intangibles such as brands and patents) and liabilities, not just
those that have to be reported on the balance sheet. And the higher the proportion of ‘undisclosed value’ on balance sheets,
the more critical that robust valuation becomes.

e. Royalties

Intellectual property royalties are critical for creators who wish to monetize their inventions, such as patents and trademarks,
while retaining ownership. When IP owners permit others to utilize their creations, they must establish formal licensing
agreements that outline the terms of use and the royalty rates that will govern compensation.

There are a number of different ways to structure royalty payments, and these depend on various factors within the intellectual
property licensing agreement. Here are a few of the different options:
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=  Royalty percentages: In most licensing agreements, the royalty rate is a percentage. So, if the royalty rate is 5%, then,
for the duration of the licensing agreement, the licensee must pay the licensor 5% of the net of gross revenue
generated by the intellectual property.

=  Fixed fees: Licensors may decide that charging a fixed fee is more appropriate than a percentage for their intellectual
property royalties. Fixed fees are still collected on a regular basis, just like royalty percentages, but the parties know
the exact fee that is to be paid.

=  Variable or fixed rates: For newly created intellectual property that hasn’t proven itself in the market yet, it's common
to agree a variable royalty rate. This means that the licensor will receive a lower rate until certain conditions are met,
at which point the rate will go up. Variable rates are also often applied to certain volume or sales thresholds — for
example, if a licensee achieves a certain number of sales, they’ll be rewarded with a lower royalty rate.

=  Minimum royalty rates: Some licensors require licensees to agree to a minimum royalty payment. This means that,
regardless of the royalty percentage or the revenue generated by the intellectual property, the licensor will receive a
certain amount of money as a minimum.

In terms of how often intellectual property royalties are charged, most licensing agreements opt for monthly, quarterly or
annual payments. However, it fully depends on your needs as a licensor, and what the licensee is happy to agree to. There is
no single way to charge royalty rates.

Factors influencing royalty rates include the strength of the IP protection, the uniqueness of the asset, its developmental stage,
and market dynamics such as size and competition. Conducting thorough market research, including accessing resources like
the RoyaltyRange database, can provide valuable benchmarking data to inform royalty structures.

Ultimately, understanding the value of intellectual property is essential for licensors to establish competitive and fair royalty
rates. By carefully analyzing market data and employing appropriate valuation methods, IP owners can ensure that their
agreements are both lucrative and equitable, fostering successful partnerships with licensees.
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Global R&D Investment Trends

The latest data from the Global Innovation Index 2024, published by WIPO, is based on approximately 1,700 of the largest 2,500
corporate R&D spenders globally. In 2023, these companies collectively invested around $1.2 trillion in R&D, reflecting an
increase of approximately 8.3% in nominal terms and about 6.1% in real terms. However, this growth marks a decline from the
previous year's real growth rate of 7.5% and falls short of the long-term trend.

Notably, when compared to the pre-pandemic year of 2019 and the pandemic years, the real growth of R&D among these top
spenders has significantly decreased, halving in 2020 and 2021. Despite these shifts, R&D intensity—measured as R&D
expenditure as a percentage of total revenue among the top corporate R&D spenders—has remained consistent, indicating a
sustained commitment to innovation even amid fluctuating growth rates.

In terms of unweighted nominal growth, both the ICT hardware and electrical equipment sector, as well as the software and
ICT services sector, saw their growth rates halved between 2022 and 2023. In stark contrast, the pharmaceutical sector
rebounded significantly, with R&D expenditure growth soaring from 3% in 2022 to an impressive 10% in 2023. This surge
positioned the pharmaceutical sector at the forefront of R&D intensity in 2023, leading with an intensity rate of 19%. The
software and ICT services sector followed, demonstrating a solid R&D intensity of 14%. This divergence highlights the varied
responses of different sectors to changing economic conditions and underscores the resilience of the pharmaceutical industry
in its commitment to innovation.

Chart 22: R&D Growth Rates of Ton Global Corporate R&D Spenders, 2019-2023

R&D
Nominal (billion Weighted nominal Weighted real Weighted R&D
Year uUsD) growth (%) growth (%) intensity (%)
2019 894 10.5 104 5.6
2020 982 12.7 10.7 6.0
2021 1,089 15.2 12.8 5.7
2022 1,174 8.8 7.5 5.8
2023 1,243 83 6.1 5.7

Source: WIPO

In 2023, R&D expenditure trends across key industries revealed a mixed landscape of investment strategies. While most top
firms in various sectors increased their R&D budgets, a significant number opted for cuts, signaling a cautious approach in
uncertain economic conditions. Notably, the ICT hardware sector experienced a slowdown, with Nvidia's growth rate
plummeting from approximately 35% in 2022 to 18% in 2023. Similarly, both Meta and Uber saw substantial declines in their
R&D investments, falling from a peak growth of 30% last year.

Conversely, the pharmaceutical sector showed remarkable resilience, with companies like Eli Lilly, Novartis, and Merck US
achieving growth rates exceeding 20%. The automotive industry also reported significant increases, particularly with Tesla
ramping up its R&D expenditure by around 30%. These shifts underscore a landscape where certain sectors are flourishing
while others face headwinds, reflecting the ongoing challenges and opportunities in the innovation ecosystem.
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Chart 23: Nominal R&D Expenditure of Top R&D Spenders by Industry and Year, 2019-2023
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Chart 24: Top R&D Spenders by Industry, Growth Rate 2022-2023 - ICT Hardware and Electrical Equipment
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Chart 25: Top R&D Spenders by Industry, Growth Rate 2022-2023 - Software and ICT Services
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Chart 26: Top R&D Spenders by Industry, Growth Rate 2022-2023 - Pharmaceuticals and Biotechnology
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Chart 27: Top R&D Spenders by Industry, Growth Rate 2022-2023 - Automobiles
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Impact of IP on Economic Growth

= The influence of IP on a country's GDP is increasingly pronounced in today's knowledge-driven economies. As nations
transition from industrial capitalism—characterized by tangible assets—to a new paradigm that prioritizes intangible
assets, the role of patents has become more critical. This transformation highlights the necessity for robust patent systems
to stimulate innovation and foster economic growth.

= Research underscores a strong correlation between key technology patents and GDP per capita in high-income economies.
A recent study indicated that a 1% increase in key technology patents correlates with an average 0.108% rise in GDP per
capita across 27 EU countries, North America, and select Asian nations. In the United States, the long-term effect is even
more significant, with a 1% increase in key technology patents associated with a 0.188% increase in GDP per capita.

=  Further analysis quantifies the economic contribution of key technology patents. Each additional key patent can raise per
capita income by approximately $0.084, translating to a substantial annual GDP contribution of nearly $2.85 trillion from
the U.S. patent portfolio alone. These findings emphasize that the economic impact of patents is not merely a function of
their quantity but rather their quality and relevance. As IP continues to assume strategic importance in competitive
economies, further research is essential to explore its effects on lower-income economies and at state levels.
Understanding these dynamics is vital for leveraging IP as a catalyst for economic growth and innovation.
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Chart 28: Graphic lllustration of the Influence of Key Technology Patents on the GDP per Capita
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Unites States

= In the United States, IP is fundamental to the economy, significantly impacting both output and employment. In 2019, IP-
intensive industries contributed an impressive $7.8 trillion to the U.S. GDP, underscoring the substantial economic value
derived from innovations and creative endeavors. Trademark-intensive industries led this output, generating nearly $7
trillion, followed by utility and design patent industries, each contributing around $4.5 trillion. Copyright-intensive
industries, while smaller, still added approximately $1.3 trillion to the economy.

=  From 2014 to 2019, GDP attributable to IP-intensive industries grew by about 12%, averaging an annual growth rate of
2.3%. This growth trajectory outpaced the overall U.S. GDP growth of 2.4% during the same period, with copyright-
intensive industries experiencing the most notable increase at 4.2%. This trend highlights the critical role of IP in fostering
innovation and economic dynamism.

=  Employment data further underscores the significance of these sectors. In 2019, IP-intensive industries directly employed
47.2 million workers, accounting for 33% of total U.S. employment. Trademark-intensive industries were the largest
employers, providing 41.6 million jobs, while copyright-intensive sectors supported 6.6 million jobs. When considering
indirect employment, IP-intensive industries collectively accounted for about 63 million jobs, or 44% of national
employment, showcasing their extensive impact across the economy.

= Workers in IP-intensive industries enjoy higher average earnings, reflecting the economic advantages of these sectors. In
2019, the average weekly wage in these industries was $1,517—60% higher than that of workers in non-IP-intensive
industries. This earnings premium varies by sector, with utility patent-intensive jobs offering the highest average earnings
at $1,869 per week.
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= In summary, IP-intensive industries are not merely a cornerstone of innovation in the United States; they are crucial for
economic output and employment. Their significant contributions to GDP and job creation underscore the need for
continued investment in IP rights and protections, ensuring that the U.S. economy remains a leader in global innovation.

Chart 29: IP & the U.S. Economy
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European Union

=  The IP sector is vital for driving economic growth within the European Union (EU). Recent studies reveal that IP-intensive
industries directly employed over 61 million individuals from 2017 to 2019, contributing to a total of 82 million jobs when
including indirect roles. These sectors generated approximately EUR 6.4 trillion, accounting for nearly half of the EU's GDP
and a substantial portion of its exports, highlighting their pivotal role in intra-EU trade—over 75% of such trade is linked
to IP-intensive activities.

= |P-intensive industries constitute 44.8% of EU GDP and generate 38.9% of total employment. Notably, wages in these
sectors are, on average, 47% higher than in non-IP industries. This premium reflects their higher productivity, with sectors
such as pharmaceuticals, telecommunications, and chemicals providing some of the most valuable jobs, often 2-3 times
more productive than their non-IP counterparts. Additionally, IP-intensive sectors are responsible for 68% of total EU
exports, emphasizing their critical contribution to the EU's trade surplus and investment landscape, with 51% of all
investments occurring in these industries.

= However, challenges remain. Approximately 55% of EU exports, including 60% that are IP-intensive, lack coverage under
Free Trade Agreements (FTAs). This absence of protection could expose these exports to risks, particularly in markets with
weaker IP enforcement mechanisms. Strengthening IP provisions within FTAs is essential to create a level playing field,
improve market access, and reduce trade costs. Such measures are projected to yield substantial economic benefits,
potentially adding €63 billion to the EU's GDP annually while significantly increasing exports and investments.

45| Page



M Intro-act

Sector-specific analysis reveals that the most value-added for the EU economy comes from machinery (€232 billion), motor
vehicles (€206 billion), and architecture & engineering (€158 billion). Pharmaceuticals (€161k), telecommunications
(€156k), chemicals (€107k), transport equipment (€88k), and motor vehicles (€81k) create the most productive and highest
value-added jobs. Strengthening IP rights could particularly benefit key sectors like machinery, transport equipment, and
electronics, driving both exports and production growth

Other Regions

In developing regions, the benefits of IP are increasingly recognized as vital for economic transformation. The IP sector
serves as a catalyst for economic growth and sustainable development in the world's 45 least developed countries (LDCs).
According to a recent UNCTAD and Commonwealth report, IP rights—such as patents, trademarks, and copyrights—play a
crucial role in fostering innovation, boosting trade, and attracting investment. For example, Cambodia's registration of
Kampot pepper as a geographic indication has tripled farmers' incomes since 2010, while trademarking initiatives in
Ethiopia have resulted in a remarkable 275% increase in coffee exports since the early 2000s.

Despite this potential, LDCs lag in IP protection and utilization, accounting for only a fraction of global IP filings.
Strengthening national IP systems is essential for fostering innovation and attracting foreign investment, as evidenced by
a correlation between robust patent protections and increased foreign direct investment (FDI). A study on the impact of
intellectual property rights on foreign direct investment (FDI) in selected African countries found that a 1% increase in IP
rights resulted in a 22.73% rise in FDI inflows using dynamic GMM analysis. Moreover, a complementary relationship
between IP rights and trade openness further enhanced FDI inflows, emphasizing the need for effective property rights
policies to attract foreign investment in Africa.

Impact of IP on Stock Performance

Analysis Across Top 50 U.S. Companies by Patents Granted (2024)

To find if more IP leads to better stock performance, we analyzed the stock performance of the top 50 U.S. companies by
granted patents in 2024, as reported by Harrity LLP., taking patent grants as a proxy for IP. Qualcomm led with 3,489 patents,
followed by Apple with 3,115 and IBM with 2,774. The five-year stock performance of these firms averaged 113.7%,
significantly outpacing the S&P 500’s 83.1% return. This suggests a potential correlation between strong patent portfolios and
market performance, but with notable exception.

Nvidia emerged as the biggest winner, achieving an astonishing 1,820% stock increase over five years despite securing
only 561 patents. This suggests that while patent volume matters, strategic innovation and execution are the true
differentiators. Nvidia’s dominance in Al and semiconductor advancements has translated into massive market value,
proving that targeted, high-impact patents can drive exponential returns.

