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CHAPTER 1

Corporate Strategies, Structures,
and Ownership of Intellectual
Property Rights

Lanning G. Bryer
Ladas & Parry L
Deepica Capoor Warikoo

We are moving toward a global ecoic 2y where the true strategic asset is IP.
Horatio Gutierrez’'

lobally, as well as in the United States, intellectual property (IP) rights such
G as copyrights,® pacents,® trademarks,* and trade secrets’ are considered in-
valuable intangible assets that hold great economic promise and are, for many
companies, a significant source of revenue.® Companies develop, acquire, and
leverage these intangible assets to enhance the potential of their businesses. Fur-
ther, the value of these intangible assets is not limited to any particular indus-
try.” However, in order to successfully monetize such assets, effective
management and utilization of the intellectual property rights is required. In or-
der to properly manage intellectual property rights, company executives have to
engage in certain decision making regarding many issues that impact these
rights. These issues can include which corporate entity is to own the intellectual
property rights, or whether there should be one or multiple owners. When and
how should the intellectual property rights be licensed to other groups or enti-
ties within the corporate structure? How should the intellectual property rights
be managed? Should worldwide rights be managed centrally or locally? How is
the company going to best generate income utilizing the intellectual property it
owns or acquires? The process of making the decisions regarding these and
other issues are handled differently by different executives and different compa-
nies. The focus of this chapter is to explore the different options and decisions
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that companies have made and are making as they value and strategically lever-
age these intangible assets.

The Importance of Intellectual Property—A Changing Paradigm

What was once relegated to a bean counter is now being taken much more
seriously in companies.®

Historically, most companies employed a defensive strategy when dealing with
their intellectual property. Litigation was the one significant avenue through
which the value of an intellectual property asset was leveraged, usually as a result
of a third party infringement. More recently, however, statistical data on intellec-
tual property prosecution and litigation indicates that intellectual property rights
are no longer considered a mere bundle of legal rights that need to be asserted in
court to leverage their economic potential” (see Figure 1.1):instead, the prevail-
ing view is that these rights are considered a core asset.and its management a
significant business strategy.'’

In more recent times, companies have recognized-ihe need to utilize their intel-
lectual property as a means for promoting innovation,-growth, and development of
the business and revenue generation. Leading ‘cOinpanies “use those intangible
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FIGURE 1.1 Intellectual Property Cases Commenced in U.S. District Courts, FY 1999-FY 2008

Source: 2008 Intellectual Property Statistics FTI Consulting, Inc. (March 2009), available at
www.fticonsulting.com/en_us/resources/Documents/2008%20Intellectual%20Property%
20Statistics.pdf (last visited on February 18, 2010).
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assets to create new businesses and market their technologies.”'! Gone are the days
when software code was protected merely by copyright laws as a defensive strat-
egy.'? Today, software code is protected through both copyrights'® and patents,14
and then leveraged through licensing. Companies elect to patent innovative pro-
cesses now to garner greater negotiation power as the umbrella of protection has
significantly expanded.

In 2006, the last year that the U.S. economy grew in all four quarters, companies
with intellectual property assets represented 40 percent of the growth for that year."
Undeterred by the subsequent economic downturn, companies continue to increase
their ownership of valuable intellectual property, particularly patents,]6 because
such assets can translate into significant value for their owners."”

Statistics over the last decade strongly suggest that a shift is well underway in
corporate attitudes toward acquiring, valuing, and leveraging their intellectual prop-
erty rights.'® Intellectual property rights have gone beyond being mere objects of
defense strategies, to revenue-earning-core-business-assets requiring special organi-
zation and exploitation techniques.

Operational Strategies, Structural Aspects, and Gwiership Issues

Traditional intellectual property strategies were:aimed at “understanding what inven-
tions to file and in what countries to file them,” atid assumed that “all key stakehold-
ers have the same point of view . . . on the strategy.”'” The shifting paradigm over
the last decade has helped develop numeicus strategies for the management of intel-
lectual property assets in the corporaie world. Each one is complex and dependent
on a number of factors such as theindustry, size, global presence, and so forth. The
results of a study of 34 compaiiies from eight different industries concluded that
“it appears difficult to find 4 ene-size-fits-all strategy for intellectual property at the
business-unit level.”** From a structural aspect, strategy sessions should “involve the
corporate, business-unit ar.d functional levels of the organization” in order to prop-
erly execute on “IP.generation to enforcement.”?!

The two main ccncerns that dominate the management of intellectual property
are legal and business issues. The legal issues related to corporate management most
frequently pertain to intellectual property, antitrust and taxation matters. The busi-
ness concerns pertain to strategically developing management structures and plans,
as well as appointing appropriate personnel to play their respective roles to maxi-
mize the potential in the intellectual property assets.

Roles: Legal versus Business

IP management has dramatically shifted from a purely legal concern to a perva-
sive business interest that is vital to corporate survival and prosperity.

