Chapter 3 Case Studies in Intellectual Asset-Based

Management Evaluation Finance

Chapter 3 summarizes case studies, in which we will make financing decisions for fictitious
model companies by utilizing each standard format sheet applicable for their business flows, based
on the ideas developed in intellectual asset-based management evaluation finance.

In case (1), a small-to-medium-sized electronic parts manufacturer needs to make investment so
it can capitalize on its production know-how and gain new customers. From the point of view of
financia institutions, we will discuss financing that meets the funding needs. This case assumes that
the company has incurred a loss in the previous fiscal year due to its main long-time client, a major
electric company, being in a business dump. It also assumes that the company attempts to break
away from loss by bringing in other prospective major electronics companies, thereby expanding its
current business. By examining the capital investment loan needed to close a deal with new
customers, we will review credit approval and outlook for funds collection, based on the future cash
flow projections of the enterprise as awhole.

In case (2), asmall- to medium-sized mechanical enterprise is tackling new business that uses its
patented new technology as its core intellectual assets. We discuss its financing needs, in terms of
development (including development materials) and operation. This case assumes that the subject
enterprise attempts to grow by conducting new business with the technology it has developed, under
circumstances wherein it is difficult to secure the profitability of the existing business. From the
standpoint of financia ingtitutions, financing for the new business is evaluated, comprehensively
considering such factors as business prospects of the new business based on intellectual asset-based
management evaluation, trial projections of future cash flows, and valuations of intellectual assets.
In this case, we utilize valuation reports on patent rights prepared by athird party institution.

In case (3), we review an emerging new outdoor leisure products enterprise in its growth stage.
We will discuss its financing needs in terms of expanding the existing business flows based on its
brand power (trademark) as the core of the intellectual assets. The subject enterprise is like a new
fabless business, in that it does not possess such mortgage assets as land or buildings, and thus from
the standpoint of financia institutions, we analyze credit approval based on the prospects of the
future business and valuation of trade mark rights, and then we discuss financing for the enterprise.
In this case, we utilize valuation reports on trade mark rights prepared by a third party evaluating
institution.

The outline below shows the business assumed for the enterprise in each case, the status of the
financing needs, and a sales projection diagram.
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Figure 3-1 Assumptions on Business and Financing Demands for the Subject Enterprises,
and Sales Projections
Case (1): Manufacturing and sales know-how (manufacturing business)

Assumptions [Sales Projection]
Industry: Manufacturing (electronic parts)
Core Intellectual Assets: manufacturing know-how
and sales

Business Plan: Business expansion through contracts

with new customers

Existing business (single)

Funding Demands: Investment in plant and
equipment

Evaluation of Intellectual Assets: Business feasibility
and future cash flows

Judgment on finance is made based on an Intellectual Asset evauation for the entire corporate
master business plan, including the business plan for new customers.

Case (2): Technology (Patent Rights Edition)

Assumptions [Sales Projection]
Industry: Manufacturing (Mechanical Industry)
Core Intellectual Assets: Patents

Business Plan: New business based on new Credit approval pro
technology l New tethnology
business

Funding Demands. Development and parts expenses Existing business

Evaluation of Intellectual Assets: Business prospects,

future cash flows and evaluation of Bxisting business

intellectual property

Judgment on finance is made by comprehensively reviewing an Intellectual Asset evaluation and
the profitability of individual finance deals to be made for the new business, and a comparative
analysis of such assets and profitability from the perspective of existing business.

Case (3): Brand Power (Trademark Rights Edition)

Assumptions [Sales Projection]

Industry: Retail (clothing industry)
Core Intellectual Assets: Trademark Rights
Business Plan: Business expansion capitalizing on the Credit approval proc
brand

Funding Demands: New shops and operating funds

xpansion ¢f sales
NS

Evaluation of Intellectual Assets. Business prospects, Bxisting business and arket

future cash flows and evaluation of

intellectual property

An Intellectual Asset evaluation is made for the business expansion plan accompanied by an
expansion of sales channels, and the credit approval process based on this Intellectual Assets
evauation is used to make judgment on the finance.
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Case Study (1)
Credit Approval Process by Evaluation of
Intellectual Asset-Based Management
Know-how (Intellectual Asset-Based Management

General Edition [Manufacturing Business))
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1. Case Study (1)
Credit Approval Process by Evaluation of Intellectual Asset-Based

Management Know-how (Intellectual Asset-Based Management General
Edition [Manufacturing Business])

(About this case study)

In this case study, we make finance decisions for a fictitious company, based on interview
sessions and fiscal information etc. through the use of the sales flow chart for intellectual asset-based
management evaluation finance and sales tools. It should be noted that this case study is a simulated
case study for training purposes and supplements the explanation material for sales tools, and
therefore the descriptions shown are not factual.

Case

Mr. Yamano, a sales representative at Kyosan Bank, has been in charge of Fujimoto Electric
Company (hereinafter called FM), which manufactures printed circuit boards (hereinafter called
PCBs), for one-and-a-half years. FM delivers prototype PCBs to be used in prototypes of
electronic equipment developed by a major electronics company. The current president of the
company, who had worked as an engineer for a PCB manufacturer, was recruited to the company
fifteen years ago by his predecessor.

FM started operations twenty years ago. Although it was a small subcontractor factory at that
time, it began to grow fifteen years ago when major manufacturing Company S started running its
manufacturing subsidiary in the Tohoku area and became a large trade client for FM. However, FM
has suffered since Company S withdrew from the small notebook computer business two years ago.
Despite top management's efforts to expand sales by gaining new customers, FM was unable to
make up for the lossin salesto Company S, and posted aloss in the previous fiscal year.

Mr. Yamano was impressed by the management policies of FM's president and the sales efforts
of the top management, and he recognized that gaining a new customer base was a major issue for
the company’s management. Therefore, Mr. Yamano introduced Company P, which Kyosan Bank
finances, to FM. Company Pisamajor electronics company whose main business is the manufacture
of large flat-panel displays (FPDs) and its flagship factory is located in the Tohoku Region. Mr.
Yamano was told by the president of Company P that the company had noticed FM's technology, and
the president indicated that Company P may consider making a contract with FM. According to the
president, if FM wished to obtain a contract with Company P, it would be necessary for FM to invest
in partia improvement of its prototype manufacturing line in order to accommodate Company P's
request to produce large PCBs. Such investment would cost 90 million yen. Against this background,
FM has now requested Kyosan Bank to conduct a feasibility study regarding financing the
investment. Mr. Yamano, in making the evaluation, is concerned with the issue of whether FM can
continue to obtain contracts with Company P.
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(Points of consideration)

Company P is paying attention to FM's technological competence, but one of the issues in
evaluating the finance is judgment on whether credit can be approved through verification of the
business prospects, in terms of whether FM could capitalize on its technological power to obtain
continuing contracts from Company P, a new customer for FM. The land and the buildings of FM
have aready been pledged as collateral to the full extent of their appraised value. Asfor the facilities
to be purchased, the market for such facilitiesis so limited that it would be difficult for FM to repay
the loan by selling the facilities after collateralization. So we need to examine the feasibility of the
business and its profitability.

In this case, the point is to estimate overall aspects of know-how and intellectual assets and
thereby make final judgment on credit approval for the finance, where risks concerning development
and sales are inherently involved.

(Assumptions)

(1) Corporate profile
Company name: Fujimoto Electric Company
Establishment: Established in May 19XX
Employees: 41 staff
Capital: 15 million Yen
Share holders. Current president: 50%; previous president: 50%
Major clients: Mgjor Electronics Manufacturer
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(2) Financial Information

Balance Sheet

(Unit: thousand)

The 18th term The 19th term The 20th term

Assets

Cash and deposits 23,454 23,148 20,103
Accounts receivable-trade 45,000 42,000 38,000
M erchandise/finished 29,000 28,000 27,000
goods

Other current assets

Current assets 97,454 93,148 85,103
Tangible fixed assets 197,000 191,000 185,000
Intangible fixed assets 2,000 2,000 2,000
Investments, etc. 3,000 3,000 3,000
Total assets 299,454 289,148 275,103
Liabilities

Accounts payable-trade 37,000 36,000 36,000
Accounts payable-other 14,000 13,000 13,000
Short-term loans payable 80,000 120,000 120,000
Other current lighilities

Current liabilities 131,000 169,000 169,000
Long-term |loans payable 120,000 110,000 100,000
Non-current liabilities 120,000 60,000 50,000
Total liabilities 251,000 229,000 219,000
Shareholders' equity

Capital stock 15,000 15,000 15,000
Capital surplus 33,454 45,148 41,103
Total shareholders’ equity 48,454 60,148 56,103
Total liabilitiesand

shareholders eqity 299,454 289,148 275,103
Profit and Loss Statement (Unit: thousand)

The 18th term The 19th term The 20th term

Net sales 487,305 468,562 442,040
Cost of sdles 324,578 318,214 315,063
Gross profit 162,727 150,348 126,977
Sdlling, general and

administrative expenses 126,628 124,757 123,522
Operating income 36,099 25,591 3,455
Non-operating income

Non-operating expenses 5,790 5,100 4,500
Ordinary income 30,309 20,491 -1,045
Extraordinary income

Extraordinary loss 1,000 1,000 3,000
Income before income taxes 29,309 19,491 -4,045
Income taxes 11,723 7,797

Net income 17,586 11,694 -4,045
Retained earnings brought 15,868 33,454 45,148
forward

Unappropriated retained

eamings 33,454 45,148 41,103
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Summary of Interview Sheets etc.!

(1) Simple Interview

Responding to the request for finance, Mr. Yamano, in order to grasp the outline, carried out a
simple interview. In the business unit of FPD of Company P, the task has been to generate demand in
the market by introducing products at key times during sales promotions. However, with the current
trend of increasing the size of PCBs to be installed in eectronic parts, there have been mounting
problems due to warped and twisted PCBs, and thus it is difficult to carry out development
according to time schedules, which is of paramount importance to the company.

On the other hand, FM is very competent in manufacturing PCBs with little warping or twisting.
Company P has been paying attention to this technological competence and has started relevant
technological study and verification. FM's technological competence is its know-how, which it has
established through continuing innovations in heat treatment to prevent warping and twisting in the
process of manufacturing PCBs, taking advantage of the engineering experience of the president,
who is a material engineer. According to the interview, few of the comparable speciaist
manufacturers of prototypes have been able to improve the technology beyond the initial crafting
stages.

An interview was held regarding the outlook of profitability of PCBs to be sold to existing
clients and new customers. Asaresult, Mr. Yamano has reached the conclusion that it is highly likely
the profitability of the enterprise as a whole will be improved through increased orders from
Company P and by efficient cost reduction with regard to existing clients if new facilities are
introduced.

Mr. Yamano received the impression that FM could improve its business by obtaining contracts
from Company P, but it requires financing of 90 million yen. He has realized that it is necessary to
verify the elements of intellectual assets, other than the manufacturing know-how, that could support
continuing contracts from Company P, and to continue identifying details for business prospects.

(For the interview results, please refer to (1) Simple Interview Sheets.)

(3) Intellectual Asset-Based Management Evaluation (Business Prospects)
Interview

A detailed interview in accordance with the Intellectual Asset-Based Management Evaluation
(Business Prospects) Interview Sheet was also carried out. First, by using the business flow chart, we
captured in detail how technological study and verification was made with Company P and the
specific prospects for salesin the business.

There was significant progress, in that technical meetings between Company P and FM, and a
quality examination and mounting test were completed for samples of the three types of PCBs after

1 Numbersfor the interview sheets that are not used in this case study have been skipped so asto maintain
consistency with the interview sheets numbers for the Patent Rights Edition and the Trademark Rights Edition.
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delivery, and athough conditions apply, the samples were approved in a substantial sense. In the
next step, it is necessary to conduct a confirmation test using samples manufactured in the facilities
that are planned to be newly introduced.

The business unit of FPD of Company Pisin the process of making the decision to adopt FM, in
lieu of one of the three manufacturers they are currently using, whose quality in terms of warping
and twisting is not good enough. In an authorization test of parts, FM's technological competence
received a high evaluation, but in order to avoid risks stemming from concentrating contracts in one
manufacturer, Company P considers that some 30% of the types of equipment under development by
Company P should be contracted to FM. Company P aso considers that it may increase the contracts
to 50% or more of the equipment types depending on FM's future track record.

However, continuing contracts of prototypes may not be stabilized, unless time schedules for
deliveries to Company P are strictly adhered to. Therefore, FM’s sales and services system was also
confirmed. The design division of Company P and the sales, design, and manufacturing divisions of
FM, showed progress in consultations in an attempt to share a communication system chart for use
when problems arise and a manual on problem-solving measures. The above chart and the manual
are forms of FM's know-how that supports its high rate of making deliveries according to time
schedules, and the contents thereof are similar to those FM shares with its other clients. In the
interview, FM aso explained that it has data showing that this sales and services system has enabled
it to have atrack record of almost 100% on-schedule deliveries.

(For interview results, refer to the Interview Sheet for (3) Intellectual Asset-Based Management
Eva uation (Business Prospects))

(5) Intellectual Asset-Based Management Evaluation (Profitability) Check

Analysis was made of future cash flows of FM as a whole, based on business plans for orders
from Company P for products aready proposed by Company P, and orders from the existing clients.
The underlying scenario for future cash flows has been chosen from those estimated in a
conservative manner and has been set as the standard scenario.

According to the business outlook, if experienced analysts of sales and design data were
stationed (in places designated by Company P), the entire staff cost for FM would increase, but by
transferring some of the staff dealing with the existing clients, the additional cost would be kept low.
Also according to the outlook, the profit margin of the overall company's sales would improve
thanks to profits from Company P being made possible by the new facilities in addition to profits
from existing customers.

It is expected that the deals between FM and Company P will progress in a stable manner and the
subject for the use of the funds is definite. According to the results of the profitability analysis, it is
possible to collect the loan of 90 million yen within four years even based on the standard scenario
conservatively conceived given the sales plan proposed by FM.

(For details, refer to (5) Intellectual Asset-Based Management Evaluation (Profitability) Check
Sheet)
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(6) Intellectual Asset-Based Management Evaluation Finance Check

In order to process the work for corporate credit approval that factors in the expected orders from
Company P, and before sending out a circular to receive approval of the decision, we began to
prepare a check sheet for intellectual asset-based management eval uation finance.

Although it would be the first deal between FM and Company P, it appears that Company P is
firmly committed to placing orders, considering that the manufacturing know-how would resolve
Company P's technological problems, FM's sample products passed Company P's strict parts
authorization test, and much progress has been made in the plan to switch from rival Company M to
FM.

It was confirmed with an expert marketing survey institution that the outlook for the FPD market
is holding steady and Company P has a high global share, so it is unlikely that the company will
withdraw from the businessin the short future, although competition in the market isfierce.

Further, at the initial stage of the deal FM will receive 30% of Company P's orders related to the
products it is developing, and if FM builds up a track record of maintaining quality and delivery
schedules, it is unlikely that the initial agreed share of 30% will decrease. Rather, it is highly likely
that the share would rise in the future due to FM's products being of higher quality than those of its
rivals.

In order to thoroughly implement the principle of quality-first and adhering to delivery schedules,
management has been making progress in consultation between each division of FM and the design
and purchase divisions of Company P so as to enable them to share a communication system chart
that reflects know-how regarding problem prevention and a manual on problem-solving measures.
Thus, FM has been gaining the confidence of Company P concerning FM's organization. Therefore,
once sales begin, it is expected that sales activities and manufacturing work will be conducted in a
stable manner in order to ensure that deliveries of prototypes adhere to schedule, based on a
sophisticated tie-up with Company P.

From the above, it is considered highly likely that the cash flows from Company P will be
achieved, taking into account, with comprehensive judgment, customer needs, market outlook,
relationships with competitors, and the status of persons involved who may affect the subject
business.

(For details, refer to (6) Intellectual Asset-Based Management Evaluation Finance, Check Sheet)

Process in line with Finance Flow

(1) Direction of Intellectual Asset-Based Management Evaluation Finance
(Day-to-day collection of business information)
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Responding to the request for finance, an interview was conducted, utilizing (1) Simple
Interview Sheet, in order to deepen the understanding on FM's technological competence and on the
status of the consultation made with Company P.

FM's manufacturing know-how is technology that cannot be easily duplicated by people from
other expert manufacturers of PCB prototypes and the technology fulfills Company P's needs, as
confirmed by the interview. A further interview was made with attention focused on the outlook for
improvement in profitability due to orders from Company P, a mgor electronics company. The
president is enthusiastic about quality control and has been active in responding to requests for
improvement from clients. If FM succeeds in obtaining new orders from Company P, its business
with Company P will most likely continue.

In response to the request for the finance for the facilities investment, a consultation was held
with related persons from the bank. As a result, we came to the conclusion that progress should be
made in finance, in view of the point that it is highly likely that the new business will be successful,
taking into account FM's manufacturing know-how, which is its core intellectual asset of major
importance.

(2) Use of intellectual asset information in corporate rating and trading policy

A detailed interview was conducted on business prospects for FM by utilizing (3) Intellectual
Asset-Based Management Evaluation (Business Prospects) Interview Sheet. It is very likely that
FM'’s technology will meet the needs of Company P due to the fact that substantial approva was
obtained in the parts authorization work. The outlook for FM's technology is bright, in that it will
most likely be utilized as the core element for the business. Further, we confirmed that the systems
of well-managed personnel control and quality control are reflected in the communication system
chart and the manua on problem-solving measures. By combining these sets of intellectual assets,
the business with Company P will be organized and it appears more certain that the scenario for
future cash flows based on the business expansion plan will be realized. Despite a loss in the
previous fiscal year, if profit can be expected by installing new facilities to gain orders from
Company P and by improving the profitability of the existing business, then examination of the
possibility of the loan collection by reviewing the future cash flows of the company as a whole is
possible.

(3) Use of intellectual asset information in the process of credit approval

Utilizing (5) Intellectual Asset-Based Management Evaluation (Business Profitability)
Checksheet, we prepared the projections of the future cash flows based on the entire sales volume of
the company by summing up the business for Company P and that for the existing customers. Then
we reviewed the prospects for repayment of the funds.
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The issues of utmost importance in evaluating stability in the forecast of the future cash flows are
how likely it is that Company P will place orders with FM and the extent of the volume of the orders.

We made a review based on the standard scenario (conservative scenario for customer plan) that
takes into account, possible reductions in the orders received from Company P and the existing
customers. As a result, the funds for the facilities' investment will be repaid within four years,
according to the review. Although we need to conduct periodic reviews on such matters as order
plans for prototypes from Company P, we consider that the business situation will improve if
businessis started with the new customer, Company P.

(4) Comprehensive judgment of creditworthiness

By utilizing (6) Intellectual Asset-Based Management Evaluation Financing Checksheet, we
identified inherent risks involved in the business concerning profitability, risks regarding concerned
persons and competition. Coupled with the information from the Intellectual Asset-based
Management Evaluation (Business Prospects) Interview Sheet, we completed a comprehensive study,
which led to the following considerations.

We completed a comprehensive review of the information on FM's intellectual assets. The results
show that competitive manufacturing know-how could serve as a source of revenue and that
synergies are produced among such related intellectual assets as the manual on problem-prevention
measures for the purpose of thorough adherence to delivery schedules, and human assets of the
executive manager. Thus it is very likely that the business with the new customer, Company P, will
be successful. Further, FM's customer-related assets could be improved significantly, in
consideration of the marketability of Company P's FPD business, and Company P's position in the
entire industry. Hence it is expected that FM's entire sales will expand as a result of the business.

Asfor this finance case, there is an inherent risk regarding development: afinal authorization test
for sample delivery may be imposed after the facilities are invested in and such samples are
produced thereby. However, there is little technological difference between the existing facilities and
the manufacturing facilities to be introduced, in terms of temperature control, which is apart of FM's
know-how. So it is considered that the development risk could be mitigated to a certain degree. On
the other hand, there is also an inherent risk regarding sales, namely, that Company P has not yet
placed firm orders. However, taking into account, in a comprehensive manner, the progress made in
consultation with Company P, it is estimated that the risk islow.

There is a causal relationship between the qualitative information on intellectual assets and the
underlying assumptions of the future cash flows. From now on, it is necessary to periodically
confirm the status of the order plan from Company P. Based on the standard, conservative scenario
of the future cash flows, it highly likely that the funds invested will be collected within four years.
We of the bank, have decided to execute the financing of 90 million yen as proposed by FM and
enter final fine-tuning negotiations regarding the detailed terms and conditions for the finance.

119



(A-1)
(YY/MM/DD)
(2) Simple Interview Sheet

Intellectual Asset-Based M anagement General Edition (M anufacturing Business)

Company name

Fujimoto Electronics Company

Representative Hidenobu Matsukake
Contact person Y asuyuki Suzuki
Contact 03-1234-5678

Business description

Manufacturer specialized in prototypes of printed circuit board

The current president of the company, who had worked as an engineer for a PCB manufacturer, was

in adopting the product

S 9 Manager’s career recruited to the company fifteen years ago by his predecessor who wasimpressed by his skills. He has
g z history and knowledge on material characteristics. He contributed to improving quality control system. He conducts
T [T sales activities to expand customer base. (Other information concerning the manager will be collected at the
qualifications i )
timeof Interview (3).)
o)
el Z]
%” z Core product Specialized in manufacturing trial products on highly dense, multi-layer printed circuit board (= printed basg
'_
. Traditional main products are prototypes (trial products) of electronic devices developed by major eectric
Product’sintended  [companies (mobile phones, liquid crystal televisions, flat-screen notebook personal computers, etc.) The
purpose company plansto supply large-sizeflat-pandl display (FPD) for Company P.
Nearly all the steps of the manufacturing of prototypes of printed basal boards are closed in housein
Prefecture A in the Tohoku region. (Circuit light exposure, circuit forming etching, though-via hole, high
Production system multi-layer, electrical insulation coating. silk-screen print for identifying mounting machinery.) The design
%) center islocated in Ota ward where the design data for CAD (Computer-Aided-Design) are taken in from
g customers.
B Specialized in manufacturing printed basal boards with restricted warps and twisting at finishing stage.
_5 Features of the Normally, warps and twisting could be easily caused in a short-time delivery in which heat treatment and
g technology water-washing treatment are repeatedly conducted.
é Competi tors and their Most of specialist manufagurers of prototypesimpose press processing forcibly after thg product finishing.
5 However, warps and twisting could be easily reproduced and troubles occur eventually in component
Strengths and mounting, during the heat treatment of Handa reflow process at the component mounting stage. Further, it is
weaknesses not desirable to add the press processin view of super-short time delivery.
The selection of material and the method of controlling temperatures and time to restrict the warps and
twisting. The current president established the current technological know-how, through accumulating
Presence of know-how |technological datatested by requests from manufacturers of printed basal boards since he wasinvolved n
in manufacturing printed basal boards when he was a material engineer, and through making use of such
data for the manufacturing of the printed basal boards.
Some 40% of the entire orders are made by a major electric manufacturer, Company S, whichisalarge
0 order customer (thin flat type for mobile phones, and high multi-layer type for liquid crystal television).
% (Prospective) buyers |Another customer, Company P, which isa second largest manufacturer of large-size FPD built-in-
o televisions requested that trial products be ddlivered and conferences are in progress. When the orders from
g the Company P become firm, the entire order volumewill likely increase by some 15 to 20%.
.5 The printed basal boards with little warps and twisting at the finishing stage would not cause warps and
g Advantage to the buyer |twisting even at Handa reflow process of automatic component mounting. As a result, there are few
14 problems in automatic component mounting and the automatic component mounting can be made with

precision.
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(A-2)

3. Profitability
(Unit: million yen)
The 18th term The 1£_)th term The 2(_)th term The 21t term The 22nd term
Profitabil ity (Preceding term) (Preceding term) (Current term) (Next term)
March XX March XX March XX March XX March XX
" Estimated revenue (Total) 487,305 468,562 442,040 419,040 470,340
g Unit price] 1,249 1,260 1,364 1,184 1,307
T Volume 390 372 324 354 360
-% Estimated expenses (Total) 456,996 448,071 443,085 402,047 427,869
% Development costs
g Production costs 324,578 318,214 315,063 296,675 316,407
Unit price] 832 856 972 838 879
Volumeg 390 372 324 354 360
Balance 30,309 20,492 -1,045 16,993 42,471

4, Use of funds

The funds of 90 million yen are needed for facility investment for improving manufacturing cost for large-size multi-layer basal boards of Company P
and for the existing clients.

(2) 35 million yen for light exposure devices for plating printed circuit boards.
(2) 45 million yen for devices of circuit forming etching
(3) 10 million yen for workstations tail ored exclusively for taking in design data from Company P.

5. Note
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(A-3)
(YY/MM/DD)

(3) Intellectual Asset-Based M anagement Evaluation (Business Prospects) I nterview

Sheet

Company name

Fujimoto Electronics Company

m Business flow

Interview items

Responses

Organizational assets

The company implemented manufacturing amodel trial product which isidentical to the printed

g basal boards of the three traditional types of Company Pslarge FPD. The company obtained
o : substantial component authorization from Company P in delivery tests for such components as can
® Timeframe of past be produced in the existing manufacturing lines. As for actual mounting tests, actual component
g development mounting was conducted for sample components and it has been verified that sound features of
g basal boards are identified and |ess warps and twisting are caused than other basal boards.
T
g Past development funds | Particular cost for the development isnot incurred becauise the trial products are manufactured in
(Labor costs, number of  [the existing manufacturing lines. The additional material cost islessthan 300 thousand yen.
E plants, and parts &
components

Time framefor future

It Plans to manufacture prototypes of large basal boards to be sold for the future, after fiveyears,
by using the subject manufacturing equipmentsto be newly introduced.

plants, and components

development
Future devel opment funds The funds for the subject manufacturing equipments to be newly introduced. The required amount
(Labor costs, number of is90 million yen. No funds are required for the devel opment.

stages)

Existence of a development
process chart

Future devel opment efforts

The schedule control chart for the devel opment was prepared and according to the chart, internal
test will be conducted after one month after the new equipment isintroduced. Further, when the
ordersare actually received for the prototypes, strict delivery control will beimplemented. For the
implementation, conferences are already made with Company P concerning the matter of the order
flow chart, covering inter-relations among the design team of Company P, D Electric Company,
each department of FM (sales, design and taking-in of data, and manufacturing of basal boards),
for the management of the flow chart such asthe preparation of the chart.

Future challengesto
development
(excluding funds)

(If in the middle of development or improvement

Although there was a need to execute technological verification on the samplesto be made by the
new facilities, but the verification step would not give a large impact on the manufacturing know-
how on warps and twisting and so the verification can be replaced by alevel of confirmation test.

