CORUM
. IP Valuation Techniques

U@J Idaho State Bar

April 12, 2017



COMPUTERWORLD

THE MEWSWEEI{I."I" FC‘-‘H THE CGMPUTER COMMUNITY

— _'._- -

First Patent Is Issued for SI:Iftware;
Full Implicatinns Are Not \'at Hnnwn

n LG
Lo _ N ] "IrI—.—
e e ke e e .l-\.

Sy

o
g

-.."3' _:;_-.I_,._| f:;.:f.

Y ———

?ﬂiﬂ or H:ur-hugui :
Codes Work on System

LR ARGl LES vyl =

CORUM


Presenter
Presentation Notes
April 23, 1968 to Martin A Goetz  - data sorting algorithm


Agenda

l. Introduction
Il. Market Perspective

Il. Intellectual Property in Context

V. IP Valuation Methods

CORUM

CONFIDENTIAL



World’'s Leading Seller of
Technology Companies

e 30+ Years, 300+ transactions
e Technology Focus

e Sell-Side Only

e Comprehensive database

e Global presence

e Senior tech executives

e Optimal Outcome

e All campaigns global

e 60% close across borders
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Unsurpassed Buyer Access

Engagements

Outside
Advisors
(WTC)

Internal
Research

Corum Buyer
Knowledgebase External

Transactions Research

Outside
Events
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8 Stages for an
Optimal Outcome
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Presentation Notes
Key Message:  Best practice means adhering to a structured, well managed plan
 
The 8 Stages of an Optial Outcome.  The timetable to complete these steps will vary by company depending upon the condition of your financials, your competitive analysis, your business model analysis, financial projections, etc.  
 



The Process Works!
Recent Corum Transactions
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Corum Top Ten Technology Trends 2017

Al Enablement loT Visual Digital Currency Data Science
Software Intelligence Flow Monetization
Systems

Online Omni-channel Connected Focused IT Data
Exchanges Sales Health Services Security
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Key Message: Align your company with one or more of these trends to maximize your opportunity
 
Let's look at the Top Ten disruptive technology trends that are creating the acquisition activity across the technology landscape.
 
At Corum, we have compiled our list of Top Ten disruptive technologies creating this extraordinary M&A opportunity. We’ve comprised our list from our perspective of what’s driving M&A deals, what is creating the strongest valuations, wealth and liquidity for our clients. As you think about your position within your technology arena, what’s important to know is this:
That your company is not being made obsolete by any of these disruptive forces. Generally, if you are not aligned with one or two disruptive technologies then you are at risk of becoming obsolete by someone who is. 
That you are making your company, products, services relevant by seizing the opportunity within the disruption driven by one or more of these trends. Don’t become the casualty of disruption.
That you are riding the wave of one or more disruptive trends. Be sure to position your company and tell your story within this disruptive context.
 
These disruptive forces will be evident in your markets in varying degrees, some more than others. If they are not so obvious yet, that doesn’t mean they are not bubbling below the surface and will become critical with some unexpected trigger or a black swan event. Be aware, understand their impact and take advantage. Position your business around one or more. They are driving the fastest change, the greatest opportunity, the most rapid adoption, the differentiation and sustained competitive advantage. Most importantly the value creation.
 
I won’t spend a lot of time on each of these. We cover them in detail in our monthly webinars. They break down into 2 segments – Technologies that CONNECT and those that are used to CREATE.
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Top Private Equity Acquirers — 2016
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Presentation Notes
Look closely at the Top Acquirers last year.  

First off, Google has been really dominant, setting new records for number of deals each year. Often, picking up technology in seemingly unrelated areas . They realize that it is worthwhile to use the cash, make some strategic bets as in house new developed technology has about the same mortality rate as any new small business – 90 failure over the first five years. Much easier to make acquisitions of proven technologies.

We deal with Google all the time, we’ve had them as guest speakers and on panels, such as our annual report we passed out.

Not only are they doing more deals, but they’re buying differently, too. When Google comes into an LOI, they will actually lay out issues you would normally be negotiating, stressing over later on. Their attitude is  “Here’s some things that we’re going to be having trouble with, we’ll tell you how we’re going to handle it.” They just get by all that stuff. They realize that their sheer size and the drain of the process can destroy the relationship during due diligence by creating “deal fatigue.” Which is the biggest single killer of deals in process these days.