Legal professionals are responsible for identifying/selecting, obtaining, protecting,
and maintaining the rights in a company’s intellectual property. A lawyer’s expertise
is useful in determining which intellectual property right to obtain**—or, if the type
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of 1ntellectual property right is clear, then the extent of protection that might be nec-
essary.** Creating and establishing intellectual property rights is obviously an impor-
tant foundational role, but maximizing profits from an intellectual property portfolio
is not really a lawyer’s expertise.” As stated by Stephen Fox, “Licensing works well
when placed in a business activity that is accountable for profit and loss, rather than
in the legal department, which is an expense center.”°

Intellectual property management is, therefore, a complex task involving the iden-
tification of business potential, determination of appropriate business relations that
will best leverage the asset’s potential, and developing and maintaining relations cru-
cial to such management. Therefore, even though such management is carried out
in consultation with the legal department, this is best assigned as a core business role.

Strategies and Structures for the Management
of Intellectual Property Rights

While it might be true that companies require managers who “understand (and be-
lieve in) IP,”%” the mere ability to create strategies to manage intellectual property
rights is not sufficient. In order to have effective intellec al property rights manage-
ment, strategies must be accompanied by effective ' mianagement structures and im-
plementation tools.*

Organizational structures governing the mianagement of intellectual property
rights are generally either “centralized or decentralized.”*

In a centralized structure, “decisions av='made centrally by a few individuals with
others providing support.”® In such a structure, decisions regarding the manage-
ment of intellectual property rights-are determined at the top level of an organiza-
tion. Once determined, designatea persons/departments are delegated the task of
implementing those decisions

In a decentralized structure, there are “multiple, potentially competing decision
makers” where “any firia or individual may decide to undertake a new project.”! In
such a structure, the <lecision-making process is localized at particular levels of the
organization.

Economic literature purportedly favors “decentralized decision structures in eco-
nomic systems, based on the observation that free-market economies perform better
than planned, centralized economies.”?* However, centralized structures can be
shaped through policy implementations and offer the lure of lower risk.*® That being
said, a company’s decision to adopt either model is dependent on a number of fac-
tors, as illustrated here.

Centralized IP Management Structure

Intellectual Property Management at IBM is centralized at corporate. The mis-
sion: protect and maximize value, a responsibility that goes beyond licensing. 4

A centralized intellectual property management structure is “appropriate when the
IP is relatively complex, involving multiple licensing issues and/or potential future
litigation issues” or where the intellectual property “can be easily accessed from
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Top Level Management (e.g., CEOs, Regional Heads)

Operational Arm Licensing Arm
v
Business Unit A Business Unit B (e.g.,
(e.g., Biochemical) Agricultural Goods) IP Group

FIGURE 1.2 Centralized IP Model

outside the business unit.”*> As illustrated by Figure 1.2, a “central IP group reports
directly to corporate headquarters and manages IP.”*° The IP group receives its or-
ders from the top level executives regarding the management of the corporation’s
intellectual property rights and coordinates with separate business units and third
parties to facilitate various strategic IP-related alliances or artangements such as
licensing and joint ventures.

A centralized management structure is advantageous asitavoids duplication and
waste because a single department is delegated the tasl: of managing the company’s
intellectual property rights and maintaining a netwark of potential licensees. On the
other hand, it has been argued that a centralized system would be inefficient because
“no central planner can possibly have all of the necessary local and national informa-
tion to make the right decisions.”®” Despit= stich arguments, companies have de-
vised and implemented successful centralized IP management structures.

For instance, IBM pioneered a nai=nt licensing strategy”® and management
model that is centralized at corporate ~” Its strategy was to increase its patent portfo-
lio by maximizing trade of IP witl: ¢thers. In order to achieve this, IBM entered into
cross-licensing agreements**.with third parties for the exchange of their respective
intellectual property rights. This permitted either party to develop products covering
the other’s intellectual property right without the fear of an intellectual property
rights infringement l«wsait. It was through cross-licensing that IBM gave its “engi-
neering community greater freedom of action” and shortened its time to market.*!
Structurally, IBM’s IP group is split into technology, legal, and business, and is com-
prised of a combination of lawyers, inventors, salespersons, licensing executives,
and other businesspeople.*? In addition to this structural setup, IBM uses a tracking
system to supplement its efforts in having a successful patent licensing strategy.
IBM’s tracking system enables it to determine which patents have “periodically be-
come subject to government-levied maintenance fees,”*® and which are valuable
and worth pursuing, providing the ability to “drop the rest.”* IBM’s successful pat-
ent licensing methodology can therefore be attributed to its strategy to expand, its
comprehensive structural support that is centralized, and its supplementary mea-
sures to achieve its strategy.

Decentralized IP Management Structure

A decentralized intellectual property management structure is useful for entities
where “there is no strong need to leverage know-how across the business units and
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Parent Company
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FIGURE 1.3 Decentralized IP Model

the IP issues encountered by the business units are not complex.”*> As illustrated in
Figure 1.3, in a decentralized system “each business unit is resconsible for its own IP
and devotes resources as needed.” Additionally, in a decenralized setup, decisions
are made at the local level of the organization, resulting in gi¢ater employee involve-
ment and input.