(1) In-house manufacturing

Interview items

Responses

Breakdown of production costs
(Variable costs such as materials and labor
costs

The rate of manufacturing cost in thefiscal record of the previous year is 75% and the general and
administration cost for 25% and the profitability isin difficult conditions. However, by introducing
new equipments, it is expected that both of the above rateswill largely improve. (For details, refer
to the cogt table of the customer)

The additional manufacturing equipment cost is 90 million yen intotal. The term for accounting

[2] - .
g " Manufaqun ng equi pm?”‘ OO?S . depreciation is planned to be five years. Together with the depreciation cost of the existing
(Initi driomndwf;i:mw iuot('j)'za“ on manufacturing facilities, the total depreciation is estimated at some 18 million yen annually.
g ) epi per
= The existing manufacturing lines of prototypes of basal boards, located in Prefecture A, have
N . i sufficient capacity for the subject operation. The subject operation iswell within the maximum
@ Production capamy capacity of the past. Even in case the orders from Company P on large-size FPD share 70% of the
5 (Pants and equipment) total, till the existing facilities plus the subject equipments newly planned can accommodate the
operation.
Periodical maintenance on the equipment isrequired oncein half year and the maintenanceis
Maintenance system managed according to the maintenance manual .
It isplanned that the same materialswill be purchased with those for the existing customers.
._%‘ Raw materials suppliers (Cupper plated external components, internal components, and adhesives)
[%)
o
-% % Planning to purchase light exposure deviceswhich isfor plating of distribution circuit to be newly
E Manufacturing equipment suppliers bought, and etching devices for circuit forming. Both of the devices are planned to be purchased

from the same manufacturers of the traditional equipments.
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(2) Outsourced manufacturing

(A-4)

Interview items

Responses

Contract manufacturers

There are no outsourcing consignments for the manufacturing of prototypes of basal boards, asthe
manufacturing isall in house. (Thereisan outsourcing consgnment for surface treatment after the
completion of basal boards. However, Company P's specifications do not require this surface

1) treatment.)
% Same as above
o Production costs
@ Same as above
ke Existence of a manufacturing license
® |agreement (Provision of now-how and product]
E liability
Same as above
Maintenance system
Interview items Responses
Themain clientis Company S, amajor eectric manufacturer. FM mainly deliversthin type basal
. boards for mobile phones and multi-layer type basal boardsfor liquid crystal television. Thisclient
Existing buyers occupies some 40% of the entire sales, but the current sales from the client are less than 200
million yen, down from 300 million at its peak time.
Confirmed buyers (Conferences are in progress on new orders from Company P as explained below.)
%) (Timeto start sdlling)
% Company P, amajor eectric manufacturer, isthe second largest manufacturer of large-size FPD in
a i . terms of global share. The test on product features has been completed in the existing
= Prospective buyers under negotiation {1, facturing lines, and obtained informal but substantial authorization. After one month, delivery
5 (Timeto start selling) of samples for confirmation testswill be made by the new equipments. The delivery of prototypesis]
w planned after six months.
T
12 Inthelatter half of 2009, it is planned that four prototypeswill be ordered per month, and saleswill
be some 7 million per month. For the coming year, based on the devel opment plan of Company P,
(Monthly) salesvolume and sales it is planned that the orderswill have a share of 30% in the large-size FPD prototypes market.
Contract distributors (Direct sales system)
(If any)
B (Seethe attached table.)
5,
§ g Selling price
@
2
O

m Business features

Interview items

Responses

Relati onship assets

Grounds for product demand
(Costs, added value, and substitute demand)

Printed basal boardswith little warps and twisting can significantly reduce troubles at automatic
mounting stages of the client's components, thereby contributing to keeping the client's
development schedule of the prototype equipment. High temperature heat is produced when
components are mounted automatically at client's sidesin manufacturing steps of Handa reflow,
and warps and twisting at the time of delivery of basal boardswill be deteriorated. Such troubles at
the actual mounting stages have been causing time lossin actual mounting stages of prototypes.

Stability of customers needs
One-time order/periodical order and
adoption cycle

Target customers and market size
Fields, salesfigures, regions, etc.

Prototypes of large-sizeflat display of Company P. The subject market isat growing stage even
globally, and Company P plansto expand development models.

Organi zati onaf

| assets

Salessysem

Internal interplay among sales, design, and manufacturing is respected in the business and the
businessisatimeliness-oriented business and of direct sales. It plansto share with the design
division of Company P, the communication chart and the manual for measuresfor claims or
troubles at the time when troubles occur. These things constitute the know-how that supports strict
delivery performance rate of FM.
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(A-5)

Interview items Responses
The business units of large-size FPD of Company P are employing K Company, L Company, and
M Company—manufacturers specialized in prototypes of printed basal boards. P Company
authorizes D Electric Company as a mounting factory which enables high dense mounting, and
Known competing products inga]lalion of structural cqmpoqents Unlike, gther departrpents of the P Company, the bus'ngs
unit of P Company has no intention of employing a specialist manufacturer on short-term delivery
basal plates and component mounting and no intention of employing a prototype specialist
company of one stop type.
The prices of the estimates for the subject business of other competitors are almost in the same
) ) range. (The unit price of trial basal board and the expenses for light exposure films and each type of|
" Competing products’ prices | mask films required for the manufacturing of trial basal boards and the total of the prices)
= Com The breakdown of share by the prototype manufacturersin terms of the number of prototypes of
5 pany ) large-sizeflat panels ordered from the business unit of Company P, under the current situations, K
2 product’'s Competing products sales i iti
® advant Company for 40%, L Company and M Company for 30% respectively. However, it is planned that
% antages and customers M Company will be replaced by FM because the finishing quality of M Company’s productsislow.
2
o The rival manufacturers specializing in prototypes of printed basal boards have not crafted details
Competing products yetto prev_ent warps and twisting ant_i i_t is_ expected that Company M will fail to. obtain
advantages and disadvantages| authorization. ;ompany L alsovhasflnl shing troubles and the company has received requests from
Company P to improveitsquality.
Nothing in particular.
Known substitutes
Crafting technology to avoid causes for warps and twisting as much as iblein the process of
Company’ s strengths and m 9 R oy ps 9 poss P
anufacturing.
weaknesses
(1) Analysis of technology
Interview items Responses
Since he was a material engineer of glass-epoxy plastics, the current president has|ong been
) accumulating technological data through conferences and inquiries from mass manufacturers of
Reasons for the establishment of the company’| printed basal boards for preventing warps and twisting. The president thus established
%) sproprietary technology manufacturing and technological know-how on heat treatment at manufacturing stage of printed
g basal boards and on heat control methods.
el The strength is that the company can manufacture basal boards with little warps and twisting at a
o Features of the technology cost equivalent to that of other competitors. Unlike other competitors, the company is superior in
g (Strengths and weaknesses) terms of delivery schedule control of manufacturing, for thereisno step of flattening pressurization.,
% (Cost barriers and adoption barriers)
j=
o Mass manufacturers of basal boards are practicing manufacturing products to prevent warps and
. . . . twisting. However they do not have much competence on such manufacturing in super-short time
Comparison with competing technologies | frame of delivery schedule, as their delivery is based on massive manufacturing schedule with
relatively thick allowances.
S0 The principal developer of the manufacturing know-how isthe president of FM. He has thorough
£ g Primary developer’s career outline knowledge on material technology as he has been involved for 15 yearsin material development of
7 printed basal boards.

(2) Analysis of know-how

Interview items

Responses

S The core of the know-how is the heat control method on heat treatment, washing/cleaning, and
B 2] drying treatment. Specific methods of temperature control are in area with certain nature that may
N % Unpatented know-how not allow for patent applications. The know-how of the temperature control methods are written in
é, = (Trade secrets, etc.) the manufacturing specifications, but it would not be easy to emulate the methods, as the methods
o] have certain relations with manufacturing facilities.
[=37] The design of the facilities between each manufacturing step is supported by experience of the
g % Unpatented technology general manager of manufacturing and technol ogy.
I
(3) Analysis of manager
Interview items Responses
Quality and delivery time are considered important. The manager aims to maintain the relationship

" Manager’ s business strategy with the existing clients.

% He obtained confidence from clientsin the attitude whereby connecting requests from the existing

= Manager’s marketing expertise clientsto the businessimprovement. It appears that from new customers, confidence is nurtured

=S step by step in daily communications.

% In response to the order reduction in the past, the reduction of labor has not caught up, because

Manager’ s financial management skills  [thereisonly small room for such reduction in the labor cost.
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(A-6)
(YY/MM/DD)

(5) Intellectual Asset-Based Management Evaluation (Profitability) Checksheet
I ntellectual Asset-Based M anagement General Edition (M anufacturing Business)

Company name

Fujimoto Electronics Company

(1) Company’s business plan-based scenario

Estimated sales

Order volume received from existing customers: 300 sets annually (for the current year and
thereafter)

Order volume received from new customer (Company P): 48 sets (for the current year and
thereafter) 54 sets (for the second year), and 60 sets (for the third year)

Unit price for existing customers: 1,260 thousand yen

Unit price for Company P: 1,710 thousand yen.

Estimated expenses

The rate of manufacturing cost for existing cusomers: improve from 76% to 71%. Therate
for new customers: 52%. The rate of general and administration expenses for existing
customers and new customers: 21% (for the current year and thereafter)

Other

(2) Conservative scenario

Estimated sales

Order volume received from existing customers: 300 sets annually (for the current year) and
276 =ets (for the second year and thereafter)

Order volume received from new customer (Company P): 36 sets (for the current year), 36
sets (for the second year), and 48 sets (for the third year and thereafter)

Unit priceis set the same level asthat for the company’ s plan.

Estimated expenses

The rate of manufacturing cost for existing customers: improve from 76% to 71%. Therate
for New Customer is 52%.

General and administration cost for existing customers and new customers: 21% (for the
current year and thereafter)

Other

(8) Common underlying assumptions (based on the company’ s business plan)

m Terms of collection and payment

Interview items

Responses

Terms of collection from buyers

The pricefor prototypes of basal boards to be delivered in the current month will be paid in
the next month.

Terms of payment to suppliers

Organizational assets
and relationship assets

The expenses for the material purchased in the current month will be paid in the month after
the next. Asfor the liquidation material needed in manufacturing prints, the payment will be
made in the same way.

m Use of funds
Interview items Responses
Use of funds (1) 35 million yen for light exposure devices for plating wiring circuits (2) 45 million yen for

(Development and mass production
launch expenses)

etching devices for circuit forming. (3) 10 million yen for workstations specificaly tailored to
takein CAD design data from Company P. Total of 90 million yen will be required.

Use of funds
(Money for purchasing materials, etc.)

The expenses for material procurement will beincreased for purchasing materials needed in
manufacturing basal boards for Company P. However, it is estimated that there will be no
particular increase in the funds for operation with the payment of the materials to the material
manufacturers made after the payments are collected from Company P.

Use of funds
Promotion expenses

(No expenses for sales promotion)

Fundraising scale and repayment
schedule
(Consistency with profitability)

Trial estimation has been made for making a cash flow chart by the basis of the customer
business plan (conservative estimation is made for customer planning) and the standard
scenario. In case of the standard scenario, it is expected that the fundswill be collected in the
four-year repayment term. (For each scenario and respective cash flows, refer to the attached
information.)
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Future Cash Flow Trial Baance (Manufacturing Business)

(1) Company's business plan
(Unit: 1,000 yen)
Current fisca
Unit price Apr-09 May-09 Jun-09 Jul-09 Aug-09 Sep-09 Oct-09 Nov-09 Dec-09 Jan-10 Feb-10 Mar-10 year
|Number of product sets 25 25 25 25 25 25 25 25 25 25 25 25 300
|Average unit price 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260) 1,260)
» |Net sales (from existing customers and business) 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 378,000
E | Materials and labor costs, and other manufacturing costs 941 23525 23,525 23525 23,525 23525 23525 22,349 22,349 22,349 22,349 22,349 22,349 282,300
5 Cost of sales (to existing customers) 23,525 23,525 23,525 23525 23,525 23,525 22,349 22,349 22,349 22,349 22,349 22,349 275,243
_E’ Sdles-related expenses 217| 5,417 5,417 5,417 5417 5,417 5,417 5,417 5,417 5,417 5,417 5,417 5,417, 65,000
3 Miscellaneous expenses 45| 1,125 1,125 1,125 1,125 1,125 1,125 1,125 1,125 1,125 1,125 1,125 1,125 13,500
Logistics and other expenses 33 833 833 833 833 833 833 833 833 833 833 833 833] 10,000
General and administrative expenses 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 88,500
(Cash flow profit from existing business) 600 600 600 600 600 600 1,776 1,776 1,776 1,776 1,776 1,776 14,258
|Number of product sets 4 4 4 4 4 4 24
|Average unit price 1,710 1,710 1,710 1,710 1,710 1,710 10,260
Net sales (from new customer Company P) 0 0 0 0 0 0 6,840 6,840 6,840 6,840 6,840 6,840 41,040
5 | Materials and labor costs, and other manufacturing costs 893 0 0 0 0 0| 0 3,572 3572 3,572 3572 3572 3,572 21,432
§ Cost of sales (to new customer Company P) 0 0 0 0 0 0 3,572 3,572 3,572 3,572 3,572 3,572 21,432
% Sdles-related expenses 125 0 0 0 0 0 0 500 500 500 500 500 500 3,000
z Miscellaneous expenses 45 0 0 0 0 0 0 180 180 180 180 180 180 1,080
Logistics and other expenses 33 0 0 0 0 0 0 132 132 132 132 132 132 792]
[EE e Eap”;gza've SXpereeS et o Svenew 0 0 0 0 0 0 812 812 812 812 812 812 4872
(Cash flow profit from the new customer) 0 0 0 0 0 0 2,456 2,456 2,456 2,456 2,456 2,456 14,736
|Number of product sets 25 25 25 25 25 25 29 29 29 29 29 29
|Average unit price 1,260 1,260 1,260 1,260 1,260 1,260 1,322 1,322 1,322 1,322 1,322 1,322]
Net sdles (existing customers and businesses) 31,500 31,500 31,500 31,500 31,500 31,500 38,340 38,340 38,340 38,340 38,340 38,340) 419,040
| Materials and labor costs, and other manufacturing costs 23,525 23,525 23525 23,525 23525 23525 25,921 25,921 25,921 25921 25,921 25,921 296,675
g Cost of sales (existing customers) 23,525 23,525 23,525 23,525 23,525 23,525 25,921 25,921 25,921 25,921 25,921 25,921 296,675
|Sales«re1aed expenses 5,417 5,417 5,417 5417 5,417 5,417 5,917 5,917 5,917 5,917 5,917 5,917| 68,000
| Logistics and other expenses 833 833 833 833 833 833 965 965 965 965 965 965) 10,792
General and administrative expenses 7,375 7,375 7,375 7,375 7,375 7,375 8,187 8,187 8,187 8,187 8,187 8,187 93,372
(Company-wide cash flow profit) 600 600 600 600 600 600 4,232 4,232 4,232 4,232 4,232 4,232, 28,994
(Equipment expenses) 0|
Newly introduced equipment 90,000 90,000
Total development costs 0 0 0 0 90,000 0 0 0 0 0 0 0| 90,000}
(1) Balance 600 600 600 600 289,400 600 4,232 4,232 4,232 4,232 4,232 4,232] 261,007
| Fundsraised 90,000 90,000
I
(2) Cash receipt 0 0 0 90,000 0 0 0 0 0 0 0 0| 90,000}
| Repayment of |oans payable (existing loans payable) 850 850 850 850 850 850 850 850 850 850 850 850 10,200
| Interest expenses (for existing loans payable) 6,434 6,434
(3) Principal and interest payments for existing loans payable 850 850 850 850 850 850 850 850 850 850 850 7,284] 16,634
| Repayment of loans payable (new loans payable) 2,500 2,500 2,500 2,500 2,500 2,500 2,500 2,500 20,000}
| Interest expenses (for new loans payable) 2,100 2,100
(4) Principal and interest payments for new loans payable 0 0 0 0 2,500 2,500 2,500 2,500 2,500 2,500 2,500 4,600) 22,100}
Total cash outlay (5) (3) (4) 850 850 850) 850 3,350 3,350 3,350 3,350) 3,350 3,350 3,350 11,884 38,734
9,8 9,60 9 09,10 6 60 4,48 68 6,250 8,014 0,36 0,36
(Balance of loans payable) New loans payable 90,000 87,500 85,000 82,500 80,000 77,500 75,000 72,500 70,000 70,000
Existing loans payable 219,150 218,300 217,450 216,600 215,750 214,900 214,050 213,200 212,350 211,500 210,650 209,800 209,800
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Future Cash Flow Trial Baance (Manufacturing Business)

(1) Company's business plan
(Unit: 1,000 yen)
Next year Third year Fourth year Fifth year Grosstotal
Apr-10 May-10 Jun-10 Jul-10 Aug-10 Sep-10 Oct-10 Nov-10 Dec-10 Jan-11 Feb-11 Mar-11
|Number of product sets 25 25 25 25 25 25 25 25 25 25 25 25 300 300 300 300
|Average unit price 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260
» |Net sales (from existing customers and business) 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 378,000 378,000 378,000 378,000
E | Materials and Iabor costs, and other manufacturing costs 22,349 22,349 22,349 22,349 22,349 22,349 22,349 22,349 22,349 22,349 22,349 22,349 268,185 268,185 268,185 268,185
5 Cost of sales (to existing customers) 22,349 22,349 22,349 22,349 22,349 22,349 22,349 22,349 22,349 22,349 22,349 22,349 268,185 268,185 268,185 268,185
_E’ Sdesrelated expenses 5,417 5,417 5,417 5417 5417 5417 5,417 5,417 5,417 5,417 5,417 5,417 65,000 65,000 65,000 65,000
3 Miscellaneous expenses 1,125 1,125 1,125 1,125 1,125 1,125 1,125 1,125 1,125 1,125 1,125 1,125 13,500 13,500 13,500 13,500
Logistics and other expenses 833 833 833 833 833 833 833 833 833 833 833 833] 10,000 10,000 10,000 10,000
General and administrative expenses 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 88,500 88,500 88,500 88,500
(Cash flow profit from existing business) 1,776 1,776 1,776 1,776 1,776 1,776 1,776 1,776 1,776 1,776 1,776 1,776 21,315 21,315 21,315 21,315
|Number of product sets 4 4 4 4 4 4 5 5 5 5 5 5 54 60 60 60
|Avera3e unit price 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710
Net sales (from new customer Company P) 6,840 6,840 6,840 6,840 6,840 6,840 8,550 8,550 8,550 8,550 8,550 8,550 92,340 102,600 102,600 102,600
© | Materials and Iabor costs, and other manufacturing costs 3572 3572 3,572 3572 3572 3572 4,465 4,465 4,465 4,465 4,465 4,465| 48,222, 53,580 53,580 53,580
§ Cost of sales (to new customer Company P) 3,572 3,572 3,572 3572 3572 3,572 4,465 4,465 4,465 4,465 4,465 4,465| 48,222, 53,580 53,580 53,580
% Sdes-related expenses 500 500 500 500 500 500 625 625 625 625 625 625 6,750 7,500 7,500 7,500
z Miscellaneous expenses 180 180 180 180 180 180 225 225 225 225 225 225 2,430 2,700 2,700 2,700
Logistics and other expenses 132 132 132 132 132 132 165 165 165 165 165 165 1,782 1,980 1,980 1,980
i';fma mma Eap”;gza've B = 812 812 812 812 812 812 1,015 1,015 1,015 1,015 1,015 1015  10962] 12180 12180 12,180
(Cash flow profit from the new customer) 2,456 2,456 2,456 2,456 2,456 2,456 3,070 3,070 3,070 3,070 3,070 3,070] 33,156 36,840 36,840 36,840
|Number of product sets 29 29 29 29 29 29 30 30 30 30 30 30 354 360 360 360
|Avera3e unit price 1,322 1,322 1,322 1,322 1,322 1,322 1,335 1,335 1,335 1,335 1,335 1,335 1,329 1,335 1,335 1,335
Net sales (existing customers and businesses) 38,340 38,340 38,340 38,340 38,340 38,340 40,050 40,050 40,050 40,050 40,050 40,050 470,340 480,600 480,600 480,600
| Materias and Iabor costs, and other manufacturing costs 25,921 25,921 25,921 25,921 25,921 25,921 26,814 26,814 26,814 26,814 26,814 26,814 316,407 321,765 321,765 321,765
g Cost of sales (existing customers) 25,921 25,921 25,921 25,921 25,921 25,921 26,814 26,814 26,814 26,814 26,814 26,814 316,407 321,765 321,765 321,765
|Sde£‘re|aed expenses 5,917 5,917 5,917 5917 5917 5,917 6,042 6,042 6,042 6,042 6,042 6,042 71,750 72,500 72,500 72,500
|Logsicsan:l other expenses 965 965 965 965 965 965 998 998 998 998 998 998| 11,782 11,980 11,980 11,980
Genera and administrative expenses 8,187 8,187 8,187 8,187 8,187 8,187 8,390 8,390 8,390 8,390 8,390 8,390 99,462 100,680 100,680 100,680
(Company-wide cash flow profit) 4232 4232 4232 4232 4232 4232 4,846 4,846 4,846 4,846 4,846 4,846 54,471] 58,155, 58,155 58,155
(Equipment expenses) 0 0 0 0
Newly introduced equipment 0] 0] 0 (o
Total development costs 0| 0| 0 0 0 0 0 0 0 0 0 0] 0] 0 0 0
(1) Balance 4,232 4,232 4,232 4,232 4,232 4,232 4,846 4,846 4,846 4,846 4,846 4,846 54,471 58,155 58,155 58,155
| Fundsraised 0| 0| 0 0
| 0| 0| 0| 0|
(2) Cash receipt 0| 0| 0 0 0 0 0 0 0 0 0 0] 0] 0] 0] 0]
| Repayment of loans payable (existing |oans payable) 850 850 850 850 850 850 850 850 850 850 850 850 10,200 10,200 10,200 10,200
| Interest expenses (for existing loans payable) 6,128 6,128 5,835 5,529 5,223|
(3) Principal and interest payments for existing loans payable 850 850 850 850 850 850 850 850 850 850 850 6,978| 16,328 16,035 15,729 15,423
| Repayment of loans payable (new loans payable) 2,500 2,500 2,500 2,500 2,500 2,500 2,500 2,500 2,500 2,500 2,500 2,500 30,000 30,000 10,000 0
| Interest expenses (for new |oans payable) 1,613 1,613 750 150 0
(4) Principal and interest payments for new loans payable 2,500 2,500 2,500 2,500 2,500 2,500 2,500 2,500 2,500 2,500 2,500 4,113] 31,613 30,750 10,150 (o]
Total cash outlay (5) (3) (4) 3,350 3,350 3,350 3,350 3,350 3,350 3,350 3,350 3,350 3,350 3,350 11,091 47,941 46,785 25,879 15,423
4 009 89 4,774 656 8,648 0,14 64 6,89 6,89 8,26 60,539 0

(Balance of loans payable) New loans payable 67,500 65,000 62,500 60,000 57,500 55,000 52,500 50,000 47,500 45,000 42,500 40,000 40,000 10,000 0 0
Existing loans payable 208,950 208,100 207,250 206,400 205,550 204,700 203,850 203,000 202,150 201,300 200,450 199,600 199,600 189,400 179,200 169,000
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Future Cash Flow Trial Baance (Manufacturing Business)

(2) Conservative scenario
(Unit: 1,000 yen)

Current fisca
Unit price Apr-09 May-09 Jun-09 Jul-09 Aug-09 Sep-09 Oct-09 Nov-09 Dec-09 Jan-10 Feb-10 Mar-10 year
|Number of product sets 25 25 25 25 25 25 25 25 25 25 25 25 300)
|Average unit price 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260) 1,260)
o |Net sales (from existing customers and business) 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 31,500 378,000
E | Materials and labor costs, and other manufacturing costs 941 23525 23,525 23525 23,525 23525 23,525 22,349 22,349 22,349 22,349 22,349 22,349 282,300
% Cost of sales (to existing customers) 23,525 23,525 23,525 23,525 23,525 23,525 22,349 22,349 22,349 22,349 22,349 22,349 275,243
.g Sdesrelated expenses 217| 5417 5417 5,417 5417 5417 5417 5417 5417 5417 5417 5417 5,417 65,000}
b Miscellaneous expenses 45 1125 1,125 1125 1,125 1125 1125 1,125 1125 1,125 1125 1,125 1,125] 13,500
Logistics and other expenses 33 833 833 833 833 833 833 833 833 833 833 833 833] 10,000
Genera and administrative expenses 7,375 7,375| 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 7,375 88,500
(Cash flow profit from existing business) 600 600 600 600 600 600 1,776 1,776 1,776 1,776 1,776 1,776 14,258
| Number of product sets 3 3 3 3 3 3 18]
|Average unit price 1,710 1,710 1,710 1,710 1,710 1,710) 10,260
Net sales (from new customer Company P) 0 0 0 0 0 0 5,130 5,130 5,130 5,130 5,130 5,130} 30,780}
o |Maerialsa)d labor costs, and other manufacturing costs 893 0 0 0 0 0 0 2,679 2,679 2,679 2,679 2,679 2,679 16,074
5 Cost of sales (to new customer Company P) 0 0 0 0 0 0 2,679 2,679 2,679 2,679 2,679 2,679 16,074
3 Sdes-related expenses 125 0 0| 0 0 0| 0 375 375 375 375 375 375 2,250
E Miscellaneous expenses 45| 0 0| 0 0 0| 0 135 135 135 135 135 135 810
Logistics and other expenses 33| 0 0 0 0 0 0 99 99 99 99 99 99 594
e 0 0 0 0 0 0 609 609 609 609 609 609 3,654
(Cash flow profit from the new customer) 0 0 0 0 0 0 1,842 1,842 1,842 1,842 1,842 1,842 11,052
|Number of product sets 25 25 25 25 25 25 28 28 28 28 28 28
|Average unit price 1,260 1,260 1,260 1,260 1,260 1,260 1,308 1,308 1,308 1,308 1,308 1,308]
Net sales (existing customers and businesses) 31,500 31,500 31,500 31,500 31,500 31,500 36,630 36,630 36,630 36,630 36,630 36,630) 408,780
| Materials and labor costs, and other manufacturing costs 23525 23,525 23525 23,525 23525 23,525 25,028 25,028 25,028 25,028 25,028 25,028 291,317
g Cost of sales (existing customers) 23,525 23,525 23,525 23,525 23,525 23,525 25,028 25,028 25,028 25,028 25,028 25,028 291,317|
|Sdes—re|aed expenses 5,417 5,417 5,417 5417 5,417 5,417 5,792 5,792 5,792 5,792 5,792 5,792 67,250
|Logsicsanj other expenses 833 833 833 833 833 833 932 932 932 932 932 932] 10,594
Genera and administrative expenses 7,375 7,375 7,375 7,375 7,375 7,375 7,984 7,984 7,984 7,984 7,984 7,984 92,154
(Company-wide cash flow profit) 600 600 600 600 600 600 3,618 3,618 3,618 3,618 3,618 3,618 25,310}
(Equipment expenses) 0
Newly introduced equipment 90,000 90,000
Total development costs 0 0 0 0 90,000 0 0 0 0 0 0 0| 90,000}
(1) Balance 600 600 600 600 289,400 600 3,618 3,618 3,618 3,618 3,618 3,618] 264,691
| Fundsrased 90,000 90,000
I
(2) Cash receipt 0 0 0 90,000 0 0 0 0 0 0 0 0| 90,000}
| Repayment of |oans payable (existing loans payable) 850 850 850 850 850 850 850 850 850 850 850 850) 10,200
| Interest expenses (for existing loans payable) 6,434 6,434
(3) Principal and interest payments for existing loans payable 850 850 850 850 850 850 850 850 850 850 850 7,284] 16,634
| Repayment of |oans payable (new loans payable) 1,875 1,875 1,875 1,875 1,875 1,875 1,875 1,875 15,000
| Interest expenses (for new |oans payable) 2,250 2,250
(4) Principal and interest payments for new loans payable 0 0 0 0 1,875 1,875 1,875 1,875 1,875 1,875 1,875 4,125 17,250)
Total cash outlay (5) (3) (4) 850 850) 850) 850 2,725 2,725) 2,725 2,725 2,725 2,725 2,725 11,409 33,884
9,8 9,60 9 09,10 6,978 4.8 46 6,640 8,426 9,319 8 8
(Balance of loans payable) New loans payable 90,000 88,125 86,250 84,375 82,500 80,625 78,750 76,875 75,000 75,000
Existing loans payable 219,150 218,300 217,450 216,600 215,750 214,900 214,050 213,200 212,350 211,500 210,650 209,800 209,800
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Future Cash Flow Trial Baance (Manufacturing Business)

(2) Conservative scenario
(Unit: 1,000 yen)

