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Al Valuation: Navigating the Complex Landscape of Artificial Intelligence

Dear Reader,

In an era where Artificial Intelligence is rapidly transforming industries and redefining
business models, the need for accurate and comprehensive valuation of Al-driven
companies and technologies has never been more critical. As Al continues to evolve at an
unprecedented pace, it brings with it a myriad of business, technological, and legal
challenges that demand our attention and expertise.

This e-book is a compilation of insights drawn from our extensive experience at ICM
Advisors, where we have been at the forefront of valuing Al and deep tech companies. Our
aim is to provide you with a holistic view of the Al valuation landscape, addressing key areas
such as legal and intellectual property considerations, startup valuation methodologies,
deep tech assessment, fintech innovations, and the crucial role of Al model audits in driving
investment decisions.

As leading practitioners in the field of Al valuation, we recognize the complexities and
nuances involved in assessing the true worth of Al-driven enterprises. This e-book serves as
a guide to navigate these challenges, offering valuable perspectives on how to approach
valuation in this dynamic and often unpredictable domain.

Whether you're an investor, entrepreneur, or industry professional, | hope you'll find this
collection of articles informative and insightful, helping you to make more informed
decisions in the exciting world of Al and deep tech.

Sincerely,

e

Pier Biga
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Disclaimer

This ebook is a compilation of articles authored by Pier Biga, Managing Director of ICM Advisors, originally published on LinkedIn. The
content reflects the author's professional insights and opinions on Al valuation, valuation approaches, and related considerations.

Purpose and Audience: The information provided is for educational and informational purposes only. It is primarily intended for CEOs,
CFOs, Legal Counsel, Investors, Venture Capitalists, and individuals involved in startups. While we strive for accuracy, please note the
following:

. Evolving Landscape: The field of Al and valuation methodologies is rapidly changing, and some information may become
outdated.

. Illustrative Examples: The articles and case studies presented are for illustrative purposes and may not be directly
applicable to all situations.

Not Professional Advice : This ebook does not constitute professional, financial, legal, or investment advice. Consult with qualified
professionals before making decisions based on its content.

No Guarantees: ICM Advisors and the author make no representations or warranties regarding the accuracy, completeness, or suitability of
the information. Use of any information or strategies is at your own risk.

Copyright and Intellectual Property: © 2024 ICM Advisors. All rights reserved. This ebook is the product of the author's intellectual efforts.
Reproduction, distribution, or transmission in any form without written permission is prohibited, except for brief quotations in critical reviews
or other noncommercial uses permitted by copyright law.

Changes and Updates: ICM Advisors reserves the right to modify the content of this ebook at any time without notice. It is your responsibility
to ensure you have the most current version.

By accessing and reading this ebook, you acknowledge that you have read, understood, and agree to be bound by the terms of this
disclaimer.
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Executive Briefing

The rapidly evolving field of artificial intelligence (Al) presents unprecedented challenges and
opportunities in valuation. As we navigate this complex landscape, several crucial insights emerge
from our comprehensive analysis:

Al Demands a Paradigm Shift in Valuation Methodologies

Traditional valuation approaches fall short when applied to Al-driven companies and technologies.
The unique characteristics of Al — its potential for exponential growth, the value of data assets, and
the rapid pace of innovation — necessitate a new framework for assessment. Valuators must
integrate technological, legal, economic, and ethical considerations to capture the true
potential and risks associated with Al assets.

Intellectual Property is the New Currency in the Al Economy

In the Al era, intellectual property (IP) has become a critical driver of value. Copyrigth, patents, trade
secrets, and know-how related to Al algorithms and applications are often a company's most
valuable assets. However, the evolving legal landscape surrounding Al inventorship and the
patentability of Al-generated innovations creates both opportunities and risks. Companies must
prioritize robust IP strategies, including early and continuous protection, to secure their
competitive advantage and enhance their valuation.

Data is the Lifeblood of Al, but also a Double-Edged Sword

Access to high-quality, diverse data is crucial for training Al models and creating value. However,
data also carries significant risks related to privacy, security, and regulatory compliance. Companies
must strike a delicate balance between leveraging data assets to drive innovation and implementing
robust data governance practices to mitigate risks. The ability to ethically source, manage, and
monetize data will increasingly differentiate successful Al companies.

Al Model Audits are Essential for Trust and Value Creation

As Al systems become more complex and opaquer, the need for transparency and explainability
grows. Al model audits play a crucial role in revealing the true worth of Al-driven startups by
assessing not just technical performance, but also fairness, robustness, and alignment with ethical
principles. Investors and acquirers should prioritize companies that demonstrate a
commitment to auditable and explainable Al, as these practices build trust and mitigate long-
term risks.

The Regulatory Landscape is a Key Value Driver

The evolving regulatory environment surrounding Al significantly impacts valuation. Companies that
proactively address legal and ethical considerations in their Al development and deployment
strategies are better positioned for long-term success. Staying informed about emerging regulations,
engaging with policymakers, and implementing best practices in areas such as bias mitigation and
privacy protection can provide a competitive edge and enhance valuation.
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Cross-Functional Expertise is Critical for Al Valuation

The complexity of Al valuation requires a multidisciplinary approach. Successful valuation efforts
bring together expertise from technology, law, finance, ethics, and domain-specific knowledge.
Companies and investors should cultivate diverse teams and partnerships to ensure a
comprehensive understanding of Al assets and their potential impact.

Deep Tech Valuation Requires Long-Term Vision

Valuing deep tech Al innovations, such as those in quantum computing or fusion technology,
requires looking beyond immediate market applications. These technologies often have extended
development cycles but immense long-term potential. Valuators must consider factors such as the
transformative impact on industries, the potential for creating entirely new markets, and the strategic
value of being a first mover in emerging fields.

Al Business Models Must Demonstrate Scalability and Adaptability

In the rapidly evolving Al landscape, the ability to scale and adapt is paramount. Successful Al
companies demonstrate not just innovative technologies, but also robust, scalable business models
that can evolve with technological advancements and market demands. Valuation should consider
factors such as the flexibility of Al infrastructure, the potential for network effects, and the
ability to pivot in response to technological breakthroughs.

Ethical Al is a Competitive Advantage

As societal awareness of Al's impact grows, companies that prioritize ethical Al development and
deployment gain a significant edge. Ethical considerations should not be viewed as constraints, but
as opportunities to build trust, enhance brand value, and mitigate long-term risks. Valuation models
should incorporate assessments of a company's commitment to responsible Al practices,
including fairness, accountability, and transparency.

The Human Element Remains Crucial in Al Valuation

Despite the focus on technology, the human element remains critical in Al valuation. The expertise
of the team, their track record in Al development and commercialization, and their ability to navigate
the complex Al ecosystem are key value drivers. Additionally, the capacity to effectively collaborate
with Al systems and integrate them into existing workflows can significantly impact a company's
success and valuation.

In conclusion, valuing Al-driven companies and technologies requires a nuanced, forward-
looking approach that goes beyond traditional metrics. By understanding these key takeaways,
stakeholders can better navigate the challenges and opportunities in the Al landscape, make more
informed decisions, and unlock the true potential of Al innovations. As the field continues to evolve,
staying adaptable and continuously refining valuation approaches will be crucial for success in the
Al-driven future.
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Introduction

This e-book brings together five comprehensive articles that delve into various aspects of Al
valuation:

"Evaluating Al Startup Business Models and Use Cases" provides a guide for startups
to effectively evaluate their Al business models and use cases, covering aspects such as innovation,
revenue models, scalability, and data requirements.

