es for IP Due Diligence
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Advanced Strategies for IP Due Diligence

SR BUS BRI & B S

Why IP due diligence investigations
are so important

- whatever the deal

- whatever side you're on

G 1THT R S B E A
-E TS
-E R TH
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Why Advanced Strategies for IP Due Diligence?
A2 T B RIRAUR R B R ke ?

= When IP is involved in the deal, you are:

— Evaluating value: enhance assets or expose overvalued
assets

— Assessing and managing risks

— Providing information to those responsible for valuing the IP to
determine a “bottom line” for the transaction

= GRS KA, AT L
— BHATHMEVHE: ST U E R s A A R
— VRAL R XU
— FFIVFERUME A A DR R, DIE A 1 “iRee”
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IP is a Valuable Asset (cont.)

FA AR R T E R (4R

= |P is often the single most valuable asset of a company
— Percentage of intangible assets
= Microsoft: 95.2%
= Merck: 93.5%
= |P due diligence is increasingly important in today’s
corporate transactions involving technology

o BRI A A F B UL I B
— LB =M E
» . 95.2%
= R70: 93.5%
. %iﬂ#&@ PR A 70 29 500 BRI AR A Sy AR S H 2 5
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IP is a Valuable Asset

SRR B I E B

= Why?

IP protects R&D, which is expensive

The deals are bigger

IP is more critical to the deals

Large pharma is in-licensing to fill “pipeline” of new drugs
In uncertain economic times, in-licensing may be more
immediately profitable

= A
— FRUUTBORT ORI A R (FERE KD
— Ao BEBORBR
— FRBON TA 5 HAT R R E A
— K2y 2 ) L 5 | NBEBORIE 78 B 24 (1 26
— EARGERLTFIN I, SIASBCEA R R RIIN )

e

2P
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Business Objectives (cont.)

[ERIASEREED)

= Buyer’s perspective
— Identify Target IP (Patents, TMs, Trade Secrets, etc.)
— Identify Strength & Scope of Target IP
— Identify Risks with Target IP
» Technical
= Business
= Legal

= KT
— i AR B0 CRRLL Rabs. RLARHSE)
— B H BRI LR 5k SR
— W H AR AR BEE AR
N
=
= AR
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Business Objectives

[ERIAER

— Determine Value of Target IP
— Link IP to Sales, Market Share

— Use Transaction Agreement to Minimize
Known Risks

— Wi HAR AR AU {8
— R HN B A A AN T 4 A
— TR S W ISR 0 KU B 2 A%
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Business Objectives

Mk H AR

= Seller’s perspective
— Clarify limits of IP being sold; avoid continuing obligations
— Realize maximum value from sale of IP

— Minimize potential liability to buyer for fraud or
misrepresentation

— Avoid potential third party claims

— Ul W A RN B R s B R 22 355

— TR EI U BUR AR SCELIME AR L

— e KPR bt/ 01 1) 3 7 7AE (8 R A SR VE B SR IR T AT
— JHBESR =5 ] REPE R 2R
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Three Key Areas to Consider

575 R8I = A~ S (7] 7

= Ownership - (who owns the IP?)

= Scope, Validity, Enforceability — (can you keep the
competition out?)
= Freedom to Operate - (are you buying a lawsuit?)

= P — GEEJIA R )
= L ARAE WTPATE— (SRR T )
= B — (BRTIEEBORA? D
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Dangers of Inadequate IP Due Diligence

SR BUR U EA TS 0 e

= Failure to acquire title to key IP

» Failure to acquire exclusive title to key IP (co-owners, joint
ventures, liens, etc.)

= Failure to acquire rights (e.g. licenses) necessary to operate
= Failure to recognize that transaction itself may cause change or
loss of key IP rights to target

— Issue of assignability of IP agreements

= ORAEHUS BRI AU T AL

= ORAEHUS OSBRI AU A S AL CRFRIFIAE AL S8k,
P B

= REEMUSEEAT B s Pl ifs IBCR Cnniyn])

= ORBENIREIAC 5) AR B W] BESS OO Jy i SR S B A VR BB
ST AR
— FIRP R T AL [
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Dangers of Inadequate IP Due Diligence

SRR EA TR I

= Perils and pitfalls of inadequate due diligence

— Failure to recognize that transaction may impose unwarranted
IP obligations on acquirer