After Google, we see Intel, who we just sold a Korean company too. In fact we’ve got offers from or sold to all of these firms. What’s interesting to note is how the leader board has changed. Up to a couple of years ago, it was the same names over and over. Microsoft, Cisco, IBM, etc. Now the leaders are firms that didn’t exist a few years ago, who began making news on the M&A front when they were private – firms like Zynga and Facebook. With the new crowd funding law, we will see more of these private firms with plenty of cash bidding.

Then we have firms many of you have never heard of, now outbidding the giants. Have you heard of WPP or Schneider Electric?  

What’s not shown is all of the newly minted foreign public companies who went public on international exchanges. First thing they do with the cash from their offering is make acquisitions. Not only to get access to technology and domain expertise, but often, more importantly, to acquire a ready made base in major markets in North America and Europe to expand sales.

Further, foreign buyers want to get access to user bases where they can leverage their low cost development staff.  For this reason, even the most legacy, old line firms are seeing suitors these days



Cash Available for Acquisitions

Strategic Tech Private Equity
Buyers
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Key message:  unprecedented amount of cash available to spend on tech M&A
A major impact on M&A is the record cash hoards held by the large tech companies in the U.S. and even more being held by their M&A cou0nterparts the Private Equity companies.  
Amazingly, there has been a huge increase in cash, up to ten fold for some companies, since the last downturn in 2007. Tech companies just kept motoring along, generating nearly a quarter trillion in cash. So what do you do with all this money? The interest rates are negligible. You either put it into development, you give it away in the form of dividends, or….you buy somebody – or many somebodies. 
Same hold true for the Private Equity companies. They’ve raised record funds from their investors the limited partners, who have not pledged those monies to sit in low interest bank accounts. Instead that money needs to be spent to buy companies. So with so much money chasing the good technology companies, the M&A market is very active and valuations very strong.
For the International Sellers�But it’s not always that simple – so much of the money is held offshore. On average for tech giants, 70% of their cash is off shore. This is true of most multinational American companies. The United States is only about 6% of the world’s population, so the bulk of the revenues and profits will be in sales outside the US – revenue that is taxed at a lower international rate. 
But, this money can’t be repatriated without paying full income taxes on top of the taxes they paid in offshore jurisdictions – this means up 40% additional taxes counting the state’s cut. These funds can’t be used for development in the U.S.  The money can’t be loaned to the American parent. In fact, you can’t even buy stock in an American company or U.S. real estate, even though a trust. These funds were made offshore and must stay offshore unless Congress comes up with a tax holiday.
So the money has to be used for investment or acquisitions of foreign companies. Remember Skype?  Microsoft was chided for overpaying by spending $8 Billion for the Skype.  But, they had over $50 Billion at the time, burning a hole in their pocket – funds they needed to put to work. Given that, Skype looks like a pretty good acquisition.
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The Bull Market, 2009-Present
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Corum Index

Transactions

Market

Mega Deals

Largest Deal

Private Equity Deals

Pipeline

VC Backed Exits

Cross Border
Transactions

Start-Up
Acquisitions

Attributes

Average Life
of Target
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M&A Follows Cycles

2000

2016
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Key Message: If you miss this cycle peak, history tells us it’s a long wait before the next peak
 
We are riding a 7 year high in M&A activity. M&A is strong. Since Y2K we’ve seen 3 run ups and 2 deep valleys. They track the general economy. We saw the .com run up where a business plan could generate $MM in VC then the bubble burst (a black swan event was the catalyst) – followed by a run up to the next peak in 2007/2008 before the Global Financial Crisis (GFC) hit us. Now we’re seeing a run up to new 7 year highs in deal activity and valuation. If you miss the market peak you may have to wait another 5 to 7 years before you see the market return to the current peak levels. What’s the risk that your company will survive, let alone thrive until the market returns to its current strength.  
 






Patents granted for selected
software-based technology classes

2500
__ Software development
2000 — Control systems
1500 / I/O data processing
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Source: U.S. Patent and Trademark Office, Patent Technology Monitoring Team (2015). Patenting in Technology Classes, Breakout by Geographic Origin (State

and Country). CURUM

Retrieved from http”//www.uspto.gov/web/offices/ac/ido/oeip/taf/other_sites.htm
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Patents in the Spotlight

“IP Is an increasingly valuable asset class in business...”
- Kevin Rhodes, VP & Chief Intellectual Property Counsel for 3M.