Broadcom also demonstrated a powerful correlation, holding just 516 patents yet achieving a staggering 613.8% gain in
stock price. Its focus on semiconductors, networking, and Al-driven technologies has allowed it to monetize its intellectual
property effectively, reinforcing the importance of leveraging innovation into profitable growth. Apple and Alphabet
continued to show a strong link between patents and stock performance as well. Apple, with 3,115 patents, delivered a
192.1% five-year return, while Alphabet, with 2,698 patents, gained 185.6%. Both companies have successfully integrated
their intellectual property into market-leading products, ensuring sustained growth and investor confidence

However, the relationship between patents and stock performance is not always linear. Intel, despite securing 2,018
patents, saw its stock decline by -70.53%, reflecting broader challenges. Boeing (-44.57%) and General Electric (-32.66%)
also struggled despite their patent activity, emphasizing that external market conditions and strategic execution
significantly impact stock performance.
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Chart 30: Comparative Analysis of 5Yr Stock Performance and Total Patents Granted in 2024
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= While a strong patent portfolio often correlates with stock performance, the biggest winners are companies that not only
generate IP but effectively commercialize it, proving that innovation alone is not enough—strategic application is the key
to long-term success.

Sector-Wise Analysis

In this analysis, we examine the stock performance of the top U.S. companies by the number of patents granted in 2024, drawn
from a list of the top 300 companies globally. This approach allows us to evaluate whether higher patent activity correlates
with better stock performance across various sectors. The data reveals mixed results, suggesting that while intellectual property
is a critical driver of innovation, other market factors play a significant role in stock performance.

=  The Information Technology sector continues to dominate in patent activity, securing 31,019 patents in 2024. Its five-
year stock return of 154.94% significantly outpaces the S&P 500’s return of 83.1%, reinforcing the sector’s strong link
between innovation and shareholder value.

= The Industrials sector, with 7,291 patents, experienced a five-year stock increase of 64.50%. This suggests that while
industrial companies continue to leverage patent portfolios for innovation, other economic factors may be influencing
overall stock performance.

=  The Health Care sector, which saw 6,375 patents granted, recorded a 41.68% stock price increase over five years. While
this performance remains solid, it indicates that market challenges may be moderating stock gains despite ongoing
innovation. Further, Consumer Discretionary and Communication Services reported 5,319 and 5,204 patents,
respectively, with stock price gains of 88.27% and 99.92%. These sectors have outperformed the S&P 500, suggesting a
strong market response to their innovation strategies.

=  The Financials and Energy sectors, with 4,657 and 1,661 patents, posted gains of 65.84% and 67.75%, respectively,
reflecting steady performance in patent-driven growth but still trailing the broader market’s return. At the lower end,
Consumer Staples, Materials, and Utilities sectors reported modest gains of 32.00%, 48.67%, and 13.33%, respectively,
reinforcing that patent activity alone does not guarantee strong stock performance.
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=  The Utilities sector, in particular, continues to underperform, highlighting industry-specific constraints despite continued
patent activity.

Chart 31: IT Sector Far Outperforms Others Both in the Number of Patents Granted in 2024 and Average Returns
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= Inconclusion, the data supports a strong correlation between the number of patents granted and stock performance across
sectors, with those in the Information Technology and Communication Services sectors experiencing the highest returns.
The substantial outperformance of these sectors relative to the S&P 500 suggests that a robust patent portfolio is a key
driver of innovation and market value.

Latest IP-Backed Deal: Sci-Net’s Landmark IP-Backed Loan from NatWest

= About the Company - Founded in 1998 and based in Oxfordshire, Sci-Net Business Solutions specializes in ERP business management software
and cloud infrastructure solutions. The company is a Tier 1 Microsoft Dynamics and Azure Gold Partner, offering tailored software solutions for
sectors including multi-channel retail, fashion, manufacturing, and distribution. Sci-Net supports major clients such as Tapi Carpets, Missoma,
and Jessica McCormack, and has experienced substantial growth, achieving £8 million in annual revenue and a 30% increase in growth over the
past three years.

®  Nature and Details of the Loan — In early 2024, Sci-Net secured a £700,000 loan from NatWest, marking the first transaction under the bank’s
newly introduced IP-backed financing scheme. The loan comprises two main components: £250,000 provided against the company's IP value
and additional funding based on up to 50% of the assessed value of Sci-Net’s intellectual property.

Purpose of the Financing - Sci-Net’s directors were looking for funding to help expand the business and accelerate the development of new
software offerings for its customers. The company’s core assets lie in its intellectual property and other intangibles and it had decided to use its
IP and intangible assets as collateral for funding, under a new NatWest high-growth lending offer for eligible IP-rich businesses.

"  The funds will be used to support Sci-Net’s expansion plans, including the development of its ERP Retail and ERP Trade software solutions. These
solutions aim to enhance business operations for clients and are integral to Sci-Net’s strategy for growth. The loan is also anticipated to create
six new local job opportunities.

Process and Support - The valuation and identification of these assets were conducted in partnership with Inngot. Inngot is a specialist IP
valuation company that offers innovative online tools to help organizations identify and value their IP and intangible assets. Their platforms,
including Goldseam for profiling and Sollomon for valuation, enable quick and accurate assessments of assets that are often overlooked on
balance sheets. Used by universities, investors, and companies, Inngot’s services support effective fundraising and strategic planning in
managing intangible assets. heir advanced tools were essential in determining the collateral value of Sci-Net’s IP.
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Prominent IP Exchanges

Bilateral IP licensing transactions can be inefficient. Moreover, the inefficiencies in traditional, bilateral licensing are not
exclusive to any one industry or type of IP owner. Bi-lateral transactions increase costs (such as hiring an attorney, and due
diligence on the IP). Further, the time involved and the opacity around most IPs make IP transfer much less attractive to the
participants. These barriers to successful IP transfer, often create artificial supply-side constraints, hence limiting the ultimate
consumer from exploiting the underlying IP.

Increasingly, companies are coming together to develop a new paradigm and rulebook that could have a positive impact on IP.
Rather than resorting to costly litigation, companies, laboratories, and universities can use exchange platforms to monetize IP
fairly and spur greater innovation.

How IP exchanges help? — The benefits of an IP exchange

An IP exchange is a financial exchange developed with input from corporate, university, and laboratory IP owners, designed to
facilitate patent licensing based upon market-based principles, including transparency, price discovery, efficiency, and liquidity.
The functions of IP exchanges are:

= Trading IPR between people and commercial entities;
= Buying, Selling, or Licensing of patents, trademarks, copyrights, and industrial designs;

= Providing arrangements for users so that they can meet and trade online and use additional services provided by the
platform.

Converting IP Rights into marketable commodities - Unit License Rights

To facilitate trade in IP, an IP exchange converts patent rights into standardized, transparent, tradable instruments called Unit
License Rights (“ULRs”). A ULR is a contract that licenses specific patents from sponsoring patent holders (listed and sold on the
IP exchange). ULRs are structured as non-exclusive sublicenses “to make, have made, use, sell, or offer for sale” a single “unit”
of a product in accordance with the ULR’s field of use.

The idea is to offer a patent or group of patents as ULRs, which can be bought and sold like shares on stock exchanges. A ULR
grants a one-time right to use a technology or IP in a single product or service for a certain number of units. As an illustration,
a patent contract on an IP exchange for a car airbag sensor may have a ULR of 60,000 units. This would imply that a purchaser
of such a contract would have the right to use the IP, i.e., the car airbag sensor patent, for 60,000 units of cars.

How can an IP be listed on an IP exchange?
To initiate the process of listing an IP, the IP holder would approach the exchange, and it would:

= Fully review the IP rights at issue by examining validity, current infringement issues, and required due diligence. Further,
the IP rights could be for unlimited application purposes, or for pre-determined applications;

= Determine market interest to license IP, conduct a multistage review of the marketability and validity of the IP proposed
for a ULR

= [fthe IP exchange decides to proceed after reviewing an offer, the patent holder will be required to grant the IP exchange
an option for an exclusive license for the relevant patents, and the IP exchange will prepare a draft “Offering
Memorandum” for the ULR. The draft Offering Memorandum will include a description of the technology and fields of use,
the extent of the license grant, what constitutes “consumption” of a single ULR, the material terms governing price and
volume for ULRs on the primary market, the prior licensing history of the patents, and the extent of any amnesty that will
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be given to prior infringers of the underlying patents. The IP exchange will then contact potential licensees with its draft
Offering Memorandum through a marketing “roadshow”; and

= Based on the information the IP exchange collects, both through the roadshow and its own due diligence, the IP exchange
and the IP holder jointly make final decisions on whether to make the offering and on how to list the ULR, including on
terms that govern price and volume of the ULRs offered for sale. The ULRs thus offered are standardized licenses for
defined sets of IPs under terms and conditions set jointly with patent holders.

How does IP trade on an IP exchange?

ULRs will initially become available through direct purchases from the IP exchange on its primary market and may also be
obtained from third parties through a secondary trading market maintained by the IP exchange.

= The IP exchange will make available a definite number of ULRs on its primary market at any given time. Revenue from ULR
sales on the IP exchange’s primary market will be divided, with the IP exchange typically retaining a certain percentage of
the license income and passing the rest to the IP holder.

= The secondary trading will commence after the offering of a ULR, through which interested third parties will be able to
obtain the ULRs. The IP exchange would earn a certain commission on such secondary market transactions, while no
amount would accrue to the IP holder (unless the IP holder is part of the said secondary market transaction).

Prominent IP Exchanges
Hong Kong Intellectual Property Exchange

Hong Kong Intellectual Property Exchange Limited (“HKIPEX”) is a financial exchange focusing on IP. HKIPEX is aimed to facilitate
the trading and transaction of IP assets and reduce IP risks. HKIPEX offers three major trading engines with different
functionalities to buyers and sellers of IP:

= IP Flea Market: The engine has four trading formats (buy now, auction, brokered deals, and licensing) for items worth HKS
1,000 up to HKS5 mn. Sellers will list information on IP rights on the HKIPEX website. HKIPEX will release the listing after
auditing. Buyers and sellers will then be able to review the listing at the IP Flea Market. Platform oversees the fairness,
legality of the transactions, and safety of funds;

=  Financing Platform for IP Projects: HKIPEX's Financing Platform offers startups access to a variety of low-cost funds to
scale up their development and commercialize their new products and services. Investment options may take many forms
to attract different participants, such as loans, equities, property mortgages, debt convertible to equity, and vice versa.
HKIPEX will verify the investment project and release it via the Financing Platform to the public when it passes a thorough
vetting process; and

= Standardized IP Products (“SIPP”): SIPP is designed to meet the challenges of dividing intangible assets into standard and
tradable units that demand large liquidity and investment of over $10 mn. The cost of full ownership is so high that it will
be difficult to transfer to just one or a few investors. It is then designed to reduce the cost of the IP users, and effectively
turn IP into productivity. It is also designed to attract public participation. Therefore, the intangible assets are unitized, and
offered to a larger group of participants to be traded on the Exchange Platform operated by HKIPEX.

In collaboration with the University of Chicago, HKIPEX has also developed the IP Rating, a sophisticated evaluation tool
designed to provide a comprehensive assessment of intellectual property products and innovative technology projects. The IP
Rating analyzes intellectual property across five critical dimensions: law, technology, market, finance, and strategy. This
evaluation system equips enterprises with strategic insights into patented technology, offering clear guidance and analysis for
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their innovation projects. From its implementation, businesses can proactively address potential challenges and optimize their
intellectual property planning and distribution, ensuring robust protection both domestically and internationally. This initiative
underscores HKIPEX’s commitment to fostering a vibrant ecosystem for innovation and effective IP management.

Types of IP traded on HKIPEX

= Patents and technologies: Inventions, utility models, industrial designs, technical secrets and know-how, business models,
and industrial resources, among others. For example, a climbing emergency braking system has been listed on HKIPEX on
its financing platform.

= Copyrights and cultural assets: Acrobatics, architectural design, artworks, computer software, dance, drama and opera,
folk literature, literary works, movies and TV programs, music, oral literature, photography, technical drawing, theater and
opera, and written works.

=  Trademarks and brands: 3D trademarks, alphabetic marks, color composite marks, graphic trademarks, numeric marks,
word marks, and other composite marks.

Asia IP Exchange

Asia IP Exchange (AIPEX) was established and is being managed by the Hong Kong Trade Development Council (HKTDC). AIPEX
is a free online platform and database showcasing IP around the globe, with an aim to facilitate international IP trade and
connect global IP players. AIPEX has successfully formed alliances with more than 35 strategic partners from around the
globe, as well as local research and development centers and technology transfer units of local universities, and featured over
28,000 tradable IP listings.

Types of IP traded on AIPEX

=  Patent: Some of the patents available at AIPEX include analgesic compositions for drugs and opioids, and fabric touch
testers, among others.

