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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)

x Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2010

OR

¨ Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from                     to                     

Commission File Number 001-34108

DIGIMARC CORPORATION
(Exact name of registrant as specified in its charter)
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Oregon 26-2828185
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
9405 SW Gemini Drive, Beaverton, Oregon 97008

(Address of principal executive offices) (Zip Code)

(503) 469-4800

(Registrant�s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, $0.001 Par Value Per Share The NASDAQ Stock Market LLC

Securities registered pursuant to Section 12(g) of the Act: NONE

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  ¨    No  x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.    Yes  ¨    No  x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files).     Yes  ¨    No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K.    x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer,� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer x
Non-accelerated filer ¨ (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x
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The aggregate market value of common stock, par value $0.001 per share, held by non-affiliates of the registrant, based on the closing price for
the common stock on The Nasdaq Global Market on the last business day of the registrant�s most recently completed fiscal second quarter
(June 30, 2010), was approximately $133 million. Shares of common stock beneficially held by each officer and director have been excluded
from this computation because these persons may be deemed to be affiliates. This determination of affiliate status is not necessarily a conclusive
determination for any other purposes.

As of February 23, 2011, 6,982,494 shares of the registrant�s common stock were outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant�s proxy statement pursuant to Regulation 14A (the �Proxy Statement�) for its 2011 annual meeting of shareholders are
incorporated by reference into Items 10, 11, 12, 13 and 14 of Part III of this Annual Report on Form 10-K. The registrant intends to file the
Proxy Statement not later than 120 days after the end of the fiscal year covered by this Annual Report on Form 10-K.
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PART I

Unless the context otherwise requires, references in this Annual Report on Form 10-K to (i) �Digimarc,� �we,� �our� and �us� refer to
Digimarc Corporation and (ii) �Old Digimarc� refers to the former Digimarc Corporation, which merged with and into a wholly owned
subsidiary of L-1 Identity Solutions, Inc. (�L-1�) on August 13, 2008, and its consolidated subsidiaries (other than us).

All dollar amounts are in thousands, unless otherwise noted.

Digimarc Discover is a registered trademark of Digimarc Corporation. This Annual Report on Form 10-K also includes trademarks and trade
names owned by other parties, and all other such trademarks and trade names mentioned in this Annual Report on Form 10-K are the property
of their respective owners.

ITEM 1: BUSINESS
The following discussion of Digimarc�s business contains forward-looking statements relating to future events or the future financial
performance of Digimarc. Our actual results could differ materially from those anticipated in these forward-looking statements. Please see the
discussion regarding forward-looking statements included in this Annual Report on Form 10-K in Item 7, Management�s Discussion and
Analysis of Financial Condition and Results of Operations, under the caption �Forward-Looking Statements.�

The following discussion of our business should be read in conjunction with our consolidated financial statements and the related notes and
other financial information appearing elsewhere in this Annual Report on Form 10-K.

The Separation of the Digital Watermarking Business from Old Digimarc

On August 1, 2008, Old Digimarc spun off its wholly owned subsidiary, DMRC LLC, which held all of the assets and liabilities of Old
Digimarc�s Digital Watermarking Business.

Until August 1, 2008, we were a wholly owned subsidiary of DMRC LLC, which immediately prior to the spin-off was a wholly owned
subsidiary of Old Digimarc. DMRC LLC was formed in Delaware on June 18, 2008, in anticipation of the spin-off of the Digital Watermarking
Business. Prior to the spin-off, in a transaction which we refer to as the restructuring, Old Digimarc contributed all of the assets and liabilities
related to its Digital Watermarking Business, together with all of Old Digimarc�s cash, including cash received upon the exercise of stock
options, to DMRC LLC. The restructuring did not result in the loss of any significant Digital Watermarking Business customers or contracts.

Following the restructuring, all of the limited liability company interests of DMRC LLC were transferred to a newly created trust for the benefit
of Old Digimarc record holders on the basis of one limited liability company interest of DMRC LLC for every three and one-half shares of Old
Digimarc common stock held by the shareholder as of the spin-off record date and time. DMRC LLC then merged with and into DMRC
Corporation, and each limited liability company interest of DMRC LLC was converted into one share of common stock of DMRC Corporation.
After completion of the acquisition of Old Digimarc by L-1, DMRC Corporation changed its name to Digimarc Corporation. As a result, upon
effectiveness of the Form 10 on October 16, 2008, each Old Digimarc record holder received one share of Digimarc common stock for every
three and one-half shares of Old Digimarc common stock held by the shareholder as of the spin-off record date and time, and we became an
independent, publicly-traded company owning and operating the Digital Watermarking Business.