Google launches PAX Licensing Network — Google seeking
Patent Peace

— “Google, Samsung, LG, Foxconn, HTC, others: 230,000 combined patents for cross
licensing” — April 3, 2017

© © © ©

Vertical Horizontal Infrastructure Internet Consumer

CORUM
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Add Infrastructure and Internet – done +all icons new + smth needed in centre?


Seminal patent key to GM-Sidecar deal?

= Filed in 2000 by Sidecar founder; granted in 2002

= Sample claim: A computer-implemented method
for providing transportation services comprising:

= receiving a transportation request from a passenger,

= tracking said passenger's position following said
request using positional detection logic; and

= transmitting positional data identifying said
passenger's position to a pickup vehicle.

= Potential Uber-killer (or Alice roadkill?)

CORUM
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https://www.google.com/patents/US6356838?dq=%22Sidecar+Technologies%22++patent&hl=en&sa=X&ved=0ahUKEwixxPrizdvKAhVkpnIKHfQODQQQ6AEIHDAA
Sidecar, an Uber rival that shut down in December amid intense competition.�http://arstechnica.com/cars/2016/01/general-motors-bought-sidecar-gave-lyft-millions-now-its-launching-maven/


Just part of the wireless-related arms race.
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>10,000 U.S. patents

>760 U.S. patents
+ >1,000 patents acquired from IBM
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Patents as an Asset in M&A
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= Affecting all phases:

= Valuation
= Negotiation
= Due Diligence

* International increasingly important

= Costs
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Early Years: Limited numbers

Pre-packaged Software Computer Services & Software Venture-backed Software Startups Pre-packaged software

1996 1996 2005 2006

All Software Startups Venture-backed Software Start-ups All Funded Start-ups E-commerce, Web, & Video Games
2009 2009 2012 2012

Sources: James Bessen (Boston University), Stuart Graham et al, NBER Patent Data Project, Crunchbase
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Patent Application Pendency:
Years in Prosecution from Filing to Issuance
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Most patents issue within three years of their respective filing dates with the median for patents issued in 2014 sitting at 34 months. In 2010, that median pendency rose to a decide-high of 41 months. Since that time, the USPTO has been working steadily to reduce its large backlog of pending cases. An item of concern is that about 15% of recently issued patents have a pendency of more than five years.
For patents issued thus far in 2014, the one with the longest pendency is U.S. Patent No. 8,688,181 issued to IBM and with a US filing date of 09/09/1994. 
(http://patentlyo.com/patent/2014/05/7978.html)


Software patents on the increase*
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*US Patent apps claiming “Computer-readable medium”
Source: TAEUS Corporation CORLIM
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Proactive Protection
of Intellectual Property

= Owning a patentable technology

= Provisional application serves to define trade secrets
= Trademark registration to protect commercial products

= Owning a patent application in process

= 3 levels of claims strategies

* Broadest possible claim “tree”
* Mid-level claims “tree”
e “Picture” claim

= File an RCE/CIP

= Owning an issued patent

= Follow on with improvements, other embodiments, additional uses
etc. to build a patent portfolio CORUM
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Request for continued examination (RCE)
Continuation in part (CIP)
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What Buyers Value

MARKET ORGANIZATION FINANCIAL

Growth Potential Technology/IP Recurring Revenue
Market Position Team Earnings/Profitability

Sales Channel Growth Rates

Competitiveness

Barriers to Entry Customer Base Balance Sheet

Stickiness

Strategic Partnerships

. INTANGIBLE ASSETS ° CORUM
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Tech M&A Valuations

EV/S Multiples for All Technology Acquisitions
(2010-2015)
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10 Ways to Value a Company

= Sales multiple — Public peer group

= Earnings multiple — Public peer group
= Comparable M&A transaction analysis
= Discounted cash flow (DCF)

* Replacement cost analysis

= Dollars per R&D Developer

= Internal rate of return (IRR)

= Liquidation value

= Book value

= [nternal Transaction Price
CORUM
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Presentation Notes
So what are the actual ways that we think about to value a software company. There are a number of ways you can think about it. We’re going to focus on the five here, but to quickly run through the others, often you’ve heard indicators of dollars per engineering head. Those can be in the high hundreds of thousands to more than a million. It really depends on the talent and how hard it is to find that engineer on the street. 
 