"Navigating the Uncharted Waters of Deep Tech Valuation" addresses the unique

challenges in valuing deep tech startups, particularly in fields like robotics, biotech, and fusion
technology, emphasizing the importance of early IP protection and demonstrating commercial
viability.

"Financial Technology Startups Valuation Issues" examines the recent decline in fintech
funding and discusses key factors to consider when valuing fintech startups, including regulatory
compliance, team expertise, and business model assessment.

"Unlocking Startup Value: How Al Model Audits Drive Investment" highlights the
importance of Al model audits in revealing the true worth of Al-driven startups, providing a
framework for differentiating Al models and discussing crucial economic considerations.

"Legal and Intellectual Property Implications on Al Valuation" explores the complex
intersection of Al with legal and IP considerations, discussing key issues such as patent eligibility,
copyright protection, and regulatory risks that significantly impact the valuation of Al companies and
technologies.

Each article provides valuable insights into the multifaceted world of Al valuation, offering practical
guidance for stakeholders in the Al ecosystem.
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1.
Evaluating Al Startup Business Models

and Use Cases

Rapid advances in artificial intelligence (Al) are revolutionizing industries and creating new
opportunities for startups. Artificial intelligence is no longer just a vision of the future but can enable
entirely new business models and improve existing ones through costs, revenues and differentiation
advantages.

However, this potential also creates challenges in effectively evaluating Al business models and use
cases. This is critical for startups to make informed decisions about their Al strategies and ensure
long-term success.

This article, based on ICM Advisors' Al valuation engagements, guides startups through the complex
but rewarding process of evaluating Al business models and use cases for strategy development and
funding.

| Key Considerations for Al Business Model Evaluation

In the valuation of an Al startup, the uniqueness and competitive advantage of its algorithms can
play a significant role. Here are some key aspects to consider.

Innovation and Technical Uniqueness: The value of a startup can be significantly increased
if its algorithms offer a groundbreaking innovation or a unique approach to problem-solving.
Intellectual property protection, such as trade secrets and patents, can further contribute to this
value. To stand out from competitors and attract customers, startups should assess how their Al
solutions differentiate themselves and provide a compelling value proposition. This may include the
use of proprietary algorithms, special data sets, or innovative applications. It is crucial to thoroughly
understand the target market by identifying specific customer segments that can benefit the most
from Al, startups can directly address their needs and challenges. Additionally, evaluating the target
market's openness to adopting Al solutions is essential for estimating potential adoption rates.

Revenue Model: Startups need to figure out a revenue model that can generate income from
the Al solution in a sustainable way. They should also evaluate its potential for scaling up and growing
as more people start using the solution. It's crucial to have a revenue model that can ensure long-
term viability and success. Startups should take the time to carefully think about different revenue
models, considering options like:

e Software Licensing: Charging a fee for the use of the Al software or offering tiered pricing
based on usage or features.
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e Subscription Model: Providing access to the Al solution through a subscription-based
model, often with recurring payments.

e Data-driven Services: Providing data-driven insights or recommendations to customers
based on Al analysis, charging for access or consulting services.

e Al-powered Products: Integrating Al into physical products or services and selling them to
customers.

e Al-as-a-Service (AlaaS): Offering Al capabilities as a cloud-based service to other businesses
or individuals.

ScaIabiIity: Apart from the revenue model that has been chosen, startups should also take into
account the performance and the scalability of their Al solution. This entails making sure that the
solution is able to handle a rising demand and the need for more resources as the business expands.
Factors to consider include:

e Infrastructure Capacity: Ensure that the underlying infrastructure can handle growing data
volumes, processing demands and user traffic.

e Al Model Training and Updates: Implement effective mechanisms to update and retrain Al
models as data evolves and new needs emerge.

e Adaptability to Different Markets: Build Al solutions so that they can easily adapt to
different customer segments or geographies.

e Future Growth Projections: Forecast future growth and scalability needs to ensure the Al
solution can support long-term expansion.

e Performance Superiority: Demonstrating the algorithms superior performance compared
to existing solutions — whether in speed, accuracy, scalability, or cost-efficiency — this can be
a strong competitive advantage.

Data Requirements and Access: Algorithms that require less data to train or are more
scalable can be more valuable, especially in environments where data is scarce or expensive to
acquire. Startups must define the quality and quantity of data required to train and maintain the Al
models. Identify strategies for acquiring or securing the necessary data sources.

Integration and Compatibility: The ease with which these algorithms can be integrated into
existing systems and their compatibility with current technologies can also affect their value.

Technical Expertise and Team Capacity: The expertise and track record of the team behind
the algorithms can significantly impact the perceived value. A team with a strong background in Al

and related fields can add credibility and trustworthiness. Startups should assess the in-house Al
expertise and team capacity to develop, maintain, and support the Al solution.

Intellectual Property Issues: How easily can competitors replicate or improve upon these
algorithms? A high level of defensibility, through complexity, unique data sources, or continuous
learning and adaptation, can increase the startup's valuation. As Al technology continues to evolve,
so does the complexity of intellectual property (IP) issues surround Al assets and algorithms. Startups
need to be aware of these issues and take steps to protect their IP if they want to maximize the value
of their Al-powered solutions.
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Startups should develop a comprehensive IP strategy that considers all of their Al assets and
algorithms. This strategy should identify the IP that is most valuable, assess the potential IP risks, and
develop a plan to protect the IP.

Regulatory and ethical compliance: Algorithms that are designed with regulatory
compliance in mind (especially in fields like healthcare or finance) and those that adhere to ethical
standards may be more valuable due to the lower risk of legal or reputational challenges.

Startups should be aware of other legal and ethical considerations related to Al, such as:

* Privacy: Al algorithms often rely on large amounts of data, which raises privacy concerns.
Startups should ensure that the way they collect, store and use data complies with applicable
data protection laws.

e Algorithmic bias: Al algorithms can be biased, which can lead to discrimination and unfair
outcomes. Startups should develop fair and unbiased Al systems.

* Explainability: Al systems can be complex and opaque, making it difficult for people to
understand how they make decisions. Startups should strive to make their Al systems more
explainable so that users can understand why they made certain recommendations or
decisions.

Impact and Value Proposition: Startups should assess the potential impact of the Al use case
on their client’s business, considering factors such as cost savings, revenue generation, efficiency
gains, and customer experience enhancements.

Data Availability and Usability: Data is the fuel that powers Al models. However, not all data
is created equal. For Al to be effective, it needs to be not only available but also usable. This means
that the data must be:

e High-quality: The data should be accurate, complete, and consistent. It should also be
representative of the real-world problem that the Al is trying to solve.

e Labeled: For supervised learning algorithms, the data must be labeled, which means that
each data point is assigned a category or label. This allows the Al model to learn from the
data and make predictions.

e Clean: The data should be free of errors, noise, and outliers. This can be a time-consuming
process, but it is essential for the Al model to produce accurate results.

Startups should carefully evaluate the availability and usability of client’s data before developing an
Al solution. This may involve identifying and acquiring new data sources, cleaning and preparing
existing data, or labeling data manually or through automated tools.