Next year Thirdyear | Fourth year Fifthyear | Grosstota
Apr-10 May-10 Jun-10 Jul-10 Aug-10 Sep-10 Oct-10 Nov-10 Dec-10 Jan-11 Feb-11 Mar-11
| Number of product sets 23 23 23 23 23 23 23 23 23 23 23 23 276) 276) 276) 276
| Average unit price 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260 1,260) 1,260 1,260) 1,260 1,260)
» [Net sdes (from existing customers and business) 28,980 28980]  28980] 28980 28980 28980  28980|  28,980| 28980] 28980 28980 28980 347,760| 347,760] 347,760] 347,760)
E | Materials and labor costs, and other manufecturing costs 20,561 20561|  20561| 20561| 20561| 20561|  20561|  20,561| 20561 20561 20561 20561 246,730 246,730| 246,730| 246,730)
2 | cost of saes (1o existing customers) 20,561 20561]  20561] 20561] 20561 20561  20561]  20,561]  20561] 20561 20561  20561| 246,730] 246,730] 246,730]  246,730)
g Sdesrelated expenses 4,983 4,983 4,983 4,983 4,983 4,983 4,983 4,983 4,983 4,983 4,983 4983 59800 59,800] 59,800] 59,800
5 Miscellaneous expenses 1,035 1,035 1,035 1,035 1,035 1,035 1,035 1,035 1,035 1,035 1,035 1,035 12420 12420] 12420]  12,420)
Logistics and other expenses 767 767 767 767 767 767 767 767 767 767 767 767 9,200) 9,200) 9,200) 9,200)
Generdl and administrative expenses 6,785 6,785 6,785 6,785 6,785 6,785 6,785 6,785 6,785 6,785 6,785 6,785] 81420 81420] 81420 81,420
(Cash flow profit from existing business) 1,634 1,634 1,634/ 1,634 1,634 1,634 1,634 1,634 1,634 1,634 1,634 1,634 19,610 19,610 19,610 19,610
| Number of product sets 3 3 3 3 3 3 3 3 3 3 3 3 36 36, 36 36
| Average unit price 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710 1,710) 1,710 1,710) 1,710 1,710)
Net sdes (from new customer Company P) 5,130 5,130 5,130 5,130 5,130 5,130 5,130 5,130 5,130 5,130 5,130 5130] 61560 61560 61,560 61,560
5 |Maeriasau labor costs, and other manufacturing costs 2,679 2,679 2,679 2,679 2,679 2,679 2,679 2,679 2,679 2,679 2,679 2679 32148 32148 32,148] 32,148
5 Cost of sales (to new customer Company P) 2,679 2,679 2,679 2,679 2,679 2,679 2,679 2,679 2,679 2,679 2,679 2679 32148] 32,148] 32148 32,148
8 Sdesrelated experses 375 375 375 375 375 375 375 375 375 375 375 375) 4,500 4,500 4,500 4,500
§ Miscellaneous expenses 135 135 135 135 135 135 135 135 135 135 135 135 1,620 1,620) 1,620 1,620)
Logistics and other expenses 99 99 99 99 99 99 99 99 99 99 99 99 1,188 1,188 1,188 1,188]
?sm‘e'p:; F'; e e 609 609 609) 609 609 609 609 609) 609 609) 609 60o| 7308 7308] 7308 7308
(Cash flow profit from the new customer) 1,842 1,842 1,842 1,842 1,842 1,842 1,842 1,842 1,842 1,842 1,842 1842]  22104] 22104]  22,104] 22,104
[Number of product sets 26 26 26 26 26 26 26 26 26 26 26 26, 312 312) 312] 312
|Average unit price 1,312 1,312 1,312 1312 1,312 1,312 1,312 1,312 1,312 1,312 1,312 1,312 1,312 1,312 1,312 1,312]
Net sales (existing customers and businesses) 34,110 34,110] 34110 34110 34110] 34110] 34,110] 34,110 34110 34110 34110] 34,110] 409,320] 409320] 409,320]  409,320]
[Materials and labor costs, and other manufacturing costs 23,240 23240]  23240] 23240] 23240 23240 23240] 23240] 23240] 23240 23240 23240 ©278878| 278878] 278878] 278878
E Cost of sales (existing customers) 23,240 23240]  23240]  23240] 23240] 23240] 23240] 23240] 23240] 23240 23240] 23240 0278878 278878] 278878] 278878
[sdles related expenses 5,358 5,358 5,358 5,358 5,358 5,358 5,358 5,358 5,358 5,358 5,358 5358] 64300 64300 64,300 64,300
|Logisticsand other expenses 866 866 866 866 866 866 866 866 866 866 866 866| 10388] 10388] 10383 10,388
General and administrative expenses 7,394 7,394 7,394 7,394 7,394 7,394 7,394 7,394 7,394 7,394 7,394 7304 88728 88728] 83728] 88,728
(Company-wide cash flow profit) 3,476 3,476 3,476 3,476 3476 3,476 3,476 3,476 3,476 3,476 3,476 3476  41714]  41714]  41714] 41,714
(Equipment expenses) 0| 0 0| [y
Newly introduced equipment 0 0| 0 0|
Total development costs 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
(1) Balance 3,476 3,476 3,476 3,476 3476 3,476 3,476 3,476 3,476 3,476 3,476 3476]  41714]  41,714] 41,714 41,714
| Fundsrased 0 0 0 0
| 0 0| 0 0|
(2) Cash receipt 0 0 0 0 0 0 0 0 0 0 0 0| 0 0| 0 0
| Repayment of loans payable (existing loans payable) 850 850 850) 850 850 850 850 850) 850 850) 850 850]  10200]  10200]  10,200] 10,200
| Interest expenses (for existing loans payable) 6,128 6,128 5,835 5,529 5,223
(3) Principal and interest paymentsfor existing loans payable 850 850 850) 850 850 850 850 850 850 850 850 6978]  16328] 16035 15729 15,423
| Repayment of loans payable (new loans payable) 1,875 1,875 1,875 1875 1,875 1,875 1,875 1,875 1,875 1,875 1,875 1875 225000  225500] 22,500 7,500)
| nterest expenses (for new loans payable) 1,884 1,884 1,238 563 113
(4) Principal and interest payments for new loans payable 1,875 1,875 1,875 1,875 1,875 1,875 1,875 1,875 1,875 1,875 1,875 3759]  24384]  23738] 23,063 7,613
Total cash outlay (5) (3) (4) 2,725 2,725 2,725 2,725 2,725 2,725 2,725 2,725 2,725 2,725 2,725 10738]  40713]  39,773]  38,792] 23,036
9 ) 8 4 84 6,0 6,786 8,289 9,040 9,79 9 9 44 9 6,0
(Balance of loanspayable) New loans payable 73,125 71250 69375 67500 65625 63750 61,875 60,000 58125 56250 54375 52500 52500 30,000 7,500 0
Exigingloanspayable 208,950 208,100 207,250 206400 205550 204,700 203,850 203,000 202,150 201,300 200450 199,600 199,600 189,400 179,200 169,000
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(A-7)
(YY/MM/DD)

(6) Intellectual Asset-Based M anagement Evaluation Financing Checksheet
Intellectual Asset-Based M anagement General Edition (M anufacturing Business)

Checked items

Criteria

Judgment and grounds

To examine business profitability
(organizational assets) in all aspects

Cash flow stability

Arethe buyers stable?
Isthe company’ s sales volume and sales plan
appropriate?

Stable due to sales of large-sizeflat panel display to
be directed at Company P, amajor electric company.
According to a marketing survey agency, the market is
expected to grow.

It planned ordersfor prototypes based on the
development plan chart of Company P. The company
is expected to be awarded 30% of thelarge-size FDP
products under the development by Company P

Does the company have clear customer targets?
Do the company’ s products match the needs of its

The target customer is Company P, amajor electric
company

expenditure plan

customers? Manufacturing know-how of FM directly contribute
Isthe target market size large enough, compared with |to reducing troubles at the time of parts mounting in
Marketabil ity itssalesplan? Company P and the know-how meets the needs of the
(Customers and CTtStics)rg(e;)éaed that thin and highly condensed plates
their needs) with little warps and twisting are demanded by an
increasing number of major electric companies.
Depending on the sales activities for the future, the
market can be expanded.
Isthe company’ s unit sales price at an adequate level? [ Company P's products are priced higher than existing
Isits manufacturing unit price at an adequate level? | products, in consideration of the size of boards.
Underlvi Are development and equipment expenses at an The manufacturing cost is about the same as that for
ying .
. adequate level ? the existing products.
assumptions for Are promotion expenses at an adequate level ? New plant cost isat the market level and is deemed
income and Are maintenance expenses at an adequate level? reasonablein terms of collection period.

It only requires smple tasks and will not increase
expenses.

Balance with
fundraising efforts

Does the amount of funds raised conform with the
amount for use?

Does the company’ s cash management secure enough
financia resourcesto repay?

The detailed prices of the new facilities are identified
to beidentical to the procurement prices.

By receiving continuous orders from Company P, the
funds can be collected within four years (based on the
conservative scenario).
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Checked items Criteria Judgment and grounds
Has he/she drawn up specific business plans and
Strategies? Hecarry (_)ut thorough cqn_trol of thee em_ents _thaI
Does he/she have marketing expertise and the ability strengthen '_ts oore_ Oomw't_' ve power--quality firs,

to coordinate peopleto do business? keeping delivery time, and |mpr0vement._Agreement
w Does he/she have the financial management skillsto was already made on order marks plan with Company
% manage cash flow and so on? P. Order management system Wastallqred fpr

Company P and the system was authorized in

] agreement with Company P.
g Manager The manager has expertise to acquire confidence in
< (Management team) technological aspects from customers. Heisdirectly
g involved in negotiation of priceswith customersand in
g quality control.
T The manager has sufficient knowledge on financial
é management, but was unable to catch up with
2 measures for personnel reductionsin response to
‘é’ decreasesin orders.
g Do they have development know-how and The president and the general manager of technology
2 technological skills? and manufacturing department established the
€ Do they have the sufficient staff and equipment needed | manufacturing know-how based on their experiences
% for development ? and knowledge. The general manager of technology
35’ Do they have devel opment plans and are they and manufacturing department playsamajor rolein
S proceeding as planned without delays? parts identification with Company P.
Q Do they have enough funds to complete development? | The current technical staff have already produced
= Arethe funds raised enough for the planned products capitalizing on the know-how owned.
= Devel oper development? Parts aithori zation has been substantially completed
2 (The company for Company P. Although it is necessary to submit
§ samples produced by the new facilities for the future
g for confirmation purposes, other development items are
Bl not specially required.

Itispossibleto install the facilities that meet the
specifications of Company P by the use of the funds
raised in the present finance.

© Do they have enough manufacturing experienceand  |(In-house manufacturing is planned)
= know-how?

2 Do they have the capacity and staff necessary to

= % Manufacturer produce the projected sales volume?

& (Contracted Do they bear product liability under the contract with

52 manufacturer)  [the company?

g @ Do they have the capacity to bear financial burdens

§ % such as partsinventories and | abor costs?

‘5 g Do they have sales channels and marketing expertise? |(In-house manufacturing is planned)
5 g Do they have a sales commitment under the contract

® £ o with the company?

£ g Distributor Have they presented their sales plan?

g Do they have enough credibility?
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(A-8)

3. Competitors

Checked items

Criteria

Judgment and grounds

Examination of business advantages

(organizational assets)

Competing products

Arethere any competing productsin the market?

Aretheir prices lower than that of the company’s
products?

Aretheir qualities superior to that of the company’s
products?

Who aretheir target customers?

A number of competitors are present in the market of
prototypes of basal plates manufacturing.

The company's prices of prototypes at delivery are at
the same level with those of competitors, K Company,
L Company, and M Company.

The quality of warps and twisting by Competitor K is
comparatively good but not as good asthat of FM.
Competitor M does not possess satisfactory quality and
FM’s products will be adopted.

Major e ectric companiesincluding Company P.
Company Pisamajor client of Company K and
Company L.
Arethey superior to the company in terms of sales, The order plan by Company P would give FM the
company size, or name recognition? same level of salesasthose of other companies.
Competitors Do the company’ s products or manufacturing According to the research by FM, the company’s
technologies infringe patent rights of other companies | products do not infringe other patents.
including competitors?
Arethere substitutes or existing productsthat can serve] Alternative products for printed basal plates are not
as alternatives to the company’ s products availablein  |available.
the market? Same with above
Substitutes Aretheir prices sgnificantly lower than those of the Same with above

company’ s products?
Arethere any advantages in shifting from substitutestol
the company’ s products?
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Case Study (2)
Credit Approval Process by Evaluation of
Intellectual Asset-Based Management

Technological Power (Patent Rights Edition)
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2 Case Study (2)

Credit Approval Process by Evaluation of Intellectual Asset-Based
Management (Technological Power [Patent Rights Edition])

(About this case study)

In this case study, we make decisions on finance for a fictitious model company, based on the
company’s financial data and information provided during interview sessions, using business flow
charts and manuals for IP evaluation-based finance. Please note that the case study contents are
intended for training purposes to supplement the explanation of the marketing tools mentioned in
Chapter 2 and they are not based on verified facts.

Case

Mr. Himura, a sales representative at Kyosan Bank, is in charge of Sanko Mechanical Industry
Company (hereinafter called SK), one of the bank’s clients. SK is an equipment manufacturer of
press work machinery for specia metals. The company was established by the current president
twenty years ago after he became independent from a major machinery manufacturer. The company
has been receiving orders periodically from major electronics companies and it has been selling
pressing equipment as its main products. However, orders from major electronics manufacturers had
been stagnant and are now shrinking, and the company has been facing sales battles with enterprises
from emerging countries who bring in cheaper equipment. As aresult, sales turned down temporarily
and SK posted an interim loss. On the other hand, the president of SK started developing products
with more value-added during such hard times, and five years ago, SK succeeded in developing
press work machinery for special metals. In the process of the development, the company applied for
a patent so that the technology cannot be stolen by competitors. After introducing partia test, orders
have been coming step by step, and at the moment the sales of presswork machinery for special
metalsis on arising trend.

The president of SK received an inquiry from major manufacturer Company X. The company
wants to introduce egquipment made by SK to their new factory's magnesium processing lines, and
has been consulting with SK over the last six months. Company X has specified terms and
conditions, and the president wishes to start development and manufacturing. However, the company
required equipment with a higher speed than the traditional equipment and it is necessary to improve
the design and make additional developments. Further, SK needs to deliver fifteen machines
one-by-one, and aso needs to consider financial measures to cover the cost of parts and personnel.

SK holds an account with our bank, and approached us for advice, so Mr. Himura swiftly began
to study an appropriate finance scheme for such a request.

(Points of consideration)
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One of the issues in the current study is: that credit approval for the finance needs to be made
based on the prospects of future sales, because the business of magnesium processing at SK is till at
the development stage. Company X has not yet fully committed to purchasing from SK, although
they highly appreciate SK’s press processing equipment technology and the finishing quality of a
prototype at the present stage. On the other hand, SK requires funds in order to develop the product
to completion and to procure relevant parts for the product etc., so it wishes to borrow such funds
from a bank. However, SK has no typical assets that could serve as collateral for such lending and
therefore the company is in a situation where it is necessary to supplement supporting material in
order to receive credit approval for such finance.

In this case study, we make a comprehensive credit analysis for the requested finance by
valuating the intellectual assets and technological competence of SK. The point is to evaluate the
dominant powers of SK's technology and intellectua assets in the context of its business, in which
inherent development risks are involved, and consequently to make a final judgment for credit
approval for the finance.

(Assumptions)

(1) Corporate profile

Company name: Sanko Mechanical Industry Company
Establishment: May 19XX

Number of Employees: 18

Capital: 10 million yen

Shareholders. 100% owned by the president

Major clients: Mgjor electronics companies
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(2) Financial information

Balance Sheet

(Unit: thousand)

The 18th term The 19th term The 20th term
Assets
Cash and deposits 76,000 78,600 74,230
Notes 9,600 16,000 12,400
Accounts receivable-trade 38,000 71,500 43,600
M erchandise/finished 4,900 7,700 6,800
Work in process 2,900 52,800 19,000
Raw materials 30,000 41,000 76,000
Other current assets 35,600 11,000 6,200
Current assets 197,000 278,600 238,230
Tangible fixed assets 106,000 137,000 160,000
Intangible fixed assets 300 300 300
Investments, etc. 58,000 74,000 77,000
Total assets 361,300 489,900 475,530
Liabilities
Accounts payable-trade 39,000 64,300 47,730
Accounts payable-other 4,100 50,000 56,000
Short-term loans payable 67,000 20,000 40,000
Other current liabilities 19,000 20,900 14,300
Current liabilities 129,100 155,200 158,030
Long-term loans payable 212,000 312,000 296,000
Non-current liabilities 212,000 312,000 296,000
Total liabilities 341,100 467,200 454,030
Shareholders’ equity
Capital stock 10,000 10,000 10,000
Other retained earnings 10,200 12,700 14,000
Total shareholders’ equity 20,200 22,700 21,500
Total liabilitiesand
shareholders equity 361,300 489,900 475,530
Profit and Loss Statement (Unit: thousand)

The 18th term The 19th term The 20th term
Net sales 381,000 405,000 525,000
Cost of sdles 296,000 313,000 410,000
Gross profit 85,000 92,000 115,000
Selling, general and
admini strative expenses 75,000 80,000 100,000
Operating income 10,000 12,000 15,000
Non-operating income 6,200 5,000 5,300
Non-operating expenses 6,700 8,400 8,800
Ordinary income 9,500 8,600 11,500
Extraordinary income 0 0 0
Extraordinary loss 0 4,000 0
Income before income taxes 9,500 4,600 11,500
Income taxes 2,100 1,000 2,700
Net income 7,400 3,600 8,800
Retained earnings brought
forward 1,700 9,100 12,700
Unappropriated retained 9,100 12,700 21,500

earnings
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Summary of Interview Sheets, etc.

(1) Simple interview

We conducted a simple interview regarding the business of magnesium press processing
equipment, which is under development by SK. The interview shows that the company is in the
process of business negotiations with Company X and the issue is the development of equipment
required in the core process of manufacturing Company X's products. The interview also enabled us
to clearly understand the advantageous position of SK’s technology, the technological fields targeted
by the president, and the clients’ needs.

As for the status of SK's patents, two patents are already registered and another three are at the
patent pending stage. We received the impression that SK's business of magnesium processing
equipment is a business with an exclusive nature because SK obtained the relevant patents.

Concerning the finance and the use of the funds, SK requested the bank for the finance, saying
that they would need 50 million yen for development and another 50 million yen for operations,
totaling 100 million yen. The bank confirmed the profitability of the new business. According to
SK's plans, it is estimated that stable revenues will be earned from the next fiscal year. However, as
the businessis till at the development stage, SK has not received any orders from Company X.

The bank arrived at the conclusion that more detailed interviews need be held and the
profitability of the business should be reviewed by mainly paying attention to the prospects of
obtaining orders from Company X, based on information regarding intellectual assets.

(For the results of the interview, refer to (1) Simple Interview Sheet)

(2) Intellectual property search

We conducted an IPDL search for the name of SK. As aresult, five patents were found with the
company as the applicant. Similarly, searching with the individual name of the president, the same
five patents were found with the president as the inventor. These five patents are identical to those
we heard about during the initial interview, i.e. two for which patent rights have been granted and
another three for which application has been filed. A search for information on the progress of the
three patents for which applications have been filed revealed that a request for examination has been
made for one of them, while a request has not been made for the other two.

Then, during a telephone conversation with the president, we confirmed the relationship between
the patents and the device technology, and the president provided a detailed description of the
historical process of how the technological development was achieved and how such development
led to the patent application. Of the two registered patents, one is a fundamental patent that protects
the basic structure of SK devices, and the other is a patent for the technology that is required in the
manufacturing process after pressing. We understand that the underlying core technology for SK's
devices consists of the five patents, and we confirmed SK's clear strategy for intellectual properties:
that these patents preclude major enterprises becoming rivals.

(For details, see (2) Intellectual Property Search Sheet)
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(3) Intellectual Asset-Based Management Evaluation (Business Prospects)
Interview

A detailed interview was conducted regarding the business of magnesium processing devices
using the Intellectual Asset-Based Management Evaluation Interview Sheet.

We confirmed the status of each phase of development, manufacturing, and sales according to
the business flow.

The magnesium processing device is at the final stage of development, but the development will
take another three months to complete. A timetable has been made and there are indications that
efficient development was made in the past. Though the issue of speed specifications required by
Company X remains to be resolved, it is likely that the company will complete the devel opment for
massive production.

Manufacturing and maintenance would be conducted by SK itself, and the company has a track
record of manufacturing similar products. It is considered that the company is capable of coping with
manufacturing and maintenance of the business concerned. The manufacturing cost would be at a
level where sufficient profit could be secured by sales prices given. According to the president, it is
mainly the know-how of the engineers who have been working at SK for a long time that has
maintained the stability of the manufacturing cost.

If SK completes devices that satisfy the required specifications, Company X, a major
manufacturer would almost certainly commit to buying them (ten devices). Company X said that
they would pay 50% of the charge at the time of delivery, and we can tell that they are definitely
interested in purchasing from SK. Further, SK is concurrently conducting sales negotiations with
Company Y, a major manufacturer who will also most likely buy SK products, although the timing
of Company Y's purchases would be several months behind Company X. In addition, SK has
business negotiations underway with other candidate companies, but once it is determined that SK
has delivered its products to Company X, other companies would be more likely to make purchases
based on the track record of this introduction.

Subsequently, concerning business characteristics, interviews were held with customers,
competitors and SK itself. The customers who purchase SK's products are electronics companies,
like Company X, and the products resolve magnesium processing issues, which present problems to
each electronics company. By adopting SK's devices, customers can make their products lighter,
thereby distinguishing their products from those of their competitors; hence it is considered that
there is a sufficient volume of customer needs. One competing manufacturer, Company T is a heavy
industry manufacturer and could be a threat in terms of scale. However it is considered that SK has
the advantage in pricing and quality/performance. Further, SK’s technology is of an original nature,
developed from the president's long experience in the press processing industry. The main features of
the technology are protected by the relevant patents, and the company, since its early stages, has
implemented measures such as patent application in order to preclude competition. The business
strategy of the president is to tackle special technology ahead of the market, the need for which is
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revealed in dialogues with their customers, major electronics companies, and thus secure an origina
position in the industry. As a result, the company has been in the process of establishing new,
profitable business.

(For the results of the interview, refer to (3) Intellectual Asset-Based Management Evaluation
(Business Prospects) Interview Sheet.

(4) Intellectual property valuation

We asked Company P, an IP valuation company, to assess SK's two registered patents and its
three patents for which application has been filed. As aresult, they were judged to have good value,
supported by SK’s business prospects, with an estimated value of anywhere from 88 to 106 million
yen. By conducting searches in the patent register, the valuator confirmed that they were free from
any right of pledge or defects. Further, the valuator pointed out several patents owned by rival
Company T, which are the ones mentioned in the survey on similar patents and in the interview with
the president. In addition to an analysis of competing patents, the valuator carried out a market
analysis, including a market trend analysis of the magnesium industry, an analysis on competitors
share and business domains, and a comparative anaysis on the technology of rival Company T.

For details, refer to (4) Intellectual Property Evaluation.

(5) Intellectual Asset-Based Management Evaluation (Profitability) Check

Cash flow trial sheets are prepared based on development cost and sales prospects for Company
X and other customers. Thus, we reviewed the profitability of the business. SK's plan forecasts that
soon after it receives the initial orders from Company X, it will receive second orders. However, as
the result of the interview, we revised the forecast by reducing second orders and we made our
underlying scenario as conservative as practicable. The trial calculations show that it is possible to
collect the funds to be financed at their request through orders from Company X, at a volume of ten
devicesin theinitial order, and an additional five devices in the second order.

(For details, refer to (5) Intellectual Asset-Based Management Evaluation (Profitability)
Checksheet.)

(6) Intellectual Asset-Based Management Evaluation Finance Check

Comprehensive evaluation is made in Intellectual Asset Management Evaluation Based Finance,
by preparing an Intellectual Asset Management Evaluation Based Finance Check Sheet. We arrived
at the following view on the business profitability. SK's product has been developed according to the
needs of Company X and the development is at the closing stage, so it is highly probable that the
products will be delivered to Company X. Based on our confirmation of the business flow from the
development stage of the devices to the stage of sales to Company X, we consider that the cash
flows of the business are within avalid range.

Theintellectual properties (patents) concerned do not have such problems as legal imperfections,
or lega actions taken against them, and these properties constitute the core of SK's magnesium
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processing device. A review on the liquidity of the patents assuming rival Company T's products to
be inferior in terms of pricing and quality, shows that the intellectual properties could attract interest
from other manufacturers in the same industry, including Company T, which means that the patents
have liquidity.

Company P, an intellectual property valuation company, has a solid track record and criteria for
confirming non-imperfections in patent rights and for valuations on intellectual properties. The
valuations by the company are well received at the bank and in each relevant department.

Regarding persons concerned with the business, being limited only to SK, the executive manager
has established technology of an original nature through his long experience and his clear objective
is to expand the business domain as a pioneer. Further, the president himself makes detailed
confirmation on the cash flows of the company, and no problems are identified in his administrative
capacity for financial activities.

Rival Company T outweighs SK in terms of size and fame, but when it comes to price and
quality, SK shows superiority.

(For details, refer to (6) Intellectual Asset-Based Management Evaluation Financing Checksheet)

Process Inline with Finance Flow

(1) Direction of Intellectual Asset-Based Management Evaluation Finance
(Day-to-day collection of business information)

As part of our efforts to assess the outline of SK’s intellectual assets through our daily
information sessions, we conducted a simple interview with the president using the (1) Simple
Interview Sheet. SK has accumulated technological assets and has filed many patent applications. In
response to the president’s request for funding, we decided to see if we could make financing
decisions based on the feasibility of the new business of processing devices, taking into account the
progress made in business negotiations with Company X, a mgjor electronics company, as SK did
not have any tangible assets to pledge as collateral. Following our in-house review of the
information obtained through the interview, we decided to continue the assessment of the company
by acquiring further, more detailed information.

According to the president, SK’s patents constitute the core of the processing device in the
business concerned, and the technology involved has been patented and cannot be copied by other
competitors. Using (2) Intellectual Property Sheet, we conducted an IPDL search to learn the status
of SK’s patent rights. We found two registered patents, and three patents for which applications have
been filed. The latter three patents found in the search were identical to the ones related to the device
that we heard about from the president. We confirmed that the two patents have been registered with
the JPO.
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(2) Use of intellectual asset information in corporate rating and trading policy

In a second meeting with the president using (3) Intellectual Asset-Based Management
Evaluation (Business Prospects) Interview Sheet, we conducted an interview regarding details on the
development of the business of magnesium processing devices. We confirmed the details of SK's
intellectual assets, namely the elements that could be the source of the value of the intellectual
property. We identified a problem regarding magnesium processing that troubles Company X and we
confirmed the historical process of business negotiation on such matters as the proposals put forward
by SK to resolve the above problem. We came to realize that SK has made progress in product
development to specifically meet the client’s needs. We also understood that although thereisarival,
Company T, SK is the forerunner and has maintained superiority in terms of price and quality.
Further, we recognized that the intellectual assets consist of such important elements as the
technological experience of the executive manager, a human asset like the know-how of the staff
members who support the manufacturing. We assumed that these elements of the intellectual assets
are linked to the future cash flows in SK’s development of the business of magnesium processing
devices and that they form the basis of profitability.

Upon obtaining (4) Intellectual Property Evaluation Sheet from an IP valuator, we entered the
estimated intellectual asset value in the actual balance sheet and made the decision as to what rating
to give to the company. Following an in-house discussion of trading policies in consideration of the
corporate rating, we decided to proceed with the financing of the company.

(3) Use of intellectual asset information in the process of credit approval

In the process of credit approval, using (5) Intellectual Asset-Based Management Evaluation
(Profitability) Checksheet, we projected future cash flows based on the prospects for orders from
Company X and other prospective customers, and made an assessment of SK’s repayment ability.

The key assumptions underlying our future cash flow projection are the price of the devices and
the profits generated thereby that were consistent with qualitative data gained from intellectual asset
information, such as SK'’s superiority in the technology. The underlying scenario for sales scheduled
from Company X and other customers and for revenues was plausible. As a result of a review of
future cash flow projections, including one under the conservative scenario, our bank showed a
positive stance toward financing the company.

(4) Comprehensive judgment of creditworthiness

Ahead of afina financing decision, we carried out risk checks to see if all the intellectual asset
information had been put under review, in accordance with (6) Intellectual Asset-Based Management
Evaluation Financing Checksheet. We completed the identification of inherent risks, following a
comprehensive assessment of information gained from each check sheet and the intellectual asset
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vauation report. As aresult, we came to the following conclusion.