There are also internal transaction prices that have been set in previous funding mounts. Those are a little bit more dangerous in terms of assuming that they’re market based. Frequently they are not and it becomes a delicate dance with existing shareholders who may have bought into a higher valuation than what the market is saying. Those are cases that we’ve worked with and seen, and it is a balancing act when it comes down to the final negotiation table and the payouts the shareholders will see.



Examples of factors of valuation

= Purpose and Suitabllity

= Defensive or offensive
= Setting out a trail to a marketing objective
= |nhibit competitive funding

= Extent of licensing
= Evidence of validity
= Synergy with rest of portfolio

= Structure of transaction

CORUM
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New slide – adjust formatting


O
7 Methods to Value Patents in M&A

1. Study: having a patent assigned to the
target increases the deal value by
$250,000 on average

2. Study: the quantity of patentsin a
portfolio is secondary to the quality of
those patents

3. Net present value of established royalty
stream

4. Book value of patent (cost to date)

5. Assign 25% of operating profits to the
patents

6. Compare to similar patents

7. Patent Citation Index

Source: Antti Saari, Aalto University
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Still Needs edition


. FINAL COMMENTS




Strategic Advantage: Manage IP Assets
= Due diligence absolutely required

= Corralling Intellectual Property Asset:
= trade secrets, trademarks, copyrights
= Protection for valuable IP asset

= Provisional filings
= Patent issued

= Contribution Agreements:

= Prevent pilferage by exiting employees

Bottom Line: A patent is worth what someone is willing to pay

CONFIDENTIAL



Contact Information

Corum Group International
S.ar.l.

. Corum Group Ltd.

19805 North Creek Parkway
Suite 300

Bothell, WA 98011

USA

+1 425-455-8281

Buechenstr. 9
8185 Winkel
Switzerland

+41 43 888 7590

Visit our website at: www.corumgroup.com

CORUM
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. Thank You — Q&A







Drivers of Valuations for Software

Scalability
(EV/S)

Efficiency
(EV/EBITDA)

Market
Opportunity

0

Software
2.00x — 7.25x

IT Services

6.40x - 13.40x

Software
10.00x — 24.40x

Commercial
Execution

A o0
SaaS T /
2.60x — 8.25x
A Q0
SaaS —— /

11.58x — 51.25x
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Breakout
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Core Valuation Methods

= Sales Multiple (EV/S) — Public Peer Group
Revenue multiple of similar publicly traded companies

= Earnings Multiple (EV/EBITDA) — Public Peer Group
Earnings multiple of similar publicly traded companies

= Comparable M&A Transactions
Sales multiple of companies like yours that have sold

= Discounted Cash Flow
The present value of all future cash flows

= Replacement Cost Analysis
How much it would take to replace your product offering

CORUM
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Let’s take a look at the five ways to value a company that we’re going to be talking about here. The way I like to think about it is we start off at the highest level, we’re at 30,000 feet in a plane. We’re looking at the entire world out there. That includes publicly traded companies. These are very large, they often have something alike with your company, but not their whole company. They’re a good indicator for an overall sense of the industry, they allow you to see what’s happening every day with trading prices, but they’re not the most comparable to your company. 
 
So, if we zoom in to another level, we’re going to be taking a look at M&A transactions. These are frequently privately-held companies, smaller size, because they’re being acquired, and they’re going through a 100% or majority transaction. It’s very similar when we think about the M&A process, this is comparable to what you’re going through. The challenge is that these companies may be doing something very specific and although you share certain things, you may not be in the same category.
 
Lastly, at ground level, we’re going to be looking at your company and we’re going to be looking at your discounted cash flow, which really is your forecast. Where do you think your company is going to go in the next three years? Are you going to be generating EBITDA? If so, what is that? We’re going to take a look at that. 
 
The more conceptual way of thinking about valuation is to ask what it would cost to recreate what you’ve built? 



