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INTRODUCTION
Shareholders are becoming increasingly sophisticated about their companies’
innovation quality, because the financial outcome of their investment relies on
innovation more heavily now than ever before.1 Most high quality innovation is
protected by intellectual property (“IP”), and in technology (“tech”) companies,
such protection involves a mix of patents, trademarks, copyrights, and trade
secrets.2 The focus of this paper will be on patents.
The rapid shareholder awakening on innovation should be eye opening for
corporate directors of IP-rich companies. With growing shareholder activism
focused on IP value and IP risks, and with increasing importance of IP assets to
overall company value,3 corporations should ensure that they appropriately

1. Neera Tanden & Blair Effron, How to Foster Long-Term Innovation Investment, CTR. FOR AM.
PROGRESS,
(June
30,
2015),
https://www.americanprogress.org/issues/economy/report/2015/06/30/116294/how-to-foster-long-terminnovation-investment/; Ian D. McClure & Elvir Causevic, Board Accountability for Patents, INTELL.
ASSET MGMT. (Nov. 2015).
2. Bronwyn H. Hall, The Use and Value of Patent Rights, INTELL. PROP. OFFICE (June 2009),
http://www.uspto.gov/sites/default/files/aia_implementation/ipp-2011nov08-ukipo-2.pdf.
3. Ian McClure, Accountability in the Patent Market: A Duty to Monitor Patent Risk from the
Boardroom, 31 SANTA CLARA HIGH TECH. L.J. 217, 218–25 (2015), available at
http://digitalcommons.law.scu.edu/chtlj/vol31/iss2/2 (detailing the increase in patent transaction activity,
the acknowledgement of patents as articles of trade and patent risk over the past two decades, which
compound to increase the likelihood of materiality in any given disposition of IP).
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consider the potentially material separate value locked in their IP portfolios,3
especially in merger and acquisition (“M&A”) settings.4
This is the central thesis of this paper: Non-core IP has been potentially
material in at least half5 of over 1,000 public tech companies’ M&A deals in the
past five years.6 Yet this non-core IP is independently analyzed, separately
traded to a different party from the M&A buyer, or specifically reported on only
in a small fraction of those deals—less than ten percent.7 And of the remaining
majority of tech M&A deals with potentially material non-core IP: Are those
directors and their advisors maximizing the value available to the shareholders
who paid for development or acquisition of that IP? How much of that IP was
truly core to the business being sold, versus non-core that could have been
transacted separately to generate incremental value to shareholders? Is it
possible that the IP on a stand-alone basis is worth more than the company itself,
in more than the rare instance where it in fact was separated and separately sold?8
Why is the proper assessment of strategic alternatives with respect to IP, and its
independent valuation, an exception rather than a rule?
IP business professionals have long ago identified common misconceptions
about the value of and leverage created by IP—but very few companies and their
boards have adopted formal measures to systematically generate independent
shareholder value from their IP, whether as a going concern or in the M&A
context.9 Misconceptions about IP continue to be pervasive in the industry.10
4. Id.
5. Sean M. Coughlin, Is the Patent Paradox a Result a Large Firm Perspective? Differential Value
of Small Firm Patents over Time Explains the Patent Paradox, 23 SANTA CLARA HIGH TECH. L.J. 371
(2012), available at http://digitalcommons.law.scu.edu/chtlj/vol23/iss2/5 (firms amass larger portfolios,
i.e., greater than 100 patents, not only to protect their technology alone but to create licensing revenue and
inhibit future competition).
6.
Tom Erginsoy, US Technology Deal Insights Q4 and year-end 2015 update,
PRICEWATERHOUSECOOPERS
(Feb.
2015),
https://www.pwc.com/us/en/transactionservices/publications/assets/pwc-us-technology-deal-insights-2015.pdf (surveying and analyzing publicly
announced technology 1,000 M&A transactions, where more than half the targets had significant patent
holdings according to their U.S. issued patents, tested by sampling companies listed in the report and
CapitalIQ data service at www.capitaliq.com for technology M&A during the same time period as the
PwC report, searching for patent grants from U.S. Patent and Trademark Office at www.uspto.gov, and
utilizing patent tool Innography at www.innography.com).
7. See id. (estimated by searching public filings using www.edgar.gov and www.capitaliq.com for
IP-related disclosures or accounting in M&A transactions of the companies specifically listed in the report,
using keywords such as “patent,” “intellectual property,” and “intangible”).
8. MIPS Techs., Inc., Proxy Statement (Form 14a) (Jan. 7, 2013) [hereinafter “MIPS Proxy”]. The
entire operating business of MIPS sold for $100 million to Imagination Technologies in the M&A sale
process, while a portion of its patent portfolio was sold in a separate patent sale process for $350 million
to a consortium of 11 buyers, with transactions closing simultaneously.
9. KEVIN RIVETTE & DAVID KLINE, REMBRANDTS IN THE ATTIC: UNLOCKING THE HIDDEN VALUE
OF PATENTS, (Harvard Bus. Rev. Press, 1st ed. 1999); BRUCE BERMAN, FROM IDEAS TO ASSETS:
INVESTING WISELY IN INTELLECTUAL PROPERTY (Wiley, 1st ed. 2001); MARSHALL PHELPS & DAVID
KLINE, BURNING THE SHIPS: INTELLECTUAL PROPERTY AND THE TRANSFORMATION OF MICROSOFT,
(Wiley, 1st ed. 2010).
10. McClure & Causevic, supra note 1; Elvir Causevic, To sell or not to sell? Myth v reality in IP
monetisation, INTELL. ASSET MGMT. (Dec. 2013), http://www.iam-media.com/Intelligence/IP-
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Such misconceptions include (1) all of a company’s IP is “core,” without any
“non-core” IP with independent value, and closely linked with, and necessary for
protection of, their products; (2) value from IP can only be generated through
risky litigation or a “patent troll” business model, and; (3) the company’s current
advisors are providing competent and adequate advice relating to IP value. The
potential negative impact to the business as a result of these misconceptions
could be serious, as is described in this article, and further becomes exacerbated
by the growing materiality of IP, which in turn implicates the directors’ fiduciary
duties. In the M&A context, courts examine materiality and fiduciary duties
under a magnifying glass.11 One example is a duty of loyalty related to oversight
of patent risk-taking by the corporation while it operates as a going concern,
which may generate IP-related liabilities that, when discovered in due diligence,
derail or impair the M&A process.12 This article addresses the significant and
growing matter with respect to a corporation and its board of directors.
Directors, with the help from their advisors, can solve this challenge.
Directors’ traditional duties of care and loyalty each take on a new aspect when
viewed through the lens of assessing the potentially material independent value
from IP.13 New issues of competence and independence of advisors necessarily
arise in light of Revlon14 and Van Gorkom,15 as directors now must undertake the
analysis of strategic alternatives related to the company’s IP, and assess the
independent value of IP in various contexts. Advisors need to respond by
adopting new service offerings to meet the needs of the increasingly complex
M&A market, while specialist IP investment banking advisors, now few in
number, need to expand their reach and offer their best practices to the broader
market. These actions will serve shareholders, and will ultimately further
incentivize proper allocation of capital to future research and development
(“R&D”) activities.
Faithfully discharging complex fiduciary duties of directors in corporations
undergoing IP-rich M&A deals is possible, however. With reasonable
incremental effort, while utilizing an existing framework of available competent
Monetisation-Yearbook/2013. Authors have direct experience with shareholders, boards, and
management teams at leading technology and healthcare companies, and their investment banking, legal
and accounting advisors); unpublished proceeds from five recent “Corporate Governance and IP” private
conferences the authors organizes with the team at Black Stone IP, LLC, since the Fall of 2015 in New
York City, Washington D.C., San Francisco, Detroit and Austin, which included two most recent former
Chief Judges of the Court of Appeals for the Federal Circuit (the designated and exclusive appeals court
for all patent matters), former Director of the U.S. Patent and Trademark Office, AMLAW 100 outside
counsel, and over 30 senior IP and business executives from leading global technology companies from
the US, Europe, Japan, Korea and China.
11. See generally Revlon, Inc. v. MacAndrews & Forbes Holdings, Inc., 506 A.2d 173 (Del. 1986).
12. McClure, supra note 3.
13. McClure & Causevic, supra note 1; Revlon, 506 A.2d at 173; McClure, supra note 3.
14. Revlon, 506 A.2d at 173 (regarding fairness of buyer’s offer to the shareholders).
15. Smith v. Van Gorkom, 488 A.2d 858 (Del. 1985) (emphasizing the need for external professional
advice on strategic alternatives).
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and independent advisors, directors can maintain core M&A process timing and
simultaneously maximize value for the shareholders by leveraging a company’s
IP.
This paper is organized as follows: Part I broadly reviews the value of IP in
the modern economy and its increasing importance to shareholders. Specifically,
in Part I we will discuss the value of patents as part of M&A transactions, based
on recent publicly announced deals. Part II will explore common misconceptions
that fiduciaries of IP-rich companies hold, by offering specific examples of each
of the types of misconceptions and explaining how they impact fiduciary duties
in an M&A context. Part III will discuss sources of director liability, starting
with the review of standard duties of care and loyalty in the IP-rich M&A
context. Further, in Part III we will review the materiality of IP to the overall
M&A transaction, by leveraging securities law jurisprudence and Securities and
Exchange Commission (“SEC”) guidance on materiality, all as applied to IP.
I.

VALUE OF IP IN TECHNOLOGY COMPANIES AND THE ECONOMY

Intangible asset value across all 500 companies comprising the S&P 500
index are estimated to account for over eighty percent of the total value of the
S&P 500 index,16 while tangible assets represent only the remaining twenty
percent. It follows that in most tech M&A deals, intangible assets likely include
a material portion of the value being transacted. In tech companies, the
company’s IP is typically the most valuable intangible asset.17 Between patents,
copyrights, trademarks, and trade secrets/know-how, it is patents that often lead
the value equation, and present the most complexity, risk, and value-creation
opportunity. This is in part because today’s tech companies are complex
conglomerates of various technology offerings, often with a rich history of
innovation, plus prior acquisitions of other innovators, all of which generated
large pools of valuable IP, typically some core to the business, and some noncore.
There has been much discussion about the value and importance of patents
in the past several years, particularly relating to the America Invents Act enacted
in the United States in 2013, and similar activities around the world.18 In 2016,
the U.S. Commerce Department published a report entitled “Intellectual Property

16. KEITH CARDOZA ET AL., The Power of Intangible Assets: An Analysis Of The S&P 500, LES
NOUVELLES, (Mar. 2006), https://www.lesi.org/les-nouvelles/les-nouvelles-online/2006/march2006/2011/08/08/the-power-of-intangible-assets-an-analysis-of-the-s-p-500-.
17. WESTON ANSON, THE INTANGIBLE ASSETS HANDBOOK 1 (ABA sec. of Bus. Law 2007),
available at apps.americanbar.org/buslaw/newsletter/0058/materials/book.pdf (defining types of
intellectual property and highlighting that IP issues “are even more important in a merger, acquisition,
corporate reorganization, or bankruptcy environment”).
18. U.S. PATENT AND TRADEMARK OFFICE, INTELLECTUAL PROPERTY AND THE U.S. ECONOMY:
2016
UPDATE
(Sept.
2016),
https://www.uspto.gov/sites/default/files/documents/IPandtheUSEconomySept2016.pdf.
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and the U.S. Economy: 2016 Update,” which used thorough econometric
analysis to demonstrate that IP-intensive industries support at least 27.9 million
American jobs and contribute more than $6.6 trillion dollars to, or 38.2% of, U.S.
gross domestic product (“GDP”).19 A significant body of credible academic
research—including a recent study commissioned by the U.S. Congress and
prepared by the U.S. National Academies of Science and of Engineering—has
confirmed that a strong patent system is vital to the innovation economy.20
At the same time, patents were in focus because of non-practicing entities
(“NPEs”), organizations whose main purpose is licensing patents, also
unhelpfully called “patent trolls” by some industry participants.21 The patent
troll critics highlight the prevalence of low-quality patents and the abusive
litigation that results, citing one—unfortunately suspicious—estimate of the
“$29 billion patent troll problem.”22 Others in the industry see patent licensing
as a useful market mechanism, when high quality patents are being enforced to
reward the innovators.23 There are a number of successful reforms under way in
the legal system to allow high quality patents to be enforced, while weak patents
can be quickly and inexpensively invalidated.24 Even the critics of the patent
trolls now acknowledge that the impact of frivolous patent litigation is showing
signs of abatement since 2013,25 so that the focus can return to protecting and
disseminating genuine innovation using high quality patents.
Finally, patents are now a required global business tool with an increasing
ability to enforce rights internationally at an unprecedented level, compared to
19.
20.