Based on the historical process of business negotiations between SK and Company X, the device
development has been made in accordance with the needs of Company X and it is judged that the
prospects for orders are valid. Further, as the result of profitability analysis, it is possible to collect
the funds to a sufficient degree if orders are achieved for the quantity of devices that Company X is
scheduled to purchase and the corresponding deliveries are successfully made.

It is presumed that the technology of SK is superior to that of the rival Company T in terms of
price and quality. The patents shaped the original technology into due rights under legal protection
and the technology could well survive competition with such rivals as Company T. According to the
valuations made in an external ingtitution, the patents, as legal forms, have no imperfections and the
value is appraised at 88 to 106 million yen. This value is not manifested in the accounting balance
sheet, but we could take it into account on the substantial balance sheet. Also from the results of the
valuation reports on the intellectual properties, it is predicted that in the market for metal press
processing devices, magnesium devices will be actively used in the future and thus it is expected that
orders may come from other customers in addition to Company X.

In the final deal in question, there is an inherent risk involved in development. However, as SK is
strictly controlling time schedules for the development through the use of development management
charts and by capitalizing on their past experience, it is considered that the risks of delay or business
interruptions can be mitigated to a certain degree. The funds will be used strictly for development
and operations. At the fina stage, though we would need to confirm the status of orders from
Company X, by referring to such evidence as order forms therefrom, we have been led to the
conclusion that we will proceed with the financing of such amount of funds as requested by SK.
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(B-1)
_ _ (YY/MM/DD)
(1) Simple Interview Sheet

Patent Rights Edition

Company name

Sanko Mechanical Industry Company

Representative Taro Suzuki
Contact person Nakagawa M anager
Contact 03-1111-1111

Business description

Manufacturer of special metal pressing machinery

Mr. Taro Suzuki, the Chief Executive Officer of SK, was derived from an engineering profession at one of

[2]
g leading heavy machinery manufacturersin Japan. Based on comprehensive knowledge built up for nearly
Manager’s career history 30 yearsin thefield of designing and manufacturing pressing machines, products manufactured by this
& and qualifications company have been well reputed of high precision and high operating efficiency aswell.
g (Other information concerning the manager will be collected at the time of Interview (3).)
I
)
oY)
% g Core product Pressing machines for processing magnesium
|_

Product’ s intended

The company presses magnesium parts that are mounted on eectrical devices manufactured by leading

purpose manufacturers of eectrical machinery and apparatuses.
Production system Asthefus qn of design and manufactu_rlng works condtitutes the pivot of high-quality machinery, all the
manufacturing processes are executed internally.
Although magnesium is substantially fragile, the pressing technology originated by this company makesit
Features of the technology possible to minimize percent defective of molded products.
% “T-Corporation” ranked as one of leading manufacturers of heavy-duty machinery manufactures and
Competitors and their markets magnesium pr ng machinery bqng analogous to the one manyfactured by this wmpany. y
T | strengths and weakn Although T- Corporation as one of the leading manufacturers outstandsin the product marketing capability
5 ot €S5ES [ and creditability, the price of the corresponding magnesium pressing machinery stands higher than that of
"5‘ the magnesium pressing device manufactured by this company and lower in the yield rate.
é’ Advantages of the The magnesium pressing machine manufactured by this company features lower percent defective and
o technology easier surface processing characteristics compared to those which are manufactured by others.
Circumstances ) ) _—
. The company has legally been entitled for 2 Japanese patents and further filed 3 applications for the
surrounding the ; - )
. Japanese patents on the magnesium pressing machines thus far devel oped.
intellectual property
Based on the consultation from one of manufacturers of electrical devices on the magnesium pressing
machines, this company proceeded with practical development of the magnesium processing machines since
Reason for invention |10 yearsago. Based on long-years experiencesin the processing of special metalsincluding aluminum, Mr.
Suzuki, the chief executive officer of the company, conducted basic trials of technology on the pressing of
magnesium by referring to aluminum processing devices by overcoming errors.
Theinventor of the newly devel oped magnesium processing machine has built up practical experiencesin
g8 o the development of metal pressing devices for more than 20 yearsincluding several years of practical
% % Inventor’s career experiences on the technology of magnesium molding press. Due to this experience, the inventor functions
I

asthe key engineer in the magnesium pressing technol ogy.

Relationship assets

(Prospective) buyers

Company X, one of the leading manufacturers of eectrical machinery and appliancesin Japan, highly
evauates potential technology devel oped by company SK. However, the Company X has not yet been
committed on the purchase of eectrical machinery and appliances developed by company SK.

Advantage to the buyer in
adopting the product

Dueto light weight and excellent strength, magnesium is a suitable material for constituting portable
devices. Conversely, dueto difficulty in the processing characteristics and low yield rate, processing cost
rises asan annoying problem. On the other hand, the magnesium processing machine devel oped by the
above company advantageoudy enables customers to make use of the magnesium processing device and
solve problem in the cogt.

143




(B-2)

(Unit: million yen)

Organizational assets

Term prior to the

Preceding term

Current term

Next term

Term following the

Profitability e i next term
March XX March XX March XX March XX March XX

Edtimated revenue (Total) 0 0 225 300

Unit price] 15 15

Volume 15 20

Estimated expenses (Total) 0 70 150 200
Development costs 70

Production costs 0 0 150 200

Unit price] 10 10

Volums 15 20

Balance 0 -70 75 100

SK requires 50 million yen for devel oping novel magnesium processing machines for delivery to company X, and further,
cost for parts for assembling 10 units of these machines and labor cost obliges the company to bear 100 million yen
additionally.

In terms of operating fund, the company X has deposited 75 million yen in advance. Thus, substantially, SK requires a sum
of 100 million yen including 50 million yen for the above devel oping fund and the other 50 million yen as part of operating

fund.

Thereis no need to spend fund for publicizing cost. SK is scheduled to use the fund previously prepared for developing and
manufacturing the novel magnesium processing machines.
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(B-3)

(YY/MM/DD)
(2) Intellectual Property Search Sheet
Patent Rights Edition
Company name
Conduct IPDL search usi ngl Sanko Mechanical Industry Company | as a keyword
| N::z::f | 5| Details are shown in the attached search results.
Representative’ s name
* Conduct IPDL search using| Taro Suzuki as a keyword,
as some patents are registered under the name of representatives.

| N::g:;f | 5| Details are shown in the attached search results.

* |f neither of the above two keywords refines search results,
conduct a search using both the company name and the representative’ s name.
Company name [,]
Representative’ s name

Conduct IPDL search usi ngl as a keyword

Number of | Details are shown in the attached search reslts,

patents

o Confirmation of patents embodied in the products and technol ogies that were stated by the company
at the time of a simple interview

Application number

(Group of) basic patents

Registeration 3948X XX

Registeration 1528XXX

(Group of) related patents

Unexamined Patent
20X X-3948X XX

Unexamined Patent
20X X-6348X XX

Unexamined Patent
20X X-1923XXX

o Confirmation of the above-mention

ed detailsif there are any foreign patents

Related domestic application

Foreign patent

None

Application Publication Title of theinvention Information on progress Regisrgtion number
number number (if any)
U;g;ig’;?;ii?t U;Qiiiz::i? Pressing gpparatus for magnesium ingots Registered Registeration 3948X XX
oo | mocnon [ R Regstaaion 1520XXK
Unexamined Patent | Unexamined Patent |Method of executing surface trestment against Unexamined

20XX-4673XXX | 20XX-3948XXX |magnesium (ingots)

Unexamined Patent | Unexamined Patent
20X X-4673X XX 20X X-6348X XX

Method of twisting magnesium (ingots)

Examination requested

Unexamined Patent | Unexamined Patent
20X X-3743X XX 20X X-1923X XX

Apparatus for cooling magnesium ingots

Unexamined

For details, see the attached “ publication of unexamined patent applications’ and “ Patent Gazette.”

The basic patent No. 3948xxx specifically defines the structure of the device invented by SK and the specific method for
processing lateral surfaces of the magnesium pressing machine. The patent No. 1528xxx specifies the post processing process
after executing a pressing process. The patent No. 1528xxx further specifies an ensuing important method for executing
surface treatment and painting process. In addition, SK has successively filed applications for Japanese patents on the novel
technol ogies related to surface treatment and twisting process devel oped by the company.
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(B-4)
(YY/MM/DD)

(3) Intellectual Asset-Based Management Evaluation (Business Prospects) I nterview

Sheet

Company name

Sanko Mechanical Industry Company

m Business flow

Interview items

Responses

Organizational assets

Time frame of past development

Technological development wasinitiated 6 months ago. The company has proceeded with
designing and devel opment of experimental models of a machines up to the present.

Past development funds
(Labor costs, number of plants,
and parts & components

Past devel opment
efforts

The company spent a sum of approximately 20 million yen in the past, which includes
approximately 9 million yen for personnel cost (500,000 yen per month/ per capita), 10
million yen for purchasing parts, and 1 million yen for other uses.

Time frame for future

The company is scheduled to manufacture improved experimental model Bmachines during
the coming 3 months upon completion of the experimental model «.. The company is further
scheduled to execute adjustable improvement of the experimental model 3 months|later on
before eventually completing practical models on the mass production basis. Due to the need

devel opment

- for improving the pressing efficiency, 3 weeks have been added to the above period that is
" é required for developing the existing models.
E g ’i}‘ To prepare for the forthcoming full-dress technological devel opment, the company is
T g g Future development funds | gneqyied to prepare expenses indluding approximately 30 million yen (500,000 yen per
50 = (Labor costs, number of plants, month/per capita), 20 million yen for purchasing member parts, aggregating 50 million yen.
Es & and components
S
o o
T T § Operation sheets have been prepared since the beginning of technological development. The
3% 6 . ) ; L ’
SE & . company has organized a system for proceeding with development within the company in

Existence of a development Ao : : . e

o @ £ compatibility with the operation sheet for technological development, and further, progressive
£ =5 process chart control has been implemented properly. Note that operation sheets for technological
= development have been secured separately.

Future challenges to devel opment
(excluding funds)

At present, verification to check to see whether or not the magnesium processing machine can
normally increase own function up to the operating speed demanded by customers has not yet
been implemented. However, since thereis a certain allowance up to the theoretical value, it
appears to be possible to overcome uncertain factors by continuoudly operating the testing
model.

(2) In-house manufacturing

Interview items

Responses

Breakdown of production costs
(Variable costs such as materials and labor costs

Manufacturing cost aggregates 10 million yen, which includes 7 million yen payable for
purchasing raw material and 3 million yen payable for labor work executed by regular
employees. Upon procuring material s such as parts, manufacturing work requires
approximately one month. Composition of manufacturing cost appears to have been improved
dightly compared to any of conventional magnesium processing machines that have already

%)
% built up substantial resultsin the market.
B | W | s om s f e
o (Initial adoption costs, capacity utilization rate, 9 € :
g and depreciation period)
§-, odudti ! Manufacturing processis executed by making use of vacant space of its factory site. Further,
e} (Fl’ljrant::r:gr:aqct?;r?gt) manufacturing work will be executed by making use of existing installations.
All the manufacturing machines made in the past have been inspected viaits own
Maintenance system maintenance routines by executing periodical inspection once every year. However, since the
ingtallationsrarely incur disorder, extraordinary measures are rarely implemented.
Any of conventional component partswill be procured via normal suppliers. Specific
%‘ Raw materials suppliers component partswill be procured from company C who has been in a favorable trade relation
g 2 with SK for mare than 10 yearsto date.
® % Thereis no schedule to purchase any manufacturing machine for now.
@ Manufacturing equipment suppliers
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(2) Outsourced manufacturing

(B-5

Interview items Responses
. Contract manufadturers In-house manufacturing
% Production costs Same asabove
2
5 Existence of a manufacturing license agreement Same asabove
g (Provision of now-how and product liability
14
Maintenance system Same as above
Interview items Responses
SK hasbeenin apractical trade relation with company X who ranks as one of leading
- manufacturersin the ectric machines and appliances since the past 10 years. It isreported
Existing buyers that this company X hasrarely encountered critical problem on the performance quality of the|
machines thusfar delivered from SK.
Confirmed buyers The above-referred company X, who is scheduled to start introduction of SK's machinery
(Timeto start sdiling) from the next April on one after the other.
12]
% Based on the reasons to anticipate potential advantage generated from the introduction of the
o above magnesium processing machines manufactured by SK, company Y ranked as one of
5 Prospective buyers under negotiation leading manufacturersin the line of electric machinery and appliances also appearsto have
§ (Timeto start sdiling) considered introduction of the above machines postively. Although being competitivein the
% market against company X, company Y is scheduled to introduce the above machineslater
14 than company X by half or one year.
The above company X is expected to place an order with usfor 5 to 7 units of the magnesium
(Morthly) salesvolume and sales processing machine every half year for periodical delivery. It is expected that the sales
volume will aggregate 75 million yen to 99 million yen every half-year.
Contract distributors Dueto its policy to abide by direct saleto purchasers, all the above machines are not assigned
(If any) for marketing.
s The above magnesium processing machine will be quoted at 15 million yen per unit for
S delivery to the above company X.
& ) . - - .
N z Selling price 1t will separately quote the above machine at 18 million yen to 20 million yen per unit for
g delivery to any client other than the company X.
o]

m Business features

Interview items

Responses

Relationship assets

Grounds for product demand
(Costs, added value, and substitute demand)

There has been a growing demand among individual manufacturersin the line of electronic
appliancesincluding highly expensive personal computers, digital cameras, and other
sophisticated precision apparatuses for practical introduction of magnesium featuring very
light weight and durable strength. However, due to difficulty to properly process magnesium,
there was no pressing device capable of properly processing magnesium on the mass
production basis, and thus, the above needs were not realized practically. Now that the novel
magnesium processing machine has been realized on the commercial basis, it is possible for
those clients who have introduced the above machines to differentiate their magnesium
products from othersin the marketing potentials. Further, it isa so possible to promote
advantages by lowering production cog relatively to the furtherance of mass production
thereof.

Stability of customers needs
One-time order/periodical order and adoption
cycle

When business scope of the company X expands further, SK can anticipate continuous rise of
demand for SK’s products. In addition, as SK has already received a number of inquiries for
our products from other manufacturersincluding the above-referred company Y who
competes with the company X, SK considersthat there is high prospect for continuousy
receiving orders for SK’s products from now on.

Target customers and market size
Fields, salesfigures, regions, etc.

At present, leading el ectric machinery and appliances share main clients. However, SK isalso
targeting at automobile manufacturers as potential clientsin the future. We estimate that therg
will be afavorable market for SK’ s products that would eventually attain a sum of 300 units
among those el ectronic appliances manufacturers operating in Japan, aggregating more than 5|
billion yen in the sales volume.

Organizational

assets

Salessystem

Basically, SK abides by direct sale of its magnesium processing machines. Sinceit is essential
that professional lectures on the method of executing maintenance service and operating
method be held for engineers on the part of users, these essential matters can hardly be
practiced unless the machines are delivered to them via direct sales. Further, when the
machines have actually been delivered to any of clients, it isimperative that SK’s engineers
directly deal with the client’s engineers by testing the installed machines.
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Interview items Responses
Company T, ranked as one of |eading manufacturers of heavy-duty machinery, is actually the
) foremost competitor against SK’s products. Asfor therest, SK hearsthat several overseas
Known competing products machinery manufacturers proceed with development of corresponding magnesium pressing
machines.
. . The above competitive company T currently quotes the price of the competitive magnesium
Competing products’ prices |pressing machine at 25 million yen per unit.
(2} . s The above competitive company T has already sold approximately 20 unitsof the
% Competing products’ sales corresponding machine to some of the leading manufacturersin the line of electronic
T Company and customers machines and appliances, aggregating 500 million yen per annum.
k=] ’ . , The competing machine has high degree of compatibility with Company T’s other machines.
product’s Com)
‘E advantages peting products This allows those who use Company T’ s machines higher efficiency. However, asits price
z advantages and has been set high, theintroduction of the machine has not been developed. The yield rate of
g disadvantages processed productsis also low.
There are some companiesthat are trying to substitute aluminum pressing machines, but they
Known substitutes have not succeeded. Molding process would increase die costs and would not suit for high-
miX, low-volume manufacturing.
SK’ s pressing machine achieves higher yield rate and makesit easer to perform surface
Company’s strengths and | treatment, compared with magnesium pressing machines of other companies. These
weaknesses advantages contribute to weight saving, strength retention and cost improvement in
manufacturersthat develop small and light products.
(1) Analysis of technology
Interview items Responses
X The president’ slong experience in pressing machines gave him a hint for the development.
Reasons for the asltabl ishment of the | e company’ s good relationship with existing major manufacturersallowed it to hear about
g company’s proprietary technology the needs for magnesium-related machines at an early stage.
The strength liesin the use of a special spring for thelateral side of the pressng machineto
®
5 Features of the technology reduce the shock caused by pressing. Thistechnology improved yield rate, which led to cost
T (Strenlgths and Wealfne$es)l improvement for customers. The weaknessis seen in its speed of mass production, which is
H (Cost barriers and adoption barriers)  |planned to beimproved using the fundsto beraised in this case.
j=
o The competing technology, which absorbs pressing shock using air pressure, has not
Comparison with competing technol ogies |improved the yield rate of magnesium processing. However, the competing technology is far
superior in terms of mass production speed.
s o After ten_years of a(per_ienc&s ina mau' or ha_avy-equi pment manufacturer, Preﬂ_'dent Suzuki
E ’g Primary devel oper’s career outline engaged in man_ufa:turlng_qf pressing machinesfor SK for nearly 20 years. His development
I power enjoys wide recognition by major manufacturers.

(2) Analysis of know-how

Interview items

Responses

Organizational assets

Patent(s) central to business

Of five for which the company hasfiled a patent application, two have been already granted a
patent.

Technical scope covered by the patent(s)

The patents cover the structures of the magnesium pressing machine. The technologies
includesthe use of a spring for the lateral side of the pressing machine—SK’ s original
technology.

Patented technology’ s versatility

The technology is primarily for magnesium pressing machines and does not have much
versatility. The shock-absorbing technology can be applied to precision equipment
manufacturing.

Unpatented know-how
(Trade secrets, etc.)

The manufacturing process and fine adjustments to inner parts of the pressing machine has
been kept astrade secrets. Thisknow-how has been shared by the president and key
engineers.

l

Human

Unpatented techniques

The manufacturing process and fine adjustments to inner parts of the pressing machine has
been kept astrade secrets. Thisknow-how has been shared by the president and key
engineers.

(3) Analysis of manager

Interview items

Responses

Human assets

Manager’s business strategy

He aimsto differentiate itstechnol ogies from competitors by leading the devel opment of
machines that require high technology. He focuses on salesto customers that seek high-tech
machines and equipment.

Manager’s marketing expertise

He makes periodic visitsto customers for the purpose of information exchanges and
understanding of technology trends. His technological power ishighly praised by customers
and he enjoys the confidence of them. He seeks business opportunities through such periodic
information exchanges.

Manager’s financiad management skills

The president isin charge of cash management other than accounting. There have been no
significant issuesin cash management. He consults with financial ingtitutionsiif any issues
arise, striving to keep strict financial management in place.
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(5) Intellectual Asset-Based

(B-7)
(YY/MM/DD)
Management Evaluation (Profitability) Checksheet

Patent Rights Edition

Company name

Sanko Mechanical Industry Company

(1) Company’ s business plan-based

scenario

Estimated sales

For Major Manufacturer X : 15 unitsfor the current fiscal year and 5 units for the next
fiscal year

For Major Manufacturer Y: 5 units for the next fiscal year

Unit price: 15million yen per unit

Estimated expenses

Cost of sales: 10 million yen per unit

Other

Expenses: 5 million yen per unit

(2) Conservative scenario

Estimated sales

For Major Manufacturer X : 10 unitsfor the current fiscal year and 5 units for the next
fiscal year
Unit price: 15million yen per unit

Estimated expenses

Cost of sales: 10 million yen per unit

Other

Expenses: 5 million yen per unit

(8) Common underlying assumptions (based on the company’ s business plan)

m Terms of collection and payment

Interview items

Responses

Terms of collection from buyers

Terms of collection from Company X: 50% will be repaid in cash at the time of delivery of
thefirst 10 unitsand the rest 50% will be repaid in cash in the second month after the month
in which delivery ismade. For the second delivery and thereafter, the full amount will be
repaid in cash in the second month after the month in which delivery is made.

Terms of payment to suppliers

relationship assets

For the first purchase, 50% will be repaid in cash in the month in which delivery is made and
therest 50% will be repaid in cash in the second month after the month in which delivery is
made. For the second purchase and thereafter, the full amount will be repaid in cash in the
second month after the month in which ddlivery is made.

Organizational assets and

Marketing staff and expenses

No marketing staff expenses are planned.

m Use of funds

Interview items

Responses

Use of funds Development funds of 50million yen (30 million yen for labor costs and 20 million yen for
(Devel opment and mass production launch  |equipment expenses)
expenses)
Fifty million yen out of the 100 million yen allocated for labor costs and components/raw
Use of funds materials expenses for 10 units. (Company X will make an advance payment of 75 million

(Money for purchasing materials, etc.)

yen upon delivery. The company will allocate the money for the second payment of parts
costs.)

Use of funds
Promotion expenses

None

Fundraising scale and repayment schedule
(Consistency with profitability)

The company will raise 100 million yen in funding. It plansto repay 75 million yen after the
collection of accounts receivable from Company X (after nine months to one year), and repay
therest within six months after the first repayment.
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Financial Plan for Magnesium Processing Equipment Business - Underlying Assumptions

1. Unit priceinformation (plans)

Amount
Items Remarks
(Thousand)
Unit price of presses 15,000] Selling price for customers

Same as above
Same as above

10,000/ I ncluding cost of raw materias and labor costs (excluding depreciation and initia costs)
Same as ebove

Same as above

(2) Cost of sdes
Gross margin Product A

Gross margin Product B 0
Gross margin Product C 0
(3) Grossmargin ((1)-(2))

Product A costs 500|Middlemen's margins, saes-related expenses including delivery charges, and logistics costs
Product B costs
Product C costs

(4) Costs
Profits from Product A 4,500] Cash-based profits excluding depreciation and initial costs
Profits from Product B 0
Profits from Product C 0

(5) Cash-based profit ((3)-(4))

2. Development and initial costs

Amount

(Thousend) Remarks
Test model component costs 20,000 dC;r?Crglmts and devices necessary for the development of test models (excluding existing
Development outsourcing costs Expenses for devel opment outsource to other companies
Newly introduced equipment costs Devices necessary for development and mass production (excluding existing devices)
Other development costs Other devel opment costs, such as testing costs
In-house devel opment costs 30,000] Devel opment expenses @5,000 x 6

(yen) t (Monthly amount) 1 (Period: months)

(1) Tota development expenses
Patent-rel ated expenses Patent filing and registration expenses (including international filing)

(2) Totd other initial costs
Promotion expenses

Sales staff expenses 0 Costs x
1 (Monthly amount)

1 (Period: months)

(3) Sdesrelaed expenses
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(mléﬂgg :n) Sales Cost Gross margin| Commissions
Magnesium Processing Equipment Business Cash Flow Presses 15,000 10,000 5,000 500
Product B 0 0| 0] 0]
Product C 0 0| 0| 0)
(1) Company's business plan
(Unit: 1,000 yen) Advance payment of 75 million yen from Company X Balance of 75 million yen to be paid by Company X
Current fiscal
Budget/Fundsraised |  Nov. 20XX Dec. 20XX Jan. 20X X Feb. 20X X Mar. 20X X Apr. 20XX May 20XX Jun. 20X X Jul. 20XX Aug. 20XX Sep. 20XX Oct. 20XX year
| Accumulated sales volume 0] 0 0 0| 0| 10] 10 10 10 10 15| 15
Monthly sdesvolume 10] 5| 15|
Salesof presses 0 0 0 0 0 75,000 0 75,000 0 0 75,000 0 225,000
| Accumulated sales volume 0] 0| 0| 0] 0] 0 0 0 0 0 0 0
Monthly sdesvolume 0|
Salesof product B 0 0 0 0 0 0 0 0 0 0 0 0 0
Accumulated sales volume: o) 0 0| o] o] 0 0| 0| 0] 0] 0 0
Monthly sdesvolume 0|
Sales of product C 0 0 0 0 0 0 0 0 0 0 0 0 0
Net sales 0) 0 0 0| 0| 75,000} 0 75,000 0| 0| 75,000} 0 225,000
Suspense receipt of consumption tax o 0| 0| o o 3,750 0| 3,750 o] (o] 3,750 0| 11,250
Cost of presses sold 0] 0 0 0| 50,000 50,000} 0 0 0| 50,000 0] 0 150,000
Cost of product B sold 0] 0 0 0| 0| 0] 0 0 0| 0| 0] 0 0
Cost of product C sold 0) 0 0 0| 0| 0) 0 0 0| 0| 0) 0 0
Cost of sales 0 0 0 0 50,000 50,000} 0 0 0 50,000 0 0 150,000
Commissions on presses 0) 0 0 0| 0| 5,000) 0 0 0| 0| 2,500 0 7,500
Commissions on product B 0] 0 0 0] 0] 0] 0 0 0] 0] 0] 0 0
Commissions on product C 0| 0 0 0| 0| 0| 0 0 0| 0| 0| 0 0
Cash-based profit 0) 0 0 0] 250,000 20,000} 0 75,000 0] 250,000 72,500] 0 67,500
Cost of self-developed partsicost of materids 20000 6,667 6,667 6,667 20,000
Development outsourcing costs 0 0
Newly introduced equipment costs 0 0|
Other development costs 0 0|
In-house devel opment costs 30,000 5,000 5,000 5,000 5,000 5,000 5,000 30,000
0
Total development expenses 11,667 5,000, 11,667 5,000} 11,667 5,000} 0 0 0 0 0 0 50,000
Patent filing expenses 0 0|
Other initid costs 0 0
Promotion expenses 0 0|
Sadles staff expenses 0 0|
Other expenses 0 0|
0
Suspense consumption tax pad 583] 250 583] 250 3,083 3,000} 0 0 0| 2,500 125 0 10,375
Expenses pad (tax included) 583 250 583 250 3,083 3,000} 0 0 0 2,500} 125 0 10,375
Balance (1) 212,250 25,250 212,250 25,250 264,750 15,750] 0 78,750 0] 252500 76,125 0 18,375
[Funds raised 100,000 100,000 100,000
| Refunded consumption tax 4,000 4,000]
Cash receipt (2) 100,000 0 0 0| 0| 0) 0 4,000 0| 0| 0) 0 104,000
Cash outlay (consumption tax/income tax paid) 0| 0|
Repayment of loans payable 100,000 100,000
Interest expenses 3,000 3,000
Other repayment 0|
Total cash outlay (3) [ 0 0 0| 0| 0] 0 0 0| 0| 0] 103,000 103,000
Tota cashflow (1) (2) (3) Cashbaance 87,750) 82,500 70,250 65,000) 250) 16,000] 16,000 98,750 98,750) 46,250 122,375 19,375 19,375
Balance of short-term |oans payable 100,000 100,000 100,000 100,000 100,000 100,000 100,000 100,000 100,000 100,000 100,000 0 0
Balance of long-term |oans payable 0|
Total amount of loans payable 100,000 100,000 100,000 100,000) 100,000) 100,000 100,000 100,000 100,000) 100,000) 100,000 0 0

*This cash flow table shows the amount of funds raised and balances of loans payable for the new business. The amount of funds raised and repayment plans for the existing business are separately examined.
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Magnesium Processing Equipment Business Cash Flow

(1) Company's business plan

(Unit: 1,000 yen)