Sales & Earnings Multiples
Public Peer Group Analysis

Determine your public peer-group

= Operates in the same or similar industry
» Has the same products

» Has the same target markets

» Possesses an analogous financial profile

CONFIDENTIAL
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We determine the public peer group, which markets are aligned…


Sales & Earnings Multiples
Public Peer Group Analysis

5 Calculate the Enterprise Value (“EV”) for each
peer-group company

= EV is the Total Value of a Company, it includes the value
shareholders (equity) have placed on the company AND the value
debt holders have put on the company

= EV = Market Cap + Debt - Cash

» Enterprise value measures what it would actually cost to
purchase the entire company

CORUM
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Presentation Notes
…and we take the enterprise value, meaning how much would it cost to acquire the company today without considering cash, and considering the debt that would need to be paid off, plus the market cap.


Sales & Earnings Multiples
Public Peer Group Analysis

Apply appropriate multiple

= Last Year = Next 12 Months

= Current Year (Jan-Dec) = Next Year

= Current Fiscal Year = Trailing 12 Months (TTM)
» Annualized Quarterly

=» Trailing 12 months is the standard benchmark for valuation because it
IS the most recent historical performance of the company.

CORUM
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This brings us to a multiple, and we want to be using appropriate multiples.


Comparable M&A Transactions

= A deal multiple is the purchase price divided by the
target’s revenues or other benchmarks, such as net
Income or invested capital

= Look to recent transactions to find appropriate deal
multiples

= The best sources for periodicals that discuss
software/internet industry transactions are:

= SEC.gov = Corum Group
= Portal Financial Sites = Capital 1Q
= 451 Research = Hoovers

CORUM
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Presentation Notes
With comparable M&A deals, the majority of our deals are not disclosed and many other companies do the same. It becomes a challenge to actually find deals that are similar to yours, but that are also disclosed so they’re useful for this kind of analysis. We will comb through many different areas, trying to find those relevant deals. Frequently we’ll go back up to two years to find appropriate comparisons to build a pool of information. 
 



Discounted Cash Flow (DCF)

= DCF is the present value of future earnings
= Y1,Y2,Y3, Y4 .... Infinity

= Calculated directly for years 1-3

= Years 4+ captured using a terminal value

= A sales multiple of Y3

= To calculate DCF, you need

= 3 year projections
= Discount factors for future earnings

= Terminal Multiple

CORUM

CONFIDENTIAL


Presenter
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With DCF we take the first three years of earnings, and then that terminal value that I was talking about, the year three revenue, bringing it back, using a discount rate that may be different than what you’re used to seeing. For software companies the discount we use is between 20 and 30% because of forecasts that are very difficult to create, market changes, and so on. 



Calculating Discounted Cash Flow (DCF)

Terminal
Y1 Y2 Y3
Value

$1.5M $2.3M $3M $18.7M x 2.18

1.251 1.252 1.253 1.253
$1.2M <—|
$1.5M
$1.5M
$20.9M

l Y1 Earnings = $1.5M Y2 Earnings = $2.3M
Y3 Earnings = $1.5M Y3 Revenue = $18.7M
$25.1M Terminal Multiple = 2.18x Discount factor = 25%
CORUM
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Presentation Notes
This is a sample look at what that comes out to be, discounted back to today’s time, ending value of $25.1 million. 



Replacement Cost

= The classic build vs. buy analysis

= Considers the time and cost to:

= Reproduce the technology
= Gain market traction
= Build a comparable customer base

= Earliest development costs likely to be
heavily discounted

CORUM

CONFIDENTIAL
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Then there is the replacement cost. The question that everybody asks, can we build it or should be buy it? Internal IT teams will say they can build it, but there may be reasons why buying may make more sense, and it’s that time to market factor, how much more can you gain today by having the software in house than spending the next 18 months building it? 



Replacement Value Analysis

Fully burdened cost per person $100,000

Number of people per year 25

Number of Years in Development 3
$7,500,000

Fully burdened cost per contractor $ 66,000
Number of contractors per year 5

Number of Years in Development 3
$990,000

Fully burdened cost to develop software $8,490,000
Time to Market Factor 1.50x

Valuation Based on Replacement Value $12,735,000

CORUM
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The way that we look at that is by taking the number of developers that have been working on this, specifically developers, not dev support or writers, people working on the code, or contracts. We take the number of people, the cost, and apply an arbitrary time to market factor. This can range in a number of values and it really boils down to how desperately the buyer wants the software. 