Overview

Digimarc Corporation enables governments and enterprises around the world to give digital identities to media and objects that computers can
sense and recognize and to which they can react. Our technology provides the means to infuse persistent digital information, perceptible only to
computers and digital devices, into all
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forms of media content. The unique digital identifier placed in media generally persists with it regardless of the distribution path and whether it
is copied, manipulated or converted to a different format, and does not affect the quality of the content or the enjoyment or other traditional uses
of it. Our technology permits computers and digital devices to quickly identify relevant data from vast amounts of media content.

Our technologies, and those of our licensees, span a range of media content, enabling our customers and those of our partners to:

� Quickly identify and effectively manage music, movies, television programming, digital images, documents and other printed
materials, especially in light of new non-linear distribution over the internet;

� Deter counterfeiting of money, media and goods, and piracy of movies and music;

� Support new digital media distribution models and methods to monetize media content;

� Leverage the power of ubiquitous computing to instantly link consumers to a wealth of information and/or interactive experiences
related to the media and objects they encounter each day;

� Provide consumers with more choice and access to media content when, where and how they want it;

� Enhance imagery and video by associating metadata or authenticating media content for government and commercial uses; and

� Better secure identity documents to enhance national security and combat identity theft and fraud.
At the core of our intellectual property is a signal processing technology innovation known as �digital watermarking� which allows imperceptible
digital information to be embedded in all forms of digitally designed, produced or distributed media content and some physical objects,
including photographs, movies, music, television, personal identification documents, financial instruments, industrial parts and product
packages. The digital information can be detected and read by a wide range of computers, mobile phones, and other digital devices.

We provide technology-based solutions directly and through our licensees. Our proprietary technology has proven to be a powerful element of
document security, giving rise to our long-term relationship with a consortium of central banks, which we refer to as the Central Banks, and
many leading companies in the information technology industry. We and our licensees have successfully propagated digital watermarking in
music, movies, television broadcasts, images and printed materials. Digital watermarks have been used in these applications to improve media
rights and asset management, reduce piracy and counterfeiting losses, improve marketing programs, permit more efficient and effective
distribution of valuable media content and enhance consumer entertainment and commercial experiences.

Digital watermarking is a technology that allows our customers to embed digital data into any media content that is digitally processed at some
point during its lifecycle. The technology can be applied to printed materials, video, audio, and images. The inclusion of these digital signals
enables a wide range of improvements in security and media management, and new business models for distribution and consumption of media
content. Over the years our technology and intellectual property portfolios have grown to encompass many related technologies.

Banknote counterfeit deterrence was the first commercially successful use of our technologies. Old Digimarc, in cooperation with the Central
Banks, developed a system to use digital technologies to deter banknote counterfeiting. More recently, innovations based on Old Digimarc�s
digital watermarking technology and experience have been leveraged to create new products to deter counterfeiting and tampering of driver
licenses and other government-issued secure credentials. In parallel, Old Digimarc�s business partners, under patent or technology licenses from
us, are delivering digital watermarking solutions to track and monitor the distribution of music, images, television and movies to consumers. In
November of 2007, we announced a relationship with The Nielsen Company (US) LLC, or Nielsen, to license our patents in support of Nielsen�s
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audience measurement across more than 95% of the television shows broadcast in the United States and to provide development services for
Nielsen�s new Digital Media Manager content identification and management system.

On July 1, 2009, we commenced operation of two joint ventures with Nielsen. In connection with these joint ventures, we terminated our
agreement with Nielsen, dated as of October 1, 2007, to enter into the joint venture agreements, and entered into a new patent license agreement.
Under the first joint venture, TVaura LLC, Digimarc and Nielsen engage in the development of copyright filtering solutions, royalty/audit
solutions for online video and audio rights organizations, guilds or other organizations involved in the reconciliation of royalties, residuals and
other payments, and other related products. Under the second joint venture, TVaura Mobile LLC, Digimarc and Nielsen engage in the
development of certain enhanced television offerings, and other related products. We provide technical and development services to
TVaura LLC�s business, and will continue to do so through the term of the joint venture. Digimarc and Nielsen each own approximately one half
of each joint venture.

On April 30, 2010, following our Annual Meeting and approval by our shareholders, we changed our state of incorporation from Delaware to
Oregon by means of a merger into a newly formed, wholly owned Oregon subsidiary.