= Copyrights: Works covered by copyright range from books, music, paintings, sculpture, and films, to computer programs,
databases, advertisements, maps, and technical drawings. Some of the copyrights available on AIPEX currently include:
What Why and How 1 - For Children (Book), Return Migration and Identity: A Global Phenomenon, A Hong Kong Case (Non-
fiction book), and The White Storm (Movie).

=  Trademarks: Trademarks like Florganica (cosmetics) and Momoking (cartoon characters) are presently listed on AIPEX; and

=  Registered Designs: Some of the registered designs listed on AIPEX include those for charging stations for iPads and mobile
phones, Magic Bean mobile stand with sound amplifier, and GoodNight night light.

Selecting between the Hong Kong Intellectual Property Exchange (HKIPEX) and the Asia IP Exchange (AIPEX) involves aligning
IP strategies with business goals. HKIPEX stands out with its multifaceted trading platforms, including the IP Flea Market and a
dedicated Financing Platform tailored for startups eager to elevate their innovation game. The addition of the IP Rating,
developed in collaboration with the University of Chicago, provides a strategic advantage, empowering businesses to navigate
the complexities of IP management with confidence.

In contrast, AIPEX positions itself as an accessible global platform that democratizes IP trading. With over 28,000 listings, it
connects a diverse range of global players, making it an attractive choice for those seeking a wide variety of IP assets without
high fees. Its strategic partnerships and extensive network enhance its appeal for those looking for broad exposure.

Ultimately, for a robust framework for financing and strategic insight into IP assets, HKIPEX serves as an essential platform. Its
multifaceted offerings and focus on nurturing innovation position it as a compelling choice for businesses ready to take their
IP strategy to the next level. On the other hand, AIPEX thrives as a vibrant marketplace that fosters global connections, providing
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a platform for diverse IP assets while promoting accessibility across international markets. The decision on which exchange to
engage with should align seamlessly with the vision for innovation and effective IP utilization.

Understanding Patent Infringement

What is Patent Infringement?

Patent infringement occurs when a company develops or sells technology that infringes on a patent, violating the exclusive
rights granted to the patent holder for a duration of 20 years. This undermines the core purpose of patent protection, which
aims to encourage innovation by allowing inventors to publicly disclose their creations in exchange for a temporary monopoly.

The rise of non-practicing entities (NPEs), commonly known as "patent trolls," has intensified the issue. These entities acquire
patents without the intention of developing the technology, focusing instead on filing infringement lawsuits against companies
that may be using patented technology. According to a survey conducted by the American Intellectual Property Association,
the costs associated with patent litigation can be staggering. For claims valued at less than $1 million, median legal expenses
can reach around $650,000, while litigation involving claims between $1 million and $25 million can escalate to approximately
$2.5 million. In cases where the claims exceed $25 million, legal costs may soar to about $5 million. Given these potential
expenses, many companies opt to license technology or settle disputes to avoid the financial burden of lengthy legal battles.
Thus, understanding patent infringement and knowing how to detect and search for it is crucial for companies to protect their
interests effectively.

Types of Patent Infringements?
Patent infringement can be classified into two main types: direct and indirect infringement-

Direct Infringement: This occurs when a third party directly makes, uses, sells, or imports a patented invention. It can also
happen if a product is imported that was made using a patented method. It includes-

Literal Infringement: Literal infringement occurs when a product or method fully meets all the requirements of a patent claim.
If even a single element is changed, it cannot be considered literal infringement. To determine this, each element of the patent
claim is compared directly to the features of the product or process. For example, if a patent includes five specific elements
and a product includes all five, then that product literally infringes the patent.

Equivalence Infringement: If the elements of a product or process are similar enough to those in a patent claim, it may still
constitute infringement under the doctrine of equivalents, even if there is no direct violation. This occurs when the components
of the alleged infringing product do not differ significantly from the corresponding elements in the patent claim, indicating that
equivalent infringement may have occurred.

Literal Infringement: Literal infringement occurs when a product or method fully meets all the requirements of a patent claim.
If even a single element is changed, it cannot be considered literal infringement. To determine this, each element of the patent
claim is compared directly to the features of the product or process. For example, if a patent includes five specific elements
and a product includes all five, then that product literally infringes the patent.

Equivalence Infringement: If the elements of a product or process are similar enough to those in a patent claim, it may still
constitute infringement under the doctrine of equivalents, even if there is no direct violation. This occurs when the components
of the alleged infringing product do not differ significantly from the corresponding elements in the patent claim, indicating that
equivalent infringement may have occurred.

Indirect Infringement: This occurs when a party contributes to or induces another party to infringe a patent. It includes:

Induced Infringement: When an entity with an understanding of the patent incites or convinces another entity to engage in
actions of infringement
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Contributory Infringement: Occurs when an individual or entity supplies components of an invention, fully aware that these
components will be used to infringe upon a patent. For contributory infringement to apply, the supplied components must lack
significant non-infringing uses. For example, selling a product that is specifically designed to function only in conjunction with
a patented product may be considered contributory infringement.

Chart 32: Participants in an Insured IP-backed Lending Deal

Patent Infringement

Direct Infringement Indirect Infringement

Literal Induced
Infringement Infringement

Equivalence Contributory
Infringement Infringement

Source: TT Consultants

Detecting Patent Infringement

Detecting patent infringement can be a complex and multifaceted process. While the patent system grants inventors the right
to exclude others from using their inventions, it does not provide a clear mechanism for identifying potential infringements.
Thus, the responsibility falls on patent holders to monitor the market and ensure their rights are not violated. Here’s a
structured approach to detecting patent infringement:

Market Survey - Patent owners should actively monitor new products entering the market. By staying informed about
technological advancements and emerging products, inventors can identify potential infringements early. This involves
regularly reviewing industry publications, trade shows, and competitor releases.

Consultation - Engaging a patent consulting firm or legal experts can enhance the infringement detection process. These
professionals have the expertise to analyze market trends, evaluate potential infringements, and recommend strategies
for protecting intellectual property.

Key Feature Extraction - The next step involves building a taxonomy of features related to the patented technology. This
hierarchical representation categorizes aspects such as size, function, and operational techniques of products within the
relevant field. Important factors like internal architecture and energy usage should also be included.

Mapping Patent Features - Once a feature taxonomy is established, the next step is to identify relevant patents within the
technical field. This process involves analyzing patents to determine which features correspond to the inventor’s claims.
This comprehensive mapping helps in understanding the landscape of existing patents and their potential overlap with the
patented invention.

Patent Product Mapping - The most challenging phase involves linking patents to specific products in the market. This
requires a thorough examination of product manuals, operational testing, and a detailed analysis of each product
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component. Often, products that initially appear to infringe may differ significantly in design or functionality. A detailed
assessment of all market offerings ensures accurate comparisons are made.

= Periodic Monitoring - To maintain an up-to-date understanding of the patent landscape, it’s essential to conduct regular
searches for new patents, changes in legal status, and recent publications. This can be facilitated through automated
patent monitoring services that provide alerts on relevant updates, helping patent holders stay proactive in protecting
their rights.

By systematically following these steps, patent owners can effectively detect potential infringements, assess the value of their
patents, and make informed decisions about enforcement strategies. This proactive approach not only safeguards intellectual
property but also enhances its market value.

Conducting a Patent Infringement Search

A patent infringement search is a crucial process aimed at determining whether a product or process infringes upon an existing
patent claim, primarily focusing on independent claims since a product cannot infringe dependent claims without infringing
the corresponding independent claim. The main goals of conducting an infringement search include identifying potential
infringements—discovering products or technologies that may violate your patent rights—and strategic planning to develop
approaches for maximizing returns on investments made in patent filing and maintenance.

Conducting an infringement search involves several systematic steps: first, understanding the patent by reviewing its claims,
particularly the broadest independent claim; next, identifying potential infringers by analyzing products or technologies from
other companies that might infringe on the patent; then, examining the accused technology by assessing its features and
specifications. After this, it’s essential to compare features, matching those of the accused product to the elements outlined in
the patent claims, and assess the level of infringement—classifying it as high, medium, or low based on the degree of similarity.
Finally, preparing a report to document findings and provide a comprehensive analysis ensures that patent holders can
effectively monitor their intellectual property, protect their rights, and make informed decisions regarding enforcement and
strategy.

Patent Infringement Remedies and Prevention Strategies for Businesses

Patent infringement can lead to significant legal and financial consequences for businesses. Remedies for patent infringement
include injunctions, monetary damages (which can be tripled for willful infringement), and licensing agreements that allow
infringers to legally use the patented technology in exchange for royalties.

To avoid infringement, businesses should conduct thorough Freedom to Operate searches with legal counsel to identify existing
patents and potential threats, including Non-Practicing Entities (NPEs). Investigating prior art can also help invalidate
problematic patents by demonstrating that the technology was disclosed before the patent application. If a valid patent poses
arisk, negotiating a licensing agreement can be a practical solution, benefiting both parties by avoiding costly litigation. Overall,
proactive strategies and legal diligence are essential for businesses to navigate patent landscapes effectively, mitigate risks,
and protect their innovations while ensuring compliance with intellectual property laws.
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Spotlight on Select Market Participants

Banking Institution: HSBC

HSBC is one of the world’s leading banking and financial services organizations, serving approximately 41 million customers
across 60 countries and territories. With a broad range of services, HSBC caters to individual savers, investors, large
corporations, governments, and international organizations.

IP Backed Lending:

Through the Specialized Asset Finance lending practice, HSBC leverages intellectual property to provide innovative lending
solutions. By monetizing IP assets such as music copyrights and future royalties, HSBC enables clients to refinance existing debt,
acquire new assets, or fund various needs including working capital and investment opportunities.

HSBC UK launches next-level lending for next-level tech businesses — HSBC UK has introduced an innovative lending
product, ‘Growth Lending,” designed to support high-growth tech businesses in the UK. With a substantial £250 million
fund, this new offering aligns with the UK Government’s call for increased investment in the tech sector and aims to bolster
scale-ups on their path to global expansion.

The ‘Growth Lending’ initiative addresses a critical need for tech scale-ups, which often possess significant intellectual
property but limited tangible assets. By incorporating IP evaluation into its credit assessment process, HSBC UK ensures
that the value of intangible assets is recognized and leveraged effectively. This approach allows tech firms to secure up to
£15 million in financing, tailored to their unique needs and growth trajectories.

The fund is specifically geared toward companies in dynamic sectors such as cloud computing, software, healthtech,
Edtech, fintech, and advanced manufacturing. It complements HSBC UK’s broader £15 billion lending initiative aimed at
supporting small and medium-sized enterprises (SMEs) across the UK, further underscoring the bank’s commitment to
driving regional economic growth and job creation.

Roland Emmans, Head of UK Tech Sector & Growth Lending at HSBC UK, emphasized that the Growth Lending product is
designed for tech businesses with strong equity backing, a proven sales record, and a clear path to profitability. This
product not only supports firms in achieving their global ambitions but also aligns with the Government’s strategy to foster
a more inclusive and competitive digital economy.

In partnership with specialist IP services firm Inngot Ltd, HSBC UK uses the Sollomon valuation tool to efficiently assess and
value IP assets, ensuring accurate and fair credit assessments. Martin Brassell, CEO of Inngot, highlighted that this
collaboration represents a significant step towards bridging the funding gap for IP-rich companies, thereby enhancing their
potential for innovation and growth.

HSBC UK’s Growth Lending represents a forward-thinking approach to financing, positioning the bank as a key partner for
ambitious tech firms aiming to scale internationally.

Notable IP-Backed Lending Transactions:

Yoti Ltd. — In 2023, Yoti, a company offering a range of digital identity solutions, secured a £20 million funding package,
including £12.5 million from HSBC’s Growth Lending, which leverages IP as collateral.

Glasswall - HSBC UK invested £5 million in Glasswall, a cybersecurity firm, through its Growth Lending fund. This funding
utilized Glasswall's proprietary file-level security technology as collateral.
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Banking Institution: NatWest Group plc

Founded in 1727 and headquartered in the U.K., the NatWest Group is a banking organization, serving over 19 million
customers, with business operations stretching across retail, commercial, and private banking markets. It is the largest business
and commercial bank in the UK, with a leading retail business. The company is present across international markets in Europe,
Asia, and the U.S.

IP-Backed Lending:

NatWest Group has introduced a pioneering IP-backed lending product aimed at supporting high-growth businesses with
substantial IP but limited tangible assets. This new offering addresses a significant funding gap for fast-growing, asset-light
companies, which often struggle to secure loans using traditional asset-based collateral. With an estimated £15 billion annual
gap in growth funding for such firms, NatWest’s initiative provides a crucial solution.

The new IP-backed lending proposition allows businesses to secure loans starting from £250,000 by using their IP assets—such
as patents, trademarks, copyrights, and designs—as collateral. Traditional loan applications will first be assessed using standard
criteria like real estate and inventory. If these criteria are insufficient, NatWest will then consider IP valuations provided by
Inngot, a specialist in IP evaluation, to secure the loan.