Valuation - Present as Late as Possible

* The marketplace may spotlight your most
valuable attributes

= Buyers may disclose preferred valuation
methods, comparables, structures & reasons

= Use the most current growth in revenue &
profits in the analysis

= Time for the auction environment to develop

You may never present a valuation

CORUM
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One of the things that we work on with the valuation, it’s shared internally, but not typically with the buyer, in fact, it serves to our purpose to save it to the end. By doing that, we first come up with a group of buyers, interested candidates, hopefully leaving to indications of that interest. First of all, that sets a pretty good level field of where the market is valuing your company. Secondly, you have enough time to perform throughout the process, so your results are improving. Lastly, the buyer may have said something that indicates they are valuing you for a certain reason that we otherwise would not have known. 
 
In most cases we don’t present it, unless there’s a very insistent corp dev person who needs to share our thinking with their management, we frequently don’t share these and keep them internal.



VALUATION CASE STU DY

IT End-Point Automation
ue: $4.3 million
Eounded: 2000 TTM Revenue: 5
” Growth: 60% Y/Y Growth

Employees: EBITDA: $0.9 million
Funding: $4.0 million Revenue Model: License * SaaS

Year 1 $7.5 $2.6

Year 2 $11.7 $4.8

Year 3 $15.1 $6.3

CORLIM
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So that’s a conceptual look at valuations, let’s take a look at a case study. This is a company that we represented two or three years ago. The data points are pretty similar, we did mask a little bit. We’re looking at a $4 million company. We have a forecast, they’re growing pretty aggressively because they just got a few new partnerships. They have strong EBITDA as well. 



VALUATION CASE STUDY
IT End-Point Automation

Unique technology that brought

immediate savings to users

Superior product offering recently reengineered for SaaS

Attractive financial profile — growing and profitable

Domain expertise in new field of Self Healing Tech

Strong management and development teams

Replacing legacy vendors, forcing them to act

CORLIM
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When we started working with them we worked through positioning and through a synergy analysis, and came to realize that first of all they offered great cost savings to the purchasers who are buying their solutions, which is why they were selling so well. They had a new kind of self-healing technology that significantly reduced customer support calls. They had a great development team in the Nordics, coming right out of the universities there. Some very strong points for this company. 
 



VALUATION CASE STUDY
IT End-Point Automation

= Decrease time to market

= Adds three tier-1 OEM relationships

= Cross-selling opportunities with mutual customers

tion into existing low tech solutions

= Simple integra

= Significant cost savings for buyer

CORUM
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The reason they got interest from buyers specifically was the final buyer really wanted their OEM relationships. They had some really top tier OEM relationships that allowed the buyer to significantly increase their margins. The buyer was more service-based. These guys brought in technology which brought in higher margins. We pushed some of these points and pulled them together to further substantiate the fact that this is a really high-level technology company that is going to improve your overall business. 



VALUATION CASE STUDY (in USD Millions)
Comparables — Public Peer Group
Market | Enterprise Trailing Twelve Months Forward

BMC BMC 47.71 8,477 7,300 1,960 643 2.47 2,140 3.19

CA CA Technologies 25.06 | 12,821 11,570 4,440 1,626 1.54 4,710 2.08

CVG Convergys 13.21 1,609 1,740 2,630 143 1.08 2,240 1.14

EGAN eGain Communications 1.35 30 33 35 6 0.18 N/A N/A

ININ Interactive Intelligence 35.95 640 438 152 23 0.55 191 1.23

NICE NICE Systems 35.40 2,220 1,850 662 29 0.69 761 2.02

PEGA Pegasystems 36.01 1,334 1,270 320 31 0.14 426 1.27
RNOW | RightNow Technologies 26.86 869 717 176 17 0.23 215 0.64

SPRT Support.com 6.76 319 236 38 (18) (0.38) 66 (0.07)

SYMC Symantec 17.39 | 13,499 13,900 5,990 1,743 0.97 6,440 1.54

VRNT Verint Systems Inc 35.18 1,290 1,710 713 84 (0.61) 772 2.62
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Going back to how we drive the valuation, we put in some public peers that are relevant, and you’ll recognize that some of these names are no longer active because they’ve been acquired, this is from two or three years ago. Specifically, what we look at with the public peers are the trailing 12-month sales multiples, EBITDA multiples, and then going forward, sales and EBITDA multiples. Out of this range of companies we’ve pulled a median multiple, applied a liquidity discount because we’re talking about a privately-held software company because it’s harder to move in one big chunk. These multiples are applied to the financial metrics that we’ve been talking about with the company. 