= Duty to disclose / to keep secret / to pay royalties / grant-
backs

- RIBRAR S5 i Ko R B
— RAEIUEIAE 51 R AT AR MR 0 BB 2
o BR85S/ AL X 55
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Dangers of Inadequate IP Due Diligence

SR BUR U EA TS 0 e

— “Buying” an IP lawsuit

* Need to evaluate potential risk / reward of existing claims,
threats or suits

» Harder to evaluate future threats created by change in
competitive picture or arrival of “deep pockets”

— HEGRBR R
= AT EEVPAL AL 1 B A BRI EER N R B BRI

m ARAEVP AL A7 AR 55 b Jry R AR AR B B Ak Ty ]
RET 2L 1K B
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Scope of Due Diligence Varies

R & 7 B AR A F

= Breadth and depth of the analysis is proportional to the
importance of the IP and its impact on the value of the
transaction

— “Transactions” can take many forms

= Mergers, licenses, divestments, venture capital
investments, collaborative research projects, etc.

= P HITIRIT EERR 5 R R BB A S A S ALV 5
i} 1 BB
“AL” AR R
= JOf. VRS BRI KSR, A EREITI H A4
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Scope of Due Diligence Varies

R EE EA S A

— “Value” can take many forms

= Exclusivity, cash, royalties, cross-licenses, access to
funding or new technology, improved market position, etc.

— “IP” can take many forms
» Patents, copyrights, trademarks, trade secrets

“PrfE” AR R

= AL, B, YRR . A XVRRT L SRA B T ROR
N R LA

“FNU AL R R

= LRI B FIAR. R

FINNEGAN
EE MW SR

© 2009 Finnegan, Henderson, Farabow, Garrett & Dunner, LLP




Goals of IP Due Diligence

SR BUR BRI B ) B b5

Nirvana

— What everyone wants — “No IP problem”

Reality

— To identify potential IP problems that may affect the value of
the deal (or even stop the deal)

= FARRPIRAS
— REDNAATEE “CAEAEAEAT ENH B i) L7
- Bl
— HE I REE A S Ul (BB S k) B AERI U AL
i) 7t
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Goals of IP Due Diligence

SR BUR BRI B ) H A5

FINNEGAN
EE RIS AT

— To evaluate, prioritize, and quantify IP risks and rewards
= Existing IP issues v. evaluation of future issues
» To allocate IP risks and rewards in the transaction
document
= To link target’s IP to existing and future
revenue streams

— X EN RO AR AT PR S RS HE P AR A
= SRR B U S5 5 AR SK ] e A DA
= EAC 5 SO ORI BORUS AN (R BEA T 70 BT
= RERRHSCN [ RN BT 24 AT AR AR A U EE
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Ownership and Transferability Analysis

P ALE AT i o

= Does the target own the IP?
= Can target convey clear title?

= U.S. Law: Joint Owners can without consent of other co-
owners
— License or sell rights to third party
— Dedicate patent to public

= OB T R A AT I AN AL ?
= U 5 BE A e L AU AR
. ?Ziﬁi: HH A AT DE R G H 3L FE T A\ R #1E

— 1) 55 =7 $ T VAT B BOR
— LRSS 2 A
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Ownership: U.S. Law
iR EEEE

In the absence of any agreement to the contrary, each of the
joint owners of a patent may make, use, offer to sell, or sell the
patented invention within the United States, or import the
patented invention into the United States, without the consent
of and without accounting to the other owners.

35U.S.C. § 262
=Need not share license royalties!
=*May grant immunity from suit!

FERA A ST, LR JEE T T AANZ: HoAd i
HANW AR BRI m AR, fEFREBENEHE. 4. Fin
MEE TR, B %S LR RO RIS E

£ EH L35 2624

T 43 VAT A 9t

=AU TR St !
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Ownership and Transferability Analysis

P ALE AT i o

» Inventors may apply for a patent jointly even though
1. Did not physically work together or at same time
2. Each did not make same type of amount of contribution
3. Each did not contribute to subject matter of every claim

= RVEAAAELL NG, RBINDR AT LUK ] Hs A
1. B4R TS AN S5 TR
2. BITHITTERAE AR
3. BT AR IUBUR ZER AR B DTk
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Phase I. Initial Steps for Ownership Analysis

BHree: FraEta RS —F

= USPTO assignment records

— Assignment division page of website

— Order copies of recorded assignments

— All patents and applications, not just key ones
Confirm that inventors assigned rights to target
Confirm that timely payment of maintenance fees