Id.
NAT’L RES. COUNCIL, PATENT CHALLENGES FOR STANDARD-SETTING IN THE GLOBAL
ECONOMY: LESSONS FROM INFORMATION AND COMMUNICATIONS TECHNOLOGY 23 (Keith Maskus &
Stephen A. Merril, eds., 2013), available at http://sites.nationalacademies.org/PGA/step/IPManagement/.
21. An attempt to define an NPE is an entirely different matter outside the bounds and purpose of
this article. It has been the subject of much academic, industry, and legislative comment over previous
years. For an overview of the many perspectives and problematic policy issues in defining an patent
assertion entity (“PAE”), non-practicing entity (“NPE”), or “patent troll,” see PATENT ASSERTION ENTITY
ACTIVITY AN FTC STUDY 17 (Oct. 2016), https://www.ftc.gov/system/files/documents/reports/patentassertion-entity-activity-ftc-study/p131203_patent_assertion_entity_activity_an_ftc_study_0.pdf
[hereinafter FTC REPORT] (“In the Commission’s view, a label like ‘patent troll’ is unhelpful because it
invites pre-judgment about the societal impact of patent assertion activity without an understand of the
underlying business model that fuels such activity.”); and Is RPX an NPE?, RPX BLOG (Nov. 2, 2010),
http://www.rpxcorp.com/2010/11/02/is-rpx-an-npe/.
See
also
What
is
an
NPE?,
PATENTFREEDOM.COM, https://www.patentfreedom.com/about-npes/background/ (last visited Mar.
18, 2015); and Brian Hannon & Margaret Welsh, Challenges of Defining a Patent Troll, BLOOMBERG
BNA (July 29, 2014), http://about.bloomberglaw2013), https://www.bna.com/practitioner-contributions
/challenges-of-defining-a-patent-troll/.
22. Dir. of the Office of Sci. and Tech. Pol’y, Re: Petition for Correction under the Information
Quality
Act
(Jan.
29,
2009,
10:04AM),
https://www.whitehouse.gov/sites/default/files/microsites/ostp/iqa-petition-wh-pae-report-march-302015.pdf.
23. FTC REPORT, supra note 21.
24. J. Caleb Boggs III et al., Debate on Patent Reform Legislation Continues in Congress: What
You Need to Know, BLOOMBERG LAW (Aug. 12, 2015), http://www.bna.com/debate-patent-reformn17179934625/.
25. New Patent Lawsuits Down, available at https://lexmachina.com/media/.

92

Effectively Discharging Fiduciary Duties in IP-Rich M&A Transactions
any other time in history.26 According to a recent U.S. congressional hearing on
economic and security risks posed by China, Chinese local patenting (as a
measure of R&D growth) was noted to be at the heart of their Thirteenth FiveYear plan (spanning 2016–2021),27 and enforcement of IP rights in China is at
its fastest growth rate ever.28 In a supra-EU initiative, a number of European
countries have banded together to create the Unified Patent Court, which will
allow pan-European, post-Brexit patent litigation to be centralized.29 It is set up
much like the Court of Appeals for the Federal Circuit, which hears all patent
appeals in the U.S., and will allow legal and equitable relief to be granted
simultaneously in multiple jurisdictions.30
Shareholders are becoming increasingly knowledgeable about companies’
innovation and the patents that protect it, as the quality of their investment
increasingly relies on their innovation.31 This shareholder awakening toward
patents should in turn be eye-opening for corporate patent holders. With
increased shareholder activism and sophistication regarding patent value and
patent risks,32 corporations should ensure that they implement appropriate
accountability for the importance of IP information to M&A and other material
corporate events.33
A. Patent-Only or Patent-Driven Transactions
While IP has been an important and material component of tech M&A
transactions for a long time, in the past several years there also have been a series
of patent-only, or patent-driven transactions involving publicly traded
technology companies.34 Some of the better-known and larger patent-only or
patent-driven deals are listed below in Table 1.

26. Adrian Toutoungi & Andrew Garbett, Predictions for global patent litigation landscape in 2017:
UPC,
PRC,
multipolarity?,
LEXOLOGY
(Feb.
15,
2017),
http://www.lexology.com/library/detail.aspx?g=e6bc439e-a806-41d7-a7a3-a48d680d68f5.
27. China Ahead of the 13th Five-Year Plan: Competitiveness and Market Reform: Hearing Before
the U.S.-China Econ. and Sec. Review Comm’n., 114th Cong. 1 (2015).
28. Zhou Wenting, Shanghai anticipates surge in IP cases, CHINA DAILY, (Aug. 7, 2015),
http://www.chinadaily.com.cn/china/2015-08/07/content_21524598.htm.
29. Marianne Schaffner et al., The Impending Launch of the Unified Patent Court, LEXOLOGY (Mar.
15, 2017), http://www.lexology.com/library/detail.aspx?g=208d084f-6b45-44a4-93f2-3bf8f1fbe61f.
30. Id.
31. Scott Anthony et al., Calculate How Much Your Company Should Invest in Innovation, HARV.
BUS. REV. (Dec. 17, 2014), https://hbr.org/2014/12/calculate-how-much-your-company-should-invest-ininnovation; Innovation imperative: Keeping your company relevant, PRICEWATERHOUSECOOPERS, (last
visited Nov. 25, 2009), https://www.pwc.com/us/en/private-company-services/publications/assets/pwcgyb-innovation-imperative-keeping-your-company-relevant.pdf; Ramana Nanda & Matthew RhodesKropf, Investment Cycles and Startup Innovation (Harv. Bus. School, Working Paper 12-032, 2012),
http://www.hbs.edu/faculty/Publication%20Files/12-032_87eecafd-ac01-4b6d-83e8-390b7c03539a.pdf.
32. McClure, supra note 3.
33. McClure & Causevic, supra note 1.
34. Internal Houlihan Lokey Inc. database based on research from public sources.
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Table 1: Sample of Larger Patent-Only and Patent-Driven Transactions35
Disclosed
Announce
Date

Buyer - Seller

Value

($M)

Price per
Patent ($K)

Disclosed
Asset

Technology

Count

6/2/2015

WiLan – Qimonda (Infineon)

$33

$4.7

7,000

Memory and semiconductor manufacturing

12/23/2014

RPX - Rockstar

$900.0

$225

4,000

Smartphone technology

4/17/2014

Lenovo – Unwired Planet/Ericsson

$100

$700

$142

Smartphone technology – also included patent license to 2,500
Ericsson patents

4/4/2014

Lenovo - NEC

$100

$21

4,800

Smartphone technology

1/24/2014

Qualcomm - HP

$278.0

$195

1,426

Fundamental mobile operating system techniques

7/2/2013

Dialog Semi - iWatt

$113.0

$1,027

110

Digital power AC/DC ICs and LED Ics, purchase price allocation
out of total consideration of $345M

2/18/2013

Allied Security Trust - MIPS

$350.0

$703

498

Semiconductors

12/18/2012

IV/RPX - Kodak

$525.0

$477

1,100

Relate to digital imaging technology

7/1/2012

HTC - S3

$300.0

$1,111

270

Graphics

6/18/2012

Intel - InterDigital

$375.0

$221

1,700

3G, LTE, and 4G connectivity

4/23/2012

Facebook - Microsoft

$550

$917

600

Subset of AOL patents (after being licensed to Microsoft)

4/9/2012

Microsoft - AOL

$1,056

$1,142

925

Internet, browser, cookie and other patents (also includes
license to additional 300 patents)

9/1/2011

Sterling Partners - Mosaid
(Conversant)

$590.0

$209

2,822

Patented semiconductor and wireless/wireline
communications Internet protocol

8/25/2011

Google - Motorola

$5,500

$458

12,000

Smartphone technology - Purchase price allocation, out of
total of $12.4B

7/1/2011

Rockstar - Nortel

$4,500.0

$750

6,000

Wireless and wired communication devices

11/1/2010

CPTN Holdings - Novell

$450.0

$510

882

Software - Syndicate: MSFT, Apple, EMC, Oracle
(DOJ altered some deal terms, open source concerns)

12/30/2009

Round Rock - Micron

$400.0

$89

4,500

Chip making technology, patents on photo imaging,
telecommunications and search engine technology, as well as
the largest RFID patent cluster

Rudimentary analysis of this snapshot of reported patent-only or patentdriven transactions reveals several insights. First, buyers and sellers can be either
operating companies or non-practicing entities (patent monetizers such as
WiLan, Unwired Planet, Rockstar and Round Rock).36 Next, the “price per
patent” varies widely, from a low of a few thousand dollars, to a high of well