VALUATION CASE STUDY
Multiples — Public Peer Group

Trailing 12-Month Multiples Forward Multiples
Company Earnings Earnings
BMC BMC 3.72x 11.36 x 3.41x 14.96
CA CA Technologies I 2.61x 7.12 x I I 2.46 x 12.05
CvG Convergys I 0.66 x 12.18 x I I 0.78 x 11.59
EGAN eGain Communications
ININ Interactive Intelligence Earnings Qales
After 25% Liquidity Discount | 2.10 x 11.59 x | 1.83 x 11.22 x
Applied Financial Metric I $4,300,000 $900,000 I I $7,500,000 $1,742,000
Implied Value |  $9,000,000 $10,400,000 | | $13,725000 = $19,550,000
>l 2N | JUPPUI .LUIT - I VeeJd A LELRL I I ded U A LRLAL]
SYMC Symantec 2.32x 7.97 x 2.16 x 11.29
VRNT Verint Systems Inc 2.40 x 20.38 x 2.21x 13.43
Median Multiple 2.79 X 15.45 x 2.44 x 14.96 x
After 25% Liquidity Discount 2.10 x 11.59 x 1.83 x 11.22 x
Applied Financial Metric | $4,300,000 $900,000 $7,500,000 $1,742,000
Implied Value $9,000,000 $10,400,000 $13,725,000 $19,550,000
*nm (not meaningful) for multiples over 50x or negative CORLIM
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VALUATION CASE STUDY (in USD Millions)
Comparable Transactions

Date Purchase |Seller Revenue] EV/S

L Seller Announced| Price TTM Multiple

Consona Corp. [fka Made2Manage Systems] SupportSoft Inc. (Enterprise business)

) . . ) ) ) ) : . ) $20.0 $42.1 0.48 x
SupportSoft's enterprise business, which provides enterprise technical support software and services to digital service Apr-09
providers, corporate IT departments and managed service providers globally.
Alcatel-Lucent Motive Communications, Inc. Jun-08 $67.8 $64.4 1.05 x
Provides Interent and IP-based cable television service management software to telecommunications service providers.
Oracle Corporation Art Technology Group, Inc.
Provides a broad range of e-commerce software and software as a service (SaaS) for businesses globally. Software Nov-10 $1,000.0 $193.9 5.16 x
provides features for online payments, merchandising, email marketing, business analytics, content management and
customer service automation.
Pitney Bowes Inc. Portrait Software Jun-10 $64.1 $23.3 2.75 x
Provides customer interaction management, analytics and optimization software for businesses globally.
Pega}systems Inc. - Chordiant Software, Inc. ‘ . . . Mar-10 $161.5 $76.3 212 x
Provides customer experience management (CEM) software for the telecom, healthcare, insurance and financial services
—

Pitney Bowes Inc. Portrait Software Jun-10 5541 233 275 x

Provides customer interaction management, analytics and optimization software for businesses globally.

systems.

i?opi/?c;)er;f:c?n[gll(%jizgsgtrtsggtdl?ecp.)]air services to custo & : : the May-08 v b2 L
S Median Sales Multiple 2.10x

Convergys Corporation Jul-08 $335.0 $206.2 1.62 x
Provides interactive voice response and call center auto |mp||ed Value 59,{]{]{],{]{]{] bts.

salesforce.com

Provides contact center and sales content management software to businesses. Applications automate the dispersal of Aug-08 $31.5 $15.0 2.10x
customer service-focused information.Customers include 3M, AXA, BNP Paribas, France Telecom, Orange, SFR Cegetel,

Wanadoo and Zurich North

Art Technology Group, Inc. InstantService, Inc. Jan-10 $17.0 $5.5 3.09 x
Provides chat and email-based customer service automation and analytics software as a service (SaaS) for businesses.

