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1. Background

Challenges Facing SMEs in Technology Commercializa-
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SMEs heavily relying on banks in financing technology commercialization




1. Background

SMEs even with competitive technologies face challenges in rais-
ing funds due to weak credit and collateral.
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1. Background

Death Valley: a phase where ventures/SMEs with competent technologies
easily go bankrupt due to lack of capital for tech commercialization

Inconsistency between demand and supply as policy funds are available
in early R&D phase and private funds are available in growth & maturity
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1. Background

Significance of IP Finance

To ensure that companies with strong IPRs and weak physical se-
curity receive financial support based on IP value evaluation

Support startups and SMEs
in technology commercialization

Promote economic growth spurred by
technological innovation



1. Background

Obstacles to Activating IP Finance

Lack of Information Weak Confidence in IP Value Eval- I Insufficient Market for IP Transac-
uation_ tion
Insufficient information for financial Reluctant to refer to IP valuation Difficult to reclaim funds by dispos-
institutions on companies with results in loan examination ing of IP in case of insolvency
strong IPRs

Necessity for creating a well-structured IP finance ecosystem backed by
IP utilization infrastructure, IP value evaluation and IP transaction market
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2. IP Finance Status




2. IP Finance Status

Types of IP Finance

o The value of IPs owned by SMEs or venture startups is evaluated, and the results are furnished
to financial institutions so that the companies can raise funds based on their IPRs. (KIPO sup-
ports evaluation costs, while financial institutions decide whether to provide financial

supports.)

O (Guarantee) To obtain a loan from a bank using a warranty letter issued by a warranty institu-
tion, such as Technology Credit Guarantee Fund and Credit Guarantee Fund, on the IP as collat-
eral
* |IP guarantee institutions: Technology Credit Guarantee Fund ('06~), Credit Guarantee Fund
(13~)

O (Collateral Loan) To use an IP as collateral for loans and pay the loan by disposing of the IP in
the event of insolvency

* IP collateral loan institutions : Korea Development Bank ('13~), Industrial Bank of Korea
('14~), Kookmin Bank ('15~)

O (Investment) Venture capitals recognize IP as asset, and invest directly in the IP or provide



2. IP Finance Status

IP Value Evaluation Support

O (Necessity) Financial institutions ask for a reliable IP valuation to ensure that IP can be
leveraged for guarantee, loan and investment

* IP valuation is used not only for IP finance but also for equity investment, trading, and
business feasibility analysis.

O (Details) KIPO financially supports part of the evaluation cost (50-90%) of corporate
IP so as for SMEs to be funded based on the evaluated IP value.

* The project is implemented by Korea Association for the Promotion of Innovation, and
the actual financial support is independently decided by financial institutions and investment
institutions.

O (Areas and Targets) SMEs that have and are using registered patent rights (as of
the date of application)

O (Value Evaluation Institute) The institutes are designated, when satisfying certain re-
quirements prescribed by the Invention Promotion Act to deliver reliability to financial institu-
tions on evaluation results.



2. IP Finance Status

Evaluation Institutes (15 in total)

i i Date of
Evaluation Institutes . .
Designaiton
Korea Conformity Laboratories,
Korea Testing Cetrtification,
Korea Testing & Research Institute,
Korea Testing Laboratory,
_ Korea Institute of Science and Technology Information, Feb., '07
Public (10) KorealnsiiLie for Ad o Tecrol
Technology Guaranteed Fund,
Korea Development Bank,
Korea Innovation Promaotion Association
Foundation of Agri. Technology Commercialization and Transfer Aug., 12
DARAE Law & IP Firm,
Jun., '15
WIPS
Private (5) DANA Law & IP Frm Oct., '16
Ecredible,
Sept., '17

Nice Information Service




2. IP Finance Status

Requirements for Designation of Institutes for Evaluation of Inventions

Based on Invention Promotion Act, the Commissioner of KIPO may designate an institute as invention-
evaluating institute, and may grant a full or partial subsidy of evaluation fees to a person whose invention
has successfully passed the evaluation conducted by an evaluation institute.

¢ Institutes are required to regularly recruit experts as follows.

@ 3 or more experts who are patent agent, accountant, technical engineer, Ph.D. holder,
specialist or have equivalent qualification to evaluate a technology

@ 7 or more experts with 5 years or more work experience in the area of invention
evaluation

¢ Institutes should have dedicated departments to evaluate inventions

? Institutes should have necessary facilities and equipment for invention evaluation

+ Institutes should establish an information network to collect, analyze and distribute
necessary information for invention evaluation.

+ Evaluation institutes specialized in test and performance analysis should have proj
facilities and equipment for the task.

? Institutes should have proper guidelines on such as evaluation fee calculation,
evaluation methods, and necessary infrastructure for the evaluation task.



2. IP Finance Status

Budget for IP Value Valuation

Year ‘13 ‘14 ‘15 ‘16 17
Budget for IP finance-
related valuation 16.5 23.1 35.7 32.7 32.7
(unit: 100 million won)
Cost of IP Value Valuation
SVEFE Purpose Cost Subsidy Lead time
model
Entry-level Collateral loan \5 million 50% 3 weeks
Standard Guarantee loan \6.5 million 77% 3 weeks
Intensive Investment \15 million 90% 6 weeks




2. IP Finance Status

IP Investment (investment in patent account of ‘Korea Fund-of-Funds’)

O (Necessity) Commercialization of patents owned by businesses, universities and

public research institutes; Prevention of outflow of high-quality IP rights overseas; and

Effective measures against the act of technology theft by large companies

* Case: MPMAN created the first MP3 player and obtained an original patent on it. As it went
through a liquidity crisis, its patents obtained overseas were acquired by a patent troll in
the U.S., and consequently, domestic companies now pay licensing fees to the US firm.