35. Internal Houlihan Lokey Inc. database based on research from public sources. Listed deals are
patent-only transactions, with the exception of Google-Motorola, where Google acquired Motorola in part
for its patents, allocating $5.5 billion of its purchase price, see John Letzing, Google Say Patents, Tech
Were
Less
Than
Half
Motorola’s
Price,
WALL ST. J.
(July
24,
2012),
http://blogs.wsj.com/digits/2012/07/24/google-says-patents-tech-were-less-than-half-motorolas-price/.
36. FTC Report supra at note 21. Ian McClure, Accountability in the Patent Market Part II: Should
Public Companies Disclose More to Shareholders?, 26 FORDHAM INTELL. PROP. MEDIA & ENT. L.J. 417,
421–22 (2016) (detailing a host of patent acquisitions by both operating and non-operating companies
over the past ten years).
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over a million dollars per patent.37 Finally, only two of the deals involved core
IP (Nortel and Kodak, both related to bankruptcies), while the rest of the deals
are based on a portion of the sellers’ IP portfolio, presumably non-core IP.38
However, possibly the most interesting IP deal data is missing from Table 1,
either because the IP deals were not reported,39 or more importantly because the
IP deals never happened separate from the M&A deals.40 Over 1,000 tech M&A
deals with an estimated total value of over $500 billion took place during the
similar five-year period as the under-20 IP deals in Table 1, with an estimated
total IP value under $20 billion.41 Over one-third of those 1,000 M&A deals are
categorized as “hardware” or “semiconductors,” which are virtually all very
likely to have contained a material IP component.42 Over half of the deals listed
are for “software,” with likely a majority containing a significant IP component.
The remaining deals in “IT services” or “internet” probably contain less of an IP
component, so they can be excluded from the analysis. The high likelihood of
material non-core IP presence in these 1,000 reported tech M&A deals is further
confirmed by a review of all of the top individual deals listed in the report, and
an estimate based on industry experience in assessing whether the target had
material non-core IP.43 PricewaterhouseCoopers (“PwC”) notes that in 2014
“[i]nternet titans Google and Facebook led the way, expanding into new
technologies such as virtual reality, artificial intelligence, satellite systems, and
[internet of things].”44 Each of these areas is traditionally patent-intensive.
Finally, to help substantiate the point that patents are not traditionally considered,
the PwC report, while otherwise thorough and comprehensive, never mentions
the words “patent,” “intellectual property” or “intangible asset.”45 This is the
central thesis of this paper: IP is material in nearly half of all tech M&A deals,
yet it is publicly and independently analyzed, traded or reported in only a small
fraction of those deals—significantly less than ten percent. What about the
remaining ninety percent of these deals?
37. Your patent portfolio: how much is it worth and what are you going to do about it?, DLA PIPER
(June 2012), https://www.dlapiper.com/en/us/insights/publications/2012/06/your-patent-portfolio-howmuch-is-it-worth-and-w__/ (pointing out that in recent high value patent transactions price-per-patent for
otherwise would all be considered strong patents, or at least similar patents, have ranged from $78,000 to
$2.1 million).
38. Internal Houlihan Lokey analysis of patent assets sold versus retained, by examining USPTO
patent assignment database at www.uspto.gov, and patent analytics tool Innography at
www.innography.com.
39. See Erginsoy, supra note at 6; and McClure supra note 3.
40. See Erginsoy, supra note at 6.
41. Id.
42. Id. (verified by patent counts at U.S. Patent & Trademark Office for companies listed in the
report, and sampling CapitalIQ data provider for other M&A deals and the targets patent holdings).
43. Houlihan Lokey review, supra note 34.
44. Tom Erginsoy, US technology deal insights Analysis and trends in US technology 2015,
PRICEWATERHOUSECOOPERS (Feb. 2015), https://www.pwcaccelerator.com/pwcsaccelerator/docs/pwcus-technology-deal-insights-2014.pdf.
45. Id.
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B. Identifying the Presence of and Estimating the Financial Value of Non-core
IP
Assessing the financial value of company’s IP is a complex endeavor, and
involves the interplay of three core elements: legal, technical, and financial
analysis. Typically, the value of IP is only concretely determined during
litigation and, in the case of patent litigation, each of these three core elements
is represented. Patent litigation involves attorneys, technical experts with
experience in the particular technology being litigated, and damages experts with
experience in financial patent valuation. Valuation of IP for strategic alternatives
analysis in the M&A context—outside of the litigation context—requires similar
analysis, performed on the entire IP portfolio containing core and non-core IP.
The first step of the analysis is identification of any non-core IP, by
comparing the company’s product portfolio to its IP portfolio, and finding IP that
is not directly related to the company’s central business. Next, the non-core IP
is mapped to key potential infringers—third parties whose products are covered
by the company’s non-core IP. Then, the business, reputation, ecosystem, and
counter-assertion risks must be considered holistically to assess key target
infringers.
Next, a field of buyers or licensees for non-core IP needs to be created. This
list of buyers is typically much broader than just the potential infringers. For
example, if Company A has non-core IP, and it is infringed by Company B’s
products, then the first option may be for the infringing Company B to simply
buy or license that non-core IP. But also, Company B’s fiercest competitor (who
may not infringe at all) may want to buy the non-core IP to create leverage
against Company B. Finally, Company C, a non-practicing entity, may be
interested in the non-core IP to start a new licensing program, or to supplement
an existing broader licensing program.
After the list of potential buyers or licensees is created, the company can
iterate forecasted scenarios in order to yield several strategic alternatives on how
to best leverage the non-core IP. Then, for each of those scenarios and for each
leveraging option, the company can generate a separate high level estimate of
financial valuation, accounting for infringement exposure, reduced by any
encumbrances (such as existing licenses/cross-licenses, customer/supplier
relationships, etc.), and discounted for cost of licensing, litigation, counterassertion, and other risks. The result is very similar to a typical M&A strategic
alternative analysis, where the board is presented with the most important
alternatives, and the board assesses the value and risks of each such alternative.46

46. Deloitte, Assessing the Benefits of Alternative Structures to M&A, WALL ST. J. (Feb. 11, 2013),
http://deloitte.wsj.com/cfo/2013/02/11/assessing-the-benefits-of-alternative-structures-to-ma/
(discussing how examining a range of strategic alternatives creates opportunities for increased value
creation in M&A).
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There are typically three key sources of non-core IP, as can also be seen by
analyzing the IP holdings of the sellers in Table 1 above, and the technology in
which IP was traded:
1. Excess over what is required to provide protection and coverage of
core businesses (Microsoft buying AOL’s patents, Unwired Planet
leveraging Ericsson’s patents, Mosaid leveraging Nokia’s patents,
NEC acquiring InterDigital’s patents);
2. Prior R&D efforts that resulted in valuable inventions, but have not
been productized (S3, portion of Kodak, portion of Nortel); and
3. Prior acquisitions that brought with them material IP that is not used
in the current core businesses (HP’s prior acquisition of Palm,
Microsoft’s prior acquisition of AOL patents a portion of which was
then resold to Facebook, AOL’s prior acquisition of Netscape and
ICQ).
Finally, cross-licenses with balance of payments are also indicators of
value.47 A cross license is an agreement between two companies who each hold
patents, through which they license their patents to each other. A more recent
trend is to not just do a broad, cash-free cross-license, but to account for the
relative value of each side’s patents to the other, with a party supplying the lesser
value making up the difference.48 In 2011, one of the larger publicly announced
cross-license agreements took place between NVIDIA and Intel, with Intel
paying NVIDIA a balance of $1.5 billion.49 While many such cross-licenses
exist, very few are reported to shareholders.50 Their existence significantly
affects IP value and requires thorough independent analysis.
For illustrative purposes, let us consider the NVIDIA and Intel cross-license
in a hypothetical scenario of Company A and Company B, with a large crosslicense between them, where Company B paid a significant amount to Company
A. What other competitors of Company A could be licensed with those same
patents, and when will that value be realized? If Company A comes “in play” to
be sold in an M&A process, will the directors, management and advisors
separately value the remaining IP rights and insist that the buyer pay for them

47. Carl Shapiro, Navigating the Patent Thicket: Cross Licenses, Patent Pools, and Standard
Setting, in A.B., 1 INNOVATION POLICY AND THE ECON., 119–50 (Jaffe, J. Lerner and S. Stern, eds., MIT
Press 2001).
48. Joel I. Klein, Asst. Att’y Gen., DOJ Antitrust Div., Cross-Licensing and Antitrust Law (May 2,
1997), available at https://www.justice.gov/atr/speech/cross-licensing-and-antitrust-law (noting the value
of cross-licensing and relative degree of importance to warrant antitrust review).
49. NVIDIA Corp., Current Report (Form 8-K) (Jan. 10, 2011) (disclosing entry into a cross-license
agreement with Intel, and Intel paying $1.5 billion).
50. McClure, supra note 36.
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separately, and if not, how will they realize that excess value for the current
Company A shareholders?
II. MISCONCEPTIONS ABOUT COMPANIES’ IP
For well over a decade, IP business professionals have been highlighting
opportunities for companies with rich IP portfolios to leverage the value of their
investments.51 However, an analysis of the literature referenced above continues
to highlight common misconceptions held by companies and their board
members. Some of the most common misconceptions are described below.
A. Misconception: All patents owned by the company are core—needed to
cover and protect the company’s products and services (or they are all
needed for defensive purposes against competitors)
As has been amply described in the IP business and academic research
literature, this scenario is rarely the case, as most companies have an
overabundance of IP assets far beyond what is required to protect their products
or abate competitive risk. Most technology companies have had a string of
acquisitions, unmarketed but meaningful R&D investments, and discontinued
product lines—each generating substantial estates of patent value that is noncore to its operating business.
Separately, a company’s excess non-core IP is often not threatening to its
own key competitors, since the non-core portfolio was built for a different
purpose—as such it has no value to the operating business of the company.52
B. Misconception: No operating company would want to buy our non-core IP
While most existing non-core IP is not relevant to the company’s
competitors, it is important to note that owning IP that is not related to a
company’s products can be the most powerful defensive deterrent. In cases
where a company holds non-core IP pointed at a competitor’s highly profitable
growth areas, this IP can be used against its competitor’s products in markets
where the company itself is not present.53 As a matter of fact, companies should
build into their portfolios IP that is not related to their own products, but is highly
targeted against a competitor’s key growth area. Acquiring IP from others who

51.
52.

See RIVETTE & KLINE, supra note 9.
Lily Lim & Ningling Wang, Winning Patent Strategies, FINNEGAN, HENDERSON, FARABOW,
GARRETT
&
DUNNER,
LLP
(Mar.
2007),
http://www.finnegan.com/resources/articles/articlesdetail.aspx?news=95146a09-8c52-4d7f-93a34984ba0d981d.
53. Charan J. Sandhu et al., Strategic Patent Acquisitions Evaluating and Acquiring Patent,
PRACTICAL
LAW
THE
JOURNAL—TRANSACTIONS
&
BUSINESS
(June
2013),
http://www.weil.com/~/media/files/pdfs/June2013_Strategic_Patent_Acquisitions.pdf. See Causevic,
supra note 10.
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have an excess in the technology area where competitors are present, or who
have exited that technology area, can fill this gap. Filling this gap is one of the
important drivers of demand in the patent markets. For example, consider
Company A that builds phones and laptops, and has patents covering phones and
laptops. Its biggest competitor, Company B, builds phones, laptops, and servers,
and makes most of its profits from servers. Company A should acquire server
patents, even though Company A itself has no products in that area, because it
can use those server patents to reduce its cross-license exposure to Company B.
This is also a potential defensive strategy against large operating companies who
are also aggressive patent licensors. The exposed licensee companies rarely
organically develop IP that is infringed by an aggressive licensor’s operating
businesses, and acquiring such IP is important in eliminating or reducing their
exposure to the aggressive licensor’s IP.54
In summary, very few companies have current and relevant mapping between
current products/services and their core IP and the categorization, valuation, and
usage strategy for their non-core IP. IBM, for example, uses this strategy well,
and is known for organically developing excess non-core IP that is targeted not
toward its own business, but rather toward the budding businesses of others in
markets where IBM is not present. Through a series of transactions, IBM has
repeatedly shown that one of its strategies is to assert its portfolio against
growing companies and complete a transaction that includes a sale of its noncore assets to the target. In effect, through this now-seasoned process, IBM
demonstrates to each target the gap in the target’s portfolio: a lack of patents
pointed at others’ pressure points that might be used to counterbalance its own
patent exposure at the negotiating table through, for example, a more favorable
balance of royalty payments or, in a best case scenario, a non-royalty bearing
cross-license. A review of recent deals indicates that IBM has sold over 15,000
of its patents, and many of these transfers likely had this similar purpose.55
Examples include:



In January 2014, Twitter acquired 900 patents from IBM for $36M
after IBM filed a patent infringement claim against Twitter.56
In June 2014, Pure Storage acquired over 100 patents from IBM
after IBM asserted its patents against Pure Storage.57

54. James Brelsford et al., The latest trends in US antitrust law, MANAGINGIP.COM 23 (Dec. 2013),
https://www.skadden.com/sites/default/files/publications/23-25%20Feature%20antitrust%20(4).pdf.
55. Joff Wild, IBM has Sold 15,000 Patents Since 1991; Google is its Biggest Customer, IAM MAG.
BLOG (Mar. 27, 2015), http://www.iam-media.com/blog/detail.aspx?g=54821371-e57d-4742-b10ebcfe5c48f6c4.
56. Darrell Etherington, Twitter Acquires Over 900 IBM Patents Following Infringement Claim,
Enters
Cross-Licensing
Agreement,
TECHCRUNCH
(Jan.
31,
2014),
http://techcrunch.com/2014/01/31/twitter-acquires-ibm-patents/.
57. John Rath, Pure Storage Buys 100 Patents from IBM to Protect Itself from Lawsuits,
DATACENTERKNOWLEDGE
(June
23,
2014),
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In March 2012, Facebook paid IBM at least $83M for 750 patents,
after it became subject to 22 patent infringement lawsuits following
announcement of its then upcoming IPO.58
Google currently owns over 2,400 original IBM patents, with the
vast majority (2,369) of these patents acquired in 2011.59
Other notable owners of IBM patents include Cisco (268), Ebay
(281), Microsoft (50), Mitsubishi (44), Samsung (34), Yahoo! (27),
TomTom (23), Alibaba (20), and Tivo (6).60

C. Misconception: Patents (core and non-core) have the same value to the
M&A buyer as they do to the seller, and the potential buyer will pay for
that value
In a typical tech M&A transaction, unless the seller company has
successfully monetized some of its IP and done so systematically to establish a
separate and consistent revenue stream, it is rare that the buyer will separately
value and pay for the seller company’s non-core IP.61 The common response
from the buyers of public companies is that the market has already “priced in”
any and all IP value into the enterprise value of the seller and thus the sale price.
Also, buyers will say that they are not in the IP monetization business so won’t
benefit financially from incremental non-core IP, and as such, don’t want to pay
for it separately. Part of the reason for this response may be that the buyer may
not have any genuine use for the seller’s non-core IP (in either their own R&D
or for defense against buyer’s existing competitive/licensor threats).
Separately, and perhaps more importantly, the act of the merger may destroy
the value of seller’s non-core IP in buyer’s hands. This is because the buyer’s
existing set of license and cross-license agreements, across the buyer’s own
ecosystem, will very likely apply to the newly acquired patents—and will thus
eliminate otherwise licensable value, which up until the merger was available to
the seller, who did not license their patents to the same parties the buyer is
licensed to. This happens because typically cross-license agreements provide
that the respective licenses apply to all of a party’s subsequent patent

http://www.datacenterknowledge.com/archives/2014/06/23/pure-storage-buys-100-ibm-patents-preventpatent-litigation/.
58.
Dan Levine, Facebook buys 750 Patents from IBM, REUTERS (Mar. 22, 2012),
http://www.reuters.com/article/us-facebook-ibm-patents-idUSBRE82L13O20120322.
59. Maulin Shah, IBM Patent Sales Shows that it Addresses Diverse IP Needs, IPVUE (Mar. 31,
2015), http://patentvue.com/2015/03/31/ibm-patent-sales-shows-that-it-addresses-diverse-ip-needs/.
60. Id. (“Please note this data is based only on public patent assignment data, and unrecorded patent
transactions have not been included in our analysis.”).
61. Jan Walaski, The Importance of IP in M&A Transactions: Venner Shipley, ACQUISITION INT’L,
http://www.acquisition-intl.com/2015-the-importance-of-ipin-m-a-transactions (last visited Jan. 1, 2016).
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acquisitions.62 For example, consider three companies: A, B, and C. If
Company A and Company B have a cross-license agreement, and Company A
now buys Company C, after the merger closes Company C’s patents will also
now likely be licensed to Company B, which they were not prior to the merger.
The independent licensing value of Company C’s patents was diminished or
destroyed by the merger itself.
Thus, as a result of a combination of these and other factors, buyers typically
assign little to no value to, or deeply discount the value of, seller’s non-core IP
in their own valuations, and buyers’ advisors typically do not value IP separately
at all.
D. Misconception: Management will tell the directors if the company’s noncore IP has material value
While CEOs of most tech companies generally understand the reasons to
have strong IP, they are typically not versed in strategic patent leverage, patent
monetization strategies, or the associated risks. As expected, they rely on their
general counsel and the IP team. The general counsel and their IP department
are typically staffed for, and focused on, day-to-day operational IP issues (patent
prosecution at the various global patent offices, license agreements, and, as it
arises, litigation), rather than strategic IP monetization.63 At best, the relevant
portions of the IP portfolio are mapped to current products/services and ongoing
R&D, and there is often no budget or time to seriously explore the value and
strategic alternatives of non-core IP, or opportunities presented by third party IP
available for acquisition.64 Unfortunately, corporations do not treat assessment
of patent value and patent risk in the same manner as other compliance matters
(environmental, antitrust, tax, etc.).65 The emergence of patent trolls has only
made matters more complex, as frivolous patent litigation drains away scarce
internal IP resources. Even if the management team undertook the complex
process of thoroughly understanding the strategic alternatives and value of noncore IP, and formalized the IP risks analysis from competitors and aggressive
operating company licensors, it is necessary to keep these analyses up to date.
Changes in the patent market, M&A activity, and rapid product line shifts can
dramatically alter the IP ecosystem and landscape of a company within as short

62. Mark S. Holmes, Patent Licensing: Strategy, Negotiation, Forms, PRACTISING LAW INST. PRESS
INTELL. PROP. LAW LIB. (giving examples of language to limit the effects of acquisition on existing
licenses).
63. Rob Sterne & Ron Laurie, Twelve Essential Ingredients Needed To Create The Perfect Chief
Intellectual Property Officer, INFELXION POINT, http://www.ip-strategy.com/White_Paper_CIPO.html
(last visited Jan. 1, 2016).
64. Terry Ludlow, Trends In Technology IP Licensing, INTELL. PROP. OWNER’S ASS’N (2014),
http://www.ipo.org/wp-content/uploads/2014/12/IPLicensingTrends_TerryLudlow1.pdf.
65. McClure, supra note 3.
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a span as one year, especially in fast moving markets such as consumer
electronics and semiconductors.
Hence, it is more often than not that the management team, despite its
expertise and experience, does not have a formal and current assessment of the
value of non-core IP, and as such, the directors do not have that information
readily available either.66
E. Misconception: Our outside patent counsel will alert us about who infringes
our non-core IP
A Company’s outside patent counsel is typically not asked (or equipped) to
assess the company’s entire large portfolio for validity or infringement—they are
typically engaged and staffed to work on specific, focused subsets of assets, not
the entire portfolio, primarily due to cost and complexity. 67 The primary
functions of outside IP counsel focus on advising on strategy with respect to new
patent prosecution, where they do take a broader view, and on providing ondemand transactional assistance with specific license agreements or litigation.
The patent prosecution, patent and license transaction, and patent litigation are
three separate efforts that, even if all reside within one full-service outside
counsel, are rarely closely coordinated. Patent monetization most closely sits
within the litigation group, as they are the ones typically equipped to analyze
infringement and damages. However, as Figure 1 below shows, patent litigation
is very different from assessing strategic alternatives and financial value for the
entire portfolio—mainly because patent litigation focuses on very few assets and
against only one target, usually in an extremely complex, protracted legal battle
with millions of dollars of expenditures.68
Assessing strategic alternatives with respect to potential monetization
requires a very different process that arrives at estimates of validity,
infringement, and damages across the entire IP portfolio, and uses a wide range
of possible scenarios in a game-theory-like fashion. This approach, by itself,
would not be a good litigation approach, as it is not detailed enough to withstand
the rigorous patent litigation process. Also, litigation counsel employs external
technical and damages experts with litigation experience, at hourly rates
comparable to their own, and rarely have in-house resources for fast-track expert
review and infringement analysis, or financial modeling for a company’s entire
IP portfolio.

66. Sterne & Laurie, supra note 63.
67. Shozo Uemura, The Role and Functions of an In-house IP Department or IP Focal Point and/or
External
Specialist
Support
Service,
WIPO,
http://www.wipo.int/edocs/mdocs/sme/en/wipo_smes_sha_04/wipo_smes_sha_04_1.ppt (accessed Jan.
1, 2016).
68. Chris Barry et al., 2016 Patent Litigation Study, PRICEWATERHOUSECOOPERS (May 2016),
https://www.pwc.com/us/en/forensic-services/publications/assets/2016-pwc-patent-litigation-study.pdf.
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Typical Patent Litigation
# of Patent
Assets:

IP Advisor Valuation & Monetization

~10 patents (Avg.)

Target: ~100s - 10,000 patents & applications

Data
Sources:

Court ordered discovery of all relevant data
(docs, depositions, interrogatories, etc.)
Most data for “outside counsel eyes only”

Public sources, market research, industry expertise

Validity
Analysis:

Identify specific prior art

Split portfolio into tech groups (5-10 @100s pats)
Find “King of the Hill” – True inventors of key techs

Develop “claim charts” ~10 patents against
one target

-Map existing infringement analysis to new targets
-Find top pats in tech groups (separate process)
- “First order” map: Evidence of Use by 3rd parties
-Estimate # of similar patents that can support case

Damages
Analysis:

Review: profitability, apportionment and
reasonable royalty for one target

Develop licensing model:
X (technologies) * Y(targets) * Z(products)
Consider key encumbrances from analysis

Team:

Lawyers, damages experts, technology
experts

IP Advisor in-house experts (IP attorneys, Tech, finance)
+ Outside experts

1-2 years @ ~$5M

6 weeks @ $Fraction of cost of litigation of a case

Infringement
Analysis:

Time / Cost:

Figure 1: Difference Between Patent Litigation and Portfolio Analysis for
Valuation and Monetization
Also, while outside counsel do get involved in licensing, litigation, and
settlement discussions from a financial perspective, they typically see very few
patent transactions, as this is not their core competence. As such, their ability to
assess the market value of non-core IP or the likelihood that Company A may
buy Company B’s patents is quite limited, by design.
Outside counsel also may have new conflicts of interest that arise when
considering broad patent monetization, as defined by the rules of professional
conduct.69 Consider an example of outside counsel advising two separate clients:
a semiconductor company and a consumer electronics company that buys from
that semiconductor company. Absent litigation or some business dispute
between the two, there is likely no conflict of interest. However, if the
semiconductor company asks this hypothetical outside counsel to assess the
value of its portfolio broadly, the outside counsel may develop a conflict. Since
it is entirely possible that the exposure of the consumer electronics company to