Algorithm Selection and Performance: Once the data is available and usable, the next step
is to select the appropriate Al algorithm for the specific use case. There are many different types of
Al algorithms, each with its own strengths and weaknesses. The best algorithm for a particular
problem will depend on the nature of the data, the desired outcome, and the computational
resources available.
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Startups should consider the following factors when selecting an Al algorithm:

e Problem type: The type of problem that the Al is trying to solve will influence the choice of
algorithm. For example, supervised learning algorithms are well-suited for classification and
regression problems, while unsupervised learning algorithms are better for tasks such as
clustering and anomaly detection.

e Data type: The type of data that the Al will be trained on will also influence the choice of
algorithm. For example, algorithms that are designed for image data may not be as effective
for text data.

e Computational resources: The startup should consider the computational resources
available when selecting an algorithm. Some algorithms are more computationally intensive
than others, and startups may need to scale their infrastructure accordingly.

After selecting an algorithm, startups should evaluate its performance on a test dataset. This will help
to ensure that the algorithm is effective in solving the problem at hand. Key performance metrics to
consider include accuracy, precision, recall, and F1-score.

Deployment and Monitoring: Plan for the deployment and monitoring of the Al solution,
considering factors such as infrastructure, integration with existing systems, and ongoing model
training and updates.

Human-Al Collaboration: Determine the appropriate level of human involvement in the Al-
powered workflow. Ensure that Al decision-making is transparent, auditable, and subject to human
oversight as needed.

Continuous Evaluation and Improvement: Al models are dynamic and should undergo
continuous assessment and enhancement as data evolves and new demands emerge. Startup must
create a system for ongoing assessment and enhancement of your Al use case.

By carefully evaluating data availability and usability, algorithm selection, and performance, startups
can ensure that their Al solutions remain effective, efficient, and sustainable. This, in turn, will help
them achieve business goals and gain a competitive edge in the Al-centric market.

| Conclusion

In summary, a thorough evaluation of their Al business models and use cases empowers startups to
make well-informed decisions, thus bolstering their competitiveness, securing long-term success,
and instilling confidence in potential investors. This evaluation encompasses a comprehensive
assessment of factors such as problem and solution alignment, distinctiveness, target markets,
revenue models, data prerequisites, technical proficiency, regulatory adherence, and overall business
impact. By giving due priority to these factors, startups can effectively harness the potential of Al to
create innovative solutions that cater to market demands and pave the way for sustainable growth.
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2.

Navigating the Uncharted Waters of Deep
Tech Valuation: Addressing Challenges
and Capturing True Value

Deep tech startups are revolutionizing industries with breakthrough innovations that have the
potential to transform our world.However, evaluating these companies' technology and intellectual
property (IP), particularly patents and know-how, presents a unique set of challenges such as: the
complexity of deep technology inventions, the immaturity of deep technology markets, and the
difficulty of predicting the future impact of these technologies. Traditional evaluation methods are
no longer applicable.

The most promising areas of transformative deep technology include artificial intelligence (Al),
quantum computing (QC), synthetic biology (SB), brain-computer interface (BCl), robotics, advanced
materials, advanced manufacturing, energy technology, and agricultural technology.

| Understanding the valuation challenge

The complexity of deep tech innovations, often rooted in cutting-edge science and technology,
makes them difficult to assess and value. Traditional patent valuators may lack the technical and
business expertise to fully grasp the intricacies of these technologies, leading to undervaluation or
overvaluation.

Additionally, deep tech markets are often in the early stages of development, which makes it difficult
to predict the future potential demand and profitability of deep tech products or services. This
uncertainty can have a significant effect on the valuation of patent rights, the potential market size
and revenue sources are still unknown.

Additionally, deep tech innovations often have long development cycles that require significant
investment and time before generating revenue. This extended period of return on investment has
the effect of making it difficult to estimate the monetary value of the technology and its associated
patents.

Establishing a direct connection between a deep tech patent and the commercial success of a
product or service can also be complicated. Deep tech innovations are often composed of multiple
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connected components, which makes it difficult to determine the contribution of the patented
technology.

| Overcoming the Valuation Hurdles: Strategies to Success

Despite these obstacles, deep tech startups have the ability to employ effective strategies to
surmount the obstacles associated with valuing their intellectual property and receiving the real value
of their innovations.

Early and Continuous IP Protection: A priority of early and continuous IP protection, including the
protection of patents and secrets, increases the company's standing in negotiations and provides a
foundation for future estimates.

Demonstrating Commercial Viability: Focusing on the practicality of their innovations via proof-
of-concept studies, prototype development, and having customers that are pilot can have a
significant impact on the value of the company's patent portfolio.

Engaging Tech/IP Experts: Working with experienced technology/IP experts who specialize in
evaluating deep technology innovations provides a deep understanding of the technology's
complexity, addressable market size and commercial potential.

Seeking Strategic Partnerships: partnering with companies that are already established in related
fields can facilitate the access of market knowledge, resources, and validation, which will strengthen
the company's value by demonstrating the marketability of its technology.

Exploring Alternative Valuation Methods: traditional valuation methods may not be fully
applicable to deep tech innovations. Startups should explore alternative approaches that consider
the unique characteristics of deep tech, such as the potential for future market dominance or the
impact on society.

The following are the valuation challenges and complexities in some deep tech segments and cases
of the strategic-economic role of IP.

| Robotics: Navigating the Valuation Labyrinth

The robotics industry is evolving rapidly, with advances in artificial intelligence, machine learning,
and sensor technology driving the development of increasingly complex robots. Evaluating patents
in this dynamic field requires careful consideration of the following factors:

Technological Advancements: Patents in robotics often cover groundbreaking technologies, such
as robotic arms with enhanced dexterity, autonomous navigation systems, and human-robot
collaboration interfaces. Assessing the novelty and impact of these technologies is crucial for
accurate valuation.
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e Market Potential: The robotics market is expected to reach $250 billion by 2026, driven by
demand from various industries, including manufacturing, healthcare, and logistics.
Understanding the potential market size and the competitive landscape is essential for
determining the value of robotic patents.

e Commercial Viability: Demonstrating the commercial viability of robotic innovations is critical
for enhancing patent valuation. This includes developing prototypes, securing pilot customers,
and showcasing real-world applications.

Case Study: Ekso Bionics

Ekso Bionics, a leading developer of exoskeleton technology, provides a prime
example of how effectively valuing patents can drive innovation and market
success. The company's Ekso GT exoskeleton, designed to assist individuals
with lower-body paralysis, has been clinically proven to improve mobility and
independence. Ekso Bionics' strong patent portfolio has played a
significant role in attracting investors and establishing the company as a
leader in the exoskeleton market.