OpSource, Inc. LeCayla Technologies Limited Feb-08 $1.0 $0.2 5.00 x
Provides customer metering, on-boarding and billing software for software as a service (SaaS) and web based

applications software providers. Software records and reports software usage allowing providers to offer SaaS on a pay Median Sales I\/Iultiple 2.10x

per use and metered basis.

Implied Value  $9,000,000

CORUM
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The second method of driving valuation is with comparable transactions, so we put together this list of comparable transactions going back two years. We took a look at the multiples that were available, specifically there is one company that was very similar to our client, so that helped serve as a good indicator that we were in the right range. We pulled up the multiples out of this category as well. 



VALUATION CASE STUDY
DCF Analysis

Revenues 7,500,000 11,700,000 15,100,000
EBITDA 2,600,000 4,800,000 6,300,000
After Tax Cash Flow 1,700,000 3,200,000 4,200,000
Present Value 1,400,000 2,000,000 2,150,000
Terminal Value 16,200,000
Valuation Based on DCF| 21,750,000

CORUM
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Thirdly, the DCF analysis that we’ve been talking about, we applied it to this company, and it came out at a valuation of $21 million.



VALUATION CASE STUDY
Valuation Summary

Financial Applied : . :
Comparable Public Company Analysis Metric Multiple | 'MPlied Value| Weight | Weighted Value

Trailing Multiples
Enterprise Value/TTM Revenue 4,300,000 2.10 x 9,000,000 8.3% 750,000

Trailing P/E 900,000 11.59 x 10,400,000 8.3% 870,000

Forward Multiples

Enterprise Value/FY Revenue 7,500,000 1.83 x 13,725,000 8.3% 1,100,000
Forward P/E - FY Earnings 1,742,000 11.22 x 19,550,000 8.3% 1,600,000
Total
Weighting of 33.3% 4,320,000
Method

| Total Weighted Fair Market Value $14,500,000 \

Assumptions/Definitions:
EV = Enterprise Value (Market Capitalization + Debt - Cash)

CORUM
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Here is the summary, all three methods are equally weighted, we pull them all together to arrive at the final point of $14.5 million. The easy trap to fall into is using this as the sole source and the sole point. What we’re talking about really, in the end, are ranges, and these ranges are based on the level of buyer activity, range of interest, and other factors. 



Valuation — 6 Most Common Mistakes

= Using improper revenue recognition methods
= Not providing clean financial data
= Using irrelevant and/or outdated comparables

= Comparing public to private companies without applying
a liquidity discount

= Using forecasts that do not require additional funding
= Not using the appropriate time period (TTM, FYE, etc.)

CORUM
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Here are the things that we need to remember, with valuations there are a lot of traps along the way that may throw off others when they are looking at your valuation, so we need to make sure it is clean, clear, and using all the proper methodology. In the end, we want to come up with a range. It’s not one magic number, not using one specific method that will value your company the highest, we’re looking for a fair and equal market representation of that. 



ORI
Closing Thoughts On Valuation

= A formal valuation will produce a range of values, not
one magic humber

= Employ several valuation methods to deliver a range
of values

= Similar values derived using different calculations
support each other

= Use transactions and comparables as similar to your
company as possible

CORUM
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So, in closing thoughts, valuations are always interesting and personal to talk about. It’s a company that you’ve been growing and you believe it should be valued at a fair price. The benefit of driving this process and the benefit of going through this auction environment is with the goal of having multiple parties at the table. That is the best indicator, that is the best event that can come to a valuation for you.


ORI
Closing Thoughts On Valuation

= A formal valuation will not capture the strategic value
to a given buyer

= Be sure you fully understand the unigue value
enhancers relevant to software companies

= A company is worth what a knowledgeable buyer is
willing to pay for it

= You will never get maximum value without
discussions with multiple buyers

CORUM
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 If you’re looking at a high level market overview, it may not mean as much as having those points specifically and how those buyers are going to use your company to further their standing and to further their growth generation. 



Tech M&A Guideline Percentages

@ = Buyer solicitations that result in transaction

.U " Average improvement from first offer with an
auction process

= How often another firm is willing to pay more
than the initial bidder

= Failure rate in “self-managed” tech M&A

(/A = Deals involving only one bidder that are

suboptimal
CORUM
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