For instance, Nestlé S.A. (Nestlé), the parent orapany located in Switzerland,
has 52 operating entities in various countries;.inchiding the United States.”” As re-
gards managing its vast empire of intellectual property, Nestlé follows a complex
decentralized structure.*® Nestlé’s intellectua] property rights are managed by subsid-
iaries called Société des Produits Nestié S:A. (Société) and Nestec, S.A. (Nestec).
Société and Nestec own many of Nest!é’s trademarks (such as Kit-Kat™) and patents,
as well as much of its technical kniow-how, which they license to various operating
entities.* In return, the operatitig entities remit periodic royalty payments to Société
or Nestec, as the case may e~ This intellectual property management structure is
further subdivided by twc cthier entities—Strategic Business Units (SBU) and Strategic
Generating Demand Unit (SGDU).”' SBU concentrates on product development and
trademark fidelity for Nestié’s strategic marks 2 and is productcentric.>® SGDU devel-
ops the marketing stiategies and determines appeals in geographic markets.>*

As regards Nestlé’s regional presence, operating entities often structure their in-
tellectual property rights management strategies based on regional needs and re-
sponses. For instance, Nestlé U.S.A. has a separate identity, and an independent SBU
and SGDU that is responsible for managing Nestlé U.S.A.’s day-to-day operations,”
and for developing and managing its marketing responsibilities.f'6 Within this decen-
tralized setup, Nestlé subsidiaries keep apprised of Nestlé U.S.A.’s intellectual prop-
erty issues and development strategies through personnel called regional intellectual
property advisors (RIPAs). However, these RIPAs are employed by Nestlé US.A.,>’
and Nestlé does not control the terms of RIPAs’ employment agreements or condi-
tions of the licensing agreements that RIPAs enforce. This is one of the indicators
that Nestlé’s intellectual property management structure is decentralized, and that
Nestlé U.S.A. has significant independence when it comes to its intellectual property
rights management.

Additionally, in a recent lawsuit it was determined that although Nestlé had the
right to control its licensee’s activities with respect to the use of its mark through its
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subsidiaries, its subsidiaries failed to exercise adequate control, and Nestlé>® merely
received the license fees.”® Such a passive flow of funds from the operating entities to
Nestlé did not provide Nestlé with the requisite level of control over the operating
entities.®” The court also found that corporate guidelines developed by Nestlé’s
SGDU were general guidelines, not corporate mandates that the operating entities
were required to follow.®! The operating entities had their own SGDUs that provided
advice based on the relevant regional needs. As a result, Nestlé was found to be a
mere beneficial owner with no direct control over the operating entities and their
respective SGDUs or SBUs, making Nestlé’s intellectual property management struc-
ture affirmably decentralized, with its operating entities enjoying a certain amount of
corporate independence and flexibility.

Other Management Options

As stated earlier, intellectual property licensing used to be managed solely by attor-
neys and/or legal departments. An interesting change in this trend is where a com-
pany’s intellectual property rights are handled by Intellectual Property Holding
Companies (IPHCs).

An TPHC is created when “a parent company, the Grizinal owner of the intellec-
tual property, establishes a wholly owned subsiciaiy as a holding company and
transfers ownership of its intellectual property <ompany to this newly-created hold-
ing company.”(’2 An TPHC is different from a centralized IP management group set up
within a corporation, as in the case of the laiter there is no transfer of ownership
rights of the company’s intellectual propeit - rights.

In essence, an IPHC facilitates the deiineation of the management of intellectual
property rights to a centralized lotation for more efficient operation. The primary
responsibility of an IPHC is th¢naintenance and management of the intellectual
property rights, and collecting and allocating the income accrued from its licensee
(i.e., the parent company and third party licensees) in the form of royalties. For
example, Ford Global Technologies, LLC (FGTL) is the wholly owned subsidiary of
the Ford Motor Company. FGTL manages the intellectual property rights for the Ford
Motor Company, including all aspects of patent, copyright, and trademark licens-
ing.®® Further, a special team called The Technology Commercialization (TC) Team
of FGTL is responsible for marketing and licensing Ford’s technology and other pro-
prietary rights for use within and outside the automotive industry.®* Therefore, to be
effective in its operational goals, an IPHC should be an entity that is separate from
the parent company, and its operations should be controlled by officers who are
independent of the control of the operating company.®’

A classic example of a hugely successful centralized system for the control and
management of intellectual property rights is demonstrated by Hewlett Packard’s
(HP) Intellectual Property Licensing Group.66 This group was set up as a wholly
owned company to enhance the “visibility, coordination and control of the com-
pany’s IP assets.”®” In 2003, prior to the launch of its Intellectual Property Licensing
Group, the HP board determined that its strategy needed to include “protection” and
generation of “value beyond traditional product revenue.”*® To effectuate this strat-
egy, it moved “HP IP into a wholly owned affiliate, required central approval for any
out-licensing of HP intellectual property or non-asset agreement and created the HP
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licensing function.”® The HP intellectual property licensing function included goals

for better protection and strategic utilization of the intangible assets.”