On October 5, 2010, we entered into a patent licensing arrangement with IV Digital Multimedia Inventions, LLC, a Delaware limited liability
company affiliated with Intellectual Ventures(�IV�), pursuant to which we granted an exclusive license to sublicense, subject to pre-existing
encumbrances and a grant-back license, 597 patents and 288 patent applications held by us. We retained 4 patents and 128 patent applications
that are not subject to the exclusive license, as well as 26 patents and 26 patent applications for which we hold rights with third parties.

Financial information about geographic areas is included in Note 5 of our financial statements.

Customers and Business Partners

Our revenues are generated through commercial and government applications of our technology. We generate a majority of our revenue from
service and license fees paid to us under significant long-term contracts with the Central Banks, Nielsen, Intellectual Ventures, and our joint
venture with Nielsen, TVaura LLC. The remainder of our revenues are generated primarily from patent and technology license fees and royalties
paid by commercial business partners providing media identification and management solutions to movie studios and music labels, television
broadcasters, creative professionals and other customers around the world. Patent and technology licensing is expected to continue to contribute
most of the revenues from our non-government customers for the foreseeable future.

In 2010, revenues from government contracts accounted for approximately 33% of our total revenue, and revenues generated under our contract
with the Central Banks accounted for approximately 90% of revenue generated under our government contracts. As part of our work with
government customers, we must comply with and are affected by laws and regulations relating to the award, administration and performance of
government contracts. Government contract laws and regulations affect how we do business with our government customers and, in some
instances, impose added costs on our business.

In some instances, these laws and regulations impose terms or rights that are more favorable to the government than those typically available to
commercial parties in negotiated transactions. For example, a government agency may terminate any of our contracts and, in general,
subcontracts, at its convenience, as well as for default based on performance. Upon termination for convenience of a fixed-price type contract,
we normally are entitled to receive the purchase price for delivered items, reimbursement for allowable costs for
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work-in-process and an allowance for profit on the contract or adjustment for loss if completion of performance would have resulted in a loss.
Upon termination for convenience of a cost reimbursement contract, we normally are entitled to reimbursement of allowable costs plus a portion
of the fee.

Our government contracts typically span one or more base years and multiple option years. A government agency generally has the right to not
exercise option periods and may not exercise an option period if the agency is not satisfied with our performance on the contract.

Information about customers that accounted for 10% or more of revenue in the last three years is included in Note 5 to our financial statements.

Products and Services

We provide media identification and management solutions to commercial entities and government customers and license our technology to
other solution providers. Our largest government customer is the Central Banks, with whom we have for several years been developing,
deploying, supporting and continuing to enhance a system to deter digital counterfeiting of currency using personal computers and digital
reprographics.

We license our technology primarily to commercial entities who use our technology and patented inventions to address opportunities in the
media and entertainment industry. Commercial customers use a range of solutions from our business partners and us to identify, track, manage
and protect content as it is distributed and consumed�either digitally or physically�and to enable new consumer applications to access networks
and information from personal computers and mobile devices. Many movie studios, record labels, broadcasters, creative professionals and other
customers rely on digital watermarking as a cost-effective means to:

� deter piracy and illegal use of movies, music and images;

� protect entertainment content from copyright infringement;

� track and monitor entertainment content for rights usage and licensing compliance;

� monitor advertisements to verify ad placement and measure return on investment;

� enhance information access, search and marketing capabilities related to media content; and

� enable fair and legitimate use of content by consumers.
Digital watermarks are easily embedded into all forms of media and are imperceptible to human senses, but quickly detected by computers,
networks or other digital devices like smartphones. Unlike barcodes and tags, a watermarking solution does not require publishers to give up
valuable space in magazines and newspapers; nor does it impact the overall layout or aesthetics of the publication. One of our more recent
product offerings include our Digimarc Discover� platform, which delivers a range of rich media experiences to its readers on their smartphones.
Unique to the Digimarc Discover platform is its ability to use various content identification technologies as needed, including our patented
digital watermarking technology.

As part of our intellectual property marketing initiative and patent monetization, our key objectives in building relationships with potential
customers and partners are to:

� make progress toward the realization of our vision and mission;
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� expand the scope of our license program;

� more effectively monetize our patent assets;

� encourage large scale adoption of our technologies by industry leaders;

� improve our financial performance;

� increase the scale and rate of growth of our software and services business; and

� lay a foundation for continuing innovation.
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Licensees of our technology or intellectual property include AquaMobile, Arbitron, Civolution, IV, Microsoft Corporation, The Nielsen
Company, Signum Technologies, Verance Corporation and Verimatrix, Inc.