Source Ekso Bionics Ekso NR

| Biotech: Unraveling the Valuation Enigma

The biotechnology industry is at the forefront of medical advancements, with groundbreaking
innovations in areas such as gene therapy, personalized medicine, and drug discovery. Valuing
patents in this sector requires a deep understanding of the biological and medical complexities
involved.

o Scientific Rigor: Biotech patents often cover complex biological processes, molecular
interactions, and therapeutic mechanisms. Assessing the scientific validity and potential
impact of these innovations is paramount for accurate valuation.

e Clinical Efficacy: Demonstrating the clinical efficacy of biotech inventions is critical for
enhancing patent valuation. This includes conducting rigorous clinical trials, providing
evidence of safety and efficacy, and securing regulatory approvals.

e Market Adoption: Understanding the potential market adoption of biotech products is
essential for determining patent value. This involves assessing the prevalence of the target
disease, the competitive landscape, and the reimbursement landscape.
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Case Study: Vertex Pharmaceuticals

Vertex Pharmaceuticals, a pioneer in cystic fibrosis (CF)
drug development, provides a compelling illustration of
how strong patent protection can drive innovation and
market dominance. The company's groundbreaking CFTR
modulator drugs, such as Kalydeco and Trikafta, have
— revolutionized the treatment of CF. Vertex's
- _..O 0 ﬂ i GG[]U comprehensive patent portfolio has been instrumental

J 0 0 ﬂ Ga k],j in securing market exclusivity and generating

ﬂ N 55.1 substantial revenue.

Vertex Pharmaceuticals Kalydeco and Trikafta

| Fusion Technology: Valuing the Promise of Clean Energy

Fusion technology holds immense promise as a clean and sustainable energy source, offering the
potential to generate limitless energy from seawater. Valuing patents in this nascent field requires
consideration of both technological feasibility and long-term market potential.

o Technological Maturity: Fusion technology is still in its early stages of development, and
there are significant technical challenges to overcome before commercialization. Assessing
the progress made and the potential for near-term breakthroughs is crucial for valuation.

o Market Potential: The global fusion energy market is projected to reach $1 trillion by 2050,
driven by the growing demand for clean energy sources. Understanding the potential market
size and the competitive landscape is essential for determining patent value.

e Government Support: Government funding and support for fusion research play a
significant role in the development and commercialization of fusion technologies. Assessing
the level of government commitment and potential funding opportunities is important for
valuation.
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Case Study: Helion Energy

Helion Energy, a leading developer of magnetic confinement
' fusion technology, exemplifies the importance of strong patent
protection in the fusion energy sector. The company's innovative
approach to fusion has attracted significant investment and
research collaborations. Helion's comprehensive patent
portfolio plays a crucial role in protecting its intellectual
property and positioning it as a leader in the field.

Source: Helion Energy Polaris fusion technology

| Valuing Oncology Patents: Navigating the Challenges and Unlocking
Hidden Value

The oncology industry is constantly evolving, with groundbreaking innovations emerging at a rapid
pace. To protect their intellectual property (IP), pharmaceutical companies and biotechnology
startups alike invest heavily in securing patents. However, valuing oncology patents can be a
complex and challenging task, as it involves addressing unique factors specific to the oncology
field.

Key Challenges in Oncology Patent Valuation:

e Scientific Complexity: Oncology patents often cover complex scientific concepts, intricate
biological processes, and cutting-edge drug discovery methodologies. Evaluating the
novelty, significance, and potential impact of these inventions requires a deep understanding
of medical science and oncology research.

e Immense Impact on Human Health: Oncology patents have the potential to significantly
impact human health by improving cancer diagnosis, treatment, and survival rates. This
societal impact can influence patent valuation, as it reflects the potential for the innovation
to save lives and improve patient outcomes.

e Regulatory Approvals and Market Dynamics: The oncology industry is highly
regulated, with stringent approval processes for new drugs and therapies. Navigating these
regulatory hurdles can delay commercialization and impact patent valuation. Additionally,
the competitive landscape in oncology can be dynamic, with new players entering the market
and existing players expanding their portfolios.

¢ Long Commercialization Cycles: Unlike in other industries, oncology drugs often have
long commercialization cycles, taking years or even decades from initial discovery to market
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availability. This delayed revenue generation can make it difficult to assess the financial value
of oncology patents.

e Lack of Comparable Data: Oncology patents often represent novel and groundbreaking
technologies, making it challenging to find comparable patents for valuation purposes. This
scarcity of comparable data can make it difficult to establish benchmarks and determine fair
market value.

Case: GRAIL- A Pioneer in Early Cancer Detection

GRAIL is a biotechnology company that is developing a
revolutionary blood test for early cancer detection. The
company's technology, called Galleri, can detect cancer
cells that are too small to be detected by traditional
methods, such as traditional biopsies. This non-invasive and
accurate test has the potential to save countless lives by
enabling earlier diagnosis and treatment. The Galleri test
can detect a signal shared by over 50 types of cancer with
99.5% specificity and predict the cancer signal origin with
high accuracy to help guide next steps. Grail has a comprehensive patent portfolio.

The global market for early cancer detection is estimated to be worth $80 billion by 2025. GRAIL is
well-positioned to capture a significant share of this market, as Galleri is the only non-invasive blood
test that can detect a wide range of cancers with high accuracy. If GRAIL can successfully overcome
these challenges, it has the potential to become a major player in the oncology industry and
revolutionize early cancer detection.

| Conclusion: Unveiling the True Value of Deep Tech Innovation

Effectively valuing deep tech patents necessitates a multi-faceted approach that delves into the
technical intricacies of innovation, potential market size, and the commercial viability of a technology.
By taking into consideration these factors and employing effective valuation methods, deep tech
startups can gain the recognition and funding necessary to bring their cutting-edge technologies to
the market.

ICM Advisors, having a long history of experience in the deep tech field valuation and practice
research, have developed valuation methods that are specific to the unique properties of each
technology and its intended applications. These methods, when combined with recognized financial
principles, produce highly accurate estimates that appeal to investors.

In conclusion, valuing deep tech patents is not just about assessing the potential financial
returns; it's about recognizing the transformative power of these innovations and the
potential they hold to shape the future. By employing a comprehensive valuation approach, deep
tech startups can secure the support they need to bring their groundbreaking ideas to life, paving
the way for a brighter, more technologically advanced tomorrow.
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3.
Financial Technology Startups

Valuation Issues

The global fintech industry has witnessed a significant decline in funding in recent twelve months,
raising concerns about the sector's future growth and stability. This slowdown can be attributed to a
confluence of factors, including rising interest rates, market volatility, and a more cautious approach
from investors.

The rapid growth of the fintech industry in recent years led to valuations that were often considered
inflated. However, as the market has matured, investors are now taking a more critical look at
valuations, demanding that fintech companies demonstrate clear paths to profitability and
sustainable growth before committing significant capital.

The global fintech industry has witnessed a significant decline in funding in recent twelve months,
raising concerns about the sector's future growth and stability. This slowdown can be attributed to a
confluence of factors, including rising interest rates, market volatility, and a more cautious approach
from investors. The rapid growth of the fintech industry in recent years led to valuations that were
often considered inflated. However, as the market has matured, investors are now taking a more
critical look at valuations, demanding that fintech companies demonstrate clear paths to profitability
and sustainable growth before committing significant capital.

Assessing the feasibility and potential impact of technologies and business models is critical to
determining their ability to disrupt existing markets and provide tangible value to consumers. The
drop in fintech startup funding reflects a broader trend of market correction and investor caution
across the technology sector.

