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HEA at a Glance

e Our offices are located in Roppongi, Tokyo and outside Washington DC
* We do US patent prosecution, application drafting, opinions, etc.

* We offer training programs for patent professionals and patent administrative professionals at our Roppongi
Office

* We have native Japanese speaking support staff

* HEA is the first Japan based US Intellectual Property Law Firm to be registered as a gaikokuho jimu bengoshi
houjin and only the second registered foreign houjin law firm in Japan.
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IP Due Diligence and Uses Thereof (1/2)

* Intellectual Property (IP) Due Diligence — is taking reasonable steps to investigate the facts
associated with an IP Asset.

* Trust, but verify! (Remember Theranos) https://en.Wikipedia.org/wiki/Theranos

* “Deal making is glamorous; due diligence is not” (Harvard Business review article)
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IP Due Diligence and Uses Thereof (2/2)

* [P Due Diligence is used for:

Mergers & Acquisitions (M&A)

Licensing

IP Audits (catalog IP Assets; capture unprotected IP Assets)
New Product Releases

Litigation Preparation

Bankruptcy Preparation

Investing
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What is Intellectual Property Due Diligence? (1/2)

* Due Diligence — is often required in order to satisfy a legal requirement
when buying or selling assets.
* Investigating and verifying the other party’s disclosure
* Investigating title of the property
* Investigating encumbrances (liens or other claims on the property)
* Investigating assets and liabilities, etc.

¢« Ta—TNOIVR - BEORERISENEHZ =IO, LIELIEER
ND
« MDEFBDRFTAEDHRELHESE
- MEOHMAERE
» SEE (BTEICEIRSED DVDIIDFERNEND)
H_B[\‘ - BELRBEDHRAE F

Intellectual Property Law



1)

Intellectu

Recent M&A Trends

* Recent articles have suggested an upward trend in acquisitions of foreign assets by Japanese
companies:
« Japan expected to see record number of M&A deals in 2021

 https://mainichi.jp/english/articles/20210923/p2g/00m/0bu/035000c

TOKYO (Kyodo) -- The number of mergers and acquisitions involving Japanese firms is expected to hit a record high in 2021 as
companies invest in growth areas in the hope of overcoming the competition in a post-coronavirus world, according to an M&A advisory

company.
A total of 2,794 deals were made in the first eight months of the year, up 15.8 percent from the same period in 2020 and the most since
1985 when data started being compiled, according to Recof Corp.
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The IP Due Diligence Process

Determine if
IP Assets
Meet the

Commercial
Objective
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Considerations Assets Asset Use Limitations of
IP Assets
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Preliminary Considerations



Goals of the IP Due Diligence Exercise

e Different transactions have different types of IP concerns and may result in a
different scope of analysis.

* The value of IP in deal may drive how much emphasis is given to IP due diligence.

 Even when IP is not a major component of a deal, IP due diligence can still play a
significant role in the value of a transaction (i.e., deciding whether a transaction
even occurs). (See the example on the next slide.)

WEINBIZE>T. ENEFNELLHME) RVFRBLTHEY .. TNETNELLE
Bxt1-5L158%
HEADMIEIX. T 1a—T1) Oz REENFITERLENZERSNS

M ERGENEE IO EBNTECTE MHT1—TAID IV RZEBRT LI
WEICHEITHOERLGRAFZETHS

i)

Intellectual Property Law




i)

Example of why IP Due Diligence is Important

e Large Japanese Manufacturing Company

* In mid 2007, a large Japanese manufacturing company, publically announced that it
was acquiring C&D Technologies, Inc.” Power Electronics Division (PED) for $85M.

* C&D’s Tech.s PED makes and sells electric components including DC/DC converters, AC/DC

power supplies, inductors, and transformers and reportedly commanded “an especially high
market share for DC/DC converters.”

e JP Company closed the deal in September 2007
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Example of why IP Due Diligence is Important

* Syngor, Inc. filed suit against various companies in November 2007 including JP
Company for violating a number of Syngor’s power converter patents (used in data
centers).

» Syngor was eventually awarded $95M collectively against the infringers.
* JP Company agreed to pay Syngor $25.2M plus an undisclosed cash payment.

https://cafc.uscourts.gov/opinions-orders/20-2185.RULE 36 JUDGMENT.9-2-
2021 1828670.pdf

* Syngor Inc.IXZHDSynqorDENE BB EMEERHF (T34 —TER)ZRE
1=ELT, 2007F 11 AIC. BRERZED-HRRAGERISHLEFRZTECLT -,

o SynqorlIE&BHIZ, REEMNCREEISE AKRNILDEEEEZFT-,

« BARDEZEILSynqorlZ2,520 8 KFILEIEFRTRDFEIL LD ZHWIZRIELT-=,

https://cafc.uscourts.gov/opinions-orders/20-2185.RULE 36 JUDGMENT.9-2-2021 1828670.pdf

https://www.sec.gov/Archives/edgar/data/808064/000119312511242386/d10qg.htm
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What Could a Company in this situation Have Done

* Escrow

* A way to gain some protection is through an escrow account where part or all of the
payment is held in a neutral 37 part account until a predetermined period of time, or
even occurs.