56 LA R b Ja) e LAl ok

— k] Rk

— WSl S AL A EA

— BRI L ARRT R, AR T A
BN I C Bl 5 ik 7 BOR)
BRI SO T 45 9
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Phase |I: Checklist of Documents

BMrB. CARAER

= Contracts that should be reviewed
— Assignments
— Licenses
— Security interests, options
— Employment agreements, especially inventors and other
technical personnel

= AR [
— Feib P
— VPRI ppY
— AU i R S A i
— JEUIERSL R R NI EBOR N 5 e I B il
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Phase |I: Checklist of Documents

EHrB. XS

— Consultant/contractor agreement

— Joint Research or Development agreements
— Settlement agreements

— Manufacturing agreements

— JBE ) AR A R B

— SRR BT A

— FfE M

— & P
FINNEGAN
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Phase Il: Ownership & Transferability Analysis

B e ARSI

= How?
— Trace assignments back to inventor(s)
— Review employment contracts of inventor(s) or if none, was
inventor hired to invent (common law obligation to assign)
— Assess whether names persons are inventors and if unnamed
persons are inventors

= ARl BEAT AT 2
— RFALBWI R R WIA
— HAKRWNIEW SR WRAEAEZEFGR, WHEERPIA
e AW AT A WIS Ul VA R E 1 e Lk 355 )
— BB N2 B NN KA ENREAINL
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Phase Il: Ownership & Transferability Analysis

Bopree: AR S i

— Identify inventor’s obligations to third parties
— Identify Target’s obligations to third parties
» Licenses
» Development agreements
» Manufacturing agreements

— R R AR 8 I S %
— W T 8 3 5
= VPRI
- TR
- i B
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Phase lll: What Else to Look For
B=FrBe: NAUER) HA A B

= What else might be lurking?

— Government march-in rights, 35 U.S.C. § §  201-212
Arises in federally funded research (NIH, DOE, USDA)
Applies only to U.S. small business and universities

= Hired to Invent?
— Common-law obligation to assign
— Statutory

= Al RERSRR 1YL i) ?
— BUNAT AL, SRETLILAE 355 55201-2125
255 I G [ IO BUR BT e B (K 5 (S B ST BAER ST
Bi~ IR AEd ORI 5 [ AL )
BUIE 58 [/ R AL AT A
= HSHRE?
— FIEIARUE AL X 55
— E
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Phase Ill: Recommendations

BEErB #W

= Correction of Inventorship
— Patent invalid unless inventorship remedied
— Lack of deceptive intent for both nonjoinder and misjoinder
= What is the risk that patent could be unenforceable if
intentional, i.e., inventor obliged to assign to other than
target

= RN IERATE
— BRARRWINARE S IE, 0L R R
— GO ARIC R VRVA RIS SR R 3 R VR P A 7 A0 g P 7 P

= W NAT SO0 R I L 2 )y 2 A FEABN, - )
LRI AT AT I A7 AE IR L XS ?
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Validity of the Patents
SRR

= Verify Priority Claims and Filing Deadlines

= Proving Infringement:
— Will the claims be construed to literally cover key technology?
— What design-around wiggle room is there?
— Will the key claims be sustained as valid?

= RS S BUBUR EESR ANE A T B

= UEWMRAL
— BOMZEORMFRE 2 B i RBEHR ?
— QT REAT R B vt ?
— REEBUR SR BE 77 Yl LA R ?
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Evaluating Scope of Target's Patents

PP At 40 MO 5 A B Vi

= Claim construction of relevant claims is fundamental
building block for scope of protection and validity analysis
— What are potential claim construction issues?
= Narrow construction
— vulnerability to design around?

= IR IIBUR EERARRE S R4 VG FE AT Rk 23 Hr i) S Ak
— ORI R AFRE (R85 A1 ) L ?
= P SUAERE
— HEAT RSV R AT RENE ?
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Evaluating Scope of Target’s Patents

PP A A O 5 A B Vi

= Broad construction
— prior art problem?