Technology and Intellectual Property

We develop and patent intellectual property to differentiate our products and technology, mitigate infringement risks, and develop opportunities
for licensing. Licensing of our technology is supported by a broad patent portfolio covering a wide range of methods, applications, system
architectures and business processes.

Most of our patents relate to various methods for embedding and decoding digital information in video, audio and images, whether the content is
rendered in analog or digital formats. The digital information is generally embedded by making subtle modifications to the fundamental
elements of the content itself, generally at a signal processing level. The changes necessary to embed this information are so subtle that they are
generally not noticeable by people during normal use. Because the message is carried by the content itself, it is file-format independent. The
embedded digital information generally survives most normal content transformation procedures, including compression, edits, rotation, scaling,
re-sampling, file-format transformations, copying, scanning and printing.

Our patent portfolio contains a number of innovations in digital watermarking, pattern recognition (sometimes referred to as �fingerprinting�),
digital rights management and related fields. To protect our significant efforts in creating our technology, we have implemented an extensive
intellectual property protection program that relies on a combination of patent, copyright, trademark and trade secret laws, and nondisclosure
agreements and other contracts. As a result, we believe we have one of the world�s most extensive patent portfolios in digital watermarking and
related fields, with over 630 U.S. and foreign patents and more than 430 U.S. and foreign patent applications on file as of December 31, 2010.
Separately, we own registered trademarks in both the United States and other countries and have applied for additional trademarks. We continue
to develop and broaden our portfolio of patented technology in the fields of media identification and management technology and related
applications and systems. We devote significant resources to developing and protecting our technology and continuously seek to identify and
evaluate potential licensees for our patents.

For a discussion of activities and costs related to our research and development in the last three years, please read the sections titled �Research,
development and engineering� under Item 7, �Management�s Discussion and Analysis of Financial Condition and Results of Operations.�

Markets

Our technology is used in various media identification and management products and solutions supporting a variety of media objects, from
movies and music to banknotes and secure credentials. Each media object enabled by our technology creates the potential for several
applications, such as:

� counterfeiting and piracy deterrence;

� content identification and media management;

� authentication and monitoring;

� linking to networks and providing access to information; and

� enhanced services in support of mobile commerce.
We believe the market for these applications is in the early stages of development and that existing solutions represent only a small portion of
the potential market for our products, services and technology.
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Competition

No single competitor or small number of competitors is dominant in our industry. Our competitors vary depending on the application of our
products and services. Our business partners and we generally compete with non-digital watermarking technologies for the security or marketing
budgets of the producers and distributors of media objects, documents, products and advertising. These alternatives include, among other things,
encryption-based security systems and technologies and solutions based on fingerprinting and pattern recognition. Our competitive position
within the digital watermarking industry is strong because of our large, high quality, sophisticated patent position in the proprietary technology
of digital watermarking and our substantial and growing amount of intellectual property in related media security and management innovations
that span basic technologies, applications, system designs and business processes. Our intellectual property portfolio allows us to use proprietary
technologies that are well regarded by our customers and partners and not available to our competitors. We compete with others in our industry
based on the variety of features we offer and a traditional cost/benefit analysis of our technologies against alternative technologies and solutions.
We anticipate that our competitive position within some markets may be affected by factors such as reluctance to adopt new technologies and by
changes in government regulations.

Backlog

Based on projected commitments we have for the periods under contract with our respective customers, we anticipate our current contracts as of
December 31, 2010 will generate at least a minimum of $63 million in revenue through early 2015, the remaining term of these contracts. We
expect approximately $29 million of this amount to be recognized as revenue during 2011. Some factors that lead to increased backlog include:

� contracts with new customers;

� renewals with current customers;

� add-on orders to current customers; and

� contracts with longer contractual periods replacing contracts with shorter contractual periods.
Some factors that lead to decreased backlog include:

� recognition of revenue associated with backlog currently in place;

� contracts with shorter contractual periods replacing contracts with longer contractual periods;

� modifications to existing contracts; and

� contracts ending with existing customers.
The mix of these factors, among others, dictates whether our backlog increases or decreases for any given period. Our backlog may not result in
actual revenue in any particular period, because the orders, awards and contracts included in our backlog may be subject to modification,
cancellation or suspension. We may not realize revenue on certain contracts, orders or awards included in our backlog or the timing of any
realization may change.

Employees
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At December 31, 2010, we had 98 full-time employees, including 19 in sales, marketing, technical support and customer support; 54 in research,
development and engineering; and 25 in finance, administration, information technology and legal.