- In addition, a payback support fund will be established to purchase the IP rights used

as collateral, in the event of insolvency, easing the risk burden of a bank.

O (Details) Raising fund that invests in patent account of Korea Fund-of-Funds in or-
der to make investments to politically important investment targets such as patent
technologies to be commercialized

O (Investment targets ) SMEs or venture businesses that own competitive IP rights af-
ter IP value evaluation or projects run by universities or public research institutes for
IP creation and utilization.

O (Achievements) 43 investment funds were formed using government budget of 160
billion won and returned 199.7 billion won, and 602 businesses received investment of
a total of 877,4 billion won (from 2006 to 2017).



2. IP Finance Status

1. IP Guarantee

o0 (Technology Credit Guarantee Fund, Credit Guarantee Fund) Less than the evalu-

ated amount of patent rights (guarantee is maximum 1 billion won per enterprise.)

@ Preliminary evaluation &
Application Tech Fund or
: . Credit Fund

® Review of qualification &

Notification of selection

@ After patent value evaluation, is-
suance of letter of guarantee of
max. 1 billion won & establish-
ment of a pledge right on patents

@ Application

Patent-holding SMEs

guarantee letters m

Grant of collateral loans upon




2. IP Finance Status

2. IP Collateral Loan

o0 (Korea Development Bank, Industrial Bank of Korea, Kookmin Bank) Less than the eval-
uated amount of patent rights
O Max. \20 bn per business by KDB, and max. \1 bn per business by IBK and Kookmin Bank

Invest in KFoF

Korea Venture Invest-
. ment
. Fund-of-Funds Patent Account
Value evalua- Provision of
tion fc_ae sub- IPR val_ue PR collat\ |: | establishment of Joint fi- Joint fi-
sidy evaluation eral loan J ¥ | security on IPRs : :
results : nancing hancing

In\;?ntl:m Eﬁ'ua' IPR-holding SMEs
lon Institute PR guaran- :

tee value : .
evaluation :

Sell collater-
alized IPRs

Borrower
becomes Payback Support
insolvent Fund

% Payback Support Fund: to purchase the IP rights used as collateral, in the event of insolvency, easing

the risk burden of a bank
* KDB \2 bn in Sep 2013/ IBK\5 bn in July 2014 and Oct 2016/ Kookmin Bank \3bn in Feb 2015




2. IP Finance Status

2. Improvement to IP Collateral Loans

o (Establishment of Payback Supporting Organization in 2019)
In the event that an borrower becomes insolvent, a payback supporting organization pur-
chases the IP rights used as collateral from the bank, and monetizes the IP rights.
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2. IP Finance Status

3. IP Investment

o (Investors) Venture capital firms, financial institutions, enterprises, angel clubs, over-
seas investors, etc.
O Investors determine whether to invest referring to IP value valuation results.
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Investment made in companies that are to commercialize patented tech-
nologies or provide IP services or in IP projects




2. IP Finance Status

{ Growth in IP finance
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2. IP Finance Status

Korea Development Bank’s IP Based Loans

o IP Purchase Fund Loan
o (Purpose) To support enterprise to raise funds for sales or licensing of issued IP
o (Target) All enterprises except for one-man business
(*Possibly allowable if an internal IP commercialization assessment result is a certain
grade or higher.)
o (Limit) Less than 80% of IP purchase costs to be supported

o IP Collateral Loan
o (Purpose) To finance companies with IP rights on profitable products as collateral
o (Target) All enterprises except for one-man business, and establish a pledge right on IP
rights
o (Limit) The less between IP value evaluation amount and support limit per enterprise*
* Depending on a credit rating of companies and IP commercialization assessment re-
sults

o Technology/IP Commercialization Financing
o (Purpose) To financially support IP-driven businesses’ commercialization efforts
o (Target) All enterprises except for one-man business
o (Limit) No limits
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3. Key Achievements and Cases

° 7|%HL
» SW developing company for governments and businesses :

o HEAIH HYZ B
» Exported its products to 27 countries through large companies #H)

since mid-2000s, but its peﬁormfnce was poor.

> Changed it direction to export on its own, and needed to secure
funds to develop overseas market

® Loans granted: \2 bn (technology value evaluation: \5.4 bn by KDB)
o =3 B
» o2 OtAHE 3 RADAIF2E &

* InJuly 2014, it landed a contract with 2 Chinese companies to supply its web graphic de-
velopment software, expecting \2.7 bn and \30 bn in 2014 and 2015, respectively.

* In 2013, it succeeded in attracting additional investments in 15% of the stake from KDB,
and in 5% of the stake from IBK in 2014, respectively.
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3. Key Achievements and Cases

Support Achievement

(Achievement) IP-financed recipient companies experienced an increase both in

employment and sales.
» (Employment) 57.5% of the companies have hired new employees once financed.
(6.5 recruits on average per enterprise)

» (Sales) Average sales increased by P cy=x W) 3622 ')23%
0 2= [
16.5% compared to before (0F 5% == ) 4425
- (IP guarantee) 23% up from \3.6 bn
to \4.4 bn r1.|:»E =% () 5 o1 2. %“
- o =_._
(IP collateral) 12% up from \21.8 bn to \ (OF 2 24) ry = = (E—) ) 3 o: .
24.3 bn
- : o aQ,
(IP investment) 42% up from \16.6 TR 42%
bn to \23.6 bn = X
WUEEIEEL PR




Thank you!
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