At present, the HP Licensing group coordinates across various departments to
facilitate licensing needs, including facilitating an appropriate licensing mix of pat-
ents, trademarks, copyrights, and know-how, as well as transferring technology to
help the licensee’s business needs. Intellectual property licensing within HP is bro-
ken into separate business groups such as Technology Transfer and Licensing, Patent
Licensing, and Brand Licensing.”! Brand licensing arrangements with HP “typically
require an upfront payment, minimum royalty commitment, approved business
plan, agreed-upon business metrics, and customary indemnification and insurance
provisions.72 Both parties monitor the licensee’s performance on an ongoing basis to
ensure that the licensee’s business execution is consistent with the standards of the
HP brand.”” Besides the benefits of dedicated and centralized intellectual property
rights management, IPHCs have been useful in saving corporations significant state
income taxes.”* For this, a holding company should be incorporated in a location
where the income from the exploitation of intangible assets is rowtaxable.”” The roy-
alty income will then be considered tax-free for the holding conipany, and the parent
company may claim the royalties paid to the holding cempany as a tax-deductible
business expense.76 However, an IPHC must not be inceiporated merely to avail of
taxation benefits; it must be able to justify a substan:iai business purpose.’’

In sum, for corporations with large intellectual property portfolios, an IPHC
structure may provide significant operational ¢tficiencies and tax benefits.”

Strategies for Restructuring

In order to best exploit their intelicciual property rights, companies also frequently
consider restructuring their ownership and management of intellectual property
rights. For instance, prior t& reorganizing its structure and setting up the Licensing
Group, HP undertook the 1ask of analyzing its portfolio to determine and develop
various avenues of revéaue generation through licensing.” A portfolio review is re-
quired to identify anci.segregate the intellectual property rights that have business
potential versus the ones that do not.** In HP’s case, Joseph Beyers, Vice President,
Intellectual Property Licensing, HP, noted that the appropriate determinants are, “the
reasons we might want to patent our innovations, . . . what we might want to use in
our own products, what we share with others, what we might license to generate
revenue, and what we decide we must keep for ourselves.”®" In particular, Mr.
Beyers states that HP has “special purpose units” that licensed patents externally and
thereafter shared the revenue with the corporation’s business units.** Most successful
organizations consider various strategies for licensing their intangible assets, and in
such situations disputes between different business units are bound to arise regard-
ing how best to leverage the assets’ potential. At HP headquarters, there is a “specific
escalation process” for dispute resolution® and it is addressed within a hierarchical
system and rarely reaches the chairman and CEO.**

Restructuring can be a cost-effective method for streamlining the process by
which a company’s intellectual property rights can be utilized. An effective intellec-
tual property strategy must consider the intended use of the intellectual property
right(s) and the key players who will help develop and leverage it. These include,
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among others, legal counsel to ensure worldwide legal protection, inventors to cre-
ate novel products based on the intellectual property rights, business developers to
create and maintain commercial liaisons, and marketing professionals to help posi-
tion the product in the marketplace.

Ownership Issues

Intellectual property rights can be owned by the author/inventor/creator, an as-
signee,” the company employing the author/inventor/ creator,® under a strategic al-
liance, or even by an IPHC. However, ownership may not be acquired through
licensing arrangements as a license merely transfers a “bundle of rights which is less
than the entire ownership interest, e.g., rights that may be limited as to time, geo-
graphical area, or field of use.”® Thus, a licensee merely has the right to exercise
certain rights as defined by the license agreement. For example, in a trademark
licensing arrangement, the licensee’s use of the mark is contrclled by the owner of
the trademark, but there are no ownership implications.**-in such a situation, the
licensee’s use inures to the benefit of the licensor-owner of tise mark and the licensee
acquires no ownership rights in the mark itself.*” Therefore, a trademark licensee
will merely have the right to use the trademark, sioject to the standards set by the
trademark licensor-owner as regards the use of such -mark.”

Ownership of the intellectual property right(s) entails significant advantages. An
owner of intellectual property is able to exeicise associated rights exclusively as well
as prevent others from the unauthorized use of its intellectual property. An owner
can enforce its intellectual property rights against a third party, prosecute, and file a
patent”® or trademark application i the United States Patent and Trademark Office
(USPTO), as well as foreign patent and trademark offices, where appropriate, and
have the right to attract and'niegotiate with potential investors by virtue of being the
record title owner of the particular intellectual property right.”* Without ownership
or being an assignee 9i the intellectual property rights, broad protection and the
means of exploitation =will likely be unavailable. However, in certain circumstances,
the exercise of the intellectual property right owned may still result in the infringe-
ment on another’s intellectual property right.”® For instance, particular caution must
be exercised in collaborative alliances that use preexisting intellectual property
for developing an extension or improvement to an original product. Here, the lack
of properly licensed preexisting rights can limit the value of the ownership of the
new rights.”*

Ownership of intellectual property rights is, therefore, crucial for companies in
order to optimally utilize their intangible asset(s). Business strategies for exploiting
intellectual property assets must include the consideration of whether owning the
intellectual property right is advantageous, or even necessary. For example, where
the goal is merely to use and exploit the intellectual property right, ownership of
intellectual property rights may not be desirable. Instead, being a licensee of requi-
site rights, including the right to sub-license, may be sufficient.””> On the other hand,
a company may retain ownership of its intellectual property rights to assess, develop,
and implement a business strategy that will best utilize those rights. For instance, a
company’s business strategy might contemplate ownership for purposes such as
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developing a portfolio, diversifying its product, or even acquiring newer intellectual
property rights to gain a competitive edge.%

Developing a company’s portfolio is an “aggressive IP strategy” essential for the
protection of the company’s core products and “commercial interests” and also for
protecting intellectual property rights that “may be of interest to non-competing
companies.”’ Companies strategically develop their intellectual property portfolio
in order to generate income from “the licensing, sale, or commercialization of the IP-
protected products or services that may significantly improve the company’s market
share or profit margins.””® Companies also leverage their intellectual property port-
folio to “maximize the return for investors in the event of a sale, merger or acquisi-
tion, or even dissolution.”””

