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STRATEGIES TO IMPROVE SHAREHO

When the Worm
Doesn't Turn

Management's
PRI blind Faith in vari-
ous poor performing business
units confounds investors and

surely straing shareholder loyaley,
Corporare parience typically
outlasts that of Wall Sereet. It's
the “Turnaround Factor™ ar play.
When, if ever, will efficiencies
and profitability return to a par-
ticular line of business? How
soon should losses be cur if the
turnaround doesnt come?

The Classic IRO Quandary
These are complex issues with
which many IROs need to con-
tend. It gets tricky when the
CEQ acrually believes a given
business continues to hold po-
tential as the business burns re-
sources and loses money. Mean-
while, analysts and investors
clamor for change, demanding
that managers fix it fast, sell it
off or discontinue it. This is a
{consinted on page &)
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Investor Relations Meets Intellectua

by Bruce Sunstein

With more investors putting

a value on the inrellecrual

property (1P} of companies, [ROs of com-
panies that |'||.u'u Ei“!liﬁ(':lrl: reliance on [P
need to have a basic fix on this most com
plex subject.

Accounting for inrellecrual
property — such as formulas,
e |'||'|c:a|||gi;.x. Li;'ﬁiuliﬁ and

recipies — is an arcane art indeed.

It a company is defending an
infringement action in court
based on a parent klm';']n[xﬂ n-
ternally that threatens an entire line of the
company's business, this circumstance need
show up only in a footnote in the company’s
hinancial statements. Yer the situation is dif-
ferent if this same patent were recently ac-
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Property

quired by a company, and the patent is the
company last great hope for showing value

in a patent ;‘.u|1r1‘:-|||i|| recently .|:_‘L|l.|iT¢d.

Under accounting rules that recently
WENLD INto g'[.t'.nl. I|||; COMPaing i|1.il dc-
quired the parent will most likely be

obliged to engage consultants ro determine

“It’s important for investors to appreciate
the difficulties of evaluating portfolios of
intellectual property and the inherent
uncertainty that lurks bebind the precision
of numbers in financial statements.”

whether (and how much) the fair market
value of the patent has fallen below irs book
value, and to report any “impairment” in
value of the parent as a loss.

(comtinued on page 8

SOX Cost Does Not Push Small

by Nancy Prart

IROs ar small cap companies will be
pushed into challenging situations it their

-:_'I.:-II1]:I.'II| iL'\ -;I:HI.H‘II1'|_'||.°||I.' l-_tl:liﬂl-_': F?Ti'lr'.lfl:_'.

“There was a lot of hype this spring and
nmmer ti'hl! "'il['lﬂ” {';li] [} |r'|'|p:!r'|i{':'| 'n'-'(!l'.l]d
be going private as a result of the new
compliance costs associated with the
Sarbanes-Oxley Act,” said Kurt Kunert,
|_lll|.'r|i'1|!|{_'| ar [":1\.|H|:I: f'vh:l'gl_'l.\i:l!. “Bur Ihu.'
numbers so far this year haven't shown a
dramartic increase,”

Although many small companies have
entered an exploratory stage for going pri-
vare, I|::.'_1.' seern o be dec |]nin;_-; o follow
through because of the high costs and
complexities associated with a reverse
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Caps to Go Private - Yet

MNumber of Companies That Went Private
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PO, “l am curicus 1o see how the year
hinishes,” said Mr, Kunert.

Ken Stephens, CPA, at the accounting
firm of Rothstein Kass, predicted that small
caps dre waiting to go private. Small com
E’iil;i‘."\ ]i;l':'l:' |1|:'{'i| Ill-_rl'n'l.'l'l | rl.'l,'lril;"ln'l.' S0 that
they don't need to comply with some of the
SOX standards undl 2005, "You wont seea

(continued on page 5)



InveEsTOR RELATIONS NEWSLETTER

Investors Need Better Information About Exec Compensation foninued from page 4)

Delaware’s Supreme Court, has all but
issued an invitation to plaintiffs ro file
a lawsuit on this point of compensa-
tion policy disclosure.

In a recent panel discussion for
Harvard Business Review, he said, “IF
directors claim to be independent by
saying for example that they base de-
cisions on some performance mea-
sure, and don't do so — or if they are
disingenuous or dishonest abour it -
it seems to me thar the courts in some
circumstances could treat their behay-

ior as a breach of fduciary duty of
good faith.”

Make Pay for Performance
Clear to Investors

If the top three levels of the organiza-
tion have the sume shor-term metrics
and the same short-term time horizon
for planning and decision-making, then
what value does the CEQ add that is dif-
ferent from his or her direct reports? This
situation calls into question whether the
CEQ is being held accountable for the
right work or whether the CEO is being

overpaid for the work he or she is doing,

To create true pay for performance
that drives longer-term sustainable
value and appropriate disclosure for
shareholders, COMPENIESs must ajign the
following: accountability structure, per-
formance metrics, time period for mea-
surement, and compensation. &

For ﬁsrrher inﬁrm:zrian. see
wwwmycinternational.com; or e-mail
Mark Van Clieaf at
Mark@MVCInternational. com,
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Investor Relations Meets Intellectual Property continued from page 1)

Goodbye to Goodwill

In the past, the accounting treatment
for a business acquisition typically re-
garded as "goodwill” the amount by
which the purchase price for the busi-
ness exceeded the fair marker value of
the assets acquired. The goodwill was
rypically subject to a write-off over a
period of many years. The Financial
Accounting Standards Board (FASB)
came to regard this treatment as unre-
alistic. The reasoning is thar the value
of specific intangibles, such as trade-
marks, patents, and other rights asso-
ciated with a brand were neither sepa-
rately addressed nor separately valued.

Valuation of IP

The valuation of intellectual prop-
erty, and patents in particular, is a rela-
tively recent phenomenon and may
result in any of a wide range of pos-
sible outcomes. Economists, in fact, are
arguing that patents should be regarded
as “real options” and valued using so-
phisticated formulas applying to the
valuarion of options.

It is not unfair to question whether
the precision of numbers required by
the accounting profession in prepara-
tion of financial statements is suitable
for characterizing, on a wholesale ba-
sis, the value of intellectual property
assets held by a company.

Some major companies, such as [BM,
have been quire successful in developing
patent portfolios that have been licensed
widely and that have produced substan-
tial revenue streams. Otther firms, such
as Bayer, develop patent rights thar cover
their products but do not emphasize li-
censing these rights widely to others. Can
it be said that for a given dollar of rev-
enue, the IBM patent portfolio is worth
more than that of Bayer?

The elusive gual of greater transpar-
ency in financial reporting for intangible
assets, and intellecrual property in par-
ticular, remains a distant one. It's im-
portant for investors to appreciate the

difficulties of evaluating portfolios of
intellectual property and the inherent
uncertainty that lurks behind the preci-
sion of numbers in financial statements.
The next best thing to'a spe::iﬁc sl:ud}f
of items in a company’s portfolio of pat-
ents and trademarks is a feel for the cor-
porate culture of the company. [ROs can
work to educare investors in the area of
corporate culture as well as the key
points of financial statements, &

Bruce Sunstein is a partner at Boston-
based Bromberg ¢ Sunstein LLE For
more informatian, please contact Mr.
Sunstein at 61 7-443-9292 or
bsunstein@hromsun.com,
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