Our employees are not covered by any collective bargaining agreement, and we have never experienced a work stoppage. We believe that our
relations with our employees are good.
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Available Information

We make available free of charge through our website at www.digimarc.com our Annual Reports on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K, and amendments to these and other reports filed or furnished by us pursuant to Section 13(a) or 15(d)
of the Securities Exchange Act of 1934 as soon as reasonably practicable after we file these materials with the Securities and Exchange
Commission.

ITEM 1A:     RISK FACTORS
The following risks relate principally to our business and our status as a publicly-traded company. The risks and uncertainties described below
are those risks of which we are aware and that we consider to be material to our business. If any of the following risks and uncertainties develops
into actual events, our business, financial condition or results of operations could be materially adversely affected. In that case, the trading price
of our common stock could decline. Our business, financial condition, results of operations and cash flows may be affected by a number of
factors, including the factors set forth below.

(1) Although we achieved profitability in 2008 and 2010 we may not sustain profitability, particularly if we were to lose large contracts.

Old Digimarc�s Digital Watermarking Business had incurred significant net losses from inception. For the year ended December 31, 2010, we
generated net income of $4.2 million, which resulted in achieving retained earnings of $1.5 million. Our profitability was primarily due to
licensing arrangements with Arbitron and IV which occurred in the first and fourth quarter of 2010, respectively, where our quarterly results
reflected net income. On a quarterly basis, our operating results have been inconsistent. Other than the quarters noted above, our only other
profitable quarter was for the period August 2, 2008 through September 30, 2008, after our spin-off from Old Digimarc.

Maintaining profitability in the future will depend upon a variety of factors, including our ability to maintain and obtain more significant
partnerships like those we have with the Central Banks, Nielsen, Arbitron and IV, growth in revenues of our licensees, and our efficiency in
executing our business strategy and capitalizing on new opportunities. Various adverse developments, including the loss of large contracts or
cost overruns on our existing contracts, could have a negative effect on our revenues, margins and profitability.

(2) A small number of customers account for a substantial portion of our revenues, and the loss of any large contract could materially
disrupt our business.

Historically, we have derived a significant portion of our revenues from a limited number of customers. Four customers, the Bank for
International Settlements, acting on behalf of the Central Banks, Nielsen, including the joint ventures TVaura LLC and TVaura Mobile LLC,
Arbitron and IV represented approximately 82% of our revenue for the year ended December 31, 2010. Most of our revenues come from
long-term contracts generally having terms of three to five years, with some licenses for the life of the associated patents, which could be up to
20 years. Some contracts we enter into contain termination for convenience provisions. If we were to lose such a contract for any reason, our
financial results could be adversely affected.

We expect to continue to depend upon a small number of customers for a significant portion of our revenues for the foreseeable future. The loss
of, or decline in, orders or backlog from one or more major customers could reduce our revenues and have a material adverse effect on our
financial results.

(3) We may be adversely affected by variability of contracted arrangements.

We have frequently agreed to modify the terms of contractual arrangements with our customers, partners and licensees in response to changes in
circumstances underlying the original contractual arrangements, and it is
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likely that we will do so in the future. As a result of this practice, the terms of our contractual arrangements with our customers, partners and
licensees may vary over time and, depending on the particular modification, could have a material adverse effect on our financial position,
results of operations or cash flows.

(4) A significant portion of our revenue is subject to commercial contracts and development of new markets that may involve unpredictable
delays and other unexpected changes, which might limit our actual revenue in any given quarter or year.

We derive substantial portions of our revenue from commercial contracts tied to development schedules or development of new markets, which
could shift for months, quarters or years as the needs of our customers and the markets in which they participate change. Government agencies
and commercial customers also face budget pressures that introduce added uncertainty. Any shift in development schedules, the markets in
which we or our licensees participate, or customer procurement processes, which are outside our control and may not be predictable, could result
in delays in bookings forecasted for any particular period, could affect the predictability of our quarterly and annual results, and might limit our
actual revenue in any given quarter or year, resulting in reduced and less predictable revenue and adversely affecting profitability.

(5) We have limited operating history as a separate public company and our historical financial information prior to the spin-off is not
necessarily representative of the results we would have achieved as a separate publicly traded company, and may not be a reliable indicator
of our future results.