Product diversification, another important consideration, is crucial to the sustain-
ability of a corporation’s business. Product diversification entails strategies for
expanding the applicability of the product for direct sale to consumers, as well as for
developing and capturing a varied industry appeal. For instance .Canon started with
the dream of developing a high quality camera in 1933.'% Today; through its contin-
ued diversification of its products, Canon is a world leader in ‘professional business,
consumer and industrial imaging equipment and informatioir systems.”'*"

Strategic alliances is an additional means of leveraging intellectual property
rights.'** Corporations utilize legal tools such as j¢.inc venture agreements, mergers
and acquisitions, and product development-agrecments to realize the business
potential of their intellectual property rights.

However, a corporation should not assum.e that ownership of intellectual prop-
erty rights will automatically lead to sigriificant monetary returns. To ensure a viable
return on investment, the benefits of av/nership must be weighed against factors
such as associated costs, relevant taarkets, the strength of the intellectual property
rights, competitive advantage, jusisdictions, and enforcement strategies. '

Costs associated with oviming intellectual property include the application, filing,
prosecuting, registration ana maintenance fees, and enforcement and transaction
costs, to name a few.In the United States, a patent is issued by the United States
Patent and Trademai: Orfice (USPTO) and the process up to registration itself entails
significant costs.'®* Trademark rights may be protectable through common law,'®
but a federal registration, though incurring filing, prosecution, and maintenance
costs, bears many advantages.m(’ Copyright protection is automatic upon the cre-
ation of the work in a fixed and tangible medium, but a registration is required prior
to initiating litigation.'®” In addition to these initial costs, transaction costs (such as
fees incurred during the negotiation of a licensing agreement) are incurred for devel-
oping and licensing of intellectual property rights. Currently, there is a growing trend
for multiple entities to align their resources to develop new technology.'®® Though
aligning resources, such as sharing costs or pooling investments, might be an impor-
tant strategic decision, the process of identifying and developing intellectual prop-
erty rights as a result may become “slower, with greater set-up costs.”'*” Transaction
costs associated with identifying the existence or ownership of the intellectual prop-
erty right, determining which intellectual property right can best be leveraged,
“bargaining, contracting, maintaining relationships” and negotiating agreements
with the partners'' can be significant and unavoidable."'" In case of copyrights,
though not the most efficient method to leverage an asset, government implemented
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compulsory licensing schemes may be adopted where the intent is to eliminate ne-
gotiation and associated costs''%.

In any event, to avail of the benefits of owning intellectual property rights, com-
panies should first conduct an intellectual property audit in order to take stock of
their inventory of trademarks, copyrights, and patents owned, and determine the po-
tential for each through proper valuation.**?

When considering relevant markets for intellectual property rights, companies
should consider both present and potential markets for their products. For existing
products, corporations must strategically determine whether the relevant market will
ensure a continued or new stream of revenue, with the least amount of capital. An
analysis would have to be made of the consumer base, market size, competitors,
trends, and any gaps in the market that may be leveraged beneficially.

The issue of ownership involves challenges posed by different structural arrange-
ments. Unlike ownership issues faced by single entities, intellectual property rights
owned by multiple entities create additional challenges. Where a.company transfers
its intellectual property rights to an IPHC, a relatively simple o-vtiership structure re-
sults, akin to ownership by the parent company. Here, the TPHC becomes the owner
of the intellectual property rights, licensing them back to the parent(s) for a royalty.''*
By virtue of such ownership, the IPHC is entitled to enforce the rights against any
unauthorized third party usage.'"> With IPHCs, it is important to note that ownership
must be clearly delineated and the transferred righits.must not be in “gross.”116

Ownership issues can become more comblicated when multiple entities are in-
volved. This typically occurs when the intell=ciual property is acquired through pur-
chase, merger or acquisition, joint venvire, or other strategic alliance.''” The
ownership of intellectual property rights is particularly complex in cases of joint
ownership. Such situations provide a fertile ground for potential problems. Inconsis-
tencies in joint ownership may develop from royalty sharing issues (i.e., a product is
covered by copyright and patents) or jurisdictional issues (i.e., a product is marketed
in a country where the law/s\are inconsistent with U.S. law). For example, under U.S.
patent law, “any joint.owner can use the patent without permission of other joint
owners, the exploiting inint owner has no duty to share royalties with any other joint
owner, and to enforce a patent, all joint owners must join the suit,” but the law in the
United Kingdom is directly opposite.'*® In the United Kingdom, in the absence of an
agreement to the contrary, each joint owner has the right to exploit the intellectual
property right created jointly, provided the other joint owner’s consent is ob-
tained.""” Therefore, although joint ownership is a common feature in joint ventures,
and agreements with freelancers and subcontractors, it is important to ensure that the
relevant contractual provisions (i.e., ownership, geographic scope, etc.) are carefully
drafted to identify the respective rights and anticipate potential pitfalls.