Next year Third year Fourth year Fifth year
Dec. 20XX Jan. 20XX Feb. 20XX Mar. 20XX Apr. 20XX May 20XX Jun. 20XX Jul. 20XX Aug. 20XX Sep. 20XX Oct. 20XX
Accumul ated sales volume 15] 15 15] 15] 25] 25 25] 25 25 25 25 25 55 95 145
Monthly sales volume 10| 10 30 40 50|
Sales of presses 0 0 0 0 150,000 0 0 0 0 0 0 0 150 450,000 600,000 S
Accumul eted sales volume 0| 0| 0| 0| 0| 0| 0| 0 0 0 0 0 0 0 0
Monthly sales volume 0|
Sales of product B 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Accumul ated sales volume 0| 0| 0| 0| 0| 0| 0| 0 0 0 0 0 0 0 0
Monthly sales volume 0|
Sales of product C 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Net sales 0 0 0 0 150,000 0 0 0) 0 0 0) 0 150,000 450,000 600,000 750,000
Suspense receipt of consumption tax 0 0 0 0| 7,500 0 0 0| 0 0 0| 0 7,500, 15,000 30,000] 60,000
Cost of presses sold 0] 0 0 100,000] 0 0 0 0] 0 0 0] 0 100,000] 300,000 400,000 500,000]
Cost of product B sold 0 0 0| 0 0 0 0 0| 0 0 0| 0 0 0 0 0
Cost of product C sold 0 0 0 0 0 0 0 0| 0 0 0| 0 0 0 0 0
Cost of sales 0 0 0 100,000 0 0 0 0 0 0 0 0 100,000 200,000 400,000 800,000
Commissions on presses 0 0 0| 0] 5,000 0 0 0] 0 0 0] 0 5,000 15,000 20,000 25,000
Commissions on product B 0| 0| 0| 0| 0| 0| 0| 8 0| 0| 0 0 0 0 0 0
Commissions on product C 0| 0| 0| 0| 0| 0| 0| o 0| 0| 0 0 0 0 0 0
Cash-based profit 0 0 0| 2100,000 145,000 0 0 0| 0 0 0| 0 45,000 90,000 180,000 360,000
Cost of self-devel oped parts/cost of materids 0|
Devel opment outsourcing costs 0|
Newly introduced equipment costs 0|
Other development costs 0|
In-house development costs 0|
0
Total development expenses (o] (o] 0 (o] (o] 0 (o] 0 0 (o] 0 0 (o] 0 (o] (o]
Patent filing expenses 0|
Other initiad costs 0
Promotion expenses 0|
Sl es staff expenses 0|
Other expenses 0|
0
Suspense consumption tax paid 0 0| 0| 5,000 250 0 0 0| 0 0 0| 0 5,250, 10,750 21,000] 41,250
pad (tax included) 0 0 0 5,000 250] 0 0 0) 0 0 0) 0 5,250} 10,750 21,000 41,250
Balance (1) 0 0 0| 2105,000 152,250 0 0 0| 0 0 0| 0 47,250 94,250 189,000 378,750
| Funds raised 100,000| 100,000| 0 0 0
|Refundsd consumption tax 0| o 0| 0 0 0
Cash receipt (2) 100,000 0 0 0 0 0 0 0| 0 0 0| 0 100,000 100,000 200,000 400,000
Cash outlay (consumption tax/income tax paid) 4,875 2,250 7,125 4,250 9,000 18,750
Repayment of |oans payable 100,000 100,000
Interest expenses 3,000 3,000
Other repayment 0|
Total cash outlay (3) 0 4,875 0| 0 0 0 0 2,250 0 0 0| 103,000 110,125 4,250 9,000 18,750
Totd cashflow ((1) (2) (3) Cashbalance 119,375 114,500 114,500 9,500 161,750 161,750 161,750 159,500 159,500 159,500 159,500 56,500 56,500 246,500 626,500]  1,386,500]
1 (The above table assumes a case in which the company needs additional 100 million yen in funding for operating costs.
Balance of short-term loans payable 100,000, 100,000] 100,000 100,000] 100,000] 100,000 100,000] 100,000 100,000 100,000] 100,000 0 0
Ba ance of long-term loans payable 0| 0| 0| 0|
Total amount of loans payable 100,000] 100,000] 100,000 100,000] 100,000] 100,000 100,000] 100,000 100,000 100,000] 100,000 0 0 0 0 0

*This cash flow table shows the amount of funds raised and balances of loans payable for the new business. The amount of funds raised and repayment plans for the existing business are separately examined.
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Magnesium Processing Equipment Business Cash Flow

(2) Conservative scenario

(Unit: 1,000 yen)

Unit price

(t =) Sales Cost Gross margin| Commissions
Presses 15,000 10,000 5,000 500
Product B 0j 0 0 0|
Product C 0] 0 0 0|

Advance payment of 75 million yen from Company X

Balance of 75 million yen to be paid by Company X

Current fiscal
Budget/Fundsraised | Nov. 20XX Dec. 20XX Jan. 20XX Feb. 20X X Mar. 20XX Apr. 20XX May 20X X Jun. 20XX Jul. 20XX Aug. 20XX Sep. 20XX Oct. 20XX yeaxr
Accumulated sales volume 0f 0 0f 0| 0 10 10 10 10 10 10| 10|
Monthly salesvolume 10
Sales of presses 0 0 0 0 0 75,000 0 75,000 0 0 0 0
Accumulated saes volume 0] 0 0j 0| 0 0j 0 0] 0 0 0 0
Monthly salesvolume 0|
Sales of product B 0 0 0 0 0 0 0 0 0 0 0 0 0
Accumulated saes volume 0] 0 0] 0| 0 0] 0 0] 0 0 0 0
Monthly sdlesvolume [y
Salesof product C 0 (0] 0 0 (0] 0 (0] 0 (0] (0] 0 (0] 0
Net sales 0 0 0 0 0 75,000} 0 75,000} 0 0 0 0 150,000}
Suspense receipt of consumption tax 0| 0| 0| 0 0| 3,750 0| 3,750 0| 0 0| 0 7,500}
Cost of presses sold 0] 0| 0] 0 50,000 50,000 0 0 0 0 0 0 100,000
Cost of product B sold 0] 0| 0] 0 0| 0] 0 0 0 0 0 0 0
Cost of product C sold [y 0 0| 0| 0 0| 0 0| 0 0 0| 0 0]
Cost of sales 0 0] 0 0 50,000 50,000} 0] 0 0] 0] 0 0] 100,000}
Commissions on presses 0] 0 0 0| 0 5,000 0 0 0 0 0| 0 5,000
Commissions on product B 0] 0 0 0| 0 0 0 0 0 0 0| 0 0]
Commissions on product C 0| 0| 0| 0 0| 0| 0| 0| 0 0 0| 0 [y
Cash-based profit 0 0 0 0] 250,000 20,000} 0 75,000} 0 0 0 0 45,000}
Cost of self-devel oped parts/cost of materids 20,000 6,667 6,667 6,667 20,000
Devel opment outsourcing costs 0 0|
Newly introduced equipment costs 0 0|
Other development costs 0 0|
In-house development costs 30,000 5,000 5,000 5,000 5,000 5,000 5,000 30,000}
0
Total development expenses 11,667, 5,000 11,667, 5,000 11,667, 5,000 0] 0 0] 0] 0 0] 50,000}
Patent filing expenses 0 0|
Other initid costs 0 0]
Promotion expenses 0 0|
Sales staff expenses 0 0|
Other expenses 0 0|
0
Suspense consumption tax paid 583 250) 583 250 3,083 3,000 0 0 0 0 0 0 7,750
id (tax included) 583 250 583 250) 3,083 3,000 0 0) 0 0 0 0 7,750
Balance (1) 212250 25,250 212,250 25,250 264,750 15,750 0 78,750} 0 0 0 0 25,250
[Funds raised 100,000 100,000 100,000
|Refunded consumption tax 4,000 4,000
Cash receipt (2) 100,000 1) 0) 0 1) 0 0 4,000 0 0 0 0 104,000}
Cash outlay (consumption tax/income tax paid) 0| [y
Repayment of loans payable 35,000 35,000
Interest expenses 3,000 3,000
Other repayment 0|
Total cash outlay (3) 0] 0| 0] 0 0| 0] 0 0 0 0 0 38,000 38,000}
Totd cashflow (1) (2) (3)) Cashbdance 87,750) 82,500 70,250 65,000 250 16,000 16,000 98,750 98,750 98,750 98,750 60,750 60,750
Balance of short-term loans payable
Balance of long-term |oans payable 100,000 100,000 100,000 100,000, 100,000 100,000 100,000 100,000 100,000 100,000 100,000 65,000 65,000
Total amount of loans payable 100,000 100,000] 100,000 100,000] 100,000 100,000 100,000] 100,000 100,000] 100,000 100,000 65,000 65,000

*This cash flow table shows the amount of funds raised and balances of loans payable for the new business. The amount of funds raised and repayment plans for the existing business are separately examined.
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Magnesium Processing Equipment Business Cash Flow

(2) Conservative scenario

(Unit: 1,000 yen)

Next year Third year Fourth year Fifth year
Nov. 20XX Dec. 20XX Jan. 20XX Feb. 20XX Mar. 20XX Apr. 20XX May 20XX Jun. 20XX Jul. 20XX Aug. 20XX Sep. 20XX Oct. 20XX

Accumul ated sales volume 10 10 10 10 15 15 15 15 15 15 15 15] 45 85] 135

Monthly sales volume 5| 5 30 40| 50

Salesof presses 0 0 0 0 75,000 0 0 0 0 0 0 0 75,000 450,000 600,000 750,000

Accumul ated sales volume 0| 0| 0] 0| 0 0 0 0 0 0 0 0 0 0 0
Monthly sales volume 0|

Salesof product B 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

Accumul ated sales volume 0| 0| 0] 0| 0 0 0 0 0 0 0 0 0 0 0
Monthly sales volume 0|

Salesof product C 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

Net sales 0 0 0| 0 75,000} 0 0 0| 0 0| 0 0 75,000 450,000 600,000 750,000

Suspense receipt of consumption tax 0 0 0) 0 3,750] 0 0 0) 0 0) 0 0 3,750 7,500 15,000) 30,000

Cost of presses sold 0 0 0] 50,000 0] 0 0 0] 0 0] 0 0 50,000 300,000 400,000 500,000

Cost of product B sold 0 0 0) 0 0) 0 0 0] 0 0] 0 0 0 0 0 0

Cost of product C sold 0 0 0) 0 0) 0 0 0) 0 0) 0 0 0 0 0 0

Cost of sales 0 0 0) 50,000 0) 0 0 0) 0 0) 0 0 50,000 100,000 200,000 400,000

Commissions on presses 0 0 0) 0 2,500} 0 0 0] 0 0] 0 0 2,500, 15,000 20,000 25,000

Commissions on product B 0| 0| 0 0| 0 0| 0| 0 0| 0 0| 0| 0| 0| 0] 0|

Commissions on product C 0| 0| [0 0| o 0| 0| o 0| o 0| 0| 0| 0| 0] 0|

Cash-based profit 0 0 0] 250,000 72,500] 0 0 0| 0 0| 0 0 22,500 45,000 90,000 180,000
Cost of self-developed parts/cost of materids 0|
Development outsourcing costs 0|
Newly introduced equipment costs 0|
Other development costs 0|
In-house devel opment costs 0|
0

Total development expenses 0| 0| (o] 0| (o] 0| 0| (o] 0| (o] 0| 0| 0| 0| (o] 0|
Patent filing expenses 0|
Other initial costs 0
Promotion expenses 0|
Sales staff expenses 0|
Other expenses 0|
0

Suspense consumption tax paid 0 0 0) 2,500] 125 0 0 0| 0 0) 0 0 2,625 5,750] 11,000) 21,250

Expenses paid (tax included) 0 0 0) 2,500 125 0 0 0) 0 0) 0 0 2,625 5,750 11,000 21,250

Balance (1) 0 0 0] 252,500 76,125 0 0 0) 0 0) 0 0 23,625 46,750| 94,000 188,750

| Funds raised 0 0 0 0

| Refunded consumption tax 0| 0| 0| 0| 0] 0|

Cash receipt (2) 0 0 0) 0 0) 0 0 0) 0 0) 0 0 0 0 0) 0

Cash outlay (consumption tax/income tax paid) 3,750 1,125] 4,875 1,750, 4,000 8,750
Repayment of loans payable 65,000 65,000
I nterest expenses 1,950 1,950
Other repayment 0|

Total cash outlay (3) 0 3,750 0| 0 0| 0 0 1,125 0 0| 0 66,950 71,825 1,750 4,000 8,750

Total cashflow (1) (2) (3)) Cashbaance 60,750 57,000 57,000 4,500 80,625 80,625 80,625 79,500 79,500 79,500 79,500 12,550 12,550 57,550 147,550 327,550

Balance of short-term loans payable
Balance of long-term loans payable 65,000 65,000 65,000 65,000 65,000 65,000 65,000 65,000 65,000 65,000 65,000 0 0 0 0 0
Total amount of loans payable 65,000 65,000 65,000) 65,000 65,000 65,000 65,000 65,000) 65,000 65,000) 65,000 0 0 0 0 0

*This cash flow table shows the amount of funds raised and balances of loans payable for the new business. The amount of funds raised and repayment plans for the existing business are separately examined.
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(6) Intellectual Asset-Based M anagement Evaluation Financing Checksheet

Patent Riahts Edition

Checked items

Criteria

Judgment and grounds

To examine business profitability
(organizational assets) in al aspects

Cash flow stability

Are the buyers stable?
|sthe company’ s sales volume and sales plan appropriate?|

Major Electronic Manufacturer X isastable buyer.

The company plansto receive the first order for ten machines
and the second order for five machines from Company X. The
sales plan is based on the volume of orders placed. Demand
from companies other than Company X is estimated
conservatively.

Does the company have clear customer targets?

The company targets major electronic manufacturers.

expenditure plan

Are maintenance expenses at an adequate level ?

Marketability Do the company’ s products match the needs of its They match the needs of presswork for magnesium products.
(Customers and customers? The market is estimated to beworth at least 5 to 10 billion
their needs) Isthe target market size large enough, compared with its |yen.
salesplan?
Isthe company’ s unit sales price at an adequate level? The unit sales priceis agreed by Company X.
Isits manufacturing unit price at an adequate level? The manufacturing unit price, based on accumulated costs, is
Underlying Are development and equipment expenses at an adequate |at an adequate level.
assumptions for level? Development expensesis below the level of |abor costs plus
income and Are promotion expenses at an adequate level? parts costs according to the flow chart.

No promotion expenses.
Maintenance expenses are based on actual codts.

Does the amount of funds raised conform with the amount

To be recoverable from sales of 15 machines to Company X.

Liquidity of patent
rights

Isit a co-owned patent?

Does the patent comprise most of the know-how that has
not been patented?

Arethe contract distributors and manufacturers able to
sustain their business without the company’ s technologies
and patents?

Are competitors technologies and patents similar to those
of the company? Do the company’ s technol ogies and patents
have advantages over them?

are covered by the patents.

Balance with  [for use? Fifty million yen in funding for development and fifty million
fundraising efforts | Doqsthe company’ s cash management secure enough for operating costs, for atotal of 100 million yen.
financial resourcesto repay?
Checked items Criteria Judgment and grounds
Do the patent rights belong to the company? The patent rights are all belong to SK.
Have the patent rights been registered? The major two patents have been established as patent rights.
Validity of patent Has a pledge been established on the patent rights? They are not pledged as collateral.
rights Do the patent rights have along enough period of They arevalid for 12 years. Annual feesfor 10 years have
validity? been paid for the patents.
i}
<
g’ Have any requests for atrial for patent invalidation been | No request for atrial for patent invalidation has been filed.
> L filed? No patent infringement lawsuit has been filed.
g _ Patent litigation | yave any patent infringement lawsuiits been filed against
o2 the company’ s products?
S
= g Does the patent cover core technol ogies and features of thel The core technol ogies of the products have been patented.
2 T products? The company sllsits products only in Japan.
E S Power of patent Has a patent been granted by the patent office of a country| SK’stechnologies have been patented and are therefore
g § rights (or region) where the products are sold? sufficient to suspend the sales of counterfeit machines.
= g Are the patent rights sufficient to suspend the sales of
= g’ counterfeit goods and similar products?
o =
b
=
]

other companies. But that will prevent it from improving yidd
rate and Company X will have problems.

struggling with low yield rate. This gives SK a technological
advantage over Company T.
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Checked items

Criteria

Judgment and grounds

Valuator

Does he/she have sufficient ability and enough
experience?

Valuator P hastwo years of experiencesin appraisals for
banks.

Vauation purpose

Hasthe val uation been madein light of a financial
ingtitution’ s viewpoint?

The appraisals provided by Valuator P areintended for banks
and arein linewith financial concepts.

Has the DCF method (or equivalent methods) been used?

The DCF method applied.

-
®
o
2
S
<]
£
% % Valuation method
§ = Have the validity of the patent rights been examined? The patent attorney, a partner of the valuator, has checked the
% 5 Have competitors' patents been researched? validity of the patent rights and competing patents.
8 B Patent rights Hasinformation on the progress of the patent rightsbeen | Information on progress and the completion of annual fee
o XN valuation checked? . . payments have been confirmed. ) )
= é Have any comments been made about issues surrounding | The valuator commented that there isno barrier to the
g é acquisition of patent rights? acquisition of patent rights.
S
§ %’ Hasthe target market for the technology been researched?| A market research report was compiled based on aMETI
? ‘g’ Has any information on similar technologies been report.
> ﬁ presented? The report shows the search results for similar technologies
g Technology Have the features of the technology been examined? and the comparisons with those indluding that owned by
5 @ valuation Company T.
'E -§ The features of the technol ogy were examined in comparison
5 2 with the technol ogies owned by Company T.
.E Are the estimated sales adequate in light of the company’s| Estimated sales are based on the company’ s past
‘é corporate information and the market size? performances.
% Valuation Isthe established discount rate reasonable? Thediscount rateis at an appropriate level against WACC.
5 Isthe amount of royalty at an appropriate level? Theroyalty rateis based on the market data.
Checked items Criteria Judgment and grounds
§ Has he/she drawn up specific business plansand The manager promotes product development that focuses on
£ strategies? technological differentiation.
g Manager Does he'she have marketing expertise and the ability to He regardsit important to have communicate with customers
= w (Management  |coordinate peopleto do business? and actively leads sales activitiesin order to understand
= g team) Does he/she have the financial management skillsto customer needs .
= manage cash flow and so on? He has financial management skillsand is striving for
% é improvementsin financial controls.
g g Do they have development know-how and technol ogical The president, as a developer, has know-how he obtained in
Bo Kills? the course of his career.
= ’3_ Do they have the sufficient staff and equipment needed for| SK already have necessary facilities and staff for pressing
g % Devel oper development ? work.
.% S (The company Do they have development plansand are they proceeding | Development isin progress as planned. No delay has been
g° as planned without delays? reported in the devel opment plan.
% Do they have enough funds to complete development? Arel SK relied on its own resourcesin the past. SK will allocate the|
3 the funds raised enough for the planned devel opment? fund to beraised in this case for development.
Do they have enough manufacturing experience and SK, a pressing machine manufacturer, has good performance
L know-how? records.
=) . Do they have the capacity and staff necessary to produce | Under the current condition, the company has enough capacity|
; [ Manufacturer the projected sales volume? to build up to 20 machines for a half-year period.
T % (Contracted Do they bear product liability under the contract withthe | SK bears product liability.
2 a manufacturer)  |company? The company will allocate the funds for manufacturing.
3, -g Do they have the capacity to bear financial burdens such
g 5 as parts inventories and labor costs?
:é g Do they have sales channels and marketing expertise? SK sdlsits products directly to customers.
c o Do they have a sales commitment under the contract with | SK has made several proposals for Company X, andis
2 g the company? carrying out continuous sales activities.
E 5 Distributor Have they presented their sales plan? The buyer has presented the number of machinesit plansto
% o Do they have enough credibility? purchase, but no sale commitment has been signed.
|.>|j The company has a sales plan that primarily focuses on sales
to Company X.
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Checked items Criteria Judgment and grounds
Are there any competing productsin the market? Company T's products are already available in the market.
Aretheir priceslower than that of the company’s Company T’s products are priced higher than SK’s.
Competing products? Company T's products are superior to SK’sin terms of yield
B products Aretheir qualities superior to that of the company’s rate but inferior to SK'sin terms of pressing speed.
E’ products? Company T targets e ectronic manufacturers, as does SK.
8 & Who aretheir target customers? Company T'smajor clients are competitors of Company X.
ﬁ 2 Arethey superior to the company in terms of sales, Company T, amajor heavy-equipment manufacturer, has
ﬁ company size, or name recognition? credibility in the market.
-g:; ? . Do the company’ s products or manufacturing technologie§ Company T has already obtained patentsin thisfield of
a -% Competitors infringe patent rights of other companiesincluding technology, but Company T’ s technology is different from SK
5 N competitors? s. SK’ stechnology does not infringe the patents owned by
5 é’ Company T.
E § Are there substitutes or existing productsthat can serveas| Pressing work by hand has been available, but thereisno
% alternatives to the company’ s products availablein the pressing machine for mass production.
3 . market? Production efficiency of the SK’smachineisfar better than
Substitutes Aretheir prices significantly lower than those of the hand work.
company’ s products?
Are there any advantages in shifting from substitute
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(4) Samples of Valuation Reports on Intellectual Properties by an External
Institution

We provide a sample report for intellectual asset valuation by an external institution below.

The present valuation consists of the following three chapters:
1. Patent Research

2. Market and Technology Research

3. Valuation

(1) Patent Research shows the results of the survey on the legal status of the patents. (The patent
rights are surveyed for imperfections of defectsin order to be valid under relevant laws.) (2) Market
and Technology Research shows the results of the survey on the business prospects of the technology.
(3) Valuation shows the economic value of the intellectual assets. The value appraisal adopts the
royalty relief method, based on the prospects for the sales of the business, with a view to the surveys
on the patents, the market and the technology.

1. Patent Research

oSummary of Individual Patent Rights
Application No. 20xx-3533X XX
Registration No. 3948X XX

Up to now, there have been technical problems in processing magnesium due to the difficulty of
processing it with conventional pressing machines, as such processing easily causes cracks or further
breakages to be generated in the product or degrades the yield of the product.

This invention has been created to solve this problem. The invention relates to a pressing
meachine that has springs on its lateral surfacesin order to soften vibrations and avoid generating any
shock against the magnesium sheet metal it presses.

The invention produces the advantageous effect of enabling the pressing apparatus to securely
and easily process magnesium. Hence, it is considered that the patent rights duly constitute the basic
patent of the pressing apparatus invented by SK.

Application No. 20xx-4747XXX
Registration No. 1528XXX

In contrast to the patent rights corresponding to File No. 1 above, which relates to an invention
of a pressing apparatus, this invention relates to a post treatment method applicable to processed
magnesium via a pressing process. Specifically, the invention relates to a method for retaining the
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strength of processed magnesium treated with a thermal pressing process after being removed from
frames. The invention solves problems by executing a therma treatment immediately after
completing the pressing process. Therefore, it is considered that the patent rights duly constitute
the basic patent in combination with the patent cited in File No. 1.

Application No. 20xx-4673X X X
Disclosure No. 20xx-3948X X X

The present invention relates to a method of executing a surface treatment on magnesium. Up to
now, due to the generation of projections and recesses on the surface of processed magnesium after
the pressing process is completed, it has thus far been necessary to execute surface treatment through
such means as grinding.

Unlike any conventional arts, the invention provides a novel method that enables a superficial
configuration of pressed magnesium to be formed without generating projections and recesses
thereon at all and prevents projections and recesses from being generated during the pressing
process.

Application No. 20xx-3743X XX
Disclosure No. 20xx-1923X XX

This invention relates to a method of executing a twisting process for magnesium. There is a
critical problem of causing magnesium to become fragile when being processed. In order to enhance
the strength of magnesium, the invention executes an additional twisting process for magnesium
before it is treated with a pressing process. The invention makes use of this twisting process to solve
the above problem concerning magnesium.

Application No. 20xx-3734X XX
Disclosure No. 20xx-1923X XX

This present invention relates to an apparatus for cooling magnesium ingots. Although a
thermal treatment is used as a post-treatment during magnesium processing, there has thus far been a
problem in that the strength of magnesium is reduced if the cooling time for magnesium is shortened
after the thermal treatment is completed. To solve the above problem, the invention corresponding to
these patent rights instantly lowers the temperature generated in the thermal treatment.

oCurrent Situation of Individual Patent Rights
With regard to the current situation of individual patents, including application numbers,
application dates, disclosure numbers, disclosure dates, registration numbers, registration dates,
and status, please refer to the tables below.
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File No. Application No. Datefiled Publication No. Date published
Unexamined Patent Unexamined Patent
! 20X X-3533X XX 20XX KX 20X X-4666X XX 20XX KX
Unexamined Patent Unexamined Patent
2 20X X-4747X XX 20XX.X.X 20X X-4182X XX 20XX.X.X
Unexamined Patent Unexamined Patent
3 20X X-4673X XX 20XX.X.X 20X X-3948X XX 20XX.X.X
Unexamined Patent Unexamined Patent
4 20X X-4673X XX 20XX.X.X 20X X-6348X XX 20XX.X.X
Unexamined Patent Unexamined Patent
5 20X X-3743X XX 20XX XX 20XX-1923X XX 20XX KX
File No. Registration No. Date registered Title of Invention
Registration i Lo
1 3948X XX 20XX.X.X Pressing apparatus for magnesium ingots
Registration Method of executing post treatment after pressing
2 1528XXX 20XX XX magnesium ingots
3 i ) Method of executing surface treatment on magnesium
(ingots)
4 - - Method of twisting magnesium (ingots)
5 - - Apparatus for cooling magnesium ingots
FileNo. | Applicant Right holder Status Annual fees payment Pledged as collatera
1 SK SK Registered Paid for 10 years No
2 SK SK Registered Paid for 10 years No
3 SK SK Unexamined - -
Examination
4 SK SK requested - -
5 SK SK Unexamined - -

oResearch on Analogous Patents

As analyzed below, by applying “F terms’ and key words, anal ogous patents were
investigated. Note that this search includes patent publications published in 19xx and onward.

**Fterms’ as mentioned above corresponds to “ search indexes’ developed for retrieval

computersin order to quickly execute antecedent technical investigations needed for examining
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patents. “Fterms’ areclassified per technical field (theme) based on various technical
viewpoints.

Application tendency of technical field to which SK’s patent belongs and the ten highest-ranked
applicants:
Based on retrieving formulas using the “F terms”’ shown below, we specified the technical field
to which SK’s patents belong and then investigated the application tendency in the corresponding
technical field and the ten highest-ranked applicants.

The above “F terms’ includes those patent groups that can be retrieved from [2FD33 or
5DA5 or 3AG34]

—Total number of retrieved objects: 5903 objects

F-term Contents
2FD33 Pressing (1)
5D45 Pressing (2)
3AG34 Pressing (3)

Application tendency in the technical field to which SK’s patent belongs was analyzed as
shown in Figure 1.  Although the total number of the patent applications increased steadily during
the period from 19xx up to 20xx, the total number of the patent applications decreased after the peak
of 20xx. Approximately 550 patent applications were filed both in 20xx and 20xx. The tota
number of patent applications during 20xx and 20xx turned out to be extremely low because the filed
patent applications were officialy disclosed on a date one-and-half-years later than the date the
applications were filed, and so the contents of the filed patent applications were held officially
without being publicly disclosed.

161




1000
900

800

700
600
500
400
300
200

100

20XX  20XX  20XX  20XX 20XX  20XX  20XX 20XX  20XX  20XX

Figure 1 Tendency in the patent applications in the technical field to which SK’'s patent
belongs.

Figure 2 shows the ten highest-ranked companies who applied for patent rights in the
technical field to which SK’s patent belongs. Figure. 2 further reveals that company T filed 244
patent applications. a number conspicuoudly larger than that of the applications filed by the rest.
It is also apparent that many large manufacturers of machinery filed patent applications.

Rank Right holder appll\#gar:t]itc))?lrscl)‘filed
1 Company T 244
2 Company A 147
3 Company B 142
4 Company C 84
5 Company D ”
6 Company E 8
7 Company F ©
8 Company G n
9 Company H 0

10 Company | 64

Figure 2 Ten highest-ranked companies who filed patent applications in the technical field to
which SK'’s patent belongs
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The ten highest-ranked companies who have aready been entitled to patent rights on magnesium

pressing machines:

We further investigated the ten highest-ranked companies, finding those with patent rights for

magnesium pressing machines via search 1 by retrieving the following cases. We specified

individual patents by initially extracting the patent rights for magnesium followed by eliminating

those related to iron, aluminum, plastics, etc.