Key points of the new offering include:

= Innovative Financing: It provides a crucial solution for high-growth companies struggling to secure traditional loans due to
a lack of physical assets.

= |P as Collateral: Businesses can use a range of IP assets as security for loans, including patents, trademarks, copyrights,
and registered designs.

=  Valuation Expertise: Inngot’s valuation tools, such as Goldseam and Sollomon, offer precise assessments of IP value,
ensuring that the collateral is accurately appraised.

=  Eligibility Criteria: To qualify, businesses must demonstrate at least 20% annual growth over the past three years or secure
equity investment of at least £50,000.

=  Economic Impact: The initiative supports the scale-up sector, which significantly contributes to the UK economy,
generating £1.3 trillion in turnover and employing 2.6 million people in 2023.

Notable IP-Backed Lending Transactions:

=  SixFive Networks — NatWest had provided SixFive Networks with a £1 million Intellectual Property-backed loan. The loan
is secured using the company's IP assets, specifically its cloud-based SMS gateway technology. This funding will enable
SixFive to accelerate its growth and scale its operations globally. This deal marks NatWest's second IP-backed loan,
following their initial loan to Sci-Net in April.

= Sci-Net - In early 2024, Sci-Net Business Solutions, a leading ERP software firm, secured a £700,000 loan from NatWest,
marking the bank’s first IP-backed financing deal. This loan includes £250,000 based on Sci-Net’s intellectual property, with
additional funding up to 50% of its assessed IP value. The funds will support the expansion of Sci-Net’s ERP Retail and ERP
Trade solutions and create six new jobs. The IP valuation was conducted with Inngot's expertise.

Banking Institution: Business Development Bank of Canada

The Business Development Bank of Canada (BDC), is dedicated to supporting Canadian entrepreneurs. With 100,000 clients
and $52.1 billion committed to small and medium-sized businesses, BDC offers financing, advisory services, and capital.
Established in 1944, BDC operates as a financially sustainable Crown corporation, distinct from the Government of Canada but
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serving as a key partner to private-sector financial institutions. Employing 2,900 staff, BDC aids businesses across Canada at all
stages of development, emphasizing long-term success and comprehensive support beyond just financial assistance.

BDC Capital’s Intellectual Property-Backed Financing Program

= Launch and Funding: Introduced in July 2020, this innovative program features a $160 million CAD financing envelope
aimed at supporting Canadian businesses.

=  Program Goals: Aims to bridge the financing gap for IP-rich businesses, enabling them to scale, innovate, and expand
globally.

=  Funding Range: Provides financing from $3 million to $10 million CAD.

= Target Businesses: Focuses on companies with stable commercial revenues and significant intellectual property assets,
including patents, trademarks, proprietary software, and data.

=  Flexibility in Financing: Offers various funding structures, including bespoke debt, convertible debentures, and equity
financing. This flexibility ensures tailored solutions that align with each company’s unique needs and growth strategies.

=  Evaluation Process: BDC Capital conducts a detailed assessment of a company’s IP portfolio, analyzing how it contributes
to market position and future value. This thorough evaluation helps in structuring financing that supports business
expansion while maximizing the IP’s strategic value.

= Success and Impact: Since its launch, the program has received about 1,500 applications and closed 15 deals. A notable
success story is Novarc Technologies, which used the funding to advance its robotics technology and attract additional
private-sector investment.

Overall, BDC Capital’s IP-backed financing program exemplifies a forward-thinking approach to capital allocation, enabling
Canadian businesses to leverage their intangible assets for substantial growth and development.

PE Firm: Arc Investment Management

Arc Investment Management (“Arc”) is a privately-held investment firm, predominantly owned by its employees. It specializes
in managing and advising on private investments, offering tailored strategies for each client. Their focus areas include Fund of
Funds Investments, Direct Investments, and Capital Solutions.

Operating from London and New York, Arc’s team excels in sourcing top-tier opportunities across private equity, private debt,
private real estate, and infrastructure. They engage in primary fund investments, secondary fund investments, and co-
investments, ensuring a thorough understanding of each investment’s strategy and team.

Arc combines a well-resourced operational framework with a skilled team in operations, risk, and finance, providing a
comprehensive service to its investors. It delivers bespoke investment solutions and maintains active oversight, executing and
monitoring each strategy with precision.

IP Backed Lending Product

=  Arc offers a pioneering IP Patent Lending product designed to provide mid and late-stage technology companies with
innovative financing solutions through patent collateralization. This structured finance strategy allows companies to
leverage their patent portfolios without the need for litigation risks or selling their strategic assets, presenting an attractive
alternative to traditional lending avenues.

The IP Patent Fund offers:
=  Loans ranging from $10 million to $150 million per tranche

=  |nterest rates between 10% and 13%
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= Transaction fees of 4%
= These terms are indicative and subject to the specific conditions of each deal.

=  The fund typically requires- positive cash flow to service the debt, though strong patent valuations might mitigate this
criterion. Eligible companies must have been operational for at least one year.

= The use of funds can be diverse, including general corporate financing, additional patent acquisitions, or patent
enforcement.

= Target industries for this product encompass software, mobile technology, communications, media tech, social
networking, semiconductors, hardware, and wireless technologies.

= Arc’s IP Patent Asset-Backed Loan Strategy is aimed at addressing the challenge traditional financing providers face in
evaluating and monetizing patents. By employing extensive patent monetization expertise and proprietary analysis tools,
Arc offers a differentiated approach to lending, enabling technology companies to access capital based on the robust
assessment of their intellectual property assets.

Bluelron IP

Founded in 2015, Bluelron specializes in providing IP-collateralized loans, treating patents and other IP assets as valuable
business collateral. The firm has a track record of investing in and financing startups, with a primary focus on operational
companies. Occasionally, they also support IP-rich, pre-revenue companies by financing patent applications.

Bluelron's unique approach provides significant advantages over conventional lenders. Their valuation methods are grounded
in deep IP litigation and monetization experience, enabling them to offer more accurate and realistic estimates of patent values.
This expertise is complemented by their ability to manage IP assets effectively, a capability that traditional patent attorneys
often lack.

Bluelron emphasizes the commercial value of an IP. Their strategy involves targeting specific infringers or licensees, analyzing
detectability and enforceability, and conducting economic analyses to ensure that each patent adds tangible value to the
business. This data-driven approach ensures that IP efforts are strategically aligned with real business needs, rather than just
accumulating patents. The firm offers the following services:

= |P-Backed Loans: Bluelron specializes in providing IP-backed loans ranging from $2 million to over $50 million, using
intellectual property as collateral. Their innovative approach allows companies to leverage various IP assets, including
patents, trademarks, trade secrets, and FDA clearances, to secure financing.

=  Eligibility Requirements:
v" Revenue: The company must have annual revenue of at least $1 million.
v Location: The company must be based in the US.

v"IP Status: The company should own issued patents that are susceptible to infringement and have a clear path to
profitability.

v" Funding Conditions: Bluelron does not require venture capital funding or current profitability, making their loans
accessible to companies with valuable IP but without traditional financial backing.

= Patent Financing: Bluelron offers a comprehensive patent financing scheme designed to support both new and pending
patents by using intellectual property as collateral. This innovative approach enables companies to secure significant
funding while managing their patent-related expenses effectively. Key features include:

v Financing Range: Bluelron provides financing from $5 million to $50 million, utilizing patents as collateral. This includes

both existing patents and those pending approval.
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v Cost Coverage: Bluelron covers all associated patent costs, including attorney's fees and filing expenses. This allows
companies to allocate their cash resources towards business development rather than patent management.

v' Patent Enforcement Insurance: Each financed patent comes with $500,000 of enforcement insurance paid for by
Bluelron. This insurance covers both outbound and inbound lawsuits, ensuring robust protection and minimizing legal
risks.

v Expertise and Assurance: Bluelron offers expert advice leveraging their extensive IP experience, ensuring that every
patent meets investment-grade standards. This not only enhances the commercial value of the patents but also
provides assurance to investors about their quality and management.

v' Deferred Payment: Companies are required to pay for the patent only once it is officially issued, reducing upfront
financial strain.

= |P-Patent Financing: Bluelron specializes in Intellectual Property insurance, offering targeted coverage for patents,
trademarks, copyrights, and trade secrets. As a boutique agency, Bluelron focuses exclusively on IP-related insurance,
providing crucial protection against various risks associated with intellectual property. Key insurance offerings include:

= Patent Enforcement Insurance: This insurance covers pre-paid legal fees for enforcing your patent rights against
infringement by competitors, former employees, or other entities. It allows you to maintain control over enforcement
actions, avoiding reliance on contingency fee law firms. This ensures that your IP rights are upheld and that you have the
financial means to assert your claims effectively.

= Patent Defense Insurance: This coverage protects against inbound lawsuits from competitors or patent trolls who accuse
you of infringing their IP. It provides financial support for settlement costs, licensing royalties, and other legal expenses. It
safeguards your business from potentially devastating legal actions, ensuring you are not overwhelmed by the costs of
defending against IP claims.

SnowFox Ventures

Based in Scottsdale, SnowFox Ventures is a multifaceted financial and business services provider dedicated to enhancing value
and mitigating risks associated with business transitions. Their comprehensive suite of services includes real estate
development, intellectual property lending, franchise development, mergers and acquisitions, tax solutions, and general
lending services. SnowFox Ventures is committed to aligning with client objectives and serving as a trusted advisor through
complex business scenarios.

IP Backed Lending Product

SnowFox Ventures offers innovative intellectual property lending solutions designed to leverage intangible assets as collateral
to expand access to credit. Their IP lending approach includes several key features:

v Risk-Mitigated Financing: The firm employs a unique underwriting process that assesses and values intellectual
property and related intangible assets, providing a risk-mitigated debt financing solution. This process includes
structured synthetic equity financing modeled as debt, which helps optimize capital deployment while managing risk.

v" Valuation Expertise: SnowFox Ventures uses an independent IP and data valuation process to ensure accurate and
fair assessments of IP assets. This process enhances the likelihood of securing successful loans by providing a reliable
valuation of the intangible assets involved.

v Cost-Effective Capital: By offering IP-backed debt capital, SnowFox Ventures enables businesses to secure growth
funding without resorting to more expensive and dilutive equity capital options. This approach provides a cost-
effective alternative for companies seeking to finance their growth through IP.
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v/ Customizable Solutions: The firm facilitates both insured and uninsured IP debt collateral products tailored to meet
various lending objectives and guidelines. This flexibility helps lenders mitigate risk through lower loan-to-value ratios
and higher recovery potential in the event of IP asset liquidation.

SnowFox Ventures stands out in the financial services landscape by integrating expert IP valuation and innovative lending
structures to support businesses in leveraging their intellectual property for growth and stability.

Country-Specific Insights

A. The United States

The U.S. IP lending industry has undergone notable transformations, driven by evolving market dynamics and shifting funding
landscapes. As companies increasingly seek non-dilutive capital, there has been a marked interest in leveraging IP as collateral.
Concurrently, the IP insurance sector is adapting to new demands and challenges, with advancements in policy offerings and
risk management strategies. The following trends highlight the key emerging patterns in the IP lending and insurance market:

= Industry Trends - An analysis conducted by InQuartik revealed that 489,732 patents were pledged between June 2015 and
June 2021 among 24,079 transactions. The study identified that major lenders such as Bank of America, JPMorgan Chase,
and Silicon Valley Bank led the market, with the top three institutions accounting for 16% of all transactions. The data
showed a high concentration of deals among the top lenders, where the largest ten patent loan lenders made up 31.7% of
all deals, and the proportion for the top 20 lenders was 42.8% indicating a skewed market where a few players dominate.

Chart 33: Top 20 Pledges by Number of Transactions (June 2015 - June 2021)
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A key issue highlighted is the prevalence of inactive patents used as collateral. Many patents pledged were either
abandoned before the grant or lapsed after the pledge, diminishing their value as collateral. The analysis found that 31.1%
of pledged patents were pending applications, with a substantial portion later failing to secure approval. For granted
patents, 10.7% became inactive either before or shortly after the pledge, reducing their effectiveness.

The data also revealed that while banks typically handle fewer inactive patents, capital firms, and corporations have a
higher proportion of such patents. This discrepancy suggests that banks may have more robust patent portfolios compared
to other lenders.

Growing Interest from Established Companies: There is significant interest from companies with substantial patent
portfolios seeking non-dilutive capital. Phil Hartstein of Soryn IP Capital indicates that firms with mature patent portfolios
are actively exploring IP-collateralized debt finance as a strategic funding source. This trend is driven by the desire for
capital without diluting ownership.

Reduced Availability for Pre-Revenue Companies: The availability of IP-collateralized loans has decreased for pre-revenue
companies or those with unproven patents. Insurers and lenders are focusing on companies with established financial
performance and proven market adoption of their IP.