Maximizing the Potential

Through strategic deployment of intellectual property assets, companies can benefit
shareholders by protecting market shares, creating cash flow and new markets
for existing products through strategic alliances, and taking advantage of available
tax benefits.
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However, in the course of identifying methods of leveraging a company’s intel-
lectual property assets, it can be very beneficial to conduct an intellectual property
audit in order to ascertain the current value of the intellectual property.'*® Once
such value has been determined, the next step is to determine the most appropriate
method for leveraging the assets.

Registration and Prosecution

Some intellectual property rights may exist without registration. For instance, a copy-
right may exist in the subject matter so long as the material is original and fixed in a
tangible medium.'?! In the United States, trademark rights are conferred by the use
of an adopted mark in commerce. A common law trademark right extends only as far
as the geographic scope of the market where the mark is being used. Therefore, un-
registered marks in certain jurisdictions can be protectable under common law, but
enforceability of such mark will always be limited by the geographic scope of its use.
Similarly, in the United Kingdom, owners of trademarks who &re.able to prove sub-
stantial use of a mark, may succeed in a passing-off action, bt such rights are limited
in scope.'?* On the other hand, although trade secrets-may be protected without
registration, rights in a useful invention or an ornameziat-design only arise from ob-
taining a patent from the USPTO.

Successful companies are, therefore, quick tO recognize that registration of their
intellectual property rights may bring many mbrictary and business advantages. With
a patent right, a company can exclude ethers from developing, using, selling or
offering to sell, or importing their patente<iinvention into the United States for a lim-
ited duration. Companies use this moncooly to charge higher prices and increase
their profit margin, and also reduce competition. As regards trademarks and copy-
rights, companies require valid ragistrations to leverage the economic value of the
intellectual property rights ‘-2t administrative proceeding or in a court of law.'*
However, the mere filing of'a copyright application does not satisfy the jurisdictional
prerequisite that a copyiight be registered prior to initiating a lawsuit.'**

The registraticn-af ‘ntellectual property rights may take multiple forms. A copy-
right registration protects cartoon characters as an artistic work, for example, but
the same work can be protected under trademark law if the characters serve as
source identifiers. Warner Bros. Entertainment registers its cartoon characters
such as Roadrunner, Tweety, and Daffy Duck under both copyright and trademark
laws.'?> This approach not only expands the licensing opportunities, but also helps
increase the longevity of protection. In the United States, copyright law provides for
a long, albeit definite period of protection,lZ(’ but trademark law provides for an in-
definite period of protection, provided periodic renewals are effected and the mark
remains in use.'?” Therefore, the artistic expression of the work can be protected for
a specified number of years under copyright law, and the elements that function as
source identifiers may theoretically be protected in perpetuity under trademark laws.

Strategic Alliances

Companies often seek strategic alliances in order to maximize the value of their intel-
lectual property portfolio. These alliances can be developed through licensing, joint
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ventures, merger and acquisitions (M&A), and cooperative research and develop-
ment (R&D) agreements.

LICENSING'2®

A license is a way of extending the value of a brand to a variety of disparate
goods and services.**’

Licensing enables companies to transfer limited usage rights of their intellectual
property to a third party without transferring any ownership right to such third
party. '

Historically, licensing was conducted primarily on an ad hoc basis and was
not considered as a significant source of income.'*! However, this perspective
changed significantly as corporations realized that intellectual property licensing
was a multifaceted tool for generating income and for garnering higher consider-
ation in mergers and acquisitions, or divestures.'®? In 2003, ‘he aggregate corpo-
rate sales for companies based on their operating norms fo: trademark and brand
licensing operations were over $225 billion.'*> However; due to the economic
climate in 2008, licensing as a means for income geiicration admittedly suffered.
For instance, in 2008, the total royalties collected by brand owners declined due
to the decrease in consumer spending.’®* Mcnetneless, despite this economic
downturn, intellectual property licensing ccninues to generate significant reve-
nues for many major international companies 92

Licensing also helps create new irceine streams and market opportunities.
When companies license one form cf ittellectual property to develop new prod-
ucts, the new products may in tura be licensed as other forms of intellectual
property. For instance, Twentieth Century Fox Licensing & Merchandising (Fox
Licensing) launched its mcst recent and massive licensing and merchandis-
ing campaign to introduce' “125 products across four key categories: video
games, toys, apparel anid publishing,” in collaboration with “Ubisoft, Mattel, JEM,
HarperCollins and Abrams.” 3¢ These licensing deals are expected to result in the
creation of new products such as video games, collectible items (e.g., statuettes,
life-size busts), clothing, and books. Further, each licensing deal will envision
multiple forms of intellectual property that are separate from the intellectual
property right in the original product. The new products will have copyright pro-
tection for the new artwork, textual work, and software, and trademark rights for
the merchandisable articles, branding on videogames, and so forth.