Fintech funding falls

1,902

Deals
754
Funding
$7.4B
$13.88 [ $11.68 § $11.78 [| $11.98 [ $11.88 [ $12.28 [ $13.38 || $13.2B [ $28.38 | $38.08 ] $35.98 | $38.78 | $31.38 [§ $22.18 || $13.88 [ $10.38 || $15.58 || $7.6B

Qz Q3 Q4 a1 Q2 Q3 Q4
2020 2021

Source: CBInsights
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European VC funding % growth last 12 months as Nov. 2023

Total VC -38% N
Semiconductors B +22%
Energy B +8%
Robotics 0%

Deep Tech 5% 1

Media -17% Il
Security -18% 1IN

Health -19% Il
Transportation -24% Il

Travel -30% I
Proptech -37% I
Foodtech -40% N
Education -47% .
Marketing -58% I
Enterprise Software -63% I
Gaming -67% N
Fintech -70% N

Source: dealroomco

Several factors have contributed to this downturn, including:

Economic Concerns: The global economic slowdown has raised concerns about the
sustainability of consumer spending and the overall growth trajectory of the economy. This has
dampened investor enthusiasm for high-growth, high-valuation startups, particularly in sectors like

fintech that are more sensitive to economic fluctuations.

Rising Interest Rates: Central banks have been raising interest rates in an effort to combat
inflation. This has made it more expensive for startups to borrow money, which can limit their growth
potential and ability to achieve profitability.

Valuation Reset: After years of rapid growth and inflated valuations, fintech startups are facing
a valuation reset. Investors are becoming more discerning and are demanding more evidence of

profitability and sustainable growth before committing significant capital.

Oversaturation: The fintech sector has become increasingly crowded, with a proliferation of
startups offering similar or overlapping services. This competition is putting downward pressure on

valuations as investors seek to identify the most promising and differentiated players.
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Increased Regulatory Scrutiny: The fintech industry is under increasing regulatory scrutiny as
regulators seek to address concerns about data privacy, consumer protection, and financial stability.
This increased scrutiny can add costs and complexity for startups, which can negatively impact their

valuations.

Macroeconomic Headwinds: The ongoing wars in Ukraine and lIsrael, supply chain
disruptions, and other global economic uncertainties have created a more challenging environment
for startups across all industries. This has made investors more cautious and willing to pay lower

valuations for riskier investments.

Despite these challenges, the fintech sector remains a dynamic and promising area for innovation.

As the industry matures and consolidates, valuations are likely to stabilize and eventually rebound.

However, investors are now taking a more measured approach and demanding stronger evidence of

business viability before committing significant capital.

Valuation of the true potential of these fintech companies requires robust approaches that address

the complexities of this emerging field.

| Harnessing the Power of Disruptive Technologies

Fintech startups are at the forefront of technological advancements, leveraging blockchain, artificial
intelligence, and machine learning to transform financial services. Evaluating the viability and
potential impact of these technologies is crucial.

How does the technology address a specific pain point or unmet need? Does it offer a significant

improvement over existing solutions?
| Regulatory Compliance and Navigating the Financial Ecosystem

The fintech industry operates within a complex regulatory framework, and evaluating a startup's

understanding of compliance requirements is essential.

How does the startup ensure adherence to data privacy, anti-money laundering, and consumer
protection regulations? Does it have the expertise to navigate the evolving regulatory landscape?

| Assessing the Team's Financial Expertise and Industry Acumen:

Fintech startups require a team with a deep understanding of financial markets, regulatory nuances,
and technological capabilities. Evaluating the team's experience in financial services, risk

management, and technology is crucial.
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Do they have a proven track record of success in the fintech domain?
| Understanding the Business Model and Unit Economics:

Fintech startups often employ innovative business models, and evaluating their revenue streams,

cost structures, and customer acquisition strategies is essential.

How does the startup generate revenue? What are the key cost drivers? How does it plan to achieve

profitability and scale its operations?

| Addressing Security and Data Privacy Concerns:

Fintech startups handle sensitive financial data, making security and data privacy paramount.
Evaluating the startup's cybersecurity measures, data encryption protocols, and privacy policies is
crucial.

How does the startup protect customer data from breaches and unauthorized access?

| Evaluating Partnerships and Integrations:

Fintech startups often rely on partnerships with established financial institutions and technology

providers. Assessing the strength of these partnerships and the level of integration is important.
How do these partnerships enhance the startup's product offering and market reach?
| Understanding the Competitive Landscape:

The fintech space is highly competitive, with established players and emerging startups vying for
market share. Evaluating the startup's competitive differentiation and value proposition is crucial.

What unique features or services does it offer? How does it stand out in a crowded market?
| Assessing Scalability and Growth Potential:

Fintech startups need to demonstrate the ability to scale their operations and user base to achieve

long-term success.

Can the technology infrastructure and business model support rapid growth? Does the team have the

expertise to manage expansion and maintain quality of service?
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| Valuation Considerations and Investment Risks:

Determining a fair valuation for a fintech startup can be challenging due to the dynamic nature of
the industry and the potential for rapid growth or failure. Investors need to carefully assess the

startup's potential return on investment and weigh the associated risks.
| Exit Strategies and Potential Returns:

Assessing potential exit strategies, such as an IPO or acquisition, is important for investors to evaluate
potential returns on their investment. Understanding the startup's long-term vision and exit strategy
provides insights into potential liquidity events.

Evaluating fintech startups requires a comprehensive approach that considers the unique aspects of
the financial technology landscape. By carefully assessing the technology, team, business model,
regulatory environment, and potential risks, investors and advisors can make informed decisions that

align with their investment goals and risk appetite.
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4,
Unlocking Startup Value:

How Al Model Audits Drive Investment

When valuing a startup with an Al model at its core, traditional financial metrics may not capture its
full potential. Al model auditing offers a comprehensive evaluation, revealing the true worth of both
the Al and the startup. This process goes beyond technical specifications and dives into various
dimensions that significantly influence valuation.

| What is Al Model Auditability?

Al algorithm auditability refers to the ability to understand, explain, and assess the decision-making
processes of an Al model. It involves examining the model's logic, identifying potential biases, and
ensuring it operates fairly and ethically. Here's why it's crucial:

e Transparency and Trust: By understanding how Al models reach decisions, stakeholders
can build trust in their outputs and ensure responsible use.

« Mitigating Bias: Audits help identify and address biases in the data used to train the model,
promoting fairer and more equitable outcomes.

e Regulatory Compliance: Evolving regulations around Al may necessitate auditability to
demonstrate compliance with legal frameworks.

e Risk Management: Audits uncover vulnerabilities within the algorithm, preventing
manipulation or malicious attacks.

e Improved Performance: Auditing reveals areas where the model is performing poorly,
allowing for targeted optimization and performance improvements.

Why is Al Model Auditability Important?

There are several compelling reasons for Al model audits:

e Transparency and Trust: Stakeholders can trust the Al's outputs and ensure responsible use
by understanding its decision-making process.

e Reduced Risk: Audits identify vulnerabilities and potential biases, lowering risks associated
with technical limitations, data quality, or market adoption. This can lead to a lower risk
premium and a higher valuation for startups.

e Improved Performance: Audits pinpoint areas where the model performs poorly, allowing
for targeted optimization and improvements.
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e Regulatory Compliance: Evolving regulations around Al may necessitate audits to
demonstrate compliance.

o Justifying Valuations: For early-stage startups, a strong audit with a clear value proposition
can justify higher valuations based on future potential.

e Attracting Investors: A comprehensive audit report demonstrates transparency, reduces
investor uncertainty, and increases the startup's attractiveness.

| Differentiating Al Models: A Framework

Understanding the relative strengths and weaknesses of different Al models is crucial. Here's a
framework to help compare and contrast Al models:

1. Application and Deployment

o Target Domain: Determine the specific industry or application for which the model
is designed. Assess any specific requirements or constraints for deployment in that
domain.

o Value Proposition and Differentiation: Define the unique value proposition of the
Al model and how it differentiates from competitors. Evaluate its ability to generate
new revenue streams, improve operational efficiency, or create a competitive
advantage.