69. MODEL RULES OF PROF’L CONDUCT R. 1.7(a)(2) (2013) (“A concurrent conflict of interest exists
if . . . . (2) there is a significant risk that the representation of one or more clients will be materially limited
by the lawyer’s responsibilities to another client, a former client or a third person or by a personal interest
of the lawyer.”).
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the semiconductor company’s patents may far exceed the value of the current
commercial relationship between the two, the counsel would be potentially
adverse to its consumer electronics client. If the proper advice by the outside
counsel to the semiconductor company would be to enforce its patents against
the consumer electronics company, who is the counsel’s other client, this would
present an unavoidable conflict to one or other of its clients. Since a typical IP
monetization strategy may consider hundreds of potential targets, the issue of
potential new conflicts needs to be carefully considered.
Finally, the cost structure of the analysis of IP monetization is dramatically
different from litigation. Patent litigation costs on average $5 million, and lasts
years, where patent monetization strategy development typically lasts six or so
weeks and costs a fraction of the litigation costs. Hence, most outside counsel
are not equipped to rapidly assess strategic alternatives with respect to non-core
IP, nor are they equipped to provide financial valuation of the IP in various
monetization contexts.
F. Misconception: Our advisors will value our core and non-core IP as part of
the M&A process
Financial value of a company’s IP portfolio is typically not measured or
reported by public companies, due to arcane accounting and tax rules.70 Those
practices have been undergoing major reform under international accounting
standards, but these processes can take many years to develop and implement.71
Most public companies report only raw patent ownership counts in their public
filings, and do not comment on any value of their patent portfolio.72 For
example, Table 1 above listed many large patent-only transactions, some in the
billions of dollars. Most of those patent owners who transacted never recorded
or recognized in their company’s public financial disclosures any independent
value of the patents prior to the transactions taking place—they were not “carried
on the books,” so that the shareholders had no idea of the value of the patents.73
Issues of materiality should be considered as well, since the materiality of the
patent value could be different in the operational perspective as compared to the
transactional perspective. In the case of AOL’s $1.05 billion patent sale to
Microsoft, some of the former AOL shareholders sued the company after that
patent transaction closed, alleging that they were not told about AOL’s non-core
patent value, and so uninformed, they sold their shares in advance of the deal
announcement and missed the share value appreciation after that patent

70. Goodwill and other intangible assets—Key differences between U.S. GAAP and IFRSs,
DELOITTE, http://www.iasplus.com/en-us/standards/ifrs-usgaap/goodwill (last visited Jan. 1 2016).
71. McClure, supra note 36.
72. Id.
73. Id.
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transaction closed.74 Even if patent value was to be measured and reported,
companies’ traditional accounting and audit firms perform only the financial
accounting methods to assess value, without regard for how that value is
impacted by actual patent infringement or validity, both of which analyses
require technical experts and attorneys. In fact, validity and infringement are
critical assumptions that, when assumed away, likely render the financial
analysis meaningless, especially for the purposes of assessing actual strategic
alternatives or accurate market value estimates of the non-core IP portfolio.75 A
few of the leading accounting and financial advisors do have in-house IP
practices, but most of their efforts focus on tax considerations related to IP, and
these departments are staffed primarily with accountants and financial valuation
experts, not technical experts or IP attorneys.
Hence, traditional accountants and financial advisors are typically not
equipped to assess technical or legal issues related to validity and infringement
on which their analysis critically relies, and cannot provide any substantive
guidance on market value of non-core IP, either in a going concern or an M&A
context.76
G. Misconception: Our investment bankers will consider strategic IP
alternatives
Most investment bankers are not equipped to perform IP financial valuation,
or to investigate strategic alternatives with respect to IP.77 They typically do not
seek outside expert IP advice in connection with most technology M&A
transactions, unless specifically alerted by the company of the significant value
of non-core IP.78 Very few investment bankers have specific experience with IP,
and if they do, their teams rarely include the combination of technical experts,
IP attorneys, and IP valuation experts required for a proper industry-standard
analysis. There are relatively few IP-only deals in general, which means that
most bankers have not been able to build the ample experience required to assess
IP strategic alternatives. Their traditional strengths in relationships and
understanding market dynamics are critical for M&A transactions, but cannot be

74. In re AOL Repurchase Offer Litig., 966 F. Supp. 2d 307, 309–10 (S.D.N.Y. 2013).
75. Marc Castedello & Christian Klingbell, Intangible Assets and Goodwill in the context of Business
Combinations, KPMG, https://www.kpmg.com/PT/pt/IssuesAndInsights/Documents/Intangible-assetsand-goodwill.pdf (accessed Jan. 1, 2016).
76. Michael R. Annis & Brad L. Pursel, Intellectual Property Valuation under U.S. GAAP and the
Impact on Intellectual Property Litigation, 38 AIPLA Q.J. 373, 386 (2010), available at
http://www.aipla.org/learningcenter/library/books/qj/Pages/QJ38-4.aspx (highlighting that valuation
specialist needs to rely on a specialist); Roya Ghafele, Getting a Grip on Accounting and Intellectual
Property,
WORLD
INTELL.
PROP.
ORG.,
http://www.wipo.int/sme/en/documents/ip_accounting_fulltext.html (last visited May 5, 2017) (noting
that “accounting has difficulties in determining the value of IP”).
77. BERMAN, supra note 9.
78. Id.
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leveraged well with respect to IP. Thus, directors cannot rely solely on most
investment bankers to advise on IP strategic alternatives.
H. Misconception: Monetizing our patents will make us a “patent troll” and
selling them will risk counter-litigation
While many companies have valuable non-core IP, a very small subset of
them have mastered the IP business in parallel with their traditional operating
products/services business they primarily focus on.79 Those few who have
successful in-house IP licensing programs generate high-margin revenues that
increase shareholder value, while maintaining a long-term balance between their
various business and IP activities, often deriving revenues from the same
customers for both product/service and IP income streams. The chart below
shows a sample of publicly available annual revenues (or estimates) of a crosssection of such companies. Many are missing from this chart since their IP
revenues are not publicly reported (such as GE, Sony, Philips, Skyworks, etc.),
but are well known in the industry for their successful IP revenue generation in
parallel with their ongoing product/service businesses.
$7.5B

$5B

Estimated annual revenue from
patent licensing programs
(sources in appendix)

~$2.0B

>$1.1B >$1.1B
>$1B
~$580M

~$600M

>$700M

~$350M ~$350M

$0B

Industry best practices have emerged based on the experience of these
successful IP monetizers.80 They include (a) monetizing a critical mass of only
very high quality patents covering important inventions; (b) offering patents for
license or sale to a broad group of companies; (c) asking for commercially
79. Ludlow, supra note 64, at 4 (noting that under ten companies have generated significant IP
licensing revenues).
80. PHELPS & KLINE, supra note 9.
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reasonable royalties when licensing; (d) keeping together single-technology IP
portfolios (as opposed to splitting them to demand separate royalties utilizing
different third party monetization entities); (e) demonstrating sufficient proof of
infringement; and (f) continuing to invest monetization revenues into new R&D
for next generation high value inventions or products. Conversely, a few
companies have learned when their IP monetization “went too far” and upset the
delicate balance in their ecosystem, by deploying what some consider overly
aggressive monetization tactics such as “patent privateering.”81
Out of hundreds of successful licensing campaigns, based on operating
companies selling patents to non-practicing entities, only one publicly reported
counter-assertion litigation against the original owner resulted: Google’s suit
against British Telecom (“BT”) in response to BT’s broad monetization
campaign against Google.82 Hence, when done in line with industry best
practices, IP monetization creates very few risks, and even the most assertive of
licensors manage to avoid blowback litigation and reputation damage, while
generating significant revenues and value for their shareholders’ prior R&D and
M&A investments.
III. SOURCES OF DIRECTOR’S LIABILITY: OVERVIEW OF FIDUCIARY DUTIES IN
IP-RICH M&A DEALS
A director’s core duties of care and loyalty—and the constituent duties of
good faith, confidentiality and disclosure—are each highlighted and can be
scrutinized by the courts in depth in the context of M&A or other material
corporate events.83 When IP value is material relative to the company value,
especially if a significant proportion of IP is non-core, the discharge of traditional
director duties naturally extends to being informed about the financial value of
non-core IP and considering strategic IP monetization alternatives. The
following sections will walk through the traditional and recently imposed duties
of directors and their advisors, with a commentary on how they apply specifically
in the context of IP-rich M&A deals.

81.
Tim Sparapani, Attack of the Patent Privateers, FORBES (Sept. 2 2015),
http://www.forbes.com/sites/timsparapani/2015/09/02/attack- of-the-patent-privateers/ (describing how,
in author’s view, some patent owners split up single-technology portfolios into multiple sections, and then
partner with different 3rd party monetization entities to enforce the same nucleus of inventions against an
alleged infringer through multiple parallel licensing efforts, in an attempt to extract excessive royalties).
82. Joe Mullin, Google files first patent suit, against British Telecom, ARSTECHNICA (Feb. 14,
2013), https://arstechnica.com/tech-policy/2013/02/google-files-first-patent-suit-against-british-telecom/.
83. William M. Lafferty et al., A Brief Introduction to the Fiduciary Duties of Directors Under
Delaware Law, 116 PENN ST. L. REV. 837, 859 (2012); SAMUEL C. THOMPSON, JR., BUSINESS PLANNING
FOR MERGERS AND ACQUISITIONS, (Carolina Academic Press, 3rd ed. 2008).
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A. General Duties
The General Corporation Law of the State of Delaware (“DGCL”)84
generally provides the framework for duties of the directors of the board of a
Delaware corporation. Directors are entrusted with a responsibility to protect the
interests of the corporation and its shareholders. In making their decisions,
directors have the traditional duties of care and loyalty, as well as, in certain
instances, a duty of full and fair disclosure to the shareholders. A critical
presumption exists under Delaware law that directors make decisions in
accordance with their duties, known as the “business judgment rule.”85 The
business judgment rule, or “bare rationality test,” is the default standard, whereby
directors are presumed to be making decisions on an informed basis, in good
faith, and in honest belief that their actions are taken in the best interest of the
shareholders and the company.86 In connection with the duty of care, this
presumption is subject to a highly deferential standard of review, and is
purposefully difficult to overcome by plaintiffs.87 It acts as a strong shield for
director actions, since the Delaware courts do not want to second-guess directors’
business decisions, so long as those decisions can be attributable to some
“rational corporate purpose.”88
DGCL section 102(b)(7) allows Delaware corporations to adopt charters that
exculpate directors from personal liability for breaches of duty of care. Insurance
is also available to cover the directors’ liability under DCGL section 145.
B. Traditional Duty of Care to Inform Oneself in IP-rich M&A Transactions
The duty of care requires directors to reasonably inform themselves prior to
making a business decision. They need to be informed of all relevant
developments relating to the business, relying on their outside advisors as
necessary. They are supposed to review all pertinent documentation, perform a
reasonable inquiry, and then take time to deliberate, and, finally, act.89 Although
there is no statutory codification of the duty of care in the DGCL, it is included
in the Model Business Corporation Act, under sections 8.30 and 8.31, which have
been adopted by many states.90

84. Del. Code Ann. tit. 8 §§ 101–398 (West 2011).
85. Aronson v. Lewis, 473 A.2d 805, 812 (Del. 1984).
86. Id.
87. See Claire Hill & Brett McDonnell, Reconsidering Board Oversight Duties After the Financial
Crisis, 3 U. ILL. L. REV. 859 (2013).
88. Cede & Co. v. Technicolor, Inc., 634 A.2d. 345, 361 (Del. 1993).
89. Lafferty et al., supra note 83, at 843.
90. See U.S. LEGAL, STATE CORPORATION LAWS, http://corporations.uslegal.com/basics-ofcorporations/state-corporation-laws (last visited Mar. 15, 2015) (stating the majority of states have
adopted the Model Business Corporation Act (“MBCA”) as the basis of their own state laws, though each
of these states has modified the provisions of the MBCA).