Despite the many benefits of licensing arrangements, a licensee should consider
certain risks associated with licensing that a licensor might not be obligated to con-
sider. These risks include return on capital, manufacture and distribution, market
shifts in taste, emergence of competition, and rival technologies.'?” Therefore, a
licensee would need to ascertain whether licensing the intellectual property right
would produce at least “an expected incremental economic benefit” from exploiting
the work and “after accounting for these risks.”'®

All forms of intellectual property are licensable, including copyrights, patents,
and trademarks, provided that such rights are owned and eligible for protection
under the law. Common types of license agreements include publishing (e.g., for
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novels), entertainment (e.g., for live performances), technology (e.g., for product de-
velopment), and patent and trademark licensing (e.g., for co-branding).

Copyright licensing is often encountered in the entertainment and technology
industries. In the entertainment industry, copyrights are relevant to all forms of
artwork such as visual/graphical, textual, or other works. Copyright licensing in
the entertainment industry is particularly lucrative in this electronically driven day
and age, as characters popularized by electronic as well as print media offer ample
merchandizing opportunities to companies. Licensing of the copyright is effected
by transferring a limited number of rights in a work or transferring all the rights for
a limited duration.'® For instance, an author of a novel could license reproduction
and distribution rights to the publisher, but not license the right to make derivative
works. The publisher would then have the right to make copies and distribute the
same, but not make adaptations, translations, movies, or screenplays. An exclusive
copyright license must be in writing to be enforceable.'*” In the technology indus-
try, copyrights are often acquired to protect software. However, like other copy-
right licenses, a copyright software license would also need tc.be defined by the
intended scope of exploitation. For instance, if the intended purpose is merely to
permit a specific technological use, an end user license agreement (EULA) would
suffice.'"! However, the same would be insufficient it the purpose is to allow for
further development of the work."* Licensing in ie fechnology industry is under-
taken by various methods, including in-licensng,; out-licensing, cross licensing,
and securitization. In-licensing is adopted te “quickly fill new product pipelines”
and out-licensing to minimize the risks.associated with “manufacturing and distri-
bution.”**? The latest trends in technoiogy licensing indicate that companies are
actively engaging in cross licensing and out-licensing agreements to not only avail
of the resultant monetary benefits,-but also to strategically improve a firm’s com-
petitive position.144 Through schiemes of cross licensing and out-licensing, firms
may be able to prevent poteniial patent infringement and also develop their port-
folio by acquiring existent technology owned by others.'*

Patent licensing, like other forms of intellectual property, affords opportunities
to create revenue-asvell as inventions through collaborations. As of 2008, patent
licensing alone accounted for half a trillion dollars in annual revenue in the United
States.'® Some of the industries in which patent licensing is most common are bio-
tech, engineering, technology, semiconductor, and pharmaceutical.

Patent licensing is relevant at multiple stages of product development. Patent
claims are licensed routinely between companies, and for a multitude of purposes.
Patents can be licensed for use by the business, to a third party for non-competitive
use, to competitors abroad limiting the use geographically, for research and develop-
ment efforts, and to aftermarket service providers.'*” The common forms of patent
licenses include exclusive, non-exclusive, and cross licenses.

Broadly speaking, an exclusive patent license would bar a licensor from entering
into an agreement with a third party that is similar to the agreement entered into with
the exclusive licensee, or use the patent on its own behalf, unless it retains the rights
to do so contractually.’*® However, in practical terms, the exclusivity in patent
licenses should depend on the subject matter of what is licensed. This would enable
multiple exclusive licenses of the same patent, if the terms are restricted to a parti-
cular product or field of use. For instance, a patent for LEDs could be the basis for
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exclusive license agreements with a car manufacturer or a a stage light manufacturer.
Furthermore, as regards royalties in exclusive patent licensing agreements, a licensor
may not be able to negotiate higher royalty, since the licensee is the only source
of revenue.

A non-exclusive patent license permits the licensee to exercise the rights granted
and provides an assurance that the licensor cannot sue him or her on grounds of
infringement for uses based on the rights granted.

A cross license, as the name suggests, involves two or more parties who enter
into an agreement where there is a mutual exchange of patent rights.'*” Such licenses
are usually entered into so that the parties may utilize the other’s patents to benefi-
cially develop their products without the threat of litigation from the other."> For
instance, Toyoda Gosei Co. Ltd. of Japan and Sharp Corp. entered into a cross licens-
ing agreement where each company was permitted to “use inventions related to ni-
tride-based LEDs and laser diodes covered by the patents owned by the respective
companies in Japan and in other countries.”*> This deal is expected to ramp up the
research and development efforts and also enable the compar'e: to compete in the
competitive market for LEDs.'>?