= Ambiguity: defective drafting can lead to indefiniteness
— Indefiniteness issues (35 U.S.C. § 112, 1 2)

. URERE
— ESEHA [ ?
o RORIPE: R AR R R AT i 5 BUBOR I
— BURER P ARME R 8 ( 35 U.S.C. §112,12)
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Phase |: Evaluation of Target’s Patents

B Bree: WSO KE A

= Framework for claim construction

— Specification highly relevant

— Special definitions given by patentee

— Context of entire patent

Consider foreign counterparts for claim interpretation
positions

Consider related U.S. patents and applications

BRI R ARRE R HESE

— LA BEAR R

— BRI PI935 SC

— BRI TR

% FE R SRAI B L RS RO SR AR RE R 1
2 FEAH IR 5 [ L AR HR i
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Phase I: Evaluation of Target’s Patents

BBrEe: PO K E A

= Start well-directed prior-art search

— Patents

— Publications (including theses, posters, and lecture summaries
by inventors)

= JFURBEAT SR ) W AR S B K R
- LR
— R (BRI SC . R LR U SORED
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Phase Il: Evaluation of Target’s Patents and Related
Technical Information
BB PPAABBOWTT BT R RIAR S BOR R
= Compare construed claims to available technical information
relating to the targets current products/services, future
targets/services, and likely design-arounds
— Determine whether any claims cover the technology
= Are there weaknesses on one or more claims that a third
party could exploit to design around?

= R AR B LR 5530 RSO 5 24 1 g% RSk H
P iR 55 LA KR A (R EE e v IR BRSO EA T LA
— T A A AT BN 25K R i B
m Tl 22 TRURUR R A A3 A7 AR A AT 55 1 n] 50 =5 i A
A FHEAT R v vt 2
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Phase Il: Evaluation of Target’'s Patents and Related
Technical Information

5B B BL: PHAEOW 7 & FUAIAR S BR PR

— Assess validity
= Novelty and non-obviousness
= Art cited during prosecution
= Supplemented with prior-art search results

~ VA A
PR B 151 LA
LRI A R
- (ESEER R LA T
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Enforceability of Patents

e L B

= Assess enforceability
— Inequitable conduct renders all claims unenforceable
— Material information cited?
— Are examples in patent accurate?
— Declarations, factual representations
— Intent: not gross negligence

o AT
— AT ST BRI T 3T
- LT
- LRI A
- ), B
- B FAHET ALK
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Enforceability Checklist
AT R T B

FINNEGAN

Tense used for examples in patent?

All experiments in patent performed as described?
Experiment not included in specification? Why?
Accuracy of statement of advantageous properties?
Interview inventors and patent agents

LR BT A I 25

LR R e i P HEAT (R T A S ?
RAUFAEL A B RS 8? Nt A?
KT HAPERE VI PR 2

55 R NG FACHEE AT 1T R
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Phase Ill: Recommendations for Patent Coverage

B=ree: RTLHTEERIEIN

FINNEGAN
EE MW SR

Reissue — narrow or broaden claims if within two years of
the patent’s original grant date or continuation application
and no reissue recapture

Re-examination — narrow claims
Continuing prosecution — narrow or broaden claims

FUPrATIE — AR LA s ad% 1 ORI N, sifeiEsefigid
FE R HLACAT PG T BB SUIE AN O 1, 28 /N Bl KRR 22
LR — i/ R RG]

JEEL FHE — 4/ B KRR ZRVE H
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Freedom to Operate: Are You Buying a Lawsuit?

H AR BREIERBOFA?

= Search and evaluate to find out if target’s current or future
products/services are likely to infringe U.S. patents of others
— Infringement Search
— Infringement Analysis

= HEATARRRAIPPAL, DA SRR s = i sARK K 55 2
5 n] BEARACAB A 1R 5C [ A
— R R
— BT
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Freedom to Operate: Are You Buying a Lawsuit?

HEEHAR: EREIERBUFA?

= Analyze initial results from the “FTO” search
— Compare claims of IP identified to target’s technology
— Categorize as relevant or not
= May need to order file history

= A A AR, WD R T A
— RN FR P BUBOR R 5 Bl 5 I BOR AT LA
— MHEARSNERAT 732K
= ] e i 25 B A R T
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Freedom to Operate

H B A

= |f FTO problem, consider options:
— Who is patentee (competitor or not?)
— Design-around possible?
Potential damages/injunction?
Licenses?
Leverage with patentee?

o WIRAEAE B AR AR S, B RS DLT R)
— WREABN GegxtF o db gt F2 )
— BEFT AT B 112

LR E 2 425147

— VFnf?

Al I FIBON S H5?
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Freedom to Operate Checklist

H B PR BT E

= Ask target:

— Aware of specific third party IP?
Monitoring any prosecution?
Approached by third party re IP?
Litigation or threat of litigation
Licensed any IP? Licenses transferable?