2. Model Architecture and Design

o Type of Model: Identify if it is a deep learning model (e.g., CNN, RNN), a simpler
model (e.g., decision tree, logistic regression), or another type.

o Data Requirements: Evaluate whether the model requires a large amount of labeled
data or can learn effectively with less data.

o Learning Style: Determine if it is supervised, unsupervised, or reinforcement learning.
Assess how it handles new or unseen data.

o Explainability: Check if the model offers explainability techniques (e.g., SHAP, LIME)
to understand its decision-making process.

3. Functionality and Performance

o Task Definition: Identify the specific task the model is designed for (e.g., image
classification, natural language processing, time series forecasting).

o Performance Metrics: Assess the model's performance on relevant metrics for the
task (e.g., accuracy, precision, recall, F1 score) and compare it on publicly available
benchmarks or standardized datasets.

o Generalizability: Evaluate how well the model performs on data outside the training
set and how it handles variations or outliers.

o Model Performance and Explainability: While raw accuracy is important, assess the
model's real-world performance with relevant metrics. Utilize Explainable Al (XAl)
techniques to understand how the model arrives at decisions, fostering trust and
transparency.

o Data Quality and Bias: Examine the quality, quantity, and representativeness of the
data used to train the model. Identify and mitigate potential biases that could lead to
unfair or inaccurate outcomes.
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4. Scalability, Maintainability, and Computational Efficiency

o Scalability: Assess the model's capacity to handle larger datasets and adapt to
changing environments. Consider the computational resources required for
deployment.

o Technical Debt: Evaluate the quality and maintainability of the codebase. Technical
debt can hinder future development and impact the long-term value of the Al asset.

o Ease of Integration: Determine how easy it is to integrate the model into existing
systems and workflows.

5. Intellectual Property (IP)
o [P Strength: Identify and assess the strength of the Al model's intellectual property,

including patents, copyrights, or trade secrets associated with the model architecture
or training data.

| Economic Considerations

e Open-Source vs. Proprietary: Assess whether the model architecture and code are open-
source or proprietary. Open-source fosters collaboration and faster innovation but can pose
challenges in customization and IP control. Proprietary models offer greater control but limit
access to broader expertise.

o Security and Privacy: Consider if the model raises any security or privacy concerns and how
it handles sensitive data.

e General vs. Specialized Models: General models offer broad applicability across industries
but may require extensive customization for specific tasks. Specialized models, though
requiring a higher initial investment, potentially deliver superior performance and faster ROI.

e Cost of Development: Al development encompasses data acquisition, computational
resources, and specialized talent. A careful cost-benefit analysis is crucial.

e Reaching Breakeven and Profitability: Beyond development costs, consider infrastructure,
ongoing maintenance, and potential retraining. Identifying clear revenue streams and
building a scalable business model are essential.

By systematically evaluating these factors, startups can better understand how Al models
differentiate themselves. This empowers them to make informed decisions about model selection
based on specific needs and contexts.

| Conclusion

A successful Al model audit delves into market potential, economic benefits, and the long-term value
proposition of the Al-powered startup. Al algorithm auditability is essential for building trust,
managing risks, and ensuring responsible Al development. Incorporating Al model auditing into the
valuation process allows startups to present a compelling case to investors. Investors gain a deeper
understanding of the technical and economic viability of the Al solution, enabling them to make
informed investment decisions.

As the field evolves, expect advancements in auditing techniques and a growing emphasis on
transparency and explainability in Al systems.
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5.

Legal and Intellectual Property
Implications on Al Valuation

The rapid advancement of artificial intelligence (Al) has ushered in a new era of technological
innovation, simultaneously creating complex challenges in the realms of law, intellectual property
(IP), and financial valuation. As Al systems become increasingly sophisticated and pervasive across
industries, traditional frameworks for assessing value and risk are being put to the test.

The intersection of Al with legal and IP considerations has given rise to a myriad of questions that
significantly impact the valuation of Al companies and technologies. These questions span a broad
spectrum, from the patentability of Al-generated inventions to the copyright protection of Al-created
works, and from liability issues in Al decision-making to data protection concerns in Al training and
deployment.

In this dynamic landscape, conventional valuation methodologies often struggle to capture the full
potential—and risks—associated with Al assets. The unique characteristics of Al technologies,
coupled with an uncertain and rapidly evolving legal environment, necessitate a more nuanced and
forward-looking approach to valuation.

| Abstract

The rapid advancement of artificial intelligence (Al) has ushered in a new era of technological
innovation, simultaneously creating complex challenges in the realms of law, intellectual property
(IP), and financial valuation. As Al systems become increasingly sophisticated and pervasive across
industries, traditional frameworks for assessing value and risk are being put to the test.

The intersection of Al with legal and IP considerations has given rise to a myriad of questions
that significantly impact the valuation of Al companies and technologies. These questions span
a broad spectrum, from the patentability of Al-generated inventions to the copyright protection of
Al-created works, and from liability issues in Al decision-making to data protection concerns in Al
training and deployment.

In this dynamic landscape, conventional valuation methodologies often struggle to capture
the full potential—and risks—associated with Al assets. The unique characteristics of Al
technologies, coupled with an uncertain and rapidly evolving legal environment, necessitate a more
nuanced and forward-looking approach to valuation.
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Key considerations include:

e Patent Portfolios: The ongoing debates about Al patentability create uncertainty in assessing
the long-term value of Al-related patent portfolios.

e Copyright Protection: Ambiguities surrounding copyright for Al-generated works affect the
valuation of content-creation Al systems.

e Regulatory Risk: The potential for new regulations or legal challenges adds a layer of
complexity to Al valuations.

e Data Assets: While critical to Al systems, data assets carry both value and potential liability,
especially in light of regulations like GDPR.

e |P Infringement Risk: The possibility of intellectual property infringement claims, particularly
regarding training data, can significantly impact valuations.

e Trade Secrets: The value of Al-related trade secrets, while potentially substantial, presents
quantification challenges.

e Technological Obsolescence: The rapid pace of Al innovation necessitates consideration of
potential obsolescence in valuation models.

For stakeholders in the Al ecosystem—be they corporate leaders, startup founders, or
investors—understanding these legal and IP implications is not merely a compliance issue. It
is a strategic imperative that can profoundly influence innovation strategies, risk management
approaches, and long-term value creation.

This article aims to provide a comprehensive overview of the current state of Al law and policy,
focusing on key issues such as copyright for Al-generated works, patent eligibility for Al inventions,
liability for Al decision-making, data protection, and the emerging concept of algorithmic negligence.
Moreover, it will explore how these factors interplay with and impact the valuation of Al companies
and technologies.

By delving into these complex issues, this article seeks to equip readers with the insights necessary
to navigate the challenges and opportunities at the intersection of Al, law, intellectual property, and
valuation.

| Copyright and Al-Generated Works

- US: No clear consensus on copyright protection for Al-generated works. The US Copyright Office
has stated that works must be authored by humans to be copyrightable.

- EU: Ongoing debates about whether Al-generated works can be protected under copyright law.
Some countries are considering new rights for Al-generated content.