Although the specific keyword “magnesium” is included in the patent groups that are retrieved by
an F-term [2FD33 or 5DS45 or 3AG34], objective patents do not include any of the specific
keywords such as “ copper, aluminum, iron, foamed polystyrene, plastics, and paper.”

—Total number of retrieved cases: 117

Rank Right holder Number ‘;‘;Izgp”caﬂ ons
1 Company T 50
2 Company B 43
3 Company C 36
4 Company E 31
5 Company A 29
6 Company G 20
7 Company F 19
8 Company D 18
9 Company H 18

10 Company | 18

Figure 3 Ten highest-ranked companies found via Search 2

Figure 3 shows the ten highest-ranked companies who applied for patent rights, found as a

result of search 2.  Like the preceding search 1, the largest share was held by Company T.

It is understood that companies B, C, and E followed Company T in the number of applications

for patent rights concerning metallic pressing machines.

Patent rights on pressing machines with structures analogous to the patented constitution in the

present case:

Based on the search cited below, we specified the following conditions to further analyze the
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patents for pressing machines each using springs on lateral surfaces of pressing units.

Of those patent groups retrievable by an F-term [2FD33 or 5D45 or 3AG34], the objective
material includes the designated key-word “magnesium,” but the objective material does not include

any of the specific key-words such as “copper, auminum, iron, foamed polystyrene, plastics, and

paper.

—Total number of retrieved cases: 9 (Refer to the table cited below)

File

No Publication No. Application No. Title of invention Applicant Status
. : Under
1 20X X-279XXX HXX-084XXX Mg Pressing machine Company T A
examination
2 20X X-301X XX HXX-111XXX Structure of Special Press Company T Under_
examination
3 20X X-263XXX 20X X-068X XX Mg press cutter Company B Withdrawn
4 20XX-361XXX 20X X-146X XX Mg cutter Company C Withdrawn
Unexamined patent Unexamined patent - , .
5 | 20XX-4666XXX 20XX-3533x XX | M9aloy pressing device X Registered
Unexamined patent Unexamined patent Post-treatment method after .
6 | 20xx-4182xxX 20XX-4747XXX | pressing Mg alloy s Registered
Unexamined patent Unexamined patent .
7 20X X -3948X X X 20X X -4673X XX Mg surface treatment SK Unexamined
Unexamined patent Unexamined patent - Examination
8 | 20XX-6348XXX 20XX-4673xxX | Method of twisting Mg S requested
9 Unexamined patent Unexamined patent Mg alloy cooling device SK Unexamined

20XX-1923XXX

20X X-3743XXX

Of the nine objectives retrieved via the above retrieval process, judging from the contents, it

appears that the arts proposed by applicants B and C for patent rights are both not very analogous.

With regard to the two cases of patent applications in competition with company T above, we

analyzed the anal ogousness of the above two cases against the patented art entitled to SK.

oPatent rights owned by company T

Patent Application No. HXX-084X XX

Company T is entitled to exercise this patent, and like SK, it has been engaged in the

development and production of magnesium pressing machines. Company T's patent rights are

solely related to an invention of the structure for a device capable of adjusting conventional

pneumatics. Therefore, the patent owned by company T is completely different from the patent

owned by SK, as the patented art entitled to SK mainly comprises springs.

device patented for company T is structurally analogous to the device invented by SK.
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Patent Application No. HXX-111XXX
Like the above casg, this patent belongs to company T. This patent application comprises

contents of an art applicable to all metallic materials, not only magnesium.  This patent application
isstill under examination. However, since the applicable scope of this invention istoo extensive, it
is suggested that the applicable contents may be restricted by an amendment. Thisinvention relates
to a device that makes use of specific metals, such as aluminum or magnesium, for a versatile range

of uses.

As described above, Company T's patented art is structurally quite analogous to the one invented
by SK, and thus, both of the patented arts can become competitive with each other. However, in
view of the fact that SK has successfully preceded others in achieving improved inventions in
succession, we believe that SK has an advantageous position in that is has properly defended its own
technology with a number of patent rights and accumulated technologies. On the other hand,
company T has filed alarge number of applications for patents related to their inventions concerning
metallic pressing devices. Since company T has been manufacturing various kinds of metallic
pressing devices, it is conceivable that a large number of its patent applications thus far filed in
Japan correlate to the facts above.
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2. Market and Technology Research

(1) Market Research
oMarket Trends in Magnesium Pressure Forming

We referred to ‘ Strategies in Magnesium Industry’ compiled by Ministry of Economy of Industry
in 20X X, in order to proceed with a survey on market trends in the magnesium industry.

The material we referred to shows that the sales volume of parts made of magnesium was worth
some 60 hillion yen in 20XX (conventional fiscal year, from the beginning of April until end of
March). As for the breakdown of sales, automobile-related parts account for more than 50% in terms
of weight, but in yen terms, cases (or frames) occupy more than 50%, as the unit prices of
automobile-related parts are inexpensive. Among the cases (or frames), about 50% are those for
mobile phones and |aptops and the majority of the products are of rolling type.

In the current market for formed products made from magnesium, aimost all of the products are of
cast metals (die casting, thixomolding: 43 thousand tons). Future market growth is expected in
forging and rolling. Many forging manufacturers operate in domestic markets and the number of
such companies tends to surpass that of rolling and pressing manufactures. Domestic and overseas
processing manufacturers are conducting trials with an eye toward mass production using such
techniques as processing extended magnesium material using heat and twin-roll direct rolling etc.

The material mentioned above describes the following contents as strategies for the future markets

of magnesium press forming.

(1) Promotion of Lightweight Material for General Use
It is recommended that proactive measures should be taken in the magnesium industry itself
to find uses where more demand can be explored for magnesium with such features as low
weight and relative stiffness. It is also recommended that mainly industry associations take
measures to promote the dissemination of information on magnesium to the end-users

(reinforcing actions for removing misunderstandings on magnesium).

(2) Promotion of use of Magnesium with Attention Given to Features other than low Weight
It is necessary to expand the matching of magnesium with new uses that capitalize on the

excellent features thereof. It is also necessary to promote the organization of fundamental data

on these features and to develop methods for experiments and evaluation and so on.
Vibration damping property: it is expected that magnesium could be utilized in engine
covers or hoods of cars, taking advantage of the material property of absorbing vibration
energy.
Shield performance for electromagnetic waves. increased use of magnesium for cases
and frames of cellular phones and personal computers.
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Machinability for cutting (resistance): easy-cutting for al types of parts, easy to save
processing time, to reduce power, and to extend the life of tools.

(3) Overcoming Inherent Weaknesses of Magnesium and Strengthening International Competitive
Power
In order to further explore new demands of the magnesium-related market, it is necessary to

conquer such fundamental weaknesses as alloy technology, implement countermeasures to
corrosion and conjugation, increase the cost competitiveness of rolling processing, and thereby
improving the basic features of magnesium. In addition, it is also necessary to reinforce the
fundamental s of the global competitive power of the magnesium industry in our country, with a
view toward China, which produces the largest amount of unwrought magnesium productsin
the world and where the production of all-purpose magnesium casting products isincreasing
sharply.

(4) Measures for Reducing Greenhouse Gasses
SF6 is currently used as a cover gas during magnesium processing, but it is recommended
that by way introducing certain measures, including tax benefits, an aternative gas and
processing methods without the use of cover gas should be explored.

(5) Structuring Social Systems to Promote the Utilization of Lightweight Materials Including
Magnesium
We need to take measures toward structuring social systems whereby improvements are
made in automobile fuel efficiency in response to society's request for lightweight materials,
together with a view to such measures as utilization of other lightweight materials.

(6) Securing Magnesium Resources and Structuring Recycling Circulation
The supply of magnesium resources is highly dependant on one country, and therefore, from
medium- and long-term view points, measures need to be taken to secure the resourcesin
advance. It is expected that there will be an increasing amount of magnesium scrapsin cities
and so it is necessary to promote structuring systems whereby the anti-corrosion quality of
magnesium would not deteriorate due to mixing with such impurities as nickel, copper and iron.

oMarket trends of Magnesium Material

Market trends in the world-wide magnesium industry are estimated as follows.

It is expected that the dominant position of China on the supply and demand in the magnesium
market in the world will continue in the future. In 20X X, the factory of N company was closed and
subsequently since 19X X, several factories in the Western countries have been forced to close. Only
six primary magnesium factories in countries other than China remain, and among those six, two
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factories are producing magnesium for their own use. As a result, production volume in China
amounted to 77% of the entire production in the world, some 860 kilo-tons.

All of the new magnesium projects for which a feasibility analysis was conducted or actua
implementation was commenced were suspended and many remain so, as no economic advantages
are recognized in such projects, due to competition with China. The only example of an alternative
supply source that we could point out is Kouilou magnesium project in the Republic of Congo. In the
suburbs of Pointe Noire, there is afactory that produces 72 kilo-tons of primary magnesium per year,
together with oxidized potassium. However, the production volume will reach a level of 200
kilo-tons per year or morein 20X X, and the level will continuein 20X X and 20X X.

Analysisis made on the price trends of magnesium alloy as follows.

In the US, the price of magnesium ingots was 2.65 dollars per kilogram in 20XX. (Hereinafter,
the price is expressed per kilogram. If the price is expressed in dollars per |b (pound), the multiplier
of 2.2 could be used to convert the price into dollars per kilogram), which is 1.8 times that of pure
aluminum, which was 1.43 dollars. However, taking into account the relative unit weight (Mg: 1.8,
Al: 2.7), the price would be 1.2 times and as the Young Coefficient (4,470kg/mm2) for magnesium is
small, and in order to gain the same stiffness as aluminum (7,000kg/mm?2), more weight would need
to be added to magnesium to compensate. Thus, as aresult of this sort of adjustment, on atheoretical
basis, the price of magnesium required to compete with aluminum and galvanized steel plates (1.43
dollars and 0.33 dollars respectively), would be presumed to be at 1.59 to 2.43 dollars and at 0.93
dollars.

oMarket Size of Magnesium Molding and Needs for SK’s products

(Market Size)

In the Magnesium Industry Strategies compiled by the Ministry of Economy, Trade and
Industry, the total value of the magnesium molding market is estimated to be 60 billion yen
(20X X). The data used as the basis for this estimate is more than five-years old, but if we
assume that the market is growing at 10% annually, it is possible that the market could expand
to alevel of about 90 billion yen. The figures in the statistics include not only the press molding
market but aso the forging molding market, and so if we assume the growth rate at 10% for the
press molding market, SK’s estimate of 10 billion yen for the market size is considered to be
valid.

(Need for SK’s products)

Asthe following shows, according to the 20XX Magnesium Industry Report, companies
producing automobile parts, laptops and cellular phones are the main users of
magnesium-molded products.
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On the other hand, partly dueto its prices, which are higher than alternative metals such as
aluminum, it is considered difficult for magnesium-molded articles to be utilized for all-purpose
and inexpensive products.

Trends in the use of magnesium-made parts
(1) Parts for automobiles
(2) Laptops
(3) Cellular phones
Needs for the use of magnesium by primary set manufacturers
(1) Motor Company T
(2) Motor Company N
(3) Motor Company H
(4) Electric Company T
(5) Electric Company M
Source: Magnesium Industry Report 20X X

oCompetitors

The following manufacturers are listed as primary ones according to the Magnesium Industry
Report 20X X. The list includes companies whose main business is forging molding, and Company T
is considered to compete with SK in the press processing field.

1. Company T
2. TKB

3. TS

4.YF
5.MDK

(2) Technology Research

oThe features of SK’s technology and its superiority
According to the information from SK, the following two points are raised as the characteristics of

SK’s technology.

A low rate of defectsin the forming process.
It is easy to make surface processing

SK's magnesium press device uses specia springs to mitigate shocks on the magnesium-side of
the device. SK obtained patents for this technology and it is presumed that the technology is superior
with respect to know-how. Although not mentioned in the patents, the skills of experienced

169



craftsmen are required to finish springs, and such skills are the result of the accumulation of
experiences by the president and the staff of SK.

Also, SK has developed a heat treatment that preserves strength after press processing, and as in
the treatment for the lateral surface of the press, the process constitutes an important element for the
maintenance of quality. This heat treatment enables easy surface processing and the treatment is
useful in the post-process steps of manufacturing, such as painting.

(Comparison with traditional technology)

SK Forging Manua Work
Strength Strength is kept by using springs. | No breaks for there is no | Deviationsin Strength.
press processing. High rate of defects
Small lots Possible by forming pressed | The cost for forged metal | Possible for small lots.
metal forms forms is too expensive to

dlow for smadl lot

production.
Surface Surface treatment alows easy | Rough surface needs be | Rough surface needs be
treatment painting taken care of by polishing | taken care of by polishing
€etc. etc.

oTechnology Competing with SK’s

As mentioned above, Company T's technology, which it has aready applied in manufacturing
products, is in direct competition with SK’s press processing devices. Even during the patent
research, two patents were detected for Company T. Although there is a difference in technology
between SK and Company T, with a view to the size and financial power of Company T, thereisa
possihbility that Company T will proceed with technological development to catch up with the
superiority of SK’s technology. It is necessary to continue paying attention to future developments as
well to the trends in products and technology of Company T.

(Outline of Company T)

Trade Name: Company T Limited

Address: Otaward Tokyo Metropolitan

Industry: Manufacturing and devel opment of press processing devices
Capital: One billion yen

Establishment: 19XX April

Clients: Major electric companies, automobile manufacturers
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Fiscal terms Sales (million yen) Profits (million
yen)
(MM/20XX) 68,000 1,350
(MM/20XX) 69,000 1,500
(MM/20XX) 66,000 1,857
(Comparative analysis between Company T and SK)
Company T SK
Name BY-TC ALP 1200
Subject for | Aluminum, magnesium
treatment Only for magnesium
Press structure Air pressure press Spring press
Price 25 million yen 15 million yen
Sales record 20 lots -
Patents 2 5
Two applicationsfiled Two patent rights registered
Three applications filed

The specifications of Company T's device are similar to those of SK's device, except that the press
structure differs, as mentioned above. Under the current situation, Company T utilizes the aluminum
press processing equipment also for processing magnesium and the equipments cannot exclusively
process magnesium. On the other hand, SK’s equipments are made exclusively for magnesium, and
the yield could be raised incrementally. The processing technology for enhancing precision is based
on the know-how accumulated by the president and staff of SK, and thus it may not be possible for
Company T to develop similar technology.

However, it is presumed from their patent trends that Company T is proceeding with the
development of equipment for magnesium, and, under their more substantial research and
development, there is a possibility that SK's technological superiority may disappear. Attention
needs be paid to Company T as there is the possibility that they may make a substantial entry into the
magnesium market.
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3. Evaluation of Economic Value
(1) Selection of Valuation Method and Basic Concept
o Selection of Specific Valuation Method

We used the Royalty Relief Method, a specific appraisal method under the income approach. This
method cal cul ates the royalty costs the company would have to pay to athird party if, hypothetically,
the targeted intellectual property was licensed from the third party, by estimating these costs
according to licensing agreements for similar products. Specificaly, it uses the company’s business
plan to estimate the royalties (licensing fees) the company would have to pay if it did not own the
patent rights that it needs to produce the products. It then values the intellectual property rights by
calculating the capitalized value of the royalties.
| Economic value of the intellectual property (trademark rights) = Present value of |
the estimated royalty income |
o Valuation period
As described in (1) Survey on Patents, among these patents, we consider Patent Number
3948X XX and Patent Number 1528XXX to congtitute so-called basic patents. In this report, the
duration of Patent Number 3948X XX (12 years; until 20XX) is chosen as the subject period of time
for evaluation. The intellectual properties other than the patents will continue to exist after the
patents expire. However, from a conservative point of view, we set the evaluation term within the
duration of the patents.

o Effective Tax Rate
To be set at 40%
(2) Specific Method for Calculation

o Estimated Royalty Income

Royalty income, which serves as the basis for the assessment, was calculated by multiplying the
projected sales of the business related to intellectual property (trademark rights) by the estimated
royalty rate.

(1) Scenario Based on Revised Projections
Based on the information gained during the interview by the appraiser, it was determined that the
projected sales were to be set at the average of projected sales for the next three terms.
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_____________________________________________________________________________________________________

. Projected royalty income = average of revised sales projections multiplied by the
estimated royalty rate

o Assumed Royalty Rate

Asfor the assumed royalty rate, which is the multiplier to be applied to the projected sales volume,
we assume that the rate falls in the category similar to the field of  “Special Industrial Mechanicals”’
as referred to in “Practicing Rates, 5" Version,” issued by the Invention Association (hereinafter
called the “Practicing Rate’). The technological field of “Specia Industrial Mechanicals’ is
classified as F296 according to the classification of the Japan Technology Industrial Classification,
and F296 includes casting-related devices (equipment) manufacturing technology, etc.

The statistics on the practicing rates in this technological field are as follows:

Average Mode Median
With Initial Payment 5.2% 5.0% 5.0%
Without Initial Payment 6.5% 2.0% 4.0%

Data Outline: Term of Data: 20X X to 20X X

Number of samples with initial payment: 57 samples

Number of samples without initial payment: 45 samples

Referring to the above data on the rates, we set the practicing rate for the subject evaluation at
6.5%, which is the average of the rates without initial payments. There are cases where opinions may
vary as to whether the practicing rate is that subject only to the royalty of the patents or is the rate
subject to the royalty of patents and other factors, such as technology and know-how. Here, the
above rate is assumed as the rate applied to the royalty that includes technology and know-how.

(3) Calculation of Expected Rate of Return
Calculation of WACC
WACC was cal culated with the following formula.

WACC — — 2 x(1 T)xRd 5 xRe |
D E |

D: Interest-bearing debt
E: Shareholders’ equity
T: Effective tax rate
Rd: Debt cost

173



Re: Cost of shareholder’s equity

Re = Rf + B{ E(Rm) Rf }

Re Expected return on investment

Rf Risk freerate
Vaueof 8

B This indicates changes in the returns on stocks in proportion to stock market
fluctuations.

E(Rm)-Rf  Market risk premium

WA CC was calculated to be 4.68%.

o Calculation of Expected Rate of Return on Intellectual Property

The expected rate of return indicated by WACC shows the rate for the whole company and
accordingly it may differ from that for intellectual property. However, subtracting tangible assets
from the company-wide value gives the value of intangible assets, including intellectual property
rights.

We figured out the expected return on intellectual property in light of that on tangible assets.
Following our estimation of the liquidity of the intellectual property, we calculated an additional
individual liquidity premium of 2.2% to 5.2% to WACC.
| Expectedrateof retumn on intellectual propety |
| WACC Individual premium

WACC 22% 5.2%
468% 22% 52%
6.88% 9.88%

Asaresult, we set the expected rate of return at levels ranging from 6.88 to 9.88%.

(4) Assessed Value
As the result of the above evaluation, the economic value of the present intellectual assets (patent

rights) is appraised at 87.792 to 106.276 million yen.

Appraised Vaue

88 million to 106 million*

*Rounded off to the nearest million.
For details of the evaluation, please refer to Attachment 1
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Attachment 1

Discount rate for discounted cash flow method: 6.88%

Evaluation of Economic Value: Royalty Relief Method

Revised Scenario
1 Calculation of assumed royalty

X

Sales for devices | Assumed royalty rate Assumed royalty
amount
FY20XX 150,000 9,750
FY20XX 225,000 6.5% 14,625
FY20XX 450,000 29,250

Assumed royalty amount in Year 20XX and thereafter for FY20XX 29,250

Effective tax rate 40.0%

Assumed net cash flow x 1 17,550

2. Value of the present patent
Expected rate of return 6.88%

Term for evaluation (residual term of the present patent)

o I
N

Value of the present patent rights 106,276

Discount rate for discounted cash flow method: 9.88%

Evaluation of Economic Value: Royalty Relief Method

Revised Scenario
1. Calculation of assumed royalty

X

Sales for devices | Assumed royalty rate Assumed royalty
amount
FY20XX 150,000 9,750
FY20XX 225,000 6.5% 14,625
FY20XX 450,000 29,250
Assumed royalty amount in Year 20XX and thereafter for FY20XX 29,250

Effective tax rate 40.0%

Assumed net cash flow x 1 17,550

2. Value of the present patent
Expected rate of return 9.88%

N I
N

Term for evaluation (residual term of the present patent)

Value of the present patent rights 87,792
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Case Study (3)
Credit Approval Process by Evaluation of
Intellectual Asset-Based Management
Brand Power (Trademark Rights Edition)
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3 Case Study 3

Credit Approval Process by Evaluation of Intellectual Asset-Based
Management (Brand Power [Trademark Rights Edition])

(About this case study)

In this case study, we will make decisions on financing for afictitious model company, based on
the company’s financial data and information provided during interview sessions, using business
flow charts and manuals for |P evaluation-based finance. Please note that the case study contents are
intended for training purposes and the brand names and their targeted markets are not based on
verified facts.

Case

Our client Mountain View CO. Ltd., (hereinafter referred to as MV), a start-up outdoor product
wholesaler, was founded five years ago by its current president, a camping lover who has rich
experience in outdoor sports overseas. Helped by their high popularity among young people, outdoor
products labeled with the MV logo have taken a growing share of the market. The company’s
concept, which pursues design excellence and convenience in outdoor products, has been developed
by the president together with designers. Instead of manufacturing its own products, the company
outsources the production of MV-designed goods to affiliated plants. The wholesaler runs
advertisements in outdoor magazines every year, carrying out its strategy to gain wider recognition
for the company and its brand name.

It is considering fundraising, driven by the need for increased operating funds as sales grow, and
the president’s plan to open an outdoor specialty retail store in Tokyo's magjor commercial area.

In response to MV'’s request to our bank, we began an assessment of the company.

(Points of consideration)

MV, in need of additional funding as sales grow, is seeking financing. As the company does not
have property to pledge as collateral, the key issue here is that we need additional information for
making credit decisions. The most recent balance sheet shows a steep rise in loans payable, caused
by mounting inventories and accounts receivable. In consideration of these circumstances, we will
assess MV's actual financial balance by evaluating its core intellectua assets, namely its brand
power, and make a comprehensive credit decision. The company has no intangible fixed assets, as
seen in the following balance sheet. However, it has been raising its brand recognition at a cost of
advertising expenses, and MV’ s trademark rights may have economic value. We will therefore work
out the value of the trademark rights by examining its link with other intellectual assets that back the
brand power, and use this as supplemental information to make credit decisions.
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(Assumptions)

(1) Corporate profile

Company name: Mountain View Co. Ltd.

Establishment: May 20X X

Employees: 25

Capital: 80 million yen

Shareholders: 100% owned by the president

Major clients: Outdoor sports/camping products retailers

(2) Financial information

Balance Sheet

(Unit: thousand)

The 5th term The 6th term The 7th term
Assets
Cash and deposits 14,000 150,000 110,000
Accounts receivable-trade 55,000 103,000 190,000
Merchandiseffinished goods 132,000 212,000 360,000
Other current assets 2,000 7,000 23,000
Current assets 203,000 472,000 683,000
Tangible fixed assets 0 5,000 30,000
Intangible fixed assets 0 0 0
Investments, etc. 4,000 5,000 5,000
Total assets 207,000 482,000 718,000
Liabilities
Accounts payable-trade 14,000 22,000 24,000
Accounts payable-other 15,000 20,000 16,000
Short-term loans payable 30,000 183,000 322,000
Other current liabilities 24,000 32,000 15,000
Current liabilities 83,000 257,000 377,000
Long-term loans payable 60,000 140,000 210,000
Non-current liabilities 60,000 140,000 210,000
Total liabilities 143,000 397,000 587,000
Shareholders’ equity
Capital stock 50,000 50,000 80,000
Other retained earnings 14,000 35,000 51,000
Total shareholders’ equity 64,000 85,000 131,000
Total liabilities and
shareholders' equity 207,000 482,000 718,000
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Profit and Loss Statement

(Unit: thousand)

The 5th term The 6th term The 7th term
Net sales 435,000 623,000 824,000
Cost of sdles 223,000 342,000 475,000
Gross profit 212,000 281,000 349,000
Sdlling, general and 186,000 241,000 307,000
administrative expenses
(Of which, advertising 82,000 95,000 133,000
expenses
Operating income 26,000 40,000 42,000
Non-operating income
Non-operating expenses 2,000 5,000 13,000
Ordinary income 24,000 35,000 29,000
Extraordinary income 0 0 0
Extraordinary loss 0 0 0
Income before income taxes 24,000 35,000 29,000
Income taxes 10,000 14,000 13,000
Net income 14,000 21,000 16,000
Retained earnings brought 0 14,000 35,000
forward
Unappropriated retained 14,000 35,000 51,000

earnings

179




Summary of Interview Sheets, etc.

(1) Simple interview

The company’s sales structure and corresponding trademarks are outlined in the Simple
Interview sheet. MV'’s outdoor products are sold under its brand names (trademarks) “Mountain
View” and “Rock Moon.” The brand power seems to be a key element of its products, attracting
consumers and fueling their willingness to buy. Its high-performance outdoor clothing, footwear and
bags, sold under its corporate brand “Mountain View,” are the mgjor driver of the company’s sales.
Its rock climbing goods intended for professional climbers, sold under “Rock Moon,” target a niche
market, and are showing growth in sales.

After having identified MV'’s sales by brand, as well as each brand’'s sales by product, we
clarified the relationship between brands/products and their sales. Products sold under the
above-mentioned two trademarks account for most of the company’s sales.

The company-wide profitability does not show any signs of cause for concern, as the gross profit
margin for the current term exceeded 40 percent. Although the operating margin was down in the
previous fiscal year due partly to MV'’s recent focus on advertisement, it still is well over five
percent. Thus we did not see any significant issues in profitability that might prevent the company
from continuing its brand business.

We confirmed MV'’s need for ¥100 million in funding for mounting operating costs that have
been driven by sales growth, and ¥50 million for the development of company-owned outlets, for a
total of ¥150 million.

After having made a rough assessment of its funding need and sales profitability, we came to a
conclusion that in the course of making a more detailed financing decision, we need to look into the
effectiveness of MV's brand power— the financial engine that would spur future sales—in the
targeted market.

(For details, see (2) Intellectual Property Search Sheet.)

(2) Intellectual property search

As aresult of IPDL search using brand names, MV’s brand names “Mountain View” and “Rock
Moon” were found. The company has not filed any trademark applications with foreign IP offices.
No trademarks other than the above two were found in the IPDL. We confirmed that the company
has paid the annual fees necessary for the trademark rights and that its trademarks have already been
registered with the JPO.

(For details, see (2) Intellectual Property Search Sheet.)

(3) Intellectual Asset-Based Management Evaluation (Business Prospects)
Interview

In accordance with the Intellectual Asset-Based Management Evaluation (Business Feasibility)
Interview Sheet, we were informed of the details of the business and its expected revenue. MV’s
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products target men around 30 who opt for stylish, high-performance products—the high-end
segment of the market. This high-end market is estimated to be worth some ¥30 billion.

MV'’s products, as far as the sales growth the past few years shows, seem to have been accepted
in the market despite their prices being about 20% higher than those sold by other companies. MV's
rivals, outdoor products giants Company Q and Company K, employ a low-margin, high-turnover
policy, which is different from MV’s customer segment-focused strategy.

One notable quality of the company manager is seen in his unique marketing strategies, such as
competitor-conscious advertisements and building relationships with stores. MV, however, shows a
lack of in-depth consideration to its sales budgets, athough financial matters are managed by
Managing Director Mr. K, an ex-banker, and the president is aso good with figures. The company,
while providing support services at stores to make customers aware of the functionality of its
products, aimsto attract consumers' interest through its online membership system.

(For the interview results, see (3) Intellectual Asset-Based Management Evaluation [Business
Prospects] Interview Sheet.)