Alternative to Traditional Funding: With the IPO market slowed and venture capital becoming more selective, IP lending
is emerging as a viable alternative. Ted Luse of Randolph Square IP highlights that IP lending offers a compelling option for
growth companies, especially in a climate of tighter capital availability.

Evolving Insurance Offerings: The IP insurance market is transitioning from early-stage offerings to more refined products.
Hartstein notes the development of "version 2.0" insurance products, which involve changes in pricing and risk
management based on prior performance. This evolution reflects a maturation of the market and increased focus on risk-
adjusted pricing

Judgment Preservation Policies: There is a rising interest in judgment preservation policies, although the cost is increasing.
These policies are designed to protect against legal judgments, and their higher costs may reflect increased risk and
demand.

Challenges with Collateral Protection Insurance: The market for collateral protection insurance is experiencing challenges
due to recent losses and ineffective initial product designs. Jason Goldy, global team leader of litigation and contingent risk
insurance at Alliant Insurance Services reports that the appetite for such insurance has diminished, leading to more
stringent underwriting and structural changes.

Need for Independent Valuations: There is a growing need for independent IP valuations. Hartstein emphasizes that
inflated valuations are problematic, and there is a shift towards relying on independent assessments to ensure accurate
pricing and risk evaluation.

Increased Focus on Maturity and Commercialization: The future of IP-backed lending is expected to emphasize more
mature portfolios and proven commercialization. Luse predicts that IPs, especially patents and trade secrets, will remain
dominant forms of collateral due to their ability to provide insight into a company’s financial prospects.

Government Initiatives: In a bid to secure America's position at the forefront of global innovation, the U.S. government
has launched a suite of dynamic initiatives aimed at bolstering IP) funding and advancing research and development (R&D).
At the heart of these efforts are the Small Business Innovation Research (SBIR) and Small Business Technology Transfer
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(STTR) programs, pivotal elements of America’s Seed Fund, which is managed by the Small Business Administration (SBA).
In Fiscal Year 2021, these programs collectively allocated $3.99 billion in early-stage funding, providing essential, equity-
free support to technology-driven small businesses through various federal agencies.

The SBIR and STTR programs are crucial for fueling technological innovation and translating groundbreaking research into
commercial success. They offer critical financial support at key stages of development, empowering small businesses to
bring new technologies to market. This support not only fosters innovation but also strengthens the nation's overall
innovation economy.

In addition to these programs, the federal commitment to R&D reached $171 billion in 2022, with the proposed budget
for Fiscal Year 2024 aiming to increase this investment to $209.7 billion. This substantial funding reflects a strong
commitment to advancing scientific discovery and technological progress. Furthermore, the USPTO plays a vital role by
promoting IP protection and assisting innovators in securing funding and navigating IP rights, ensuring that American
innovations achieve their full potential and drive sustained economic growth and global competitiveness.

B. China

China has rapidly advanced in the field of IP-backed financing, evolving from basic pledge-backed lending to a sophisticated
ecosystem that incorporates diverse financial instruments and government initiatives. This transformation reflects the
country's growing recognition of intellectual property as a significant asset class and its commitment to fostering innovation
and entrepreneurship. Here’s an in-depth look at the recent developments in IP lending in China and the various measures
taken by the government to promote IP financing:

Growth of IP Backed Lending — In 2022, the total amount of patent and trademark pledged lending reached CNY 486.9
billion, a substantial 57.1% increase from the previous year. This growth was driven by 28,000 projects from 26,000
businesses, marking a 65.5% rise year-on-year. The registered amount of patent pledges surged from CNY 7.5 billion in
2009 to CNY 401.5 billion in 2022, reflecting an annual growth rate of 35.9%. By the first three quarters of 2023, the
registered amount had further increased to CNY 495.0 billion, highlighting a continued robust growth trajectory.

Chart 34: Trends in Registered Patent Pledges in China, 2009-2022 (CNY 100 million)
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Regional Distribution and Pledge Types - The eastern region of China leads in IP financing activities. In 2022, eastern China
accounted for 62.5% of the national total of patent and trademark pledged lending. The region’s dominance is reflected in
the top 10 areas for patent pledges, which are all located in the east. This is followed by southern, northern, and central
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China, with the southwest, northeast, and northwest regions contributing smaller shares of 2.7%, 2.1%, and 1.3%,
respectively. In 2022, 6 major state-owned commercial banks, including the China Construction Bank, Industrial and
Commercial Bank of China, and Bank of China, accounted for over 41% of the total amount.

Innovations in IP Pledged Lending - Commercial banks are pivotal in innovating IP lending products. For instance, the Bank
of China’s Zhihui Credit and the China Construction Bank’s Yunzhi Credit offer specialized online financial products for
technology-based micro and small enterprises (MSMEs). These products provide comprehensive credit lines, focusing
exclusively on patent pledges, and cater to businesses’ liquidity needs for operations and R&D.

Chart 35: Profile of the Underlying Assets of IP Securities - China
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Development of IP Insurance - China’s IP insurance sector has also evolved significantly since its inception in 2011. Initially
covering patents, trademarks, geographical indications, and copyrights, the insurance now encompasses various asset
aspects, including creation, protection, and application. The sector offers four main types of insurance: liability, guarantee,
credit, and cost recovery insurance. Recent innovations include forming IP insurance service alliances with law firms and
industry experts and creating insurance consortiums to address experienced gaps among insurers. For example, an IP
insurance consortium formed in June 2020 by Cathy Insurance Co., Taiping Science and Technology Insurance Co., Ltd.,
Fubon Property & Casualty Insurance, and Huahai Property Insurance Co., Ltd. in Shanghai provided coverage for 223 IP
rights and trade secrets with an insured amount of CNY 3.5 million.

Venture Capital and Youth Innovation Programs - Venture capital remains a flexible financing method for IP, particularly
in sectors with long development cycles like biomedicine. The VIC (venture capital-IP—contract research organization)
model has been successful in this area, ensuring continuous funding and retaining decision-making power with R&D
entities. The Chinese government supports youth innovation through various programs, such as the University Student
Entrepreneurship Program launched by the Ministry of Education. These initiatives provide start-up funds and have
increased the likelihood of attracting venture capital.

Building IP Operation Systems - Since 2014, the China National Intellectual Property Administration (CNIPA) has worked
to develop IP operation platforms and service systems. By establishing over 3,000 operation service institutions nationwide
and supporting 33 IP asset operation platforms, the CNIPA has significantly facilitated IP asset transactions and financial
empowerment.

Increasing Financing Channels for SMEs - Addressing the financing needs of China's 52 million MSMEs has been a priority.
Measures include launching targeted financial services, encouraging IP asset pledging, and reducing loan and insurance
costs. In 2022, 20,000 IP pledges were registered, benefiting 18,000 SMEs.

63|Page



M Intro-act

Improving Risk Management and IP Evaluation - China is enhancing risk prevention in IP financing through various
measures, including insurance and reinsurance mechanisms. The CNIPA has also developed the Patent Valuation Index to
provide a comprehensive review of patent values, and new regulations are in place to manage IP rights breaches.

Personnel Training and Professional Development - The CNIPA emphasizes the need for trained professionals in IP
financing, including technology managers, asset appraisers, and IP specialists. Efforts to foster high-caliber personnel aim
to improve the effectiveness of IP-related financial services and operations.

C. United Kingdom

IP lending has become an increasingly relevant avenue for financing, especially for Small and Medium Enterprises and high-

growth businesses in the UK. With the rapid evolution of financial practices and governmental support, the landscape of IP

lending has undergone significant changes. While traditional bank financing remains central, there is a growing recognition of

IP as a valuable asset that can be leveraged for growth.

IP as Collateral: Evolving Practices — In the domain of IP financing, there are varying levels of consideration given to IP

assets:

v Catch-all: In this scenario, IP forms part of the general security package but is not specifically valued or considered in
the lending decision.

v' Comfort: In this context, lenders acknowledge the existence and potential value of intellectual property but do not
necessarily correlate the loan amount with the realizable value of the IP.

v Collateral: IP assets are formally valued and used as security for the loan.

Historically, most bank loans have fallen into the “catch-all” category, with IP serving merely as additional security.

However, recent developments have seen more banks, such as NatWest Group, exploring IP as a specific form of collateral.

NatWest’s High Growth Lending product and its earlier work through Lombard, a NatWest subsidiary, highlight a growing

trend of leveraging IP value in financing.

Innovative IP Financing Structures - Several innovative financing structures have emerged, particularly in sectors with

significant IP assets:

v Royalties and Licensing: Firms like Duke Royalty utilize recurring income from IP licensing as a basis for financing,
offering a stable funding source for growth.

v Project-Based Finance: Coutts & Co. provides project-based finance to media companies, using copyright-protected
scripts and completion bonds as security.

v/ Creative Industries Funding: Creative UK’s Creative Growth Finance II, launched in September 2023 in collaboration
with Triodos Bank, a new GBP 35 million fund, to invest in the creative industries provides loans specifically for high-
growth creative businesses, ranging from GBP 100,000 to GBP 1 million.

Government Initiatives and Support - The UK government has played a pivotal role in promoting IP financing through
various initiatives:
v"Innovate UK: As part of the United Kingdom Research and Innovation (UKRI), Innovate UK supports research and
development, offering grants and, in some cases, follow-on debt funding to facilitate asset commercialization.
v" UK Intellectual Property Office (IPO) Initiatives: UK IPO has undertaken several initiatives to support IP financing,
including:
» IP Audit Scheme: Provides high-growth SMEs with professional audits of their IP assets to develop effective
management strategies. In 2022-23, 475 audits were funded, with significant positive impacts on subsequent
funding.
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» Research & Education: Spearheaded significant research initiatives in IP finance. Key activities include the 2013
Banking on IP report, which explored how intellectual property can facilitate business finance, and the 2014
guidance on IP valuation. This was followed by the 2016 report, UK Intangible Investment and Growth, which
highlighted that investment in intangible assets has exceeded that in tangible assets since the early 2000s.
Additionally, the UK IPO and British Business Bank conducted joint research to examine the relationship between
IP and loan performance.

» Patent Box Scheme: This initiative offers reduced corporate tax rates on profits from patented inventions and
royalties to an effective rate of 10%, encouraging further investment in R&D. The scheme has seen increasing
value of tax relief claimed, although participation is skewed towards larger companies as these companies made
up just 24% of those elected to the scheme, however, claimed a significant 94% of the total tax relief.

Chart 36: Number of Companies Choosing to Elect to the Patent Box by Sector from 2013-14 to 2021-22
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= Regional Support - UK IPO plays a crucial role in supporting regional innovation through its partnerships and initiatives
across the various countries of the UK. In addition to its collaboration with the UK IPO, the governments of Scotland, Wales,
and Northern Ireland have also launched their own independent initiatives to support and enhance regional innovation
efforts:

v Scotland: The Scottish Enterprise and Highlands and Islands Enterprise are the primary organizations that provide
access to various funding opportunities for SMEs, including the SMART: Scotland program, which offers R&D grants of
up to GBP 100,000, covering 70 percent of eligible costs. Scottish Enterprise also manages several investment funds,
such as the Scottish Loan Scheme, which provides loans from GBP 250,000 to GBP 2 million, alongside a co-investment
fund and a venture fund. Additionally, the Business Gateway website assists businesses by guiding them to relevant
finance providers for grants and loans.

v/ Wales: The Welsh Government prioritizes innovation through various initiatives administered by Business Wales. This
organization provides comprehensive support to innovative companies, including collaboration with the UK IPO to
offer IP Audit grants. Additionally, the Development Bank of Wales (DBW), formerly Finance Wales, plays a pivotal role
by providing equity investments to Welsh technology firms. These investments, ranging from GBP 50,000 to GBP 2
million, are available to businesses at startup, early stage, or established stages, with a strong emphasis on the
robustness of their intellectual property.
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v" Northern Ireland: In Northern Ireland, the UK IPO collaborates with Invest NI to deliver its initiatives. Invest NI provides
support services, including innovation vouchers for acquiring knowledge from local research institutions and R&D
grants of up to GBP 50,000 to advance research and development efforts.

D. Singapore

Singapore's evolving landscape for IP lending reflects a strategic approach to leveraging intangible assets for economic growth.
The country's initiatives have been instrumental in creating a robust IP financing ecosystem, aimed at enabling IP-rich
companies to access capital and advance their business goals. This overview explores the key initiatives undertaken by the
Singaporean government to promote IP financing, focusing on the IP Financing Scheme (IPFS) and other related measures.

= |P Financing Scheme (IPFS) 2014-2018 - The IP Financing Scheme (IPFS) was launched in April 2014 by the Intellectual
Property Office of Singapore (IPOS) as a part of the broader IP Hub Master Plan. The scheme was designed to assist asset-
light companies with significant IP assets in accessing financing by using their intangible assets as collateral. It aimed to
foster a marketplace for IP transactions and facilitate capital raising through IP-backed loans.