108

Effectively Discharging Fiduciary Duties in IP-Rich M&A Transactions
There is a long history of cases defining and refining directors’ duty of care.
One of the earliest relevant cases relating to the director’s duty of care in an
M&A setting, the Van Gorkom decision, laid out the requirement that directors
need to have “sufficient opportunity to acquire knowledge concerning the
problem” and inform themselves of “all material information reasonably
available to them.”91
A particular requirement of the fact specific inquiry into whether the board
fulfilled its duty of care concerns whether the directors consulted with competent
and independent legal and financial advisors.92 In IP-rich M&A deals, the
competence of many financial advisors in assessing IP valuation and strategic
alternatives of IP monetization is uncertain, as described above. Legal advisors
are typically competent in IP but are not best suited for accurate estimates of
potential infringement of the entire large portfolio across a wide range of
potential infringers, also as described above.
For the reasons described in the “Common Misconceptions” section above,
directors typically cannot rely on their traditional advisors to provide
comprehensive strategic alternatives with respect to the company’s IP, and
specifically to its non-core IP. When non-core IP value is material compared to
the overall company value, directors should question the company’s officers
prior to an M&A transaction, and request competent IP valuation and strategic
alternative advice to evaluate options for extracting value from non-core IP.
The goal of directors in IP-rich M&A deals should be to undertake sufficient
actions to be able to defeat any attempt to rebut the business judgment rule
presumption. One way to accomplish this is for the board to engage competent
and independent IP advisors to assist the board in valuing non-core IP and
evaluating strategic alternatives with respect to non-core IP.
If the board determines that there is indeed material value in non-core IP, and
that the best strategic alternative is to sell the non-core IP, separate from the
M&A process for the core business, then the board should consider running a
separate IP auction process. This was the case in MIPS and Yahoo!.93 Such a
non-core IP auction should preferably be run in a way “to ensure the proper
conduct of the auction by truly independent advisors selected to, and answerable
only to, the independent directors.”94

91. Smith v. Van Gorkom, 488 A.2d 858, 872 (Del. 1985) (quoting Kaplan v. Centex Corp., 284
A.2d 119, 124 (Del. Ch. 1971)); see Barkan v. Amsted Indus., Inc., 567 A.2d 1279, 1287 (Del. 1989)
(stating “the need for adequate information is central to the enlightened evaluation of a transaction that a
board must make”).
92. Del. Gen. Corp. Law §141(3) (reliance on outside advisors protects the board).
93. MIPS Proxy, supra note 8; Yahoo! Annual Report (Form 10-K) (Mar. 3, 2017) (reporting noncore patent sale through its subsidiary Excalibur IP).
94. Mills Acquisition Co. v. MacMillan, Inc., 559 A.2d 1261, 1282 (Del. 1988).
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Each step of the duty of care analysis, along with the specific actions taken
by the board with respect to IP should be documented, as described recently by
Leo Strine, Chief Justice of the Delaware Supreme Court.95
C. Patent Monetization Potential and Patent Infringement Liabilities Demand
Greater Oversight to Comply with the Duty of Loyalty
The director’s duty of loyalty requires directors to act in good faith in the
best interest of the company and not in the pursuit of the director’s personal
interest. In IP monetization specifically, it is important to verify whether a
director has an actual or perceived conflict of interest. Over the course of
potentially aggressive IP assertion, this conflict could exist where a director has
an interest in, or has a current or anticipated relationship with a company that
may be the target of an assertion, such as being on the infringer’s board of
directors or its significant shareholder. This inquiry is separate from any
financial or legal conflict of interest. If an IP-related conflict exists, any
conflicted directors should recuse themselves.96
Separately, patent monetization is viewed quite negatively by some large
companies, particularly some larger technology companies in Silicon Valley,
who consider any patent monetization to be “patent trolling.”97 Some companies
claim that there is a patent troll crisis and accuse any other company seeking to
enforce any of its patents of behaving like a patent troll.98 Similarly, some view
selling patents to a licensing company as “feeding the patent trolls.”99 This antipatent context may influence some directors to shy away from seriously
considering options that generate short-term financial returns from either
licensing the company’s patents assertively, or from selling them to a licensing
company, for fear of being labeled a patent troll. While legally a weak issue
which could be extremely hard to prove or litigate, such director behavior can be
subject to subsequent questioning, as avoiding those patent monetization options
would hypothetically afford benefits to directors themselves (such as future
employment as directors), ahead of the benefits of the director’s corporation.100

95. Leo E. Strine, Jr., Documenting the Deal: How Quality Control and Candor Can Improve
Boardroom Decision-Making and Reduce the Litigation Target Zone, 70(1) THE BUS. LAW. 679 (2015).
96. Ivanhoe Ptnrs. v. Newmont Mining Corp., 535 A.2d 1334, 1343 (Del. 1987).
97. Gene Quinn, Silicon Valley’s Anti-Patent Propaganda: Success at What Cost?, IP WATCHDOG
(May 12, 2014), http://www.ipwatchdog.com/2014/10/12/silicon-valleys-anti-patent-propagandasuccess-at-what-cost/id=51643/ (describing how large Silicon Valley companies engage in anti-patent
rhetoric).
98. Donald J. Trump, Jr, Opinion: Defending Innovation In America, THE DAILY CALLER (May 1,
2012) http://dailycaller.com/2012/05/01/defending-innovation-in-america/ (highlighting propensity of
large software companies to label anyone seeking a patent license as a “patent troll”).
99. Kendrick Nguyen, Stop Feeding the Patent Trolls, HUFFINGTON POST (May 26, 2015),
http://www.huffingtonpost.com/kendrick-nguyen/stop-feeding-the-patent-t_b_7426710.html.
100. Aronson v. Lewis, 473 A.2d 805, 812 (Del. 1984).
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On the flip side of patent monetization, where the director’s company may
be the infringer, prior studies have highlighted that a board has a duty to monitor
the corporation’s own risk-taking by wilful or inadvertent infringement of third
party patents.101 Specifically, the duty of oversight detailed in In re Caremark,
which requires scienter, was further examined in Stone v. Ritter in the context of
whether oversight is required by the duty of care or the duty of loyalty.102 This
duty can be an important point of interest in an M&A transaction, where financial
and other liabilities must be disclosed to the buyer. If a company has taken
excessive patent risks and incurred patent infringement liabilities for which it has
not had proper board oversight—and as a result there is a delay in deal closing
or decrease in the acquisition price—there may be a risk of director liability. 103
An example of this scenario played out recently in the Foxconn acquisition of
Sharp, wherein last-minute disclosures by Sharp identified extensive financial
liabilities, including those attributable to previously undisclosed patent
infringement liabilities.104 Similarly, undisclosed patent liability resulting in a
$750 million settlement for infringing Carnegie Mellon University patents came
shortly before the ousting of the directors and CEO of Marvell Semiconductor.105
D. Materiality Considerations Required to Trigger Duties of Care and Loyalty
The critical question to ask with respect to IP is one of materiality—is the
value of the company’s IP portfolio, especially its non-core IP portfolio,
financially material relative to the overall value of the company? If it is, then the
inquiry above, regarding duties of care and loyalty should be undertaken. Of
course, before the question of whether IP is material can be answered, it is
necessary for a corporation to undertake a formal analysis first of what is its core
versus non-core IP, and then to perform a financial valuation of the non-core IP.
Determining financial value of non-core IP is a complex endeavor that is highly
context dependent, as will be discussed more below.
Both the U.S. Supreme Court and the Delaware courts have found that before
any liability can be found, materiality must be determined. In TSC Industries v.
101. See McClure, supra note 3 at 228.
102. Id. at 232.
103. Id. at 238.
104. JC Torres, Foxconn Sharp Deal in Danger Due to Financial Liabilities, SLASH GEAR (Feb. 29,
2016),
http://www.slashgear.com/foxconn-sharp-deal-in-danger-due-to-financial-liabilities-29429388
(“It seemed that things were going both companies’ way until Sharp reportedly disclosed to Foxconn at
the 11th hour the total amount of possible liabilities it had, around 350 billion yen or $3.1 billion. Those
would come from possible tax claims, intellectual property lawsuits, and damages from patent
infringement lawsuits.”).
105. Joe Mullin, Marvell agrees to pay record-breaking $750M to university to end patent lawsuit,
ARSTECHNICA (Feb. 18, 2016), https://arstechnica.com/tech-policy/2016/02/marvell-will-pay-750m-tocarnegie-mellon-university-in-massive-patent-settlement/; Brett Molina & Mike Snider, Marvell’s CEO
and
president
ousted,
shares
surge,
USA
TODAY
(Apr.
5,
2016),
http://www.usatoday.com/story/tech/news/2016/04/05/marvells-ceo-and-president-step-down-sharessurge/82646860/.
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Northway, the Supreme Court confirmed that the question of materiality “is an
objective one, involving the significance of an omitted or misrepresented fact to
a reasonable investor.”106 The Court held that a “fact is material if there is a
substantial likelihood that a reasonable shareholder would consider it important
in deciding how to vote.”107 The Court further held a fact is material if
“disclosure of the omitted fact would have been viewed by the reasonable
investor as having significantly altered the ‘total mix’ of information made
available.”108 The Court was also concerned about setting the materiality
threshold too low, as to avoid having shareholders buried in an “avalanche of
trivial information.”109
Building on the Court’s decision, the U.S. Securities and Exchange
Commission, in its Staff Bulletin from 1999, rejected the notion of exclusive
reliance on “[a] rule of thumb . . . [that] suggests that a misstatement or omission
of an item that falls under a five percent threshold is not material in the absence
of particularly egregious circumstances.”110 Instead, the SEC bulletin requires
the assessment of materiality to consider TSC’s “total mix” of information.111
Another context to consider is periodic public disclosure requirements, such
as annual 10-K filings or 8-K filings for material updates. In Matrixx v.
Siracusano, the Supreme Court clarified that there is no “bright-line” test
requiring “statistical significance” and that undisclosed information—
statistically measurable or otherwise—that would “significantly alter[] the ‘total
mix’ of information made available” in the eyes of a reasonable investor could
well be material.112 In Matrixx, the Court considered whether a plaintiff bringing
a securities fraud claim under the Exchange Act, section 10(b)(2), and SEC Rule
10b-5 must show that a pharmaceutical company’s undisclosed adverse event
reports are statistically significant.113 The Court unanimously decided that
statistical significance is not required, but “[s]omething more” is.114 Because the
Court did not provide any guidance on what “something more” may be, some
authors have commented that the decision “may initiate unnecessary disclosures
of non-material information, hindering an investor’s informed decisionmaking.”115
As for IP, most companies disclose the bare minimum about their IP, such as
the total number of patent assets, without including the value of, and liabilities
106. TSC Indus. v. Northway, 426 U.S. 438, 445 (1976).
107. Id. at 449.
108. Id.
109. Id. at 448.
110. SEC Staff Accounting Bulletin No. 99, 64 Fed. Reg. 45150 (Aug. 19, 1999).
111. Id.
112. Matrixx Initiatives, Inc. v. Siracusano, 563 U.S. 27, 43–44 (2011).
113. Id. at 30.
114. Id. at 44.
115. Marcie Brecher, Matrixx Initiatives, Inc. v. Siracusano: Nasal Spray Decision Throws
Corporations off the Scent of “Materiality” Definition, 7 J. BUS. & TECH. L. PROXY 1, 1–2 (2012).
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related to, that IP.116 As a result, there is very little to study or benchmark in the
periodic public disclosure context to inform the M&A context.117
So, how much IP is material? If the value of the non-core IP that could be
independently monetized by the seller prior to the acquisition (where the buyer
will not pay an incremental value) is greater than five to ten percent of the value
of acquisition consideration, is that non-core IP material? In the case of MIPS,
non-core IP was 350 percent of the value of the company prior to the transaction.
The courts and the SEC have refused to endorse a rule of thumb, but the
discussion of the “five percent” may give the directors some guidance. The
materiality should be considered in view of risks to the M&A process. For
example, if the value of the non-core IP is five percent of the total deal value, but
the risks in achieving that incremental value far outweigh the potential benefits
of IP monetization, then likely IP monetization should not be further considered.
In any case, the consideration by the board of the issue of materiality of non-core
IP, regardless of the ultimate decision to monetize IP or not, will likely help to
ensure that the board’s decisions receive the protection of the business judgment
rule, as described above. Keeping good records of any analysis that resulted in
a decision to abandon IP monetization will be critical in helping defend against
liability, if an issue arises later.118
E. Revlon Duties: Directors as “Auctioneers”
The board’s duties change when considering a transaction involving a change
of control, first described in detail in Revlon v. MacAndrews.119 The courts will
examine the reasonableness of both the board’s decision-making process
(including the information relied on) and the actions taken as a result. Under the
enhanced scrutiny standard, the decisions need to be reasonable, not just rational,
as is the test under the business judgment rule.
Under Revlon, where the board of directors is deciding on matters involving
sale of control or change of control, its fiduciary duties shift from a long-term
focus on behalf of shareholders and the company to obtaining the highest value
reasonably available for shareholders in the short term. When triggered, the
Revlon duty changes the board’s duty to become auctioneers to get the best price
in the short term for shareholders. The duty is triggered only when the board of
directors actually adopts or recognizes that a sale or breakup of the company is
inevitable. The board must consider not only price, but also:

116.
117.
118.
119.

McClure, supra note 36.
Id.
Strine, supra note 95.
506 A.2d 173 (Del. 1986).
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the offer’s fairness, feasibility, likelihood of financing and risk of
not closing;
the bidder’s identity and prior background; and
the effect of the bidder’s business plans on shareholder interests.

The actual sale process is still protected by the business judgment rule, as
long as there is no self-interest, the board is well-informed, and shareholders
approve in an uncoerced vote with good disclosure. The duty involves a
requirement that the board be fully informed on all material information and its
impact on shareholders, actively explore reasonable alternatives, and evaluate
financial valuation (usually by retaining reputable, conflict-free financial
advisers). Delaware law applies a materiality standard in disclosures that treats
an omitted fact as “material if there is a substantial likelihood that a reasonable
shareholder would consider it important in deciding how to vote.” The disclosure
point is important, as shareholders ought to be told about the value of the IP if it
is material.
When a company owns a significant IP portfolio, and the value of which rises
to the materiality bar (as is the likely case in most technology companies),
strategic alternatives regarding IP should be considered with special care during
M&A and other critical corporate events. The required external professional
advice on strategic alternatives, as “mandated” by Van Gorkom,120 ought to be,
in the IP context, obtained from qualified IP specialist advisors, not merely
traditional advisors who may not be competent in IP. The IP specialist advisor
needs to have demonstrated a material experience in IP quality assessment,
financial IP valuation, infringement analysis, evaluation of existing licensing
arrangements, and the interplay of IP rights and current customer obligations.
This last point is often critical: for example, many semiconductor companies
with large patent estates can derive more value from some of their customers by
licensing their IP to them (assertively if necessary), rather than continuing to ship
products to those customers at cut-rate prices that do not account for the
company’s IP rights.121
If the company is up for sale, it is the board’s duty to inform itself adequately.
The court in Revlon minced no words when it said that the role of the board of
directors transforms from “defenders of the corporate bastion to auctioneers
charged with getting the best price for the stockholders at a sale of the company,”
meaning that the directors’ duty shifts from considering long-term value (i.e.,
acquiescing to an otherwise infringing client to maintain good will in the market)
120. Smith v. Van Gorkom, 488 A.2d 858, 858 (Del. 1985).
121. Andreas Olofsson, An Introduction to Semiconductor Economics, ADAPTEVA (Oct. 3, 2014),
http://www.adapteva.com/andreas-blog/semiconductor-economics-101/; Alexandru Voica, The IP
licensing business Model. A love story., ALEXVOICA IN TECHSPEAK (June 17, 2015),
http://www.alexvoica.com/the-ip-licensing-business-model-a-love-story/.
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to the duty to “get the best short-term price for stockholders.” This is a dramatic
change, within which the value of IP rights, degree of risk taking, and
assertiveness in monetization should all be considered. Under Revlon, the
directors now have the burden of proving that they were adequately informed
and acted reasonably.122 This advice typically cannot be obtained from
traditional advisors without expertise in financial valuation of the IP or in
considering strategic alternatives with respect to IP.
What matters most is the effort and discretion that the directors place on the
exploration of strategic alternatives, not so much the substance of the specific
decision, as described in Lyondell:
Revlon duties do not arise simply because a company is “in play.” The duty to seek
the best available price applies only when a company embarks on a transaction—on
its own initiative or in response to an unsolicited offer—that will result in a change
of control. [The Acquirer’s] Schedule 13D did put the Lyondell directors, and the
market in general, on notice that [the Acquirer] was interested in acquiring Lyondell.
The directors responded by promptly holding a special meeting to consider whether
Lyondell should take any action. The directors decided that they would neither put
the company up for sale nor institute defensive measures to fend off a possible hostile
offer. Instead, they decided to take a “wait and see” approach. That decision was an
entirely appropriate exercise of the directors’ business judgment.”123

Again, it is not the ultimate decision, but typically the lack of attention paid
to an important element or an important alternative that creates liability. If the
board considers IP strategic alternatives, and ultimately decides not to do
anything with its IP, the business judgment rule will likely provide cover from
liability.
One example of this is the series of MIPS Technologies IP and M&A
transactions that closed simultaneously in February of 2013, where that
semiconductor company’s lukewarm $125 million enterprise value was
dramatically increased to $475 million in a matter of months. This added value
was created from the execution of three separate deals related to the monetization
of its non-core IP:124
1. Signing a broad non-exclusive IP license with its biggest customer,
Broadcom, for $25 million (thus setting a comparable price for
MIPS’ IP to other licensees);
2. Selling the company’s approximately 400 non-core patents for $350
million to a consortium of eleven other technology companies; and

122.
123.
124.

Paramount Commc’ns, Inc. v. QVC Network Inc., 637 A.2d 34, 45 (Del. 1994).
Lyondell Chem. Co. v. Ryan, 970 A.2d 235, 242 (Del. 2009) (emphasis added).
MIPS Proxy, supra note 8.

115

Berkeley Business Law Journal

Vol. 14:87, 2017

3. Concurrently selling the remaining semiconductor core business to
Imagination for $100 million, which kept about 100 of MIPS’ core
patents.
Had MIPS’s directors considered only the long-term value to shareholders,
rather than getting the best available short-term price, they probably would not
have marketed the patents as aggressively as they did, for fear of alienating
customers and competitors by making IP demands. Had they avoided the
separate patent sale, and included the non-core patent in the company sale for
$100 million, they would have “undersold” the value of the company and its
patents, thus potentially creating a liability with respect to their duty to the
shareholders.
F. In re Trados Guidelines Relating to Potential Unfairness of the Process
As already described in this article, the post-trial opinion of In re Trados
should also be carefully considered in the context of IP-rich M&A. In Trados, a
desktop and enterprise translation software company brought on a number of
rounds of venture capital (“VC”) funding as it struggled to grow.125 The resulting
board consisted of members of those VC’s. Specifically, three directors were
principals of the VC firms that nominated them, two directors were members of
Trados management, one was nominated by a VC firm as an “outside” director—
was not a principal of the VC firm—but had business relationships with the VC
firm, and one was nominated by a VC firm as an “outside” director and was not
affiliated with the VC firm. After the company was acquired for $60 million by
SDL, a five percent shareholder brought suit alleging the price and sale process
were not fair.126
The court determined that the board was conflicted, and therefore the entire
fairness standard applied. Reviewing both the process and the price, the court
determined that the entire fairness standard was met because, taken as a whole,
the ultimate price was fair. However, the court went out of its way to note that
the sale process was not fair because, among other things, the bankers hired by
the conflicted board pursued a result that was favorable to the preferred
shareholders, but did not consider value to the common shareholders to whom a
fiduciary duty is owed.127 In highlighting the shortcomings of the process, the
court stated “[t]here was never any effort to explore prices above $60 million or
to consider whether alternatives to the Merger might generate value for the
common.”128 Further, the court emphasized that the board did not form a special

125.
126.
127.
128.
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committee to independently assess alternatives, and the bankers did not provide
a fairness opinion from the perspective of the common shareholders.129 Potential
takeaways from Trados in the IP context include:




The court noted that an independent special committee could be
important when boards or its advisors face conflicts—here the
potential IP-related conflicts as discussed above. The decision to
aggressively monetize IP, or to sell IP to a licensing entity, to
generate revenues could be challenging for some directors or
advisors in view of their other relationships, then personal
stockholdings, or their concerns for future employment. The court
recognized the web of Silicon Valley relationships in the VC-backed
start-up community as potentially giving rise to a conflict, even if
no direct financial conflict could be shown;130 and
A board’s fiduciary duty is owed to its common shareholders, and
alternatives must be considered that would maximize value to the
common shareholders, and not just a liquidity event that primarily
benefits preferred shareholders. If a simple, low risk sale of a
company and all its IP will generate sufficient returns only for one
class of shareholders, while a more complex and riskier process
involving a separate IP sale process can generate value for all classes
of shareholders, then the directors should at least consider the riskier
strategic alternative, in fairness to all shareholders. The directors
may ultimately decide that the less risky, lower value process which
does not monetize IP is the best course of action, but only after they
properly considered reasonable strategic alternatives and a fair
process.
CONCLUSION

Faithfully discharging complex fiduciary duties of directors in corporations
undergoing IP-rich M&A deals is possible within the M&A timeline, provided
that companies undertake reasonable incremental efforts that utilize competent
and independent advisors available in the marketplace today.
The ideal scenario is that the directors regularly evaluate IP opportunities and
risks on a going concern basis, like regularly reviewing other aspects of the
business (financial reporting, regulatory compliance, tax, corporate social
responsibility, and cybersecurity risks, to name a few). The IP landscape changes
rapidly, and may warrant an annual formal review of value and strategic options
with respect to IP, performed by competent and independent IP advisors. In this
129.
130.