» Sellers lie (to themselves and to the buyer). An escrow account allows the purchaser
more time to verify everything the seller asserted and that there are no surprises
(like a threat letter that the seller may have been aware was a possibility).
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Goals of the IP Due Diligence Exercise

* Understand the business goals

* |s the company looking to make a purchase?

 If the company is looking to purchase a company —is it as an asset purchase, stock sale,
or reverse or forward merger?

* Isthe income stream from:
e customer contracts?
e customer relationships?
* technology, a brand, or patents?
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Goals of the IP Due Diligence Exercise

* What is the scope of the analysis?
* Time and budget constraints?
* Deep dive review?
* High level review?
* Restrict review to the most important IP Assets?
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Goals of the IP Due Diligence Exercise

 What is the final product of the analysis?

* A comprehensive written report?
* Confirms what has been reviewed
* May help avoid finger pointing if a problem arises

e An oral report or presentation of the findings?
* Minimize a paper trail
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|dentify the IP Diligence Team

* [P Due Diligence often requires a cross functional team.
* |P Attorney

* Engineer, Product, Sales, Marketing, Tax, etc. (depending on project
requirements)
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|dentify the IP Diligence Team

e Other Team Considerations

e “Clean team” considerations —

* |P due diligence team should not be the same team that builds similar technology or creates
similar IP.

e Consider the situation where the company does not acquire the IP Assets. The IP diligence team is
“tainted” by knowledge and could give rise to copyright/trade secrets infringement complaints
based on the “tainted” knowledge.

* Clean teams significantly drives up manpower costs.

* Company staffing levels may prevent separate teams and may force a company to hire contractors
or temporary employees for the diligence task.

HDF—LDEE
o “D)—GF—LT"DER —
s HBAT1—TVOIVRF—LICETBF—LIL., ELRMTORFERBFZRES. B TIIGLAY
IN— 'C*ﬁﬁkéhé/\“é

EENMMBEEZIRLEVGEELRET S, MHTIVOIOAF— LI, TOMEDIFRICIFZE
’érv:('f’CJL\’C BT T IAMENEITGo TS ESh  EFE/EEXBEBOERFFRDZAELS

AR BB,
.« DY B F—LIEABEENEYETS
HBA‘ RO TIEF—AILHFBIENBLNMEEEHEHNT, B LE LR EEEHIT
NEELHENCEBEET S

Intellectual Property Law



Early IP Due Diligence

* For transactions where the goal is to purchase IP Assets (e.g., M&A), it often makes
sense to perform IP due diligence (as much as possible) based on public records.

* A company may want to understand basic facts about the other company prior to
formally engaging the other party to a transaction.

* Litigation search
* Isthe company involved in any pending litigation that appears important?

* |P Asset Search
* |f the corporate structure is known, can you determine what patents, TMs, copyrights, and domain names the
company owns?
* This can be difficult when the corporate structure hides IP ownership in holding companies.
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ldentify the IP Assets
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IP Asset Audit

* Determine how to obtain/share information
* Email/FTP
* Dropbox/Amazon S3/Google Drive/Microsoft Sharepoint
e Secure electronic data rooms

* Provide an IP Disclosure Questionnaire to the target
* Questions to elicit great details on the Who, What, When, and Why about all potential IP
Assets
* Keep in mind that people could purposely lie, or be under an incorrect impression
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Determine Scope of IP Assets

e Determine what are the IP Assets

* Assess materiality of IP Assets
* Consider importance of the IP Assets when the quantity of IP Assets is too large.
e Can the team handle careful screening of all IP Assets that have been identified?
* Careful of the pitfalls when ignoring “small” or seemingly inconsequential IP Assets.

Can the IP Assets be parsed into smaller components for analysis?
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Use of the Target IP Assets
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Understand the Business Operations

* Understand the operational use for the IP Assets

* Understand how the business operations currently use the IP Assets
* Product implementation
» Back-office use (internal corporate use)?
e Jurisdictional use
* Single vs. multiple jurisdictions?
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IP Asset Scope and Limitations
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Determine Origination of the IP Assets

* Technology Created In-House?

 Employee Created?

» Watch for complicated corporate structure with many entities, where employees work
closely together. Company may not realize that different entities within a corporate
group own a particular IP Asset.

 Contractor Created?
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Determine Origination of the IP Assets

* Technology Created In-House?