= Till 2016, only patents were eligible, however, the scope included registered trademarks and copyrights. The government
shared up to 80% of the loan risk with participating financial institutions (PFls) and offered valuation subsidies of up to SGD
25,000. PFIs could issue IP-backed loans up to SGD 100 million, with flexible interest rates and unrestricted loan use.

= Despite its promising start, the IPFS faced several challenges. The scheme saw limited uptake, with only three loans
disbursed by the end of its term in March 2018, totaling less than SGD 12 million. Key issues included high upfront valuation
costs and the reluctance of PFIs to accept IP as collateral due to unfamiliarity and the lack of a secondary market for IP
assets. The scheme concluded with mixed results, leading IPOS to re-evaluate its approach to IP financing.

= Singapore IP Strategy 2030 - The Singapore IP Strategy 2030 (SIPS 2030) is a national initiative designed to bolster
enterprises and the broader innovation ecosystem. It aims to establish Singapore as a pivotal global-Asia hub for
technology, innovation, and enterprise, aligning with the country’s Research, Innovation, and Enterprise (RIE) objectives.
Intangible assets (IA) and IP are integral to Singapore’s economic and industry transformation strategies outlined by the
Future Economy Council and the Emerging Stronger Taskforce.

=  Financial institutions have raised concerns about IP's perceived low liquidity, stemming from the absence of secondary
markets and potential value volatility, particularly in distressed situations. To mitigate these concerns, SIPS 2030 will
enhance IP commercialization by promoting transactions through dedicated platforms and networks, thereby increasing
IP asset liquidity and its appeal to capital providers.

Chart 37: Singapore’s Challenges in IP Financing and Future Outlook to Overcome these Challenges
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Intangibles Disclosure Framework (IDF) - In response to the limitations of the IPFS and to improve the transparency and
management of intangible assets, Singapore developed the IDF as part of the Singapore IP Strategy 2030. The IDF, launched
in collaboration with the private sector, provides a structured approach for businesses to disclose their intangible assets,
such as brand value and patents, in a consistent and comprehensive manner.

Enterprise Financing Scheme-Venture Debt Programme (EFS-VDP) - Launched by Enterprise Singapore (ESG) in October
2015, aims to support the growth of innovative startups lacking significant tangible assets. This scheme incorporates IP
into its due diligence process and provides financing for various purposes, including capacity expansion, product
diversification, working capital needs, and new projects.

In 2021, the EFS-VDP was enhanced to assist later-stage enterprises, increasing the maximum loan amount from SGD 5
million to SGD 8 million. The scheme offers financial institutions a 50% risk share for eligible loans, with a 70% risk share
available for younger companies. The maximum repayment period allowed is five years.

Other government-backed investments - In addition to EFS-VDP, the Singaporean government supports innovative
companies through various investment entities. SGInnovate focuses on fostering deep tech startups by investing over SGD
50 million in more than 80 companies, which have collectively raised over SGD 700 million. Notable investments include
Structo, Lucence Diagnostics, and Amai Proteins, each with substantial intellectual asset (IA) and intellectual property
portfolios.

SEEDS Capital further enhances startup growth by co-investing with independent investors. It offers funding up to SGD 2
million for general technology startups and up to SGD 8 million for deep tech ventures.

Accounting Standards and IP Valuation - Singapore adheres to the International Financial Reporting Standards (IFRS) and
the Singapore Financial Reporting Standards (SFRS), which include Financial Reporting Standard 38 (FRS 38) for intangible
assets. This standard defines intangible assets and sets criteria for their recognition and measurement, crucial for the
valuation process in IP-backed financing. The Valuelab, part of IPOS, has been instrumental in advancing best practices in
IP valuation by researching methodologies, training valuers, and developing a database of IP transactions.

Singapore actively collaborates with international partners to align its valuation practices with global standards. The
International Valuation Standards Council (IVSC) and the updated International Valuation Standards (IVS) guide valuation
practices, ensuring consistency and transparency in IP valuations.

Key Stakeholders - Several public and private stakeholders play a role in supporting IP-backed financing in Singapore. Banks
remain central to debt financing, with key institutions such as DBS Bank, OCBC, and UOB participating in the IPFS pilot
program. The Professional Services Programme Office (PSPO) under the IP Hub Master Plan promotes the development of
legal, IP, and accounting sectors to support IP marketplace activities.

In recent years, Singapore has expanded its financing landscape to include digital banks. The Monetary Authority of
Singapore (MAS) has awarded digital bank licenses to entities such as Grab-Singtel and SEA Limited, offering new
opportunities for IP-backed financing beyond traditional lending channels.

IP brokers play a vital role in the IP marketplace by connecting IP rights holders with potential buyers and investors, often
maintaining confidentiality. In Singapore, firms such as EverEdge and Piece Future are prominent, contributing to the
country’s growing IP service sector. As of 2021, Singapore has 158 companies specializing in IP brokerage and consultancy
and 210 registered patent agents.

IP Insurance Initiatives - To address the high risk associated with IP-backed loans, Singapore is exploring IP insurance
options. The Intellectual Property Insurance Initiative for Innovators (IPlll), launched in 2019, provides coverage for legal
costs related to IP infringement, helping protect the value of IP collateral. Additionally, the Loan Insurance Scheme (LIS)
supports short-term trade financing with insurance coverage against loan defaults, enhancing the security of IP-backed
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financing. While the LIS is not exclusively for IA/IP financing, companies with substantial IA/IP assets can utilize it for their
financing needs.

=  Currently, Singapore is exploring collaborations with commercial stakeholders to develop IA/IP collateral protection
insurance. The government has supported insurance premiums, increasing its contribution from 50% to 80% in 2020. In
the long term, Singapore aims to encourage commercial entities to offer IA/IP insurance, balancing the costs to ensure
that securing IA/IP financing remains reasonable for enterprises.

=  Development of Secondary Markets - Secondary markets for IP assets are crucial for creating liquidity and facilitating IP
transactions. Singapore has made strides with platforms such as the Innovation Marketplace by Innovation Partner for
Impact (IPI) and the A*STAR Collaborative Commerce Marketplace (ACCM).

= The ASTAR platform, featuring over 1,000 participating companies, serves as a marketplace focusing on technologically
driven business-to-business (B2B) solutions that are commercially viable. Both platforms provide opportunities for
companies and technology providers to collaborate and explore business solutions, with 1A and IP serving as potential
enablers.

= Skills Development - To support the growing IP financing ecosystem, Singapore is investing in workforce development.
The Skills Framework for IP (SFwIP) and the IP Professional Conversion Programme (IPPCP) aim to equip professionals with
the necessary skills in IP management, valuation, and financing. The IP Academy provides multilingual training programs
to enhance industry expertise and support the IP value chain.

Chart 38: Singapore Has a Robust IP Ecosystem in Place to Attract IP Investors/Companies
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E. South Korea

South Korea has established a comprehensive framework to support IP-backed financing, aiming to enhance the liquidity and
utilization of intellectual property assets. The country's approach integrates a variety of programs, government-backed
initiatives, and state-owned institutions to foster an environment conducive to innovation and financial growth

Growth and projections of IP financing - South Korea has witnessed remarkable growth in its IP financing sector. The
market expanded from $1.9 billion in 2021 to $2.2 billion in 2022. Looking ahead, the IP financing market is projected to
surge to $14.5 billion by 2026. This ambitious target reflects South Korea’s strategic focus on leveraging IP as a critical asset
in the financial ecosystem.

Chart 39: Size of IP Finance According to Year — South Korea (KRW100 million)
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Despite challenges in the broader financial market, characterized by high interest rates, IP financing has gained vitality and
is increasingly seen as a reliable source of funding for innovative enterprises. Korean Intellectual Property Office’s (KIPO)
former commissioner noted that IP financing has proven to be a stable and attractive financial mechanism amid broader
economic uncertainties.

Major state-supported lenders, such as Woori Venture Partners, Shinhan, and KEB Hana, are pivotal in driving market
growth.

The sectors receiving the most significant investment include automotive, semiconductors, and biotechnology, which
collectively accounted for 55.2% of the total investment thus highlighting the focus on technology-driven industries with
substantial patent portfolios.

In 2022, over 80% of IP-secured loans in South Korea were extended to businesses with low credit ratings. This indicates
that companies with valuable IP assets, but limited creditworthiness, are successfully leveraging their IP to secure capital.
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Chart 40: Percentage of IP Loans Secured According to Credit Rating of Companies in South Korea
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=  Government-backed financing and risk sharing - South Korea's IP financing landscape is significantly supported by state-
owned banks and government-backed programs. Key institutions include the Korea Development Bank (KDB) and the
Industrial Bank of Korea (IBK), which play pivotal roles in facilitating IP-backed loans. Notably, the Korea Development
Bank administers a $60 million IP recovery fund and has advanced approximately $100 million to 80 IP-rich companies
through collateralized loans.

=  To mitigate risks associated with IP-backed financing, the South Korean government has implemented several risk-sharing
programs. These include cost-sharing for IP disputes and commercial IP insurance, where the government covers up to
70% of the risk. The Korea Credit Guarantee Fund (KODIT), established in 1976, also provides credit guarantees, further
supporting companies with intangible assets.

=  Established Intellectual Discovery, Asia's first IP sovereign wealth fund (SWF) investment company. As of 2018, this fund
had executed over 5,000 transactions in patents, managing assets worth $500 million.

= |P Valuation and Support Mechanisms — In South Korea, the valuation of intellectual property is a pivotal aspect of
leveraging IP assets as collateral for financing. KIPO plays a key role in this process by providing subsidies to reduce the
cost of IP valuations for businesses. This support is crucial for facilitating access to financing, especially for companies
seeking to use their IP as collateral. The valuation activities are predominantly carried out by other entities such as the
Korea Invention Promotion Association (KIPA), which has developed several tools to aid in this process.

=  KIPO’s commitment to enhancing IP valuation is evident in its recent initiatives. The office has introduced an Al-based
valuation system designed to improve the efficiency and accuracy of IP assessments. This system is part of a broader
strategy to support and streamline the valuation process. Additionally, KIPO has established the IP Valuation Management
Centre, which conducts audits of IP valuations to ensure they meet established standards and provides quality control for
the valuation process.

F. Canada

Canada has implemented a series of strategic initiatives to bolster IP financing and support innovation across various sectors.
The cornerstone of these efforts is the comprehensive IP Strategy launched in April 2018, backed by a CAD 85.3 million
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commitment over five years (2017-2022). This strategy employs a three-pronged approach encompassing legislative reforms,
enhanced literacy and advisory services, and the development of strategic tools for IP management.

Legislative Reforms - A major component of Canada's IP strategy involves legislative reform aimed at streamlining IP
processes and enhancing the efficiency of IP administration. Key measures include the establishment of an independent
oversight body for granting registered IP rights and amendments to existing IP laws. Significant changes include shortening
the patent granting process to 24 months, reducing the trademark registration timeframe to 18 months, and improving
turnaround times for copyright and industrial design registrations to 8 months. These reforms are designed to accelerate
the IP registration process and provide businesses with quicker access to essential IP protections.

Enhanced Literacy and Advisory Services -The strategy also focuses on improving IP literacy and providing targeted advice
to federal employees to better support IP-rich companies. A notable initiative is the CAD 21.5 million allocated over five
years starting in 2018-19 to enhance access to IP expertise and legal counsel. This funding supports the development of
programs and training designed to elevate the knowledge and capabilities of individuals involved in managing IP assets.

Strategic Programs and Tools- The CAD 85.3 million funding has been strategically allocated to several key areas to bolster
IP management and commercialization. Among the initiatives is the CAD 30 million investment in a pilot "Patent
Collective," which aims to facilitate access to critical patents for SMEs. This collective allows businesses to pool patents,
thereby mitigating the risk of patent infringement and providing "freedom to operate" during the crucial early stages of
growth.

Additionally, CAD 33.8 million is dedicated to developing strategic IP tools, including CAD 4.5 million for establishing an
"intellectual property marketplace." This marketplace is envisioned as a centralized, online platform for listing public
sector-owned IP available for licensing or sale, thereby reducing transaction costs for businesses and researchers.

Other notable programs include the CAD 2 million allocated to Statistics Canada for conducting an IP awareness and use
survey and CAD 1 million for enabling representatives of Canada’s Indigenous Peoples to engage with WIPO.

BDC Xpansion Loans and IP Assist Program - The Canadian government has also enhanced support through existing loan
programs and new funding mechanisms. The Business Development Bank of Canada (BDC) offers Xpansion loans tailored
to support businesses pursuing new projects involving IP. These loans cover costs related to IP protection, including
patents, trademarks, and copyrights, and come with options to defer capital repayments.