- Key issue: Balancing protection of Al-generated works with traditional notions of human
authorship and creativity.
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| Patent Eligibility for Al Inventions

- US: Al inventions face challenges under the "abstract idea" exception to patent eligibility. Software
and algorithm patents are scrutinized heavily.

- EU: The European Patent Office has rejected applications listing Al as an inventor, maintaining
that inventors must be natural persons.

- Key case: Applications by Dr. Stephen Thaler for inventions allegedly created by DABUS (Al
system).

- EPO's reasoning: Based on Article 81 and Rule 19(1) of the European Patent Convention (EPC),
requiring inventors to be natural persons.

- Implications: Challenges for inventions where Al plays a significant role in the creative process.
- Ongoing debates: Whether patent law should be updated to accommodate Al inventors.

- Alternative approaches: Listing Al system's creators as inventors or creating a new legal category
for Al-generated inventions.

- Global context: South Africa granted a patent to an Al-generated invention in 2021, departing
from the global trend.

| Al patent intensity and key trends

Here following some highlights of Al patent intensity and key trends:

e Overall Patent Intensity:
- Al patent filings have shown exponential growth over the past decade.
- The intensity of Al patenting has far outpaced overall patent growth rates across most
major patent offices.
e Geographical Distribution:
- China and the United States lead in Al patent intensity, followed by Japan, South
Korea, and European countries.
- China's growth in Al patent filings has been particularly aggressive, often outpacing
other countries in sheer volume.
e Technology Clusters:
- Machine Learning, particularly deep learning, shows the highest patent intensity.
- Other high-intensity areas include computer vision, natural language processing, and
speech recognition.
- Emerging high-intensity clusters include Al ethics, explainable Al, and Al for specific
industry applications.
e Industry-Specific Trends:
- Healthcare and biotech have seen a surge in Al patent intensity, particularly in drug
discovery and medical imaging.
- Automotive sector shows high intensity in patents related to autonomous vehicles.
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- Financial services are seeing increased patenting in Al for fraud detection and
algorithmic trading.
Quality vs. Quantity:
- While patent numbers are high, there's ongoing debate about the quality and novelty
of some Al patents.
- Some experts argue that the high intensity might lead to a "patent thicket" in Al,
potentially hindering innovation.
Corporate vs. Academic Patenting:
- Large tech companies dominate in terms of patent numbers, but universities and
research institutions are showing increased patenting activity.
- Startups are also contributing significantly to Al patent intensity, often in niche or
highly specialized areas.
Cross-Disciplinary nature:
- High patent intensity in combining Al with other emerging technologies like loT,
blockchain, and quantum computing.
- This trend indicates the integrative nature of Al across various technological domains.
Defensive Patenting:
- Increased intensity in what appears to be defensive patenting strategies, where
companies file patents to protect their Al innovations from competitors.
Open Source Impact:
- Despite high patent intensity, there's a parallel trend of open-sourcing Al
technologies, which may impact future patenting strategies.
Al as Inventor:
- Emerging discussions and legal cases about Al systems being listed as inventors,
potentially impacting future patent intensity and strategies.
Ethical Al and Responsible Innovation:
- Growing intensity in patents related to fairness, accountability, and transparency in Al
systems.
- This trend reflects increasing regulatory and societal focus on responsible Al
development.
Edge Al and Federated Learning:
- Increasing patent intensity in technologies that enable Al processing at the edge and
privacy-preserving machine learning techniques.
Al for Climate and Sustainability:
- Rising trend in patents applying Al to environmental monitoring, clean energy, and
sustainable resource management.
Specialized Hardware for Al:
- High patent intensity in Al chip design and neuromorphic computing, reflecting the
push for more efficient Al hardware.
Regional Specializations:
- Different regions show varying intensities in specific Al subfields, often aligning with
their industrial strengths or policy focus.
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e Patent Landscape Evolution:

- The rapid pace of Al development is challenging traditional patent examination
processes, potentially leading to changes in how Al patents are evaluated and
granted.

e International Collaboration and Competition:

- While there's intense competition in Al patenting, there's also a trend of international

collaboration, particularly in foundational Al research.

These trends in Al patent intensity reflect the dynamic and rapidly evolving nature of the field. They
highlight areas of intense competition, emerging technological focuses, and potential future
directions for Al innovation. However, it's important to note that patent intensity alone doesn't
always directly correlate with technological leadership or market success.

Factors such as the quality of patents, their strategic value, and how effectively they are
leveraged in product development and market strategies also play crucial roles.

Fig. 1 — Top 25 Organizations by Al Patents in 2023
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Fig. 2 — Next 25 Organizations by Al Patents in 2023
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| Liability for Al Decision-Making
- Current legal frameworks not designed with Al in mind, creating application challenges.
- Key questions:
a) Who is responsible when an Al system causes harm?
b) How to handle liability with opaque Al decision-making?
¢) Should Al systems be held to human standards?
- Potential liable parties:

a) Developers/Manufacturers: Liability for design flaws, inadequate testing, or improper
instructions.

b) Users/Operators: Liability for misuse or ignoring safety warnings.
c) Owners: Potential liability similar to company responsibility for employee actions.

d) The Al itself: Proposals for Al legal personhood, raising complex philosophical and
practical questions.

- EU approach: Risk-based approach in proposed Al Act, potential updates to Product Liability
Directive.

- US approach: No comprehensive federal framework; case-by-case application of existing laws.
- Challenges in attributing fault: Multiple parties involved, "black box" nature of some Al algorithms.

- Insurance and risk mitigation: New insurance products emerging, companies developing Al-
specific risk management strategies.

- Emerging concepts: "Algorithmic negligence," "moral crumple zones."

- International considerations: Cross-border liability challenges.

| Data Protection and Privacy

- EU: General Data Protection Regulation (GDPR) imposes strict rules on data processing, including
Al applications.

- US: No comprehensive federal privacy law, but states like California have enacted regulations
(e.g., CCPA/CPRA).

- Key issues: Data collection, processing, storage, and user rights in Al systems.

| Bias and Discrimination in Al Systems

- Concerns about Al perpetuating or amplifying societal biases.
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- Efforts to develop frameworks for fair and unbiased Al, but implementation remains challenging.

- Legal challenges emerging, e.g., Clarkson v. Airbnb case regarding Al-powered facial recognition
discrimination.

| Transparency and Explainability Requirements

- EU: Proposed Al Act includes requirements for high-risk Al systems to be transparent and
explainable.

- US: Various agencies exploring explainability requirements, particularly in regulated industries.

- Importance: Builds trust, enables error identification, facilitates compliance, supports informed
decision-making.

- Challenges: Complex Al models can be inherently opaque, trade-offs between performance and
explainability, balancing transparency with IP protection.

- Technical approaches: Interpretable Al models, post-hoc explanation methods (e.g., LIME, SHAP),
visualization techniques, counterfactual explanations.

- Industry-specific considerations: Finance, healthcare, criminal justice, autonomous vehicles.
- Ethical implications: Right to explanation, accountability for Al-driven outcomes.

- Business implications: Potential competitive advantage, increased development costs, need for
cross-functional teams.

- Best practices: Design for explainability, maintain comprehensive documentation, implement
regular audits, provide clear explanations to end-users.