* Watch out for claims that technology was solely created in-house
* The truth is often much more complicated
* Today, systems are often so complicated that it is unlikely solely created “in-house”

 Technology Licensed/Purchased from 3™ Parties

o TN THREINI-FHAfih ?
o ZDEMMTELEIZ in-house” DK THAHEERTETOINTIENVE
« EEQFRYEHTHAZENZLY
« SHTIX. VATLNKYEH T, “in-house” B TR INI=LETEZ TN

« FE=FMNSTAEARINT=BEAL=HT

i)

Intellectual Property Law



Review Contracts Related to Each IP Asset

* Employment Agreements

Contractor/Work for Hire/Development Agreements

* Licenses (in/out)

Licenses to use technology from 3™ parties (watch out for Open Source — often ignored)
Licenses permitting 3" parties to use target IP Assets

Exclusivity

Transferability

License Value — for out licensing, a company’s past licensing could dictate future expectations of reasonable
royalties or license fees.
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Ownership/Title Example

* Volkswagen acquires a luxury brand without rights to the luxury
brand name.

* Volkswagen AG Corporation purchased the automobile assets of the bankrupt Rolls-

Royce Motor Cars for $900 million. The physical assets were approximately only 30%
of the deal value.

* It was unclear if Volkswagen realized that the trademarks for Rolls-Royce were

licensed to Rolls-Royce Motor Cars under a non-transferable license from the Rolls-
Royce Aircraft company.
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Ownership/Title Example

Volkswagen was unable to use the Rolls-Royce trademark on the cars it built from it
purchase.

BMW acquired the necessary trademark rights from the Rolls-Royce Aircraft
company.

Volkswagen was forced to enter further negotiations with BMW for temporary use of
the Rolls-Royce name and then had to abandon the brand to BMW.

https://www.nairaland.com/4815708/how-vw-lost-rolls-royce-brand
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Title Search IP

Assets

e Chain of Title — we find mistakes in the chain of title all the time

* Government Rights

Recorded Encumbrances (security interests, joint ownership)

* For registered IP Assets, review prosecution history when appropriate
* e.g., Terminal Disclaimers that link ownership of two or more patents

Review other public information — press releases; court filings; regulatory filings
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Review Registered IP Asset File Histories

* Maintenance Fees
* Missed payment windows/revived patents (3, 7, 11 years)

* File History Estopple/Disclaimers
* Third Party Submissions

* Inequitable Conduct
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Litigation Research Example

* Apple, Inc. acquires headphone company and a patent lawsuit.

* Apple, Inc. and Beats Electronics (headphone makers) announced plans to for
Apple, Inc. to acquire Beats Electronics for $3 billion USD.
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Litigation Research Example

* Apple, Inc. acquires headphone company and a patent lawsuit.

* A few months after the announcement, Bose Corp. (audio manufacture) sued Beats
Electronics for infringing five noise cancellation patents, related to Beats Electronics’
noise cancellation headphones.

 Earlier that same year, Bose Corp. filed a similar lawsuit against another audio
equipment maker that incorporated noise cancellation into headphone devices. Bose
Corp. in recent years also filed similar lawsuits against other headphone
manufacturers.

o TUTINRIEANYRTAEEFEIN, ZLTHEFRAY
%@%i\%@‘yﬁmﬁ& E—YILHYFAZIRAD/AXFvoL—avAyR T4 IZBEL T,
— Xttt (A—TA4AREELH) L. 52D /A XFvoL—a i E2ELEE
l: ‘J II/OI‘D 77(5".:5117':0
« FEDEH. R—XBKRAEHIT /A XX vL—3 EAYRTAUBSRITIBEHL-thD

*— T A B E R B SSRRAERL T, HE, R— KRR, D~
Ko Bl R TR U & ST EREREC L,

Intellectual Property Law



Opinions of Counsel

* Review opinions of counsel regarding IP Assets (if any were created)

* Consider ordering opinion on target IP Assets
* Scope
Validity
Enforcability
Clearance/Freedom to operate
» Design Around necessary/possible?
Need to be concerned about willful infringement from the outcome

 How will the business handle negative information? If the business will be unwilling to deal with the
consequences of a negative outcome (design around; obtain necessary licenses; kill the deal), it maybe better
to skip this aspect of the diligence.
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Evaluate IP Assets Against Goals
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Compare Business Operations to |P Assets

* Are there restrictions that will prevent on going use?
 Anti-assighnment or change of control provisions for 37 party licenses
* Open Source requirements to give away proprietary source code

* Are there restrictions that will prevent a new, future use of the IP Assets
from occurring?

* e.g., An IP Asset was used for internal purposes by a seller, but your company plans
to create a Software as a Service product using the IP Asset. Does any agreement
associated with the IP Asset forbid this activity?
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Compare Business Operations to |P Assets

* Mapping IP — determine links between technology and registered IP
* Does coverage match with IP Assets
* Are there gaps in coverage
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Questions/Contact Information

* Dennis M. Hubbs is a US Patent Attorney / Registered Foreign Attorney in
Japan and a founding partner of HEA. Dennis works in the Tokyo office in
Roppongi 7-chome.

s TZRNT R KEHFHFFEL BROHNEZEEHFFE L. HEADERIL/N\—FF—,
INARTTEOREEFBTICTIFE,

* Email: dennis@hea-ip.com

* Phone: 03-5843-1939

* Website: https://www.hea-ip.com/about-jp
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