The predecessor financial statements have been �carved out� from Old Digimarc�s consolidated financial statements and reflect assumptions and
allocations made by Old Digimarc. The predecessor financial statements do not fully represent what the predecessor�s financial position, results
of operations and cash flow would have been had it operated as a stand-alone public company for the periods presented, or those that we expect
to achieve in the future because, among other reasons, prior to the spin-off, the digital watermarking business was operated by Old Digimarc as
part of a larger corporate organization. For the years ended December 31, 2010 and 2009 we operated as a stand-alone company for the full year
and, as expected, our operating costs on a stand-alone basis were higher than those allocated to the predecessor operations under the shared
services methodology applied in the predecessor financial statements. As a result, the predecessor information included in this Annual Report on
Form 10-K is not necessarily indicative of what our future financial position, results of operations and cash flow will be. For more information,
see �Management�s Discussion and Analysis of Financial Condition and Results of Operations� and our financial statements and related notes
included elsewhere in this Annual Report on Form 10-K.

(6) The market for our products is highly competitive and alternative technology or larger companies may undermine, limit or eliminate the
market for our products� technologies, which would decrease our revenue and profits.

The markets in which we compete for business are intensely competitive and rapidly evolving. We expect competition to continue from both
existing competitors and new market entrants. We face competition from other companies and from alternative technology. Because the market
solutions based on our technologies are still in an early stage of development, we also may face competition from unexpected sources.

Alternative technologies that may directly or indirectly compete with particular applications of our watermarking technologies include:

� Encryption�securing data during distribution using a secret code so it cannot be accessed except by authorized users;

� Containers�inserting a media object in an encrypted wrapper, which prevents the media object from being duplicated, used for content
distribution and transaction management;

8

Edgar Filing: Digimarc CORP - Form 10-K

Table of Contents 16



Table of Contents

� Traditional anti-counterfeiting technologies�a number of solutions used by many governments (that compete for budgetary outlays)
designed to deter counterfeiting, including optically sensitive ink, magnetic threads and other materials used in the printing of
currencies;

� Radio frequency tags�embedding a chip that emits a signal when in close proximity with a receiver, used in some photo identification
credentials, labels and tags;

� Internet technologies�numerous existing and potential Internet access and search methods are competitive with Digimarc Mobile
systems and the searching capabilities of Digimarc for Images;

� Digital fingerprints and signatures�a metric, or metrics, computed solely from a source image or audio or video track, that can be used
to identify an image or track, or authenticate the image or track;

� Smart cards�badges and cards including a semiconductor memory and /or processor, used for authentication and related purposes; and

� Bar codes or QR codes�data-carrying codes, typically visible in nature (but may be invisible if printed in ultraviolet- or
infrared-responsive inks).

In the competitive environment in which we operate, product generation, development and marketing processes relating to technology are
uncertain and complex, and require accurate prediction of demand as well as successful management of various development risks inherent in
technology development. In light of these dependencies, it is possible that our failure to successfully accommodate future changes in
technologies related to our technology could have a long-term effect on our growth and results of operations.

New developments are expected to continue, and discoveries by others, including current and potential competitors, possibly could render our
services and products noncompetitive. Moreover, because of rapid technological changes, we may be required to expend greater amounts of time
and money than anticipated to develop new products and services, which in turn may require greater revenue streams from these products and
services to cover developmental costs. Many of the companies that compete with us for some of our business, as well as other companies with
whom we may compete in the future, are larger and may have greater technical, financial, marketing and political resources than we do. These
resources could enable these companies to initiate severe price cuts or take other measures in an effort to gain market share or otherwise impede
our progress. We may be unable to compete successfully against current or future participants in our market or against alternative technologies,
and the competitive pressures we face could decrease our revenue and profits in the future.

(7) We may not realize all the expected benefits of our patent licensing arrangement with Intellectual Ventures.

We recently entered into a patent licensing arrangement with IV pursuant to which we granted an exclusive license to sublicense a substantial
portion of our patent assets to IV in exchange for various strategic and financial benefits. We may not realize all the expected benefits of our
patent licensing arrangement with IV, including the expected full payment of the license issue fee, profit participation revenues, reduction of
patent prosecution and maintenance costs, and full payment for the assistance we provide to IV with respect to the licensed patents. Any failure
to realize these expected benefits could have a material adverse effect on our financial position, results of operations or cash flows.

(8) The joint ventures agreements we entered into with Nielsen may not produce marketable products that will provide a return on
investment on the initial cash contributions.

TVaura LLC is a jointly owned company that we established with Nielsen to focus on the discovery, development and commercialization of
copyright filtering solutions, royalty/audit systems or products for online video and audio rights organizations, guilds or other organizations
involved in reconciliation of royalties, residuals and other payments, and other related products. TVaura Mobile LLC is a jointly owned
company that we established with Nielsen to focus on the discovery, development and commercialization of certain enhanced television
offerings, and other related products.