Id. at 65.
Id. at 62.
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scenario, when an M&A event or another critical corporate event occurs, the
directors have the initial work of IP analysis “on the shelf” and ready to deploy
alongside their other analyses to assess the entire value creation framework in
the M&A context.
A more likely scenario is that IP comes into focus just prior to, or even during
an ongoing M&A process. In this scenario, also supported by competent and
independent IP advisors, the directors can follow a set of steps outlined below to
assure that they are properly considering alternatives with respect to IP.
The first question the directors should ask is, “How much non-core IP does
the company have, and what is its financial value in various contexts?” If the
answer to that question is that there is a significant amount of IP that may have
material financial value, then the second question is, “What are all the strategic
alternatives available to realize the value of non-core IP, in view of the risks of
each option?”
The answer to the second question should contain an unconstrained analysis
of multiple options, with at least some of the options considering a hypothetical
highly assertive monetization strategy pointed at key customers, suppliers, and
partners, if those parties have significant infringement exposure to a company’s
IP. The analysis should include an estimated financial valuation for each
monetization scenario, and lay out the risks associated with each option, so the
directors can weigh the alternatives in full, like they do with other material
decisions.
The strategic alternatives analysis should also include a “sum-of-the-parts”
analysis and consider, at least hypothetically, scenarios such as breaking up the
company into an operating entity and an IP entity, creation of a special purpose
vehicle (“SPV”) for monetization, sale of non-core IP to a licensing entity or a
financial sponsor, and other reasonable options. Some additional examples of
monetization strategies are shown in Appendix 1 below.
Finally, the directors should ask, once the best strategy is chosen based on
the initial estimates, “What actual valuation is reasonably achievable in the
market for non-core IP for the chosen scenario?” Financial valuation of an IP
portfolio in a specific context is a highly fact-specific inquiry. Several industry
standards have developed for IP valuation, and after considering the issues of
validity and infringement, a formal financial valuation of the chosen
monetization option should be undertaken. Some examples of types of valuation
analysis and critical questions considered are outlined in Appendix 2 below.
For prior industry deals where separate IP analyses were completed, such as
with Kodak, MIPS, AOL, and Yahoo!,131 it shows that the entire scope of inquiry
can be completed within the time frame of the core M&A process, and at a cost

131. See Table 1, supra (note that Kodak was in a bankruptcy process, with a separate IP auction);
MIPS Proxy, supra note 8; and Yahoo! Annual Report (Form 10-K) (Mar. 3, 2017).
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similar to the cost of a traditional financial advisory work including a fairness
opinion, all done in parallel with other typical M&A due diligence, transaction,
and financing processes. If the directors determine that some form of IP
transaction can reasonably generate incremental value to the M&A process, a
separate non-core IP auction should be held by a competent and independent IP
advisor, coordinated with the core M&A process. The directors, armed with IP
strategic alternatives considering non-core IP value and risks, after making welldocumented reasonable decisions, will now not only have discharged their duty
to generate value for shareholders in the context of IP-rich M&A transactions,
but they will have also insulated themselves from unnecessary liability, whether
or not a separate IP auction was held, and if so, whether such an auction
generated any value.
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Appendix 1: Sample Patent Monetization Strategic Alternatives
Traditional (Single Buyer)

•

Description:

Sell IP Rights to single buyer in open market

Process:

Identify un-utilized patent and technology assets during analytical review

Outcome:

Receive cash up-front/revenue stream

Traditional (Consortium)

•

Description:

Sell IP Rights to consortium in open market

Process:

Identify un-utilized patent and technology assets during analytical review

Outcome:

Receive cash up-front/revenue stream (higher value than Single Buyer)

Triangle Leverage

•

Description:

Sell IP Rights to competitor’s competitors

Process:

Identify IP Rights and target company’s ecosystem

Outcome:

Receive cash up-front/revenue stream, plus enable strategic IP leverage
to third parties

Third Party Risk Reduction

•

Description:

Sell IP Rights to friendly OpCos to defend against OpCos with assertive
licensing programs

Process:

Identify IP Rights and target companies with potential legal risk

Outcome:

Receive cash up-front/revenue stream

Pool Member

•

Description:

Participate in patent pools

Process:

Identify IP Rights which teach certain technical standards, identify other
potential licensors with limited market presence, partner

Outcome:

Receive revenue stream, Outsource licensing efforts and reduce risk
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•

•

•

•

•

Integrator Indemnification
Description:

Sell IP Rights to integrator OpCos to help obtain indemnification from chip
makers

Process:

Identify high value patent assets during analytical review, identify group
of integrator OpCos and their indemnification challenges

Outcome:

Receive cash up-front/revenue stream, leverage IP

Two-Tier Sales
Description:

Sell IP Rights to “friends and family” first

Process:

Identify un-utilized patent and technology assets during analytical review

Outcome:

Receive cash up-front/revenue stream

Combo
Description:

Sell IP Rights to a combination of an OpCo+NPE

Process:

Identify un-utilized patent and technology assets, identify key named
buyer, pair up buyer with an NPE for remaining unlicensed rights

Outcome:

Receive cash up-front/revenue stream (higher value than Single Buyer)

Exclusive Licensing Window
Description:

License IP Rights exclusively outside current field-of-use

Process:

Identify valuable IP Rights and target non-competitive market

Outcome:

Receive cash up-front/revenue stream, IP+Tech

Strategic Buyer
Description:

Spin-out un-integrated acquisition, IP+Tech

Process:

Identify patent and technology assets in non-core business area

Outcome:

Receive cash up-front/revenue stream
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Appendix 2: IP Valuation Considerations
The valuation of a typical large patent portfolio can be viewed through three
definitions of value:
1. The intrinsic value estimates the licensing and litigation value that
MAY be achieved and will be appraised based upon the following
value definition:


Intrinsic Value—”The valuation implied for a target by a discounted
cash flow analysis. . .premised on the principle that the value of a
company, division, business, or collection of assets can be derived
from the present value of its projected free cash flow.” 132

2. Assuming an outright sale of the Patent Portfolio absent of the
underlying business, Fair Market Value is defined as follows:


Fair Market Value—”The price at which the intellectual property
would change hands between a willing buyer and a willing seller when
the former is not under any compulsion to buy and the latter is not
under any compulsion to sell, both parties having reasonable
knowledge of relevant facts.”

3. Assuming a sale of the Patent Portfolio through a merger of
businesses, the assets have been valued under the following
definition:


Fair Value—”The price that would be received to sell an asset or paid
to transfer a liability in an orderly transaction between market
participants at the measurement date.”133

There are three basic approaches for patent valuation:134
1. Income Approach—Based on the present value of future economic
benefits; utilizing a relief from royalty methodology and/or
licensing income revenue methodology.



Licensing Method—Considers the development of a licensing
program on either an exclusive or non-exclusive basis.
Business M&A Method—Considers the value of the IP and patents
as part of a larger business transaction.

2. Market Approach—Based on recent sales of similar assets or
businesses that aids in reconciling value relative to the Income
Approach.
3. Cost Approach—Based on the economic principle of substitution:
no prudent investor will purchase an existing asset for more than it
will cost to create a comparable asset.
132. JOSHUA ROSENBAM ET AL., INVESTMENT BANKING: VALUATION, LEVERAGED BUYOUTS, AND
MERGERS & ACQUISITIONS 109 (Wiley, 1st ed. 2009).
133. FASB Accounting Standards Codification Topic 820, Fair Value Measurement (FASB 2015).
134. Richard Razgaitis, Pricing the Intellectual Property of Early Stage Technologies: A Primer of
Basic Valuation Tools and Considerations, in 1 INTELLECTUAL PROPERTY MANAGEMENT IN HEALTH AND
AGRICULTURAL INNOVATION: A HANDBOOK OF BEST PRACTICES CH. 9.3 (MIHR-USA, 2007), available
at http://www.iphandbook.org/handbook/ch09/p03/.
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Additional key factors to consider:
 Royalty Base—Historical and forecast revenue of products and
services the Patent Portfolio could generate if the owner was able to
license and/or litigate to the identified third parties.
 Potential Infringer Identification—Through technical due
diligence, identify potential infringers that have forecast financial
data. Review annual reports and technical product manuals to aid in
determining evidence of use (“EoU”) and associated product
revenues that is supported by the Patent Portfolio.
 Market Penetration—Probability of potential licensors entering
into an agreement based on considerations of technical, legal, and
attitude towards licensing.
 Average Royalty Rate—Determined from similar licensing
agreements and “rule of thumb” guidelines. Selected royalty rates
range from 0.5% to 2.0% depending on the end market.
 Sources of Royalty Rates—Houlihan Lokey qualitative assessment
based on licensing expertise in prior deals, litigation and market data
comprising:







Custom Royalty Rate—Individual company royalty rates adjusted
+/- based on the following factors, qualitatively:








Royalty rate databases, for deals publicly available;
Patent transactions and estimated effective royalty rates;
Patent litigation and estimated effective royalty rates; and
Court-adopted methodology for deriving royalty rates.

ASP of product and profitability of target’s product segment;
Customer/vendor relationship with Company;
Strength of target portfolio and risk to Company;
Target’s sophistication in IP markets and licensing; and
Impact of existing license agreements with Company (if partially
licensed).

Royalty Rate Comparisons—Important court-adopted framework
is the set of fifteen “Georgia-Pacific Factors” for assessing impact of
comparable license agreements. Some factors are:
•
•
•
•
•
•

Royalties received by owner for licensing the patent to other parties;
Rates paid by the licensee for the use of other similar patents;
Nature and scope of the license, whether it is exclusive or
nonexclusive, etc.;
Commercial relationship between owner and licensees, such as
whether they are competitors in the same territory in the same line of
business or whether they are inventor and promoter;
Established profitability of the patented product, its commercial
success and its current popularity;
Extent to which the infringer used the invention and any evidence
probative of the value of that use; and
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•

•

•
•
•

•

Amount that patent owner and a licensee would have agreed upon at
the time the infringement began if they had reasonably and voluntarily
tried to reach an agreement.

Expenses—Estimated costs of enforcement, including outside
consultants, litigation and enforcement expenses and operating
expenses.
Tax Effect—Applied estimate of effective tax rates of potential
infringers.
Time Span—Based on the estimated remaining live of the Patent
Portfolio.
Discount Rate—Selection of a discount rate to determine the present
value of potential future cash flows to similar industry participants
and/or to a non-practicing entity (“NPE”) or corporation.
Average estimated cost of licensing: i.e., 20% of royalty income.
Licensing expenses have evolved with the changes in the patent
market. Prior to 2012, patent pricing was high (e.g., Nortel & AOL
transactions) and the cost to license was low with patent licensing
margins routinely above 90%. The market, however, has changed
and the underlying costs of licensing have risen for patent assertion.
To that end, the following should also be considered to assist with
determining patent licensing costs:
•
•
•
•
•

Personnel costs associated with infringement analyses;
Licensing costs of operating companies with similar licensing
programs;
Shift and increase in litigation due to lower acceptance of contingency
support from service providers for litigation;
Industry rules of thumb; and
The statistical operating margins of operating companies with
significant licensing businesses is displayed in two tables below,
obtained from Capital IQ:

Operating Margins
Minimum
Median
Average
Maximum
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2012
4.6%
60.9%
51.3%
88.3%

2013
30.8%
58.6%
58.9%
87.2%

2014
35.3%
59.3%
60.6%
87.1%
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