- Limitations: Full transparency not always possible or desirable, simplified explanations may not
capture full complexity.

| Algorithmic Negligence

- Definition: Failure to exercise reasonable care in the design, development, deployment, or use of
algorithmic systems that results in harm.

- Key elements: Duty of care, breach of duty, causation, damages.

- Challenges: Defining standard of care for rapidly evolving Al technologies, determining
foreseeability of harm, attributing fault.

- Potential scenarios: Biased decision-making, Al-driven medical misdiagnoses, autonomous
vehicle accidents.

- Legal considerations: Adapting traditional negligence principles, role of expert testimony,
potential "reasonable algorithm" standard.
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- Preventive measures: Thorough testing, ongoing monitoring, human oversight, robust
documentation.

- Implications for stakeholders: Developers, companies, insurers, regulators.

- Intersection with other legal concepts: Product liability, professional malpractice, strict liability.

| Some Legal Cases

Thaler v. Vidal (US)
- Focus: Al inventorship in patent law
- Status: Ongoing appeal after US Court of Appeals for the Federal Circuit ruling
- Key issue: Whether an Al system (DABUS) can be listed as an inventor on a patent
application
- Significance: Could reshape patent law regarding non-human inventors
e Authors Guild v. OpenAl (US)
- Focus: Copyright infringement by Al training
- Status: Filed in September 2023
- Key issue: Whether using copyrighted works to train large language models
constitutes fair use
- Significance: Could impact how Al companies access and use training data
e Andersen v. Stability Al Ltd et al. (US)
- Focus: Copyright infringement by Al art generators
- Status: Ongoing class action lawsuit
- Key issue: Whether Al art generators infringe on artists' copyrights by using their work
for training
- Significance: Could affect the future of Al-generated art and image synthesis
technologies
e Clarkson v. Airbnb (US)
- Focus: Discrimination in Al-powered facial recognition
- Status: Ongoing
- Key issue: Whether Airbnb's Al-powered identity verification system discriminates
against transgender users
- Significance: Could set precedents for Al bias and discrimination cases
e NOYB v. OpenAl (EU)
- Focus: GDPR compliance of ChatGPT
- Status: Complaint filed with Austrian data protection authority
- Key issue: Whether OpenAl's data collection and processing practices violate GDPR
- Significance: Could impact how Al companies handle personal data in the EU
e Huon v. News Corp Australia (Australia)
- Focus: Defamation by Al-generated content
- Status: Ongoing
- Key issue: Liability for defamatory content generated by Al systems
- Significance: Could set precedents for responsibility in Al-generated content
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e Anthropic vs. The New York Times (US)
- Focus: Alleged unauthorized use of copyrighted material for Al training
- Status: Pre-litigation negotiation phase (as of last update)
- Key issue: Whether using copyrighted news content to train Al models constitutes fair
use
- Significance: Could impact how Al companies access and use news content for
training
e Getty Images v. Stability Al (UK and US)
- Focus: Copyright infringement in Al image generation
- Status: Ongoing in both jurisdictions
- Key issue: Whether using copyrighted images to train Al models violates copyright
laws
- Significance: Could affect the legality of current Al image generation practices
e Microsoft GitHub Copilot Lawsuit (US)

- Focus: Open-source licensing and Al code generation

- Status: Class action lawsuit filed

- Key issue: Whether GitHub Copilot's use of open-source code violates licensing terms
- Significance: Could impact the development and use of Al coding assistants

These cases represent a range of legal challenges posed by Al technologies, from intellectual
property and copyright issues to data protection and discrimination concerns. Their outcomes could
significantly shape the legal landscape for Al development and deployment across various
jurisdictions.

It's important to note that the legal landscape surrounding Al is rapidly evolving, and new cases are
emerging regularly. Additionally, the status of these cases may change over time.

| Legal & IP Implications for Al Companies and Tech Valuation

The evolving landscape of Al law and intellectual property significantly impacts the valuation of Al
companies and technologies. Traditional valuation methods may struggle to capture the full
potential of Al assets due to their unique characteristics and the uncertain legal environment.
Patent portfolios related to Al algorithms or applications may face challenges in
demonstrating long-term value due to ongoing debates about Al patentability. Similarly, the
ambiguity surrounding copyright protection for Al-generated works can affect the valuation of
content-creation Al systems. The potential for regulatory changes or legal challenges adds an
element of risk that must be factored into valuations. Data assets, often critical to Al systems, may
carry both value and liability, particularly in light of data protection regulations like GDPR. The risk
of intellectual property infringement claims, especially regarding training data, can
significantly impact a company’s valuation. Additionally, the value of trade secrets in Al
development may be substantial but difficult to quantify. Valuators must also consider the potential
for rapid obsolescence due to the fast-paced nature of Al innovation.
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For investors and acquirers, thorough due diligence on Al-related legal and IP issues is crucial,
as these factors can dramatically affect the long-term value and viability of Al investments. As
the legal and regulatory landscape continues to evolve, valuations of Al companies and technologies
will need to incorporate sophisticated risk assessment and scenario planning to account for potential
legal and IP developments.

This paragraph highlights the complex interplay between Al, legal considerations, intellectual
property, and valuation, emphasizing the unique challenges and considerations in assessing
the financial value of Al-related assets and companies.

| Future Outlook

- Likely evolution of case law as more Al-related disputes come before courts.
- Potential for new legislation specifically addressing Al issues.
- Ongoing ethical debates about the extent of human responsibility for Al actions.

- Pressure may mount on patent offices and legislators to reconsider stance on Al inventorship.

11. Recommendations for Organizations
- Monitor evolving legislation and case law in both US and EU.
- Implement robust data governance and privacy practices.
- Conduct regular Al audits for bias and ethical concerns.
- Develop clear policies on Al authorship and inventorship.
- Invest in explainable Al technologies.
- Engage with policymakers and industry groups to shape future regulations.
- Implement risk management strategies specific to Al deployment.
- Stay informed about evolving standards of care and liability risks.
- Consider cross-functional teams (tech, legal, ethics) in Al development.

- Proactively address transparency and explainability in Al strategies.
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| Conclusion

As we stand at the frontier of Al innovation, the legal and intellectual property landscape presents
both challenges and opportunities for corporations, startups, and investors alike. The evolving nature
of Al law and policy demands a proactive approach to compliance, risk management, and strategic
planning. For corporate leaders, this means integrating legal considerations into Al
development and deployment strategies, investing in explainable Al technologies, and
cultivate a culture of ethical Al use. Startup founders must navigate these complexities while
maintaining the agility to innovate, potentially finding competitive advantages in privacy-preserving
Al or bias mitigation technologies. Investors need to factor these legal and IP considerations into
their due diligence processes, recognizing both the risks and the potential for value creation in
companies that effectively address these challenges.

As the regulatory environment continues to evolve, staying informed and engaged with policymakers
will be crucial. The companies and investors who successfully navigate this complex
landscape—balancing innovation with responsible Al development and deployment—will be
well-positioned to lead in the Al-driven future._By embracing transparency, prioritizing ethical
considerations, and adapting to emerging legal frameworks, stakeholders can not only mitigate risks
but also unlock new opportunities in the expansive and transformative field of artificial intelligence.
The future of Al is not just about technological advancement; it's about creating Al systems
that are legally compliant, ethically sound, and societally beneficial—a goal that, if achieved,
promises substantial returns for businesses and society at large.
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