The IP Assist program, part of the National Research Council Industrial Research Assistance Program (IRAP), provides SMEs
with tiered support for IP education, planning, and implementation. This program assists companies in developing effective
IP strategies and includes stages focused on increasing IP awareness, planning IP strategies, and addressing specific IP
needs.

ElevatelP and Intellectual Property Ontario (IPON) - ElevatelP, recently launched, supports companies through Canadian
Business Accelerators and Incubators (BAls). This program provides funding of up to CAD 100,000 for developing and
implementing IP strategies. It covers various IP services, including trademark and patent filings, and helps companies at
different stages of IP development.

Intellectual Property Ontario offers a suite of services to foster innovation and economic growth in Ontario. Its programs
include IP Bootcamp, Partner Program, and Self-Guided initiatives, providing tailored support, funding, and education to
SMEs in the technology sectors. IPON also offers IP benchmarking, education, mentorship, and networking opportunities
to enhance IP management capabilities.

CanExport Innovation - Lastly, the CanExport Innovation program, although currently not accepting applications,
previously provided up to CAD 75,000 to businesses seeking to expand through international R&D partnerships. This
funding covered costs related to IP protection in foreign markets.
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G. Switzerland

Switzerland, ranked as the world's most innovative economy for the 13* consecutive year in 2023 by the World Intellectual
Property Organization (WIPQ), excels in converting innovation inputs into impactful outputs, such as patents. This strong
emphasis on IP underscores the country’s recognition of the need for effective IP management and commercialization to foster
economic growth. Despite this, the role of IP in financing remains relatively underdeveloped compared to other forms of
investment.

= |P as a Financing Component - Public and private stakeholders in Switzerland are increasingly integrating IP into their
financing decisions, especially in high-tech sectors such as life sciences, pharmaceuticals, ICT, and clean technology.

= Recent evidence indicates the emergence of novel IP financing models in Switzerland, such as royalty financing. This model
involves upfront payments for future royalty rights and represents a new approach to IP finance. Additionally, IP insurance
is a niche but growing segment, with potential opportunities for Swiss players to collaborate with international providers.

= Debt financing, including venture debt and traditional loans, is becoming more prevalent but remains limited for early-
stage companies. IP is rarely used directly as collateral for loans from commercial banks; instead, firms rely more on cash
flow and other assets. Although IP may be considered in later-stage financing, startups often face delays in achieving the
cash flow necessary for debt financing.

= Support Services - The Swiss Patent Institute (IPI) offers several services to support IP financing, including Assisted Patent
Searches and Patent Landscape Analyses. These services help SMEs gain a comprehensive understanding of their IP's
technological and commercial potential. The IPI also provides resources such as an SME portal, IP strategy checklists, and
licensing agreement guidelines, as well as training programs for startups and entrepreneurs to enhance their IP
management and strategy.

= Technology Transfer and IP Transactions - The Swiss Technology Transfer Association (swiTT) plays a pivotal role in
facilitating IP transactions through its swiTTlist database, where universities list licensing opportunities for patents. Swiss
universities and research institutions are active in translating research into IP and business ventures. Over the past decade,
these institutions have consistently produced a substantial number of patent applications, licensing contracts, and
startups, reinforcing Switzerland’s innovation ecosystem.

=  Valuation Complexity — Valuing IP is essential for financing but often involves complex and qualitative assessments. Many
investors rely on specialized service providers and law firms for detailed IP valuations, particularly in the life sciences sector.
Swiss companies seeking funding frequently look outside Switzerland for valuation expertise, utilizing providers in
countries such as the United Kingdom, Germany, and the United States. The reliance on external experts reflects the global
nature of the IP financing market and the need for specialized knowledge.

H. Japan

Japan has been proactively advancing its IP financing sector through strategic initiatives and supportive reforms. The
government has focused on enhancing lender education and providing valuation assistance while maintaining a limited direct
market intervention approach.

= |P Finance Promotion Project — The Japan Patent Office (JPO) has been instrumental in promoting IP financing by offering
valuation support and fostering regional financial institutions' engagement with IP-focused initiatives. The JPO’s efforts
include the IP Finance Promotion Project, which has successfully increased the use of IP information among regional banks
and encouraged them to incorporate IP perspectives into their lending decisions.

= The IP Business Evaluation Report, introduced by JPO as part of its IP Finance Promotion Project for SMEs in 2015, serves
as a crucial tool in the evaluation of new loan applications. Designed to enhance the understanding of a company's situation
and growth potential from an intellectual property perspective, the report is requested by financial institutions during the
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loan assessment process. This evaluation aims to provide a comprehensive view of how intellectual property factors into
the company's financial health and future potential.

= Asurvey of over 100 financial institutions using IP Business Valuation Reports through the Japan Patent Office (JPO) project
conducted by the IP Finance Committee revealed that more than 70% of respondents found the reports valuable for
enhancing communication with customers and deepening their understanding of management.

Chart 41: Survey: How Regional Financial Institutions Use the IP Business Valuation Reports
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= Through the IP Finance Promotion Project, the JPO has facilitated training for employees of regional financial institutions
on IP-related matters, such as IP register queries essential for due diligence. This has led to a notable increase in the use
of IP information, with 25% of regional commercial lenders now incorporating IP data into their lending processes.
Additionally, some financial institutions have internalized patent attorney services as a result of this initiative.

= |P Valuation Market Developments - Japan has recently advanced its IP valuation market through significant regulatory
changes and new initiatives. Notably, Japan had become the first country to require publicly listed companies to record
the value of their IP assets on their balance sheets, a move aimed at enhancing the visibility and investment potential of
intangible assets. Several major firms, including Asics, Kyocera, Asahi Kasei, NEC, NTT, and Bridgestone, have utilized this
disclosure requirement to attract investment, reflecting a shift towards valuing intangible assets more effectively.

= |P business valuation in Japan focuses on qualitative assessments rather than monetary evaluations. This approach helps
financial institutions understand the business status and potential of SMEs by analyzing their IP, including technology
uniqueness, competitive advantages, and revenue generation capabilities. By evaluating the competitive superiority
provided by IPR, financial institutions can gauge future cash flows and devise strategies to support SME growth.

= In December 2023, the Japanese government announced plans to reform its tax system, effective from April 2025, to offer
a 30% deduction on income earned from patents and other IPs. Additionally, considerations are underway to permit
financing secured by the total business value, not just IP assets.

=  Evolving Landscape of IP-Based Financing in Japan — According to a report by Mitsubishi UFJ Research and Consulting
(MUFG), IP-based financing has been explored through various methods in Japan, yet it has not yet become a mainstream
financing approach. Recent attention has focused on the effective use of IP Valuation Reports, particularly among regional
financial institutions.
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= The number of IPRs utilized as collateral has experienced a notable decline since 2014. After a period of increased activity
in 2014, the use of IPRs as collateral diminished until 2018, when there was a resurgence of interest. However, despite this
brief recovery, the trend continued to fall through 2020, as documented in the Japan Patent Office’s (JPO) annual reports.
This trend reflects fluctuating levels of confidence and adoption in the use of IPRs for securing financing, suggesting a need
for renewed strategies to encourage their broader application.

Chart 42: IPR as Collateral in Japan

1400
1200

1000

800
GO0
400
I I ﬁ’UU
= .

L

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
m Patents wUtility model wDesign wTrademarks
rights rights

Source: MUFG

= Recent developments in IP finance have seen significant engagement from various Japanese financial institutions, each

adopting unique strategies to leverage IP for business growth. For example:

v" Chukyo Bank - effectively utilized IP Business Valuation Reports to support SMEs in launching new ventures, through
their collaborations with academia.

v/ Kanagawa Shinkin Bank - supported new business and expansion of existing business by working with other
supporting organizations

v Kiraboshi Bank - supports through engaging in IP finance and improves consultation capabilities

v Hiroshima Bank - improves business valuation capabilities at the organization level through engaging in IP finance
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Comparison Metrics

Countries
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IP Financing Industry

Concentration of IP-
backed lending
among major
financial institutions,
with significant
engagement from
capital firms and
corporations
IP-backed lending
has rapidly
expanded, with
significant growth in
patent and
trademark pledging,
primarily fueled by
state-owned banks

Shift from traditional
collateral approaches
to more innovative
financing structures,
notably in creative
industries

IP finance landscape
features major banks
participating in the
IPFS pilot scheme

IP Finance is
particularly
prominent in
technology-driven
sectors like
automotive,
semiconductors, and
biotechnology

IP strategy includes
legislative reforms to
streamline
processes, improve
literacy and advisory
services, and develop
strategic tools

IP Insurance Trend

Evolving with more
refined products
that incorporate
risk-adjusted
pricing

Expanding from
coverage of patents
and trademarks to
include various
asset aspects such
as creation,
protection, and
application

Growth is fueled by
larger damage
awards in patent-
infringement
lawsuits,
particularly in the
life sciences and
SEP/FRAND sectors

Increased support
for insurance
premiums from
50% to 80%, aiming
to make IA/IP
financing more
accessible

Support of IP
disputes through
cost-sharing and
commercial IP
insurance, covering
up to 70% of the
risk

IAC partnering with
AON to offer
members access to
IP liability
insurance,
providing $1M in
defensive coverage
and $500,000 for
enforcement

Developments in IP
Valuation
Shift towards
relying on
independent
assessments to
ensure accurate
pricing and risk
evaluation

Introduction of the
Patent Valuation
Index to
standardize and
enhance the
assessment of
patent values

Valuation
challenges stem
from inconsistent
methods and data;
Al tools may
enhance IP
assessments

The Valuelab
enhances IP
valuation through
research, training,
and transparency,
aligning Singapore
with global
standards

KIPO provides
subsidies for IP
valuations and
launched an Al
system to enhance
efficiency and
accuracy

Patent Collective
was established
with CAD 30
million, enabling
SMEs to pool
patents and
minimize
infringement risks

Government
Initiatives
Government programs

like SBIR and STTR
offer early-stage
funding, supported by
a $200 billion R&D
commitment

Established 3,000
operational service
institutions that
support 33 IP asset
platforms, promoting
youth innovation and
venture capital
opportunities

The UK government
offers funding and
support for IP
financing, emphasizing
research and the
Patent Box Scheme

The government
promotes innovation
with SGInnovate
investments, SEEDS
Capital co-
investments, and the
Enhanced EFS-VDP
loans

South Korea enhances
IP financing via state-
owned banks, KDB’s
$60 million fund, and
an IP sovereign wealth
fund

The Canadian
government allocated
CAD 85.3 million to
enhance IP
management and
develop an IP
marketplace

o]

Training and

Development
The USPTO provides IP
training through e-
modules, webinars,
and a new awareness
assessment tool for
innovators

The CNIPA has focused
on developing a skilled
workforce in IP
finance, training
professionals in
management,
appraisal, and legal
aspects of IP

E-learning tools like IP
Equip enhance
understanding of IP
rights, while outreach
programs engage
higher education
researchers and young
inventors

Investing in workforce
development through
programs like SFwIP
and IPPCP, which
equip professionals
with necessary skills in
IP management,
valuation, and
financing

KIPO has implemented
training programs for
regional financial
institution employees
to improve their
understanding of IP
matters

IP Assist program
supports SMEs
through education in
IP awareness,
planning, and
implementation.
Similarly, IPON offers
tailored programs,
including IP Bootcamp
and mentorship
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Technological

Adoption
Government is
integrating Al
technologies to
enhance patent and
trademark
examinations

Technology is being
leveraged to create
specialized online
financial products
for MSMEs

Innovative financing
structures in
creative sectors is
depicting
technology's role IP
asset monetization
and financing

Online platforms
like the Innovation
Marketplace and
A*STAR
Collaborative
Commerce
Marketplace
facilitate IP
transactions
between companies

The introduction of
an Al-based
valuation system
streamlines the IP
assessment process
through
technological
advancement
Establishment of
online IP
marketplace
facilitates
transactions and
improves access to
IP resources for
Canadian
businesses



Switzerland

Japan
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Integration of IP into
financing decisions
within high-tech
sectors such as life
sciences,
pharmaceuticals, ICT,
and clean technology

Since 2014, the use
of IPRs as collateral
in Japan has
significantly declined,
despite a brief revival
in 2018

Gaining traction as
a risk management
tool, presenting
opportunities for
collaboration
between Swiss
players and
international
providers

The JPQO's scheme,
subsidizing
premiums, aims to
ease financial
burdens and
encourage
international
expansion amid
rising IP disputes

Swiss companies
rely on external
experts for IP
valuation,
highlighting the
need for local
capabilities

IP valuation market
has progressed with
regulations
mandating
disclosure of IP
asset values and
upcoming tax
deductions

IPI'improves IP
financing for SMEs
with Assisted Patent
Searches and
Landscape Analyses,
enhancing
understanding of IP
potential

The JPO advances IP
financing via the IP
Finance Promotion
Project, boosting
regional banks'
involvement in
initiatives

IPI offers educational
resources like IP

strategy checklists and

licensing agreement
guidelines to help
SMEs effectively
manage their
intellectual property

JPO has implemented
training programs for
regional financial

institutions, enhancing
their understanding of

IP-related matters
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The swiTTlist
database enhances
technology transfer
and IP transactions
between
universities and
businesses

Implementation of
advanced
technology through
IP Finance
Promotion Project
to enhance regional
banks' IP data use in
lending decisions
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Why the United States is the Premier Destination for Filing Intellectual Property?