= ORI T LA ]
— S RNE = A AR B AR A ?
— R IR A AR LA g ?
— AR =07 AU U RER A K ?
— VRA B B
R CHUE TR TV 2 VER e S AL ?
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Phase I: Freedom to Operate Analysis

BBree: HBEEHR T

= Examine
— License Agreements — do they provide rights sought?
» Licenses assignable?
= Upstream and downstream
— Supply Agreements?
» Do they identify target?
» Target obliged to indemnify customers

= A
— VPRI P — AT R A SR (T SR KRR ?
= VPR RETR AL 1LY
= FIEAT R
— PENERL?
= AATTRE A T O ?
= WO g R AT 355 ) B ) SR 2
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Phase Il: Freedom to Operate Analysis

BoPrB: B HRMEHEBG T

= Assess validity of third-party patents identified during search
to target’s technology
— Awareness of patent?
— Opinion of counsel?
— License to practice in field of use?

= ARSI 7 SR BEAT R A BT S 1) B =T T A A
RNEREAT PRAY
— R HE LM AL ?
— AR
— BEATVFRT,  DAAEAR T AU S i 2
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Results: The End Game
AR

= Transaction Representations and Warranties
— Title, Ownership, Freedom to transfer (standard)
— Representation of non-infringement by others (less standard)
— Representation of non-infringement of third party IP
(controversial)
— Representation of validity of IP (rare)
— Basis of representation — absolute or best knowledge
— Risk management — remedies for breach

= RTAL G IR AR
— BUF. AL ik Bl Gt
— RTERBIALNZBIFRE CRZAE00)
— KT R =7 = BURBRIR - 430
— KPP BAT RN RIE DS B0
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Results: The End Game
R GER

=3 =H

= Exceptions to representations and warranties in schedules
to agreement
— Consequences of failure to list (Intentional? Negligent?)
= Effect of listing (on notice)
= Accuracy and completeness of schedules

= BB sk R R ORAIE F 1 M T
- REFIE (AESmRA? D MER
= FUZSIRREM G
= PRI HERR AT S8 B
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Results: The End Game
AR

— Allocating the IP risk in agreement
= Adjustment of purchase price
= Escrow or contingent payment of portion of price
* Indemnities
» [nsurance

a7 G VS PAV N
= SRR I 4
= FR I R B = SO A A S A
= e

= ORES
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What Should Target Do?
BB 5 A A ?

= Cooperate but be wary of disclosing privileged information
— Respond fully to requests for information
— But know when to say “no”
Confidentiality Agreement for Basic Information
Common Interest Agreement to protect privilege
» |dentical legal interests?

= O, AR R B SO N AR
— FeO P AT SR Y B R
— HZRENTE A A W RZBE A7
— A GRS DR B
— ZBICFEFZE I DAORTRAL
= A ARV 2
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What Should Target Do?
B 5 A A A ?

= Be prepared
— Investor/suitor will ask hard questions

= filr e e
— BEBA VRN SR AR B (1)l
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What Should Target Do?
BB 5 A A ?

= Be aware of the issues

— Search to identify third party issues

— Develop an action plan to deal with those issues
Review and execute appropriate confidentiality agreements
Understand bases for representations & warranties
Allocate risks through price adjustments or indemnities

= NHEILLE i)
— HEATRE, DUIA S =5 1 )
— WEATAhTER L DAAR PRI )
— HE AT IE 2 K DR B
— TS K ARIE AR
— JEE RS T R 0 A0 RS EA T 20 i
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Conclusions
25

» Thorough and fast assessment of risks in deal

= Multi-phase approach to due diligence provides a
roadmap to thoroughly but efficiently evaluate risks

» Good “housekeeping” can avert issues

S 70T S A N i e TN /S U AR [
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Representative Finnegan Due Diligence

KB AHAREN RIS

» Strategic alliance in medical diagnostics
= Patent pooling in standards arena
= Acquisition of renewable energy technology
» Leveraging patents for digital compression technology
= Extensive acquisition/merger/licensing in pharmaceutical area

= Analysis of licensing strategy and enforcement
of rights through litigation

= RS W AU A il s K B

= BRI it

= AR REIR R MO
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Thank You!

A ™
Ningling Wang £ 7 Sherry Wu RISEE
86.21.6194.2000 1.202.408.4461
ningling.wang@finnegan.com sherry.wu@finnegan.com
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