Edgar Filing: Digimarc CORP - Form 10-K

Table of Contents 17



9

Edgar Filing: Digimarc CORP - Form 10-K

Table of Contents 18



Table of Contents

As part of these joint ventures, we licensed to each of TVaura LLC and TVaura Mobile LLC all of our patents and technology not already
subject to exclusive license grants to other licensees. The products contemplated by the joint ventures, which are still in the development stage
and will require additional investment and oversight before they can be brought to market. If the joint ventures are successful in developing
these products, the products will be new and untested, and they may not have a ready market.

We cannot predict how the market will react to our product offerings or any potential revenue that may or may not be realized. We are
nonetheless committed to provide financial support to both joint ventures through October 2011, regardless of whether the joint ventures are
successful in their product development efforts during that time. Our initial investment in these two joint ventures may result in neither product
offerings nor a return on investment.

(9) Our joint venture transactions with Nielsen may not realize all of their intended benefits.

In connection with TVaura LLC and TVaura Mobile LLC, we may experience:

� difficulties in integrating our corporate culture and business objectives with those of Nielsen into the joint ventures;

� diversion of our management�s time and attention from other business objectives;

� higher than anticipated costs of integration, development and operations at the joint ventures;

� difficulties in hiring or retaining key employees who are necessary to manage the joint ventures; or

� difficulties in coordinating with an entity remote to our Beaverton, Oregon operations.
Moreover, each of TVaura LLC and TVaura Mobile LLC is operated as an independent company and governed by a members� committee. We
and Nielsen can elect an equal number of representatives to serve on each members� committee. Each joint venture plans to develop
contemplated products pursuant to an operating plan that is approved by the members� committee. Since Nielsen has significant oversight and
voting rights with respect to major business decisions of TVaura LLC and TVaura Mobile LLC, we do not have control over the joint ventures�
operations, including business decisions that may affect each joint venture�s profitability or success in meeting its objectives. For any of these
reasons, or as a result of other factors, we may not realize the anticipated benefits of the joint ventures, and our participation in the joint ventures
could adversely affect the results of our other business efforts.

(10) Disagreements between Nielsen and us regarding the strategy and priorities of the joint ventures or shortage of additional funding for
the joint ventures may impede the development of joint venture products, which could negatively affect the value of our investment in
TVaura LLC and TVaura Mobile LLC.

Any disagreements between Nielsen and us regarding a development decision or any other decision submitted to either joint venture�s members�
committee may cause significant delays in the development and commercialization of the particular joint venture�s products and technology and
could negatively affect the value of our investment in the joint ventures. In addition, neither we nor Nielsen have any obligation to fund the joint
ventures beyond the initial cash contributions provided in the joint venture agreements. If the joint ventures are unable to generate cash sufficient
to develop and commercialize their products, and if additional funding is unavailable from us, Nielsen or third parties, we may not recognize the
intended benefits of the joint ventures.

(11) We depend on our management and key employees for our future success. If we are not able to retain, hire or integrate these employees,
we may not be able to meet our commitments.

Our success depends to a significant extent on the performance and continued service of our management and our intellectual property team. The
loss of the services of any of these employees could limit our growth or undermine customer relationships.
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Due to the high level of technical expertise that our industry requires, our ability to successfully develop, market, sell, license and support our
products, services, and intellectual property depends to a significant degree upon the continued contributions of our key personnel in
engineering, sales, marketing, operations, legal and licensing, many of whom would be difficult to replace. We believe our future success will
depend in large part upon our ability to retain our current key employees and our ability to attract, integrate and retain these personnel in the
future. It may not be practical for us to match the compensation some of our employees could garner at other employment. In addition, we may
encounter difficulties in hiring and retaining employees because of concerns related to our financial performance. These circumstances may have
a negative effect on the market price of our common stock, and employees and prospective employees may factor in the uncertainties relating to
our stability and the value of any equity-based incentives in their decisions regarding employment opportunities and decide to leave our employ.
Moreover, our business is based in large part on patented technology, which is unique and not generally known. New employees require
substantial training, involving significant resources and management attention. Competition for experienced personnel in our business can be
intense. If we do not succeed in attracting new, qualified personnel or in integrating, retaining and motivating our current personnel, our growth
and ability to deliver products and services that our customers require may be hampered. Although our employees generally have executed
agreements containing non-competition clauses, we do not assure you that a court would enforce all of the terms of these clauses or the
agreements generally. If these clauses were not fully enforced, our employees could be able to freely join our competitors. Although we
generally attempt to control access to and distribution of our proprietary information by our employees, we do not assure you that the
confidential nature of our proprietary information will be maintained in the course of such future employment. Any of these events could have a
material adverse effect on our financial and business prospects.