(4) Intellectual property valuation

We requested an IP valuation company to assess MV'’s two trademark rights. As a result, they
were judged to have good value, supported by MV's growth potential and the market size, with an
estimated value of anywhere from ¥338 to 363 million. By conducting searches in the trademark
register, the valuator confirmed that the two trademarks have been established as trademark rights
and they were free from any right of pledge or defects. The designated goods for the trademarks
were found to be consistent with MV's products. In addition to this research on the trademark rights,
the valuator conducted a close study of the market size and competitors. It pointed out two giant
companies as MV'’s competitors—the same two as those mentioned by the president at the time of
interview—, and provided detailed explanations of their shares in the market and their fields of
business.

(For details, see (4) Intellectual Asset Evaluation.)

(5) Intellectual Asset-Based Management Evaluation (Profitability) Check

We checked MV'’s cash flow, based on the business plan submitted by the company. Under the
MV'’s financia scenario, the company forecasts it will be able to recover the total ¥150 million
investment—¥100 million operating funds and ¥50 million funds for the opening of new outlets—at
an early point. As seen from the above interview sessions, MV'’s profit margin is high, which we
think will enable the company to secure the source of funds for repayment. The standard scenario, a
conservative one, on the other hand, projects that a slowdown in sales growth will delay the recovery
of the investment made in new outlets.

(For details, see (5) Intellectual Asset-Based Management Evaluation (Profitability) Checksheet.)

(6) Intellectual Asset-Based Management Evaluation Finance Check
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We drew up Intellectual Asset-Based Management Evaluation Financing Checksheet and made a
comprehensive financing assessment of the company. Our view on the company’s profitability is as
follows. The profitability of MV’s products is high, thanks to growing sales driven by their quality in
line with customer needs and a higher price setting as high-end goods. The company’s request for
operating funds and money for opening new outlets is deemed reasonable in terms of cash flow, if
provided with a mid-to long-term repayment plan.

MV'’s intellectual property rights (trademark rights), the core assets of its business, are free from
problems of validity or litigation, and are used for all of the company’s products. A liquidity check
found out that the trademark rights have enough liquidity, as their high-end quality attracts their
competitors’ interest.

The IP valuator, a company with a good history of service, made clear confirmation of the
validity of trademark rights using transparent valuation standards. The valuation performance was
well received by all departments of our bank.

With his clear differentiation strategy, the manager, who makes marketing proposals himself, has
a clear marketing policy. He keeps strict cash management in place in cooperation with the
managing director. In spite of the only five-year-long business history MV has succeeded in raising
its trademark recognition by making aggressive investments in advertisement. The company also has
a thorough quality control system in place to maintain its brand image, which reflects the high
quality and design excellence of its products.

Although the market is dominated by its two rivals, MV’s product planning ability and
know-how, backed by its earlier entry into the high-end market, appear to be outperforming those of
the competitors.

(For details, see (6) Intellectual Asset-Based Management Evaluation Financing Checksheet.)

Process in line with finance flow

(1) Direction of Intellectual Asset-Based Management Evaluation Finance
(Day-to-day collection of business information)

As part of our efforts to assess the outline of MV'’s intellectual assets through our daily
information sessions, we conducted a simple interview with the president using the (1) Simple
Interview Sheet. With its growth potential, the company has been assessed to have intangible value
generated by the high popularity of its products. In response to the president’s request for funding,
we decided to see if we could make financing decisions based on MV's business prospects, as the
company did not have any property to pledge as collateral. Following our in-house review of the
information obtained through the interview, we decided to continue the assessment of the company
by acquiring further, more detailed information.
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According to the president, MV'’s trademarks, which are used for all of its products, have high
recognition in the market. Using (2) Intellectual Property Search Sheet, we conducted IPDL search
to see the status of the trademarks. The two trademarks found in the search were identical to the
company’s logos. We also confirmed that the trademarks have been registered with the JPO.

(2) Use of intellectual asset information in corporate rating and trading policy

In another interview conducted with the president, we collected MV's business details in
accordance with (3) Intellectual Asset-Based Management Evaluation (Business Prospects)
Interview Sheet. We gained detailed information about the elements that form the source of MV'’s
intellectual assets, particularly trademark rights. MV’s concentration on the high-end segment,
setting of higher prices, and advertising efforts to raise brand recognition were recognized as the
source of trademark value. The manager's quality and human assets were also seen as the key
components of MV'’s intellectual assets. We assumed that these components are linked to the
company’s future cash flow and form the basis of profitability.

Upon obtaining (4) Intellectual Property Evaluation Sheet (for Trademark Rights) from an IP
valuator, we added the estimated intellectual asset value into the actual balance sheet and made the
decision as to what rating to give to the company. Following an in-house discussion of trading
policies in consideration of the corporate rating, we decided to proceed with the financing of the
company.

(3) Use of intellectual asset information in the process of credit approval

In the process of credit approval, using (5) Intellectual Asset-Based Management Evaluation
(Profitability), we projected future cash flow based on past performance, and made an assessment of
MV'’s repayment ability. The key assumptions underlying our future cash flow projection were profit
levels and a sales growth rate that were consistent with qualitative data gained from intellectual asset
information. The intellectual asset information showed growing demand for MV’s products and
increasing brand recognition, which made its sales-growth, higher-profitability scenario plausible.
Asaresult of areview of future cash flow projections, including one under the conservative scenario,
our bank showed a positive stance toward financing the company.

(4) Comprehensive judgment of creditworthiness

Ahead of afina financing decision, we carried out risk checks to see if all the intellectual asset
information had been put under review, in accordance with (6) Intellectual Asset-Based Management
Evauation Financing Checksheet. We completed the identification of inherent risks, following a
comprehensive assessment of information gained from each check sheet and the intellectual asset
vauation report. As aresult, we came to the following conclusion.
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Our comprehensive review of information on MV's intellectual assets found that, helped by its
human assets including the manager, the company, with the use of its core asset trademark, created a
strong brand value within a segment of consumers different from that of its competitors. The brand
and its underlying qualities, such as high functionality and design excellence, enjoy high recognition
among customers. This gives the company an advantage over itsrivals in the high-end market.

This advantage is reflected in the high prices being set, which accordingly alows for higher
profitability. As far as past performance shows, sales growth is expected to continue. The trademark
valuation report by an external institution found no problems in the validity of the trademarks, and
they were estimated to be worth ¥338 to 363 million. This shows that values that do not appear in the
financial statement can also be taken into consideration in the actual balance.

We identified a clear link between the qualitative intellectual asset data and the key assumptions
underlying the future cash flow projection. Based on the future cash flow projection, we concluded
that the operating funds and funds for the opening of new outlets would be fully recoverable.
However, in consideration of the steep increase in loans payable caused by a rapid sales growth, we
decided to finance the company with the pledge of the trademark rights as collateral.
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(YY/MM/DD)
(1) Simple Interview Sheet

Trademark Rights Edition

1. Corporate profile

Company name Mountain View Co. Ltd.

Representative Makoto Tanaka

Contact person Department Manager Mr. Nomura
Contact 03-2222-2222

Business description Wholesaling and sdlling of outdoor goods

The president, an outdoor sports lover, haslong experience in outdoor leisure,
such as mountain climbing, rock climbing and camping overseas. He also follows
outdoor goods trends abroad. (Other information concerning the manager will be
collected at the time of Interview (3).)

o |[Manager’s career
g history and
qualifications

Human

2. Business summary (Overview of brands and trademarks)

1. Product brand

Product outline and Trademark rights
Brand name (Trademark) Name of product(s) features granted or ot
Climbing ropes, Rock-climbing goods

% Rock Moon karabiners and gloves intended for professionals

B

o

=)

®

N

®

<

O
2. Corporate brand

Product outline and Trademark rights

® Brand name (Trademark) Name of product(s) Uet outl '9
= features granted or not
" L . Barbecue sets, etc. Camping goods Granted
% g Mountain View Fleece wear, caps, etc. Outdoor clothing Granted
o)
o)

*
—
=3

is section needsto befilled out if the company has been licensing its trademark rightsto other companie
Trademark rights
granted or not

Brand name (Trademark) Licensee Licensed products

Relationship assets
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(C-2)

3. Brand strategy

Organizational assets

MV has been building its corporate brand “Mountain View” that targets young consumers. While continuing to follow the basic principle
of its brand strategy, the company will pursueits clear goal of establishing its corporate brand, by conducting effective sales activities
targeted at retailers and specialty retail storesin large-scale retail stores and running competitor-conscious advertisements. In particular, MV
has set a basic policy of running advertisementsin outdoor leisure & sports magazinesin ascale that is at least twice as much as those done
by other low-ranking specialized manufacturers and import agents, in an effort to prevent the competitors advertising efforts from

contributing to their sales.

MV’snew brand “Rock Moon,” which waslaunched in order to differentiate itself from two outdoor giantsthat employ full-line strategy
in the outdoor leisure and sports market, has succeeded in cultivating demand for its new products that target rock climberswho opt for
goods intended for professionals. The company will consider launching a new product brand if it can be expected to spur demand of high-end
products that target specific market ssgments. The company isalso making efforts to ensure a good balance between the corporate brand

business and individual brand businesses.

MV does not plan to license its trademark to other domestic nor foreign companies. While focusing on brand building in the domestic
market, the company began to consider the devel opment of overseas markets by exporting the current line of products. The company has

filed trademark applicationsin some foreign countries (countries of northern Europe, Russia, and the U.S).

Relationship
assets

(Target market and primary users)

The corporate brand “Mountain View” targets young consumers. “Rock Moon” targets rock climberswho opt for goodsintended for

professionals.

4. Sales of branded (trademark) products

Unit: million yen)

Term prior to the : Term following the
il Preceding term Current term Next term next term
%) December XX | December XX | December XX | December XX | December XX
g Sales of Mountain View goods 454 624 842 985 1,153
g Outdoor goods| 287 374 505 581 668
§ Clothing 196 250 337 404 485
8 [salesof Rock Moon goods 80 110 149 186 233
o) Rock-climbing goods intended
for profesionals 80 110 149 186 233
Total sales 534 734 991 1,171 1,386
* Fill in product salesif the company makes use of its own product brand or corporate brand.
Fill inlicensing revenuesif the company has been licensing its trademarks to other companies.
5. Profitability rate
Unit: million yen)
Term prior to the : Term following the
e T Preceding term Current term Next term S——
December XX | December XX | December XX | December XX | December XX
o |Company-wide sales 563 734 971 1,171 1,386
z Company-wide gross profits 289 331 411 491 582
©
S |Company-wide operating
'% profits 48 47 49 60 80
N T n
é, ::a;)irgparw-m de grossmargin 51% 45% 42% 42% 42%
O [Company-videcpaaing 9% 6% 5% 5% 6%

6. Use of funds

After experiencing growth for the last three terms, the company expectsincreased revenue for the next fiscal term. The company isin need for
roughly 100 million yen in funding for operating costs, caused by mounting inventories and accounts receivable as sales grow, and 50 million yen for|
the opening of a shop, including rental deposits and store renovation expenses, asit plan to open a company-owned outlet in Tokyo's major
commercial area, for atotal of 150 million yen.
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(YY/MM/DD)
(2) Intellectual Property Search Sheet

Trademark Rights Edition

1. Search resultsfor patents owned by the company

Product brand
Conduct IPDL search usi ngl |as akeyword

Product brand name Number of trademarks

Moon Rock 1

Details are shown in the attached search results.

Company or corporate brand name

Conduct IPDL search using| as a keyword

Corporate brand name Number of trademarks

Mountain View 1

Details are shown in the attached search results.

* If neither of the above two keywords refines search resullts,
Product or corporate brand name

Conduct IPDL search usi ngl |as a keyword, and refine search

Company name or representative’s name
using appli cants'l |0n the advanced settings screen.

Refined search (company name or representative’' s name <—————————— Circle one of the two choices
Product brand name Number of trademarks Corporate brand name Number of trademarks

Details are shown in the attached search resullts.

2. Confirmation and list of the trademar ks

Brand name Registration number Trademark title Information on progress

. . . . Registered on DD/MM/Y'Y
Mountain View 7391X XX Mountain View Annual feesfor 10 years paid

Registered on DD/MM/Y'Y
Moon Rock 3832X XX Moon Rock Annual feesfor 10 years paid

o If there are any trademark applications filed abroad.
Domestic registration
number

Brand name Foreign trademark

None
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(YY/MM/DD)

(3) Intellectual Asset-Based M anagement Evaluation (Business Prospects) I nterview

Sheet

Company name

Mountain View Co. Ltd.

m Business features
1. Customers

Interview items

Responses

Relationship assets

Target customers
(Attributes, market size and
regions, etc.)

The company targets skilled outdoor enthusiasts, primarily men in their late 20s and 30s,
a generation that begins to have more disposable income and seeks high-quality goods and
tools. The company currently focuses on sales in the Kanto and Shinshu regions.
According to an industry marketing research, the market is worth 30 billion yen.

Customers needs from the
company (Quality, safety,
expensive looking, etc.)

Consumers used to seek lower prices and minimum functionality rather than design
quality in climbing goods. But those who can afford are increasingly seeking stylishness
and high functionality. The company provides products that meet such consumer needs.

Stability of customer needs
(Fashionahility

Consumer population has been divided into two market segments: low-end and high-end.
High-performance goods are among the most popular in the company’ s products.

2. Sale

Interview items

Responses

relationship assets

Organizational assets and

Product’s seling price

MV’ s products show a mixed price patterns. The company’s products are priced around
20% higher than those sold by other companies.

Past marketing periods and
sales volumes (number of
outlets)

Sales have shown a steady increase since the launch of business five years ago. Sales
volumes vary with each product. Sales of Moon Rock products intended for professionals
have seen strong growth.

Product life cycle and trends

The company has a new product cycle almost every year. It boosts replacement demand by
releasing new products.

3. Competitors

Interview items

Responses

Organizational assets

Known competitors and their
sharein the market

Outdoor giants Company Q with a market share of 30% and Company K with a share of
40%. They together account for 70% of the market.

Competitors prices

Competing products are cheaper by around 20%. But the company’ s products may be
comparatively low in price for their quality.

Competitors' marketing
strategies

They employ alow-margin, high-turnover policy, targeting families and general users.
They focus on sales to nationwide mass market retailers.

Differences between the
company’s products and
competitors' branded products
(Advantages of the company)

The company adopts an entirely different strategy from the two rivals. High performance
and high fashion are the key elements of its products. The brand concept pursues
expensive-looking and sturdiness.
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4. Analysis of manager and know-how

Interview items Responses

The company targets market segments that do not overlap the two outdoor giants' targets.
It pursues its policy of raising name recognition in the outdoor market, with an advertising

Manager’s business strategy ' - >
strategy that focuses on design excellence and convenience in its products.

The president himself makes proposals in an effort to place MV’ s products on better parts
, . . |of the shelves at big retailers, succeeding in creating a win-win rel ationship with those
Manager's marketing expertise retailers. He selects contract manufacturers himself, keeping strict quality and cost control
systems in place.

Human assets

) ) Although the company’ s cash flow and borrowings are managed by Managing Director
Manager’s financial Mr. K, an ex-banker, and the president, a former sales representative, who is good with
management skills figures, their sales projections are largely based on expectation.

The company provides support services at big outdoor shops to make customers aware of
the functionality of its products. The company & so has an online membership system and
delivers information such as fashionable usages and how to use the products.

Know-how such as customer
service, recipes, etc.

Organi zationa]
| assets

5. Licensing to other companies/franchising (if applicable)

Interview items Responses
2 None
z Licensee
o
% Licensing conditions None
‘® |(Chargesprovision for handling
g know-how, etc.)
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(YY/MM/DD)

(5) Intellectual Asset-Based M anagement Evaluation (Profitability) Checksheet
Trademark Rights Edition

Company name

Mountain View Co. Ltd.

1. Sales by product (outlet-by-outlet) and by trademark

(Unit: million yen)

Sales of in-house products and

Term prior to the

sales through company-owned | "R Preceding term Current term Next term Uil
outlets YYIMM) (YYINM) (YYINM) (YYIMM) (YYIMM)
QOutdoor goods
(Tools and climbing goods) 282 405 535 767 901
% é Clothing 153 218 289 404 485
s 2
_5 'Q Subtotal 1,058 1,447 1,995 2,557 1,386
T g [salesof Mountain View good 370 530 700 985 1,153
8O
g % Sales of Rock Moon goods 65 93 124 186 233
Subtotal 1,058 1,447 1,995 2,557 1,386
(Unit: million yen)
2 E T l.l ‘?ens ol LEn pr_ior tothe Preceding term Current term Next term Term following the
franchising preceding term next term
(YY/MM) (YY/MM) (YY/MM) (YY/MM) (YY/MM)
2 Product 1
T |(outlet 1)
.% Product 2
T (Qutlet 2)
- Product 3
8, |©utlet3)
g z Subtotal 0 0 0 0 0
= Trademark 1
c
% Trademark 2
N
§ Trademark 3
o) Subtotal 0 0 0 0 0

2. Profitability rate

m Company-wide

(Unit: million yen)

Organizational assets

VEATDERE) i Preceding term Current term Next term VeI
preceding term next term
(YY/MM) (YY/MM) (YY/MM) (YY/MM) (YY/MM)
. Company-wide sales 435 623 824 1,171 1,386
& " Company-wide gross profits 212 281 349 495 580
E g Company-wide operating profits 26 40 42 60 80
é, Company-wide gross margin ratio 49% 45% 42% 42% 42%
O [Company-wide operating mergin % % 5% 5% %
m Branded products sales if data available (Unit: million yen)
Term prior to the . Term following the
preceding term Preceding term Current term Next term —
(YY/MM) (YY/MM) (YY/MM) (YY/MM) (YY/MM)
Sales of branded products
Gross profits from branded
products

Operating profits from branded
products

Grossmargin ratio for branded
products

Operating margin for branded

products
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3. Future cash flow (trial balance sheet attached)

(1) Company’ s business plan

It assumes annual sales growth of 18% —half the annual sales growth of 37% for the
past two years.

Purchase cost ratio: 57.3%
General administrative expenses (including advertising expenses): 38.3%

Estimated sales

Estimated expenses

The number of days sales outstanding and the average age of inventory are set at the

Other same level of those for the current term.

(2) Conservative scenario

Y -
Estimated sales It assumes annual sales growth of 6% —one third of (1).

Purchase cost ratio: 57.3%

Estimated expenses General administrative expenses (including advertising expenses): 38.3%

The number of days sales outstanding and the average age of inventory are at set the

Other same level of those for the current term.

(3) Common underlying assumptions (based on the company’ s business plan)
m Terms of collection and payment

Interview items Responses
g < o] Termsof collection from | To be closed on thelast day of the month that follows the month in which delivery is
= § @ buyers made, and to be paid the end of the month after the following month.
N o]
g g ® Terms of paymentto | T0 be paid the end of the month that follows the month in which purchase is made.
g e suppliers
m Useof funds
Interview items Responses
Use of funds About 50 million yen to be spent on rental deposits for new outlets and store renovations|
(Store devel opment costs, etc. (short term loans)
Use of funds About 100 million yen for increased operating funds (short term loans).

(Increases in working capital, such as
accounts receivable and inventories)
Use of funds None
(Promotions expenses)
Fundraising scale and repayment [ The 150 million loans are fully recoverable even under the conservative scenario
schedule attached to this report. Follow-up short-term financing is planned for the 200 million
(Consistency with profitability)  [yen out of the total amount.
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Future Cash Flow (Trademark Rights Edition)
(1) Company's business plan

(Unit: 1,000 yen)

Y ear following

Items Apr.e e May e o Jne e Jl.e e Aug. e ® Sep.e Oct. o o Nov. e ® Dec. o © Jan. o o Feb. o o Mar. o o Next Y | thenext year Thirdyear | Fourthyear | - Fifthyer
Amount brought forward (1) 110,000 93,012, 76,033 152,688 133,356 114,038 99,734 95,443 90,167 90,904 91,655 142,294 110,000 142,948 175,448 158,005 192,993
Cash sdes
% Collection of accounts receiveble 67,583 72,583 77,583 82,583 87,583 92,583 102,583 107,583, 112,583 117,583 122,583 127,583| 1,171,000] 1,386,000 1,635480| 1,929,866| 2,277,242
E Advance received
E Miscellaneous income
€ 8 Other non-operating income
g Other
§ Total current income (2) 67,583 72,583 77,583 82,583 87,583 92,583 102,583 107,583 112,583 117,583 122,583 127,583] 1,171,000] 1,386,000 1,635480| 1,929,866| 2,277,242
£ Cost of purchased goods 43,333, 48,333, 53,333 58,333 63,333 63,333, 63,333, 63,333 68,333 73,333 78,333, 83,333, 760,000 887,000 1,035,222 1,208213| 1,410,112
.g o Labor costs
% 35 | Selling and administrative expenses 36,417, 36,417, 36,417 36,417 36,417 36,417, 36,417, 36,417 36,417 36,417 36,417, 36,417, 437,000 502,000 592,360 698,985 824,802
= g_ Advance payments
o & |Temporary payments
g Other selling and administrative expenses|
Interest expenses 1321 1,313] 1,679 1,665 1,651 1,638 1,624] 1,610 1,596 1,583 1,694 1,680 19,053 22,500 23,340 25,680 26,520
Other non-operating expenses
Total current spending (3) 81,071 86,063 91,429 96,415 101,401 101,388 101,374 101,360, 106,346 111,333 116,444 121,430] 1,216,053 1,411,500] 1,650,922 1,932,878| 2,261,434
1 2 3 Balance 4) 96,512, 79,533 62,187 138,856 119,538 105,234 100,943 101,667, 96,404 97,155, 97,794 148,448 64,947 117,448 160,005 154,993 208,801
@ Withdrawa of fixed deposits
g Short-term loans payable 100,000 50,000 150,000, 50,000 50,000 50,000 50,000
E Long-term loans payable 50,000 50,000 100,000, 50,000 100,000 50,000
g Capital increase 0
L% Refund of income taxes 0
Other
] Total financial income (5) 0 0 150,000, 0 0 0 0 0 0 0 50,000 0 200,000 150,000, 100,000 150,000 100,000
] Payments into fixed deposits 0
E Repayment of short-term loans payable 0
'g E’ Repayment of long-term loans payable 3,500 3,500 3,500 5,500 5,500 5,500 5,500 5,500 5,500 5,500 5,500 5,500 60,000 72,000 72,000 72,000 72,000,
£ E- Total repayment of loans
(Of that, amount to be paid within 0
B |thismonth)
E Investment expenses 0
IT |Opening of outlets/Fixed asset purchased 50,000 50,000
Income taxes 6,000 6,000 12,000 20,000 30,000 40,000 50,000
Other 0
Total financial spending (6) 3,500 3,500 59,500 5,500 5,500 5,500 5,500 11,500 5,500 5,500 5,500 5,500 122,000, 92,000 102,000 112,000 122,000
4Arr§1?1t caxtied fonward o the following monh 93,012, 76,033, 152,688 133,356 114,038 99,734 95,443 90,167 90,904 91,655, 142,294 142,948 142,948 175,448 158,005 192,993 186,801
Balance of short-term |oans payable 322,000 322,000 422,000 422,000 422,000 422,000 422,000 422,000 422,000 422,000 472,000 472,000 472,000 522,000 572,000 622,000 672,000
Balance of long-term |oans payable 206,500 203,000 249,500 244,000 238,500 233,000 227,500 222,000 216,500 211,000 205,500 200,000 200,000 228,000 206,000 234,000 212,000
Tota amount of |oans payable 528,500 525,000 671,500 666,000 660,500 655,000 649,500 644,000 638,500 633,000 677,500 672,000 672,000 750,000 778,000 856,000 884,000
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Future Cash Flow (Trademark Rights Edition)

(2) Conservative scenario

(Unit: 1,000 yen)

Items Apr.e e May e o June e Jul.e e Aug. e e Sep.o o Oct.o o Nov.e e Dec.o o Jan.o o Feb.o o Mar. o o Next year Ylinfgéo;lveli:g Third yer Fourthyexr Fifthyear
Amount brought forward (1) 110,000 108,237, 108,162, 203,400 202,652 201,917 201,196 200,489 193,796 193,116 192,450, 243,353 110,000 245,948 331,828 311,865 274,706
Cash sdes
% Collection of accounts receivable 65,475 69,113 72,750 72,750 72,750 72,750 72,750, 72,750 72,750 72,750 76,388 80,025, 873,000 925,380 980,903| 1,039,757 1,102,142
E Advance received
E Miscellaneous income
§ 8 Other non-operating income
g Other
g Total current income (2 65,475 69,113 72,750 72,750 72,750 72,750 72,750 72,750 72,750 72,750 76,388 80,025/ 873,000 925,380 980,903] 1,039,757 1,102,142
% Cost of purchased goods 35,250 37,208, 39,167 39,167 39,167 39,167 39,167, 39,167 39,167 39,167 41,125 43,083, 470,000 540,000 620,426 712,829 818,995
5| o Labor costs
8 | 5 |Sellingand administrative expenses 27,167 27,167, 27,167 27,167 27,167, 27,167 27,167, 27,167 27,167 27,167 27,167 27,167, 326,000 335,000 355,100 376,406 398,990
% g_ Advance payments
a 5 |Temporary payments
g Other selling and administrative expenses
Interest expenses 1,321 1,313 1,679 1,665 1,651 1,638 1,624 1,610 1,596 1,583 1,694 1,680 19,053 22,500 23,340 25,680 26,520,
Other non-operating expenses
Total current spending 3) 63,738 65,688 68,012 67,998 67,985 67,971 67,957, 67,943 67,930 67,916 69,985 71,930 815,053 897,500 998,866] 1,114,915 1,244,506
1 3 Balance (4 111,737, 111,662 112,900, 208,152 207,417 206,696 205,989 205,296 198,616 197,950, 198,853, 251,448 167,948 273,828 313,865 236,706 132,343
o |Withdrawdl of fixed deposits
5 Short-term loans payable 100,000 50,000 150,000, 50,000 50,000 50,000 50,000
£ |Longterm loans payable 50,000 50,000 100,000 50,000 100,000 50,000
% Capital increase 0
E Refund of income taxes 0
Other
] Total financial income (5 0 0 150,000, 0 0 0 0 0 0 0 50,000 0 200,000 150,000 100,000, 150,000 100,000
] Payments into fixed deposits 0
E Repayment of short-term loans payable 0
g E’ Repayment of long-term |oans payable 3,500 3,500 3,500 5,500 5,500 5,500 5,500 5,500 5,500 5,500 5,500 5,500 60,000 72,000 72,000 72,000 72,000
£ E_ Total repayment of loans
(OfF that, amount to be paid within 0
® |this month)
E Investment expenses 0
IT |Opening of outlets/Fixed asset purchaseq 50,000 50,000
Income taxes 6,000 6,000 12,000 20,000 30,000 40,000, 50,000
Other 0
Total financial spending (6) 3,500 3,500 59,500 5,500 5,500 5,500 5,500 11,500 5,500 5,500 5,500 5,500 122,000, 92,000 102,000, 112,000 122,000
4Arnos-uent caried forward to the following month 108,237, 108,162 203,400 202,652 201,917 201,196 200,489 193,796 193,116 192,450 243,353 245,948 245,948 331,828 311,865 274,706 110,343
Balance of short-term |oans payable 322,000 322,000 422,000 422,000 422,000 422,000 422,000 422,000 422,000 422,000 472,000 472,000 472,000 522,000 572,000 622,000 672,000
Balance of long-term |oans payable 206,500 203,000 249,500 244,000 238,500 233,000 227,500 222,000 216,500 211,000 205,500 200,000 200,000 228,000 206,000 234,000 212,000
Tota amount of loans payable 528,500 525,000 671,500 666,000 660,500 655,000 649,500 644,000 638,500 633,000 677,500 672,000 672,000 750,000 778,000 856,000 884,000
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(C-8)
(YY/MM/DD)

(6) Intellectual Asset-Based Management Evaluation Financing Checksheet
Trademark Rights Edition

1. Check for profitability

Checked items

Criteria

Judgment and grounds

To examine business profitability (organizational assets) in al aspects

Cash flow stability

Are the buyers stable?
Does the company have adequate past performance?

Most of the buyers are outdoor specialty retailers.
According to past performances, salesisstableand in
an upward trend.

Does the company have clear customer targets?
Do the company’ s products match the needs of its

The company’s products target men in their 30swho
opt for high-end products.

