What Multiple of Your Investment Do You Expect and
In What Period?
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Investors in royalties and other securities may describe
investments they have made as the multiple of their original
investment that was returned. This is often without regard to the
time it took to achieve the result.
The more professional approach is to review investment success
in terms of the Internal Rate of Return (IRR) achieved, which
accounts for both time and multiple.
In the traditional approach, where an equity position is acquired at
an initial valuation and then sold a number of years later, hopefully
at a higher valuation, the IRR is calculated point-to-point. A 10 fold
increase achieved after 10 years yields a 25.9% IRR, according to
industry-standard tables such as this one:

The IRR calculation for a royalty investment is somewhat different
from the traditional point-to-point approach, because a royalty
measures a series of payments during the investment period, not
just the the final one. In the following table, for 10 years of the 20
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years of a $5 million royalty investment, cumulative royalty
payments are slightly over $50.0 million in the 10th year, yielding a
10x multiple. But the IRR for this series of payments is 48%,
th
because royalty payments by the 4 year exceeded the amount
invested and therefore the IRR became positive.

This is the Analytics table for the full 20 years, showing a 52% IRR
for the anticipated series of royalty payments.
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The point is this: a description of an overall royalty investment
result should take into consideration the timing and amount of all
interim payments.
It is possible for royalty investors and issuers to determine either
agreed royalty payment terms or agreed minimum level royalty
payment terms. This can be accomplished by using either a Royalty
Satisfied Discount Obligation (RSDO) or by the royalty issuer
agreeing to an annual minimum royalty payment.
An RSDO allows investors to pay a discounted amount in advance,
in order to receive a projected series of royalty payments over a
given time period.
The following table allows a user to enter the amount to be paid
for a royalty, the number of years of royalty payment and the
percentage of cost the royalty payments shall equal. The current
features of the website calculators show a 10 times return. In the
new and simplified calculator, the noted factors reflecting the
cost, maturity and cumulative royalty payment will be calculated for
an additional basis of negotiation between issuers and investors.
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