(12) If leading companies in our industry or standard-setting bodies or institutions downplay, minimize or reject the use of our technology,
deployment may be slowed and we may be unable to achieve revenue growth, particularly in the media and entertainment sectors.

Many of our business endeavors, such as our licensing of intellectual property in support of audio and video copy-control applications, can be
impeded or frustrated by larger, more influential companies or by standard-setting bodies or institutions downplaying, minimizing or rejecting
the value or use of our technology. A negative position by these companies, bodies or institutions, if taken, may result in obstacles for us that we
would be incapable of overcoming and may block or impede the adoption of digital watermarking, particularly in the media and entertainment
market. In addition, potential customers in the media and entertainment industry may delay or reject initiatives that relate to deployment of our
technology. Such a development would make the achievement of our business objectives in this market difficult or impossible.

(13) If we are unable to respond to regulatory or industry standards effectively, or if we are unable to develop and integrate new technologies
effectively, our growth and the development of our products and services could be delayed or limited.

Our future success will depend in part on our ability to enhance and improve the responsiveness, functionality and features of our products and
services, and those of our business partners, in accordance with regulatory or industry standards. Our ability to remain competitive will depend
in part on our ability to influence and respond to emerging industry and governmental standards in a timely and cost-effective manner. If we are
unable to influence these or other standards or respond to these standards effectively, our growth and the development of various products and
services could be delayed or limited.

Our market is characterized by new and evolving technologies. The success of our business will depend on our ability to develop and integrate
new technologies effectively and address the increasingly sophisticated technological needs of our customers in a timely and cost-effective
manner. Our ability to remain competitive will depend in part on our ability to:

� enhance and improve the responsiveness, functionality and other features of the products and services we offer or plan to offer;
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� continue to develop our technical expertise; and

� develop and introduce new services, applications and technologies to meet changing customer needs and preferences and to integrate
new technologies.

We do not assure you that we will be successful in responding to these technological and industry challenges in a timely and cost-effective
manner. If we are unable to develop or integrate new technologies effectively or respond to these changing needs, our margins could decrease,
and our release of new products and services and the deployment of our watermarking technology could be adversely affected.

(14) We may need to retain additional employees or contract labor in the future in order to take advantage of new business opportunities
arising from increased demand, which could increase costs and impede our ability to achieve or sustain profitability in the short term.

We have staffed our company with the intent of achieving and sustaining profitability. Our current staffing levels could affect our ability to
respond to increased demand for our services. In addition, to meet any increased demand and take advantage of new business opportunities in
the future, we may need to increase our workforce through additional employees or contract labor. Although we believe that increasing our
workforce would potentially support anticipated growth and profitability, it would increase our costs. If we experience such an increase in costs,
we may not succeed in achieving or sustaining profitability in the short term.

(15) Our future growth will depend to some extent on our successful implementation of our technology in solutions provided by third parties,
including partners and suppliers.

Our business and strategy rely substantially on deployment of our technology by our licensees and other third-party software developers and
original equipment manufacturers. For example, one form of our technology is commonly deployed in image editing applications to permit users
of these products to read data embedded in imagery, and thereby identify ownership and discern the identities of image owners. Another form of
our technology is used in our anti-counterfeiting products. Our technology is also being deployed as part of Digital Cinema systems to theatres
around the world by companies that integrate technologies and subsystems. In addition, we rely on the ability of IV to market our technology to
third party licensees pursuant to the patent licensing arrangement we entered into with IV in October 2010. If third parties who include our
technology in their products or otherwise license our intellectual property for use in their products cease to do so, or we fail to obtain other
partners who will incorporate, embed, integrate or bundle our technology, or these partners are unsuccessful in their efforts, our efforts to expand
deployment of our technology and increase licensing revenues would be adversely affected. Consequently, our ability to increase revenues
would be adversely affected and we may suffer other adverse effects to our business. In addition, if our technology does not perform according
to market expectations, our future sales would suffer as customers seek other providers.

(16) An increase in our operations outside of the U.S. subjects us to risks additional to those to which we are exposed in our domestic
operations.

We believe that revenue from sales of products and services to commercial, governmental and other customers outside the U.S. could represent a
growing percentage of our total revenue in the future. International sales and services are subject to a number of risks that can adversely affect
our sales of products and services to customers outside of the U.S., including the following:

� changes in foreign government regulations and security requirements;

� export license requirements, tariffs and taxes;
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