Marketability |customers? Its high-performance and stylish products match
(Customers and Isthetarget market size large enough, compared withits  |high-end users’ needs.
. salesplan? Thetarget market is estimated to be worth 30 billion
their n%ds) yen. The market sizeis about one tenth of the market
for general users.
|s the company’ s unit sales price at an adequate level ? The pricesincludes premium for high quality work
Isits manufacturing unit price at an adequate level? and are set about 20% higher than those sold by other
Will enough gross profits be secured? companies.
Are promotion expenses at an adequate level? The production unit price s higher than that of other
Underlyi ng Will enough operating profits be secured? oompanies but the cost rateis lower than that of other
. companies.
assumptions for The gross profit margin is 45%, which is higher than
income and theindustry averageand at an adequate level.

expenditure plan

The advertising expenses of 100 million yen ayear
arereatively high. But they are below the level of
profits.

Operating profitsare low because of large advertising
expenses.

Balance with
fundraising efforts|

Does the amount of funds raised conform with the amount
for use?

Does the company’ s cash management secure enough
financial resourcesto repay?

Inlight of the past sales growth rates, the company’s
request for 100 million yen funding is reasonable.

There are no signs of cause for concern about the 50
million yen funding for the opening of outlets, if
provided with a mid-to long-term repayment plan.

2. I ntellectual property due diligence

Examination of intellectual property rights

Checked items Criteria Judgment and grounds
Do the trademark rights bel ong to the company? The two trademark rights belong to the company.
Have the trademark rights been registered? Thetwo trademarks have been established as
Validity of Has a pledge been established on the trademark rights?  |trademark rights.

(organizational assets)

trademark rights

Do the trademark rights have along enough validity
period?

They are not pledged as collateral.
Annual feesfor 10 years have been paid for the
trademarks and they have enough validity period.

Haven't any requestsfor trial for cancellation of registered

trademark not in use been made?

The company makes use of the two trademarks for itsj
business. Thereisno risk that other companieswill

Trademark Have any trademark infringement lawsuits been filed make requests for trial for cancellation of registered
liti gaIi on against the company’ s products? trademark not in use.
No trademark infringement lawsuits have been filed.
Does the company make use of the trademark in business? | The company makes use of the two trademarksfor its|
Does the trademark-driven business generate enough sales?| business.
Do designated goods for the trademark correspond to the The company maintained good sales records for the
company’s business? past threeyears.
Power of Has a trademark right been granted by the patent office of a] The designated goods for the trademark cover

trademark rights

country (or region) where the products are sold?
Does the trademark-driven business have a high profit
margin?

clothing and mountain climbing tools.
The company targets only the domestic market. The
company has obtained trademark rights only in Japan.
The gross profit margin of 45% isrelatively high,
compared with theindustry average.

Liquidity of
trademark rights

Are they co-owned rights?

Does the company’ s business know-how play akey role,
rather than the trademark?

Arethelicensees able to sustain their business without the
company’s trademark (brand)?

Are competitors' goods similar to those of the company?
Does the company have a large share in the market?

They are not co-owned.

Other than the trademarks, the company has sales
know-how including services techniques, which only
serve as supplementary marketing tools.

MV’stwo rivals, outdoor products giants, may
become interested in MV’ s brands and high-end
productsthat target different market segmentsfrom
theirs.
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3. Examination of intellectual property evaluation reports

Checked items

Criteria

Judgment and grounds

Examination of third-party valuation of the company’s business

advantages (organizational assets)

Valuator

Does he/she have sufficient ability and enough experience?

The valuator hastwo years of experiencesin appraisals
for banks.

Valuation purpose

Has the valuation been madein light of a financial
indtitution’ s viewpoint?

The appraisals provided by the valuator are intended
for banksand arein linewith financial concepts.

Valuation method

Has the DCF method (or equivalent methods) been used?

The DCF method applied.

Trademark rights

Hasthe validity of the trademark rights been examined?

Do designated goods for the trademark rights cover the
company’ s products?

Hasinformation on the progress of the trademark rights

The patent attorney, a partner of the valuator, has
checked the validity of the trademark rights and the
designated goods for the trademarks.

Information on progress and the compl etion of annual

valuation been checked? fee payments have been confirmed.
Have any comments been made about issuessurrounding | The valuator commented that no significant problems
the acquisition of trademark rights? werefound.
Arethe estimated sales adequatein light of the company’s | Estimated sales are based on the company’ s past
corporate information and the market size? performances.
Have competitors business conditions, sales, and market The discount rate is at an appropriate level against
share been taken into consideration? WACC.
Valuation Isthe established discount rate reasonable? Theroyalty rate isbased on the market data.

Isthe amount of royalty at an appropriate level?

Do the royalty rate and profit margin contradict each other?}

Theroyalty rateisnot set too high compared with the
gross profit margin rate. The royalty rate and gross
profit margin rate do not contradict each other
significantly.

4. Risk to parties concer

Checked items Criteria Judgment and grounds
Has he/she drawn up specific business plans and srategies?| He employs a strategy that targets market segments
Does hef/she have marketing expertise and the ability to that do not overlap the two outdoor giants' targets, by
coordinate people to do business? conducting advertising activities and providing services
Manager Does hef/she have the financial management skillsto at stores.
(Management manage cash flow and so on? He makes marketing proposals for giant outdoor
retailers and select contract manufacturers.
0 team) Managing director Mr. K isin charge of financial
g matters. The president also keeps strict cash
5 management in place.
Q
%’ Does the company have along enough business history? A new entrant with a five-year-long business history.
CE” & Does the company’ strademark have strong name Its name recognition isstill low. It spendslarge sumsi
> recognition? advertising.
g % Arethe qualities that sustain the company’ s trademark The company isgood at producing design-conscious
So based onitsoriginal service know-how or recipe? products. It has athorough quality control systemin
4 % Does the company have enough fundsto finance brand place.
£ § Manufacturer and | (trademark) development? 1t secures about 100 million yen a year for advertising.
§ g distributor Arethereany illicit acts that might damage the brand? Noiillicit acts have been found.
5 = Arethere any other contract manufacturersor distributors | The company has been building a close relationship
s that have problemsin their sales performance and with contract manufacturers since the launch of its
§ credibility? business. It has enough credibility.
8
]
Do they have sales channels and marketing expertise? None
Has the company signed a contract with them?
R Isthe licensing feeratein line with the market level ?
Licensee Arethey on a short-term contract (lessthan five years) ?
Have they presented their sales plan?
Do they have enough credibility?

Checked items Criteria Judgment and grounds
Arethere any competing productsin the market? Thetwo rivals together have a 70% share of the
4] Aretheir prices higher than that of the company’s market.
8 . products? They sell low-quality and low-priced products.
§ & Competing Isthe quality of their products superior to that of the Their products are directed at families and general
g ‘% products company’s products? users.
g Do they have a significantly larger sharein the market?
'g g Who aretheir target customers?
S
§ B Arethey superior to the company in terms of sales, Thetwo rivals have along business history and are
g % company size, and name recognition? superior to MV in terms of name recognition, business
S o Do they plan to release new products? scaleand sales volume.
§ é Competitors Do they have superior development and salesknow-how? | Competitorsthat target the low-end market do not plan
% to enter the high-end market. They do not seem to have
3 know-how to make high-performance products.
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(4) Sample of intellectual asset valuation report by an external institution
We have provided a sample report for intellectual asset valuation by an external institution below.

The valuation report comprises the following three parts:
1. Trademark research

2. Market research

3. Valuation

“1. Trademark research” summarizes search results for the validity of trademark rights and “2.
Market research” shows research results for the targeted market. “3. Valuation” illustrates the
economic value of intellectual property rights. We carried out a brand valuation using the Royalty
Relief Method on the premise of projected sales, while taking into consideration the trademark and
market research results.

1. Trademark research

oOultline of trademark rights
The scopes of trademarks subject to the assessment are shown below.

[Trademark 1: Trademark No. 7391xxx]

Datefiled: YY/MM/DD

Date registered: YY/MM/DD

Right holder: MV . .
Trademark: shown on the right hand side M ountain V1 ew
(Sound: Mountain View)

[Classification of goods and services, and designated goods and

services]

Class 28 Sports equipment

[Trademark 2: Trademark No. 3832xxx]

Datefiled: YY/MM/DD

Dateregistered: YY/MM/DD

Right holder: MV

Trademark: shown on the right hand side R OC]{ M oon
(Sound: Rock Moon)

[Classification of goods and services, and designated goods

and services)

Class 28 Sports eguipment
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oStatus of trademark
We confirmed the validity of the above two trademarks and the completion of annua fee
payments in the Intellectual Property Digital Library (provided by the National Center for Industrial
Property Information and Training). The trademark register shows that they are not already pledged
as collateral and no trademark license has been granted.
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2. Market Research

oOutdoor sports products market trends

After experiencing moderate declines since 20X X at levels around ¥2.2 to 2.3 billion, following
its peak at ¥2.6 billion in 19XX, the market for outdoor sports-related products, including mountain
climbing tools, camping equipment such as tents and barbecue tool sets, and outdoor clothing and
footwear, is showing a rebound in recent years, marking ¥2.5 million in 20X X and ¥2.6 billion in
20X X (“Leisure White Paper,” Japan Productivity Center). This growth is considered to have been
led by consumers’ return to outdoor leisure activities, particularly by the recent rock-climbing boom
among men. Though no field-specific market data is available for MV’s business fields of outdoor
clothing, footwear, bags, and rock climbing products, the market for camping and outdoor clothing,
footwear, and bags is estimated to be worth ¥1.5 billion as of 20X X, according to an industry group
survey (see Figure 1). The Climbing and Outdoor Sports Association’s research shows an increase in
the clothing segment’s average unit price for the past few years. In addition to products directed at
families, which is the traditional prime segment, the major contributor to the growth is male
consumers aged around thirty, a generation with relatively more disposable income, who opt for
high-performance, design-conscious products. Accessibly-priced products and mid-to high
value-added products are estimated to each account for about half of the 1.5 billion market for
outdoor clothing and footwear.

The Leisure Paper aso shows an upward trend in the number of men in their late 20s and 30s who
enjoy outdoor sports (those who do outdoor leisure activities such as camping twice or more a year),
recording 1.18 million in 20X X and 1.29 million in 20X X.

Figure 1 Estimated size of the market for outdoor leisure goods and clothing (¥100 million)

W Outdoor clothing, footwear, and backpacks
Climbing tents and climbingtools

Bother
| _

oCompetitors in the outdoor goods market

Figure 2 Competitors in the outdoor goods market
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Estimated .
. Domestic Head Number of . .
Company name | domestic ) Business fields
sales share office employees

Largest outdoor products maker. \5.4 billion in sales account for 86% of the
total sales of the company. Overseas sales are estimated to be around \1.5
A 65 43%|  Tokyo 2098 billion. It primarily offers accessibly-priced products in the camping and
mountain climbing fields. It has a nationwide sales network.

\50 billion in sales in the outdoor products business account for 25% of the
total sales of the company. It operates in almost the same fields as Company

B 42 28% Osaka 1019 A. It does strong overseas business, with overseas sales accounting for 85%
of the total. It is expanding business for its tennis and ski brands abroad.
Specialized in outdoor clothing and footwear. It primarily offers high value-
Mv 10 7%| Kanagawa 25 added products.

The company reentered the market in 20XX with its former brand, following X's
c 6 4% Osaka 102 withdrawal from the market. It sells accessibly -priced products under the name
“Land.” Its high-quality brand "Field Camp" is specialized in footwear and bags.

The outdoor products unit conducts the business

D 5 3% Aichi 223
Outdoor apparel maker. It also sells mountain climbing tools intended for
E 5 3%| Overseas 2 prof essional climbers
Other 17 11%
150 100%

It is estimated that two general outdoor sports and leisure companies (A and B), which operate
both in the domestic and international markets, together have over a 70% share of the outdoor leisure
market. MV holds a share of 7%, while those ranked lower, including specialized manufacturers of
outdoor leisure clothing, footwear, and bags, as well as manufacturers of foreign brands, together
account for 20% of the market (Figure 2 and Figure 3). The top two companies, which target
families and focus on accessibly-priced products, have different business strategies from MV's
(provision of design-conscious, high-quality products for reasonable prices). MV's understanding of
consumer needs in the targeted market helped it succeed in boosting demand, steadily increasing its
share of the market. The company’s sales growth is significant, compared with the lower-ranking
makers specialized in high-end products, MV'’s prospective rivals (Figure 4). Our analysis on the
obtained materials revealed that MV's shipment unit price has maintained its current level for the
past three years, helped by the release of new products and improvements in the product mix. With
the existing cost structure, its marketing efforts to gain a larger share of the market did not affect the
current profit profile.

Figure 3 Competitors’ shares Figure 4 Changes in company-by-company sales of
in the outdoor goods market outdoor clothing, footwear and bags
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3. Evaluation of economic value

(1) Selection of valuation method and basic concept
oSelection of specific valuation method

We used the Royalty Relief Method, a specific appraisal method under the income approach.
This method calculates the royalty costs the company would have to pay to a third party if,
hypothetically, the targeted intellectual property were being licensed from the third party, by
estimating these costs according to licensing agreements for similar products. Specificaly, it usesthe
company’s business plan to estimate the royalties (licensing fees) the company would have to pay if
it did not own the trademark rights that it needs to produce the products. It then values the
intellectual property rights by calculating the capitalized value of the royalties.

On the basis of MV'’s past performance records, we estimated the royalties (licensing fees) the
company would have to pay if it did not own the trademark rights that it needs to produce its
trademark-labeled products, and appraised the value of the trademark rights by applying a discount
to this estimated amount of royaltiesto arrive at their capitalized value.

' Economic value of theintellectual property (trademark rights) = Present value of the
oValuation period
Trademark rights can be maintained semi-permanently, as their registration is renewable upon the
expiration of the period. However, this report sets the valuation period at ten years from the time of
valuation, in consideration of the difficulty of assessing future profitability beyond the company’s
business plan and the fact that future product development will likely to change the line of products
to which the trademark will be used.

oEffective tax rate
To be set at 40%

(2) Detailed calculation method
oEstimated royalty income
Royalty income, which serves as a basis for the assessment, was calculated by multiplying
projected sales of the business related to intellectual property (trademark rights) by the estimated
royalty rate.

1) Scenario based on revised projections

Based on the information gained during the interview by the appraiser, it was determined that the
projected sales were to be set at the average of projected sales for the next three terms.
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Projected royalty income = average of revised sales projections multiplied by the
estimated royalty rate .
oEstimated royalty rate
The trademark rights subject to appraisal are intended for outdoor-related products. Of those

existing licensing agreements made open to the public, no cases were found to match that of MV,
because of the circumstances surrounding the sector and the specialty of MV’s products. Therefore
the royalty rate we used in this report was determined by reference to the royalty rate of cases similar
to the trademarksin question.

No exact matching royalty rate for outdoor-related goods (camping tools, outdoor clothing,
footwear, bags, and rock climbing tools) was available in the foreign data we used as areference.
The table below shows those products that we consider similar to MV’s in terms of their category as
outdoor sports products.

Figure 5 Royalty rate for outdoor related products

Product Royalty rate Average

Climbing footw ear 35 75 % 55 %
Cold w eather outfits for climbing 3.0 75 % 53 %
Climbing backpacks 35 70 % 53 %
Climbing tents 3.0 80 % 55 %
54 %

The average of royalty rates for the mountain-climbing goods, which we calculated by figuring
out their center values, became 5.4%. We decided to use this figure as an estimated royalty rate for
products labeled with the MV trademark. Since its products under “Mountain View” and “Rock
Moon” are both categorized as outdoor leisure and sports goods, we used the same royalty rate for
both of the trademarks.

According to the financial statement presented by MV, gross profit margins for the past five years
have stayed around 42% to 54%. We did not see any signs of problem in applying the estimated
royalty rate shown above.

(3) Calculation of expected rate of return
oCalculation of WACC
WACC was calculated by using the following formula.

D
{ WACC ———— x(1 T)xRd — —  xRe
D E
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D: Interest-bearing debt

E: Shareholders’ equity

T: Effective tax rate

Rd: Debt cost

Re: Cost of shareholder’s equity

Re = Rf + B{ E(Rm) Rf }

Re : Expected return on investment
Rf : Risk freerate
B :Valueof B

This indicates changes in the returns on stocks in proportion to stock market
fluctuations.
E(Rm)-Rf  : Market risk premium

WA CC was calculated to be 6.25%.

oCalculation of expected rate of return on intellectual property
The expected rate of return indicated by WACC shows that for the whole company and
accordingly may differ from that on intellectual property. However, subtracting tangible assets from
the company-wide value gives the value of intangible assets including intellectual property rights.
We figured out the expected return on intellectual property in light of that on tangible assets.
Following our estimation of the liquidity of the intellectual property, we calculated the addition of an
individual liquidity premium of 2.0% to 3.6% to WACC.
| Expectedrate of reurn on intellectual propety
| WACC Individua premium
WACC 2.0% 3.6%
6.25% 2.0% 3.6%
8.25% 9.85%

____________________________________________________________________________________________________

Asaresult, we set the expected rate of return at levels ranging from 8.25% to 9.85%.

(4) Setting of sales scenario
oAnalysis of MV’s sales performances
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The table below shows the changes in annual sales by type of product and sales budgets for the

next five years, according to the information provided by MV.

Figure 6 Sales performances for the last three years and sales budgets for the next five

years
es pe e es budge
FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX
MV outdoor high performance clothing 374 480 653 822 979 1,125 1,254
Sales MV outdoor footwear 181 236 328 413 492 566 627
(million yen) |my outdoor bags 149 183 258 325 387 445 492
RM rock climbing tools 30 72 115 145 173 199 221
Total 734 971 1,354 1,706 2,030 2,334 2,595
FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX
MV outdoor high performance clothing 122% 128% 136% 126% 119% 115% 111%
Sales growth |MV outdoor footwear 134% 131% 139% 126% 119% 115% 111%
from the |\ outdoor bags 122% 123% 141% 126% 119% 115% 111%
previous year RM rock climbing tools 160% 126% 119% 115% 111%
Total 130% 132% 139% 126% 119% 115% 111%
FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX
MV outdoor high performance clothing 29,714 37,274
Shipping MV outdoor footwear 11,177 13,986
volume MV outdoor bags 8,507 10,542
RM rock climbing tools 1,927 4,714
Total 51,325 66,516
FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX
MV outdoor high performance clothing 12.59 12.87
Shipm.ent unit [\ outdoor footwear 16.15 16.88
price
(thousand | MV outdoor bags 17.50 17.35
yen) RM rock climbing tools 15.57 15.27
Total 14.29 14.60
Sales performance and sales budget
3,000 P 9 160%
4 150%
2,500
4 140%
4 130% mmmm RM rock climbing tools
2000 -2 > - ’
4 120%
mmmm MV outdoor bags
1500 f---ommmm oo %110%
100% = MV outdoor footw ear
1000 F------—_—__——
’ 90% .
0 —8— Year-on-year comparison
80%
500 ’
70%
0 60%

FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX
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MYV specializesin outdoor clothing, footwear, bags, and rock-climbing products in the outdoor
leisure and sports market, which has remained around the same level asin past years, asillustrated
earlier. The company targets the high-end market segment, primarily men in their late 20s and 30s
who opt for stylish and high-performance products.

MV has been steadily expanding its business for the past three years at an annual growth rate of
130% to 135%, boosted by the new release of design-conscious camping fleece wear and lightweight
outdoor footwear, as well as new lines of rock-climbing products under “Rock Moon,” a new brand
launched amid the recent rock-climbing boom (Figure 6).

MV has aplan to reach ¥1.35 billion sales, a year-on-year growth of 139%, for the fiscal year
ending in March 20X X. The preliminary report for the January-June term of 20X X shows
year-on-year growth of 146%, indicating the company is achieving its sales targets as planned.

oSales breakdown and estimation of market share by region
MV is currently focusing on business in the Kanto and Shinshu regions, with a plan of stepping up
its effort for expanding into the nationwide market starting from next fiscal year.

Figure 7 Comparison of MV's sales by region and outdoor enthusiast population by region

of outdoor gnthuziasts |:]y region] |

Population of outdoor enthusiasts
(Men aged 20 to 50)

MV's sales Shinshul

distribution Distribution Thousands Hakuriku
Tohoku 7.6% 10.1% 130
Kanto 51.5% 29.8% 384
Shinshu/Hokuriku 21.7% 14.2% 183
Chubu 5.2% 8.8% 114 ¥ compositign)
Kinki 7.3% 17.8% 230 Kinki
Chugoku/Shikoku 3.1% 9.2% 119 k=
Ky ushu 3.6% 10.1% 130 TelEs Shinstiur
Total 100.0% 100.0% 1290 Hokuriku

0% 20% A40% G0% 20% 100%

As shown in the above figure, sales in Kanto, Shinshu and Hokuriku regions together account for
over 70%, while sales in areas to the west of Kanto account for 20% (Figure 7). The distribution of
the outdoor enthusiast population shows that Kinki, Chugoku, Shikoku, and Kyushu together
account for 40% of the nationwide total, a sign that they are high-potential markets. (Source:
Prefecture-by-prefecture outdoor enthusiast population statistics in 20XX published by the Japan
Productivity Center; based on the assumption that the outdoor enthusiast population consists
primarily of male consumersin their 20s to 50s uniformly distributed in al regions.)
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Figure 8 Estimation of market share of MV’s outdoor products by region

FY20XX Estimated market| Market share 30%
MV's sales size estimation
(Thousand yen) (Thousand y en) by region 25%
Tohoku 73,447 1,515,000 4.8%
20%
Kanto 500,342 4,470,000 11.2% °
Hokuriku/Shinshu 210,584 2,130,000 9.9% 15%
Chubu 50,584 1,320,000 3.8%
L 10%
Kinki 70,857 2,670,000 2.7%
Chugoku/Shikoku 30,342 1,380,000 2.20% 5% 11.2% 9.9% 6.5%
B 0
Kyushu 35,103 1,515,000 2.3% ove LI 3.8% I 2.79% W 2.09 W 2.3%
Total 971,259 15,000,000 6.5% Tohoku Kanto Hokuriku/Shinshu Chubu Kinki Chugoku/Shikoku Kyushu Total

We assessed the potential of each regional market from the distribution of the outdoor enthusiast
population and estimated MV's sales by region. MV's market share in the Kanto and Shinshu
regions last year, in FY20XX, was estimated to be 10% to 11% - almost the same level as MV's
self-assessment (Figure 8). MV has a lower market share in Kinki, Chugoku, Shikoku, and Kyushu
at around 2% to 3%. As stated in MV's business plan, strengthening sales personnel in those regions
is the key to increasing its market share. This strategy will stimulate potential demand, as it did in
the Kanto, Hokuriku, and Shinshu regions, and boost its nationwide market share.

oDetermination of future sales volume
MV'’s business plan aims to grab a market share of more than 15% in FY20XX, the largest
domestic share of the ¥1.5 billion outdoor leisure and sports market.

Though MV'’s high-quality, reasonably-priced products have been welcomed by design-conscious
consumers, it is likely that the top two outdoor giants, with their workforce for development, sales
strength, and name recognition, will start offering new products in the same segment, which will
bring real competition in the high-end market.

Changes in the sales of the four specialized manufacturers of outdoor clothing, footwear and bags,
ranked lower than MV, show that MV’s production development ability and marketing efforts have
allowed it to gain market share over those companies. However, it is certainly probable that by
taking advantage of their position as specialized manufacturers, they will come up with counter
strategies against MV'’s success.

In the process of creating an assessment scenario, we set the following preconditions for the
company’s future sales growth, by taking into consideration such a competitive environment, as well
as MV'’s sales performance and market share expansion.

(1) The outdoor clothing market will stay around an annual level of ¥1.5 billion and MV will
pursue market share growth asits key strategy.

(2) Starting from next year, MV will strengthen its sales force in the Kinki region and to the west
and continue to focus on advertising.
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(3) MV will release new products in order to maintain its shipment unit price at the current level.

(4) MV will gain a nationwide market share of 11% in FY20XX and maintain that level
thereafter even with the emergence of new competitors (on the assumption that MV’s
nationwide business will gain the same level of market share that it enjoys in the Kanto,
Hokuriku, and Shinshu regions).

Although accumulated sales for the January-June term of 20X X show steady year-on-year growth,
sales for the fiscal year ending in March 20X X are estimated conservatively at an annua growth rate
of 135%, the same level as that for the past three years, in consideration of seasona factors in the
outdoor goods market that affect the latter half of the year.

See Attachment 1 on the following page for the details of assumed changes in sales, the sales
growth rate, and domestic market share.

5 Assessed value
As aresult of our study shown above, MV’s intellectua property (trademarks) has been assessed
to have an economic value of 337.68 million to 362.77 million yen.

Assessed value

338 million to 363 million yen

* Rounded off to the nearest million.

For the details of the study, see Attachment 1 and Attachment 2.
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[Attachment 1]

Projection of future sales volume for use in evaluation in this report

[MV's business plan (Export sales ratio was determined by appraiser
ae age
FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX
Outdoor goods market
(mid-to high-quality products) ¥1,000 15,000 15,000 15,000 15,000 15,000 15,000 15,000 15,000
MV's sales budget ¥1,000 563 734 971 1,354 1,706 2,030 2,334 2,595
Domestic sales ratio 96% 96% 96% 96% 95.5% 95.0% 94.5% 94.0%
Export sales ratio 4% 4% 4% 4% 4.5% 5.0% 5.5% 6.0%
Domestic sales 541 704 932 1,300 1,629 1,928 2,206 2,439
Exports 23 29 39 54 77 101 128 156
Year-on-year comparison of domestic sales 130.3% 132.3% 139.5% 125.3% 118.4% 114.4% 110.6%
Year-on-year comparison of exports 130.3% 132.3% 139.5% 141.8% 132.2% 126.5% 121.3%
Domestic market share 3.6% 4.7% 6.2% 8.7% 10.9% 12.9% 14.7% 16.3%
[Scenario for valuation]
FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX FY20XX
Outdoor goods market
(mid-to high-quality products) ¥1,000 15,000 15,000 15,000 15,000 15,000 15,000 15,000 15,000
MV's sales budget ¥1,000 563 734 971 1,311 1,545 1,698 1,781 1,780
Domestic sales ratio 96% 96% 96% 96% 96.0% 96.0% 96.0% 96.0%
Export sales ratio 4% 4% 4% 4% 4.0% 4.0% 4.0% 4.0%
Domestic sales 541 704 932 1,259 1,483 1,630 1,709 1,709
Exports 23 29 39 52 62 68 71 71
Year-on-year comparison of domestic sales 130.3% 132.3% 135.0% 117.8% 109.9% 104.9% 100.0%
Year-on-year comparison of exports 130.3% 132.3% 135.0% 117.8% 109.9% 104.9% 100.0%
Domestic market share 3.6% 4.7% 6.2% 8.4% 9.9% 10.9% 11.4% 11.4%
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[Attachment 2]

Economic Value of Trademark Rights: Royalty Relief Method

I. Underlying Assumptions

. Di t
Estimated royalty rate 5.4% 41.7% ra'tsecoun 8.25% 9.85%
Il. Cash Flow Calculation (Calculation basis for valuation)
Actual e prospe
ltems
results 0X> 0 0 0X>
Sales subtotal (million yen) 1,545 1,698 1,781 1,780 1,780 1,780 1,780 1,780
Estimated royalty (  x ) 83 92 96 96 96 96 96 96
Estimated after-taxroyalty ( x(1 ) 49 53 56 56 56 56 56 56
-1 Discount factor (min) 8.25% 0.92379 0.85338 0.78834 0.72826 0.67276 0.62149 0.57412 0.53037
-2 Discount factor (max) 9.85% 0.91033 0.82870 0.75440 0.68675 0.62517 0.56911 0.51808 0.47163
-1 Discounted cash flow ( x -1) 44.93 45.61 44.19 40.81 37.70 34.83 32.17 29.72
-2 Discounted cash flow ( x -2) 44.28 44.29 42.29 38.48 35.03 31.89 29.03 26.43
As_sessed value of trademark 362.77 million yen
(Discount rate 8.25%)
As_sessed value of trademark 337.68 million yen
(Discount rate 9.85%)
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