The United States has solidified its position as a foremost country for filing IPs, driven by a robust legal framework, significant
market presence, and an unwavering commitment to innovation. With approximately 505,539 patent applications filed in 2022,
the U.S. ranked second globally, just behind China. This high volume not only showcases the country’s inventive spirit but also
reflects the effective protection of IP that underpins the U.S. patent system.

A Thriving Landscape for Patent Filings - In 2022, U.S. applicants submitted approximately 505,539 patent applications,
positioning the nation as the second-largest patent filer globally, just behind China. This impressive volume reflects not
only America's inventive spirit but also the efficacy of its IP protection mechanisms. Such statistics highlight a fundamental
truth: when inventors feel secure in their rights, they are more inclined to innovate.

The allure of the U.S. patent system is evident in its financial implications. In the same year, U.S. IP receipts soared to nearly
$130 billion, affirming the United States' status as the largest exporter of intellectual property. With global cross-border
payments for IP surpassing $1 trillion, it's clear that IP is becoming an increasingly valuable asset in international trade.
Remarkably, IP payments accounted for 7.5% of the total commercial services trade, underscoring the integral role of
intellectual property in the U.S. economy.

A Strong Legal Framework - Central to the U.S. IP environment is the USPTO, which awarded 152,000 patents in 2022,
with nearly 47% going to domestic inventors. This balance between domestic and international participants creates a
flourishing ecosystem that attracts talent and innovation from around the globe. The strong legal protections inherent in
the U.S. patent system empower inventors to pursue their ideas confidently, knowing that their creations are safeguarded
from infringement. This security extends beyond U.S. borders, with U.S. applicants filing 51% of their patent applications
abroad, showcasing the global recognition and competitiveness of U.S. patents. The strong legal framework encourages
both domestic and international companies to invest in innovation, ensuring that their inventions are well protected.

Innovation Hubs and Diverse Participation - The U.S. boasts innovation hubs concentrated primarily on the East and West
Coasts, where a network of universities, research institutions, and venture capital firms collaborates to drive technological
advancements. This concentration fosters not only creativity but also commercialization, transforming groundbreaking
ideas into market-ready products. Moreover, initiatives like the National Strategy for Inclusive Innovation are paving the
way for underrepresented groups in STEM fields, enhancing the diversity of thought and approach within the innovation
ecosystem. By creating pathways for diverse inventors, the U.S. is expanding its capacity for innovation, ensuring its
technology leadership continues to thrive.

Economic Impact and Resilience - The economic implications of U.S. IP are staggering. In 2019, IP-intensive industries
generated approximately $7.8 trillion in gross domestic product—41% of the national economy—and accounted for 63
million jobs, or 44% of the U.S. workforce. These industries also produced 79% of all U.S. commodity exports, highlighting
the essential role patents play in driving economic growth. The resilience of the U.S. IP system is further illustrated by a
17% rebound in IP payments post-COVID-19 in 2021, underscoring the vital role of intellectual property in economic
recovery and long-term growth.

Commitment to Emerging Technologies - Recognizing the rapid pace of technological advancement, the U.S. government
has prioritized critical and emerging technologies, such as artificial intelligence and semiconductors. The USPTO’s
Semiconductor Technology Pilot Program exemplifies how the U.S. is strategically positioning itself to lead in these vital
sectors. Collaborations between academia and industry stakeholders help address challenges in patenting and
commercialization, further enhancing the nation's competitive edge. Additionally, programs aimed at promoting green
technologies, such as the Climate Change Mitigation Pilot Program, are expediting the commercialization of innovations
that combat climate change.
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= Advantages Over Global Systems - One of the key distinctions of the U.S. patent system is its "first-to-invent" principle,
which allows inventors to secure patents by demonstrating prior invention, offering a level of protection not commonly
found in other jurisdictions. Furthermore, the U.S. provides a broader scope of patentable subject matter, including
software and biotechnology innovations, making it an attractive environment for a wide array of inventions. The legal
framework also facilitates efficient enforcement of patent rights, instilling confidence in inventors and fostering an
atmosphere of innovation. Unlike the fragmented enforcement mechanisms seen in many international systems, the U.S.
offers a well-established court system to protect intellectual property rights.

The following are the USPTO's strategic objectives for 2022-2026, aimed at improving the patent landscape:

=  Drive Inclusive U.S. Innovation and Global Competitiveness - The USPTO's strategic plan focuses on expanding access and
support for all innovators, creators, and entrepreneurs across the United States. By fostering inclusive innovation, the plan
empowers individuals from diverse backgrounds to transform their ideas into reality, particularly in key areas like health,
climate change, and emerging technologies such as Al. Initiatives include enhancing educational outreach, simplifying
access to intellectual property resources, and collaborating with various sectors to remove barriers for underrepresented
communities. Ultimately, the USPTO aims to drive economic growth through broader participation in the innovation
ecosystem, cultivating a vibrant future for U.S. innovation.

=  Promote the Efficient Delivery of Reliable IP Rights - Since 2000, patent applications have more than doubled, while
trademark filings from U.S. residents have nearly doubled and those from foreign entities increased over 500%. The USPTO
aims to optimize technology and practices to deliver timely, efficient IP services that enhance competitiveness.
Collaboration with agencies like the FDA will ensure robust patents that promote innovation without hindering market
competition. The plan focuses on streamlining application processes, utilizing emerging technologies, and continuously
training staff to improve service quality and efficiency.

=  Promote the Protection of IP Against New and Persistent Threats - The USPTO is committed to providing stable and
reliable IP rights while protecting owners from fraud, theft, and abuse. With a notable rise in sophisticated criminal
schemes, the agency collaborates with federal and international law enforcement to strengthen IP protection. Key
initiatives include enhancing internal processes, optimizing cybersecurity, and educating stakeholders on recognizing
scams. The USPTO aims to preserve the integrity of trademark registrations and mitigate fraudulent activities through
advanced policies and technologies. Additionally, the agency explores establishing small claims courts for patents and
trademarks to support small and medium-sized enterprises, ultimately bolstering U.S. competitiveness and innovation.

=  Bring Innovation to Impact for the Public Good - The USPTO aims to foster long-term economic growth and national
security by facilitating the transition of IP-protected innovations to the market. The agency will expand partnerships to
help innovators secure funding, advocate for favorable IP policies, and promote innovations in healthcare, manufacturing,
and climate protection. By collaborating with federal agencies, the USPTO seeks to enhance access to resources and
education about the value of IP, ensuring broader inclusivity and maximizing the societal benefits of innovation.

= Generate Impactful Employee and Customer Experiences - By implementing modern IT infrastructure and maintaining
flexible work arrangements, the agency aims to enhance accessibility and service quality. Committed to diversity, equity,
inclusion, and accessibility (DEIA), the USPTO prioritizes exceptional customer experiences through continuous feedback
and data-driven decision-making.

For a List of select Financial Institutions Providing IP-Backed Loans and further inquiries about this piece,
please reach out to Shantanu Seth (shantanu@intro-act.com).
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This third-party research report has been prepared by Intro-act and PartnerCap Securities, LLC (henceforth “PartnerCap”) has
reviewed the said research report for compliance with the applicable provisions of the relevant regulations. Based on
representations of the research provider, PartnerCap has a reasonable belief such research is objective and reliable and is not
in possession of information that would prove otherwise. PartnerCap Securities, LLC and Intro-act have common ownership.

PartnerCap shall not be considered to have distributed a third-party research report where the research is an independent
third-party research report and is made available (a) upon request; (b) through a member-maintained website; or (c) to a
customer in connection with a solicited order in which the registered representative has informed the customer, during the
solicitation, of the availability of independent research on the solicited equity security and the customer requests such
independent research.

In addition, PartnerCap assumes no warranty, liability or guarantee for the current relevance, correctness or completeness of
any information provided. Furthermore, PartnerCap assumes no liability for any direct or indirect loss or damage or, in
particular, for lost profit, which you may incur as a result of the use and existence of the information, provided within the
report. This electronic message and any attachments has been provided only to the person or entity to which it is addressed
and has been provided for informational purposes only and should not be used or construed as an offer to sell, a solicitation,
an offer to buy, or a recommendation for any security and is not purported to be tailored to any particular investor and may
not be re distributed.

Other than disclosures relating to PartnerCap and its affiliates, the information herein is based on sources we believe to be
reliable but has not been independently verified by us and does not purport to be a complete statement or summary of the
available data. No representation is made that such information is accurate in all material respects, complete or up to date.
PartnerCap is under no obligation to update, modify or amend the information and it does not accept any liability for any loss
or damage, however caused, arising from any errors, omissions, or reliance on any information or views presented.

Information and securities mentioned may reflect a third party’s independent opinions and are not recommendations of
PartnerCap. The commentary is a general discussion based on short term market factors or current market trends, and may
differ from, or be inconsistent with the views of other sales and trading personnel within the Firm or the long-term views of
research analysts employed by PartnerCap.

The third-party research sourced information is the exclusive property of Intro-act; and without its permission, this information
and any other intellectual property may not be reproduced, re-disseminated or used to create any financial products, including
any indices. This information is provided on an “as is” basis. The user assumes the entire risk of any use made of this
information. The third-party research analyst, its affiliates and any third party involved in, or related to, computing or compiling
the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a
particular purpose with respect to any of this information.

Neither PartnerCap or Intro-act beneficially own 1% or more of any class of common equity securities of the subject company
covered in the said research report.

Intro-act Disclosures

Analyst Certification: |, Shantanu Seth, certify that the views expressed in the research report accurately reflect my professional
views about the subject securities or issues. Intro-act issued this report and may seek fees for the assistance with investor
targeting, access, and further investor preparation services. Intro-act will not seek renumeration for any investment banking
service or investment advice.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources
who are believed to be reliable. However, the issuer and related parties, as well as Intro-act, do not guarantee the accuracy or
completeness of this report, and have not sought for this information to be independently verified. Opinions contained in this
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report represent those of the Intro-act analysts at the time of publication. Forward-looking information or statements in this
report contain information that is based on assumptions, forecasts of future results, and estimates of amounts not yet
determinable, and therefore involve known and unknown risks, uncertainties, and other factors that may cause the actual
results, performance, or achievements of their subject matter to be materially different from current expectations.

Al-generated content: Content in this research report is Al-generated. Intro-act employs its proprietary Al research system for
content-generation, based on a universe of credible and authentic source documents. The system functions under an overall
manual supervision, and thus the creative control over the content generated by the system lies with its human authors. The
Al content is not mere “mechanical reproduction” and instead is the result of the human author’s “own original mental
conception, to which [the author] gave visible form.” The Al-generated content from the system is sufficiently modified so as
to meet the standards for copyright protection. Intro-act thus claims that the work as a whole constitutes an original work of
human authorship, and the content in this research report has sufficient human authorship to support a copyright claim,
according to the Copyright Registration Guidance, published by the U.S. Copyright Office on 03/16/2023.

Exclusion of Liability: To the fullest extent allowed by law, Intro-act, Inc. shall not be liable for any direct, indirect, or
consequential losses, loss of profits, damages, or costs or expenses incurred or suffered by you arising out or in connection
with the access to, use of, or reliance on any information contained in this note.

No personalized advice: The information that we provide should not be construed in any manner whatsoever as personalized
advice. Also, the information provided by us should not be construed by any subscriber or prospective subscriber as Intro-act’s
solicitation to affect, or attempt to affect, any transaction in a security. The securities described in the report may not be eligible
for sale in all jurisdictions or to certain categories of investors.

Investment in securities mentioned: Intro-act has a restrictive policy relating to personal dealing and conflicts of interest. Intro-
act, Inc. does not conduct any investment business and, accordingly, does not itself hold any positions in the securities
mentioned in this report. However, the respective directors, officers, employees, and contractors of Intro-act may have a
position in any or related securities mentioned in this report, subject to Intro-act’s policies on personal dealing and conflicts of
interest.

Copyright: © 2025 Intro-act, Inc.

Intro-act is not registered as an investment adviser with the Securities and Exchange Commission. Intro-act relies upon the
“publishers’ exclusion” from the definition of investment adviser under Section 202(a) (11) of the Investment Advisers Act of
1940 and corresponding state securities laws. This report is a bona fide publication of general and regular circulation offering
impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective
subscribers. As such, Intro-act does not offer or provide personal advice, and the research provided is for informational
purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell, or hold that or any
security, or that any particular security, portfolio of securities, transaction, or investment strategy is suitable for any specific
person.
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