A more recent form of leveraging patents is through patent pools. Initially popu-
lar in the consumer electronics industry, patent pools asc also gaining momentum
with universities and in the biotechnology sector.'>? 4 patent pool is a “consortium
of at least two companies agreeing to cross-license patents relating to a particular
technology.”*>* Some patent pools were initialiy found to violate antitrust provisions.
In more recent times, patent pools are considered to “have significant pro-competi-
tive effects and may improve a business’alility to survive this era of rapid technolog-
ical innovation in a global economy”’*?® a: they “may be viewed as clearing blocking
positions, mitigating royalty stackitug, promoting the dissemination of technology,
and fostering innovation by recu«ing the potential for, or efficacy of, hold-ups.”*>®
License revenues may be distsibuted to “contributory patent owners on a per patent
basis (i.e., all patents are ‘reated equally” in determining the basis for sharing
of revenue)."’

TRADEMARK LICENSING—SPECIAL CONCERNS  Companies use trademark licensing as a
tool to develop and maintain a global presence, create a secondary stream of reve-
nue,"® and avoid instances of consumer confusion. Companies effectuate trademark
licensing through various relationships, including through a jointly owned subsidiary
of multiple parent companies in a mutual trademark holding company (MTHC),"*”
through licensing arrangements between the sister companies and between sepa-
rately owned entities.*® In fact, one commentator has observed that “in the absence
of spinning off brands or mergers between the two parties, the only substantial way
to make a dual brand ovvnership161 beneficial is to set up a trademark holding
Company.”162

Unlike copyright and patent licensing, trademark licensing is governed by a
different set of principles. First, trademark licensing assesses (1) whether goodwill
associated was transferred'®® and (2) whether the licensor maintains adequate
quality control.'**

Trademark licensing focuses on the use of the goodwill associated with the

mark(s) in order to generate revenue. Goodwill is the advantage of reputation in
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connection with a business.'®®> When licensing a trademark, it should be borne in

mind that in the United States a “trademark is simply a symbol of goodwill and can-
not be sold or assigned apart from the goodwill it symbolizes’°® and, therefore, can-
not be assigned “in gross.”l67 A trademark can, therefore, be transferred only if
accompanied with the associated goodwill. However, companies should identify
whether goodwill needs to be transferred in other jurisdictions, as not all jurisdictions
abide by this principle.'®®

A licensor must exercise quality control over the licensee’s use of the licensed
mark to avoid loss of its rights in the trademark.'® The notion of quality control
stems from the need to obviate deception on the public.'”” Quality control is main-
tained by ensuring that the nature and quality of goods and services under the li-
censed mark is sufficiently controlled by the licensor so that the consuming public
can expect consistency and predictability of the quality of the goods/services associ-
ated with a mark."”" The presence of a mere right to control the quality is insufficient;
there must be actual control.'"”* As a means to better practice. licensing contracts
should include provisions regarding the licensor’s express right te control the quality
of the licensee’s products since it is the responsibility of the licensor to maintain the
quality associated with its mark.'”® However, the lack of sucii a contractual provision
regarding the licensor’s right to inspect and supervise iiilicensee’s operations is not
fatal to the question of control.'”* If there is a speci<1 12iationship between the licen-
sor and licensee, a licensor may justifiably rely. on'its licensee for quality control.'”
Where there is a failure to exercise adequate quality control, significant risks to trade-
mark rights may result, including cancell2iioa of the registration under which the
mark is licensed or the inability to enforce a trademark right against a third party.”6
However, it is to be noted that the standards for quality control are not universally
applicable and differ from product i product, and industry to industry.'”” In deter-
mining the adequacy of quality ©ontrol, the facts of each case must be considered.'”®
Generally, a mark may be-deemed abandoned if the license is not properly
policed,'” or through “naked licensing.”'® Naked licensing results when the licen-
sor does not exercise sufficient control over the licensee’s use of the mark, and the
mark no longer is a source identifier or a means of quality assurance.'®!

OTHER RISKS AND ISSUES 1In addition to ensuring the exercise of quality control, to
engage in sound licensing practices in the United States, companies must police the
marketplace to prevent competing uses by the licensees, related entities, or third par-
ties where such uses create a likelihood of confusion, dilution, separation from the
associated goodwill, or the loss of distinctive character of the mark that is being used
or licensed."®

There is a likelihood of consumer confusion in a business relationship where
the companies combine their existing marks into a new composite mark. Joint
owners must take steps to minimize the risk of such consumer confusion by:
(1) setting forth the relationship of the parties to establish their actions in tandem,;
(2) establishing control and supervisory guidelines over the use of the composite
mark; (3) discontinuing use of the composite mark, including its possible use as a
corporate or trade name, upon termination of the business relationship; (4) prohib-
iting the use of any of the elements of the composite marks in a stand-alone fashion
for the duration of the license; (5) requiring licensing and demarcation of
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ownership rights and registration status of individually owned elements whenever
the composite mark is used. %

A trademark can also suffer due to dilution of the mark through blurring or tarn-
ishment."® Dilution by blurring is defined as the “association arising from the simi-
larity between the mark or trade name and a famous mark that impairs the
distinctiveness of the famous mark.”'® Dilution by tarnishment is defined as an
“association arising from the similarity between the mark or trade name and a
famous mark that harms the reputation of the famous mark.”®® When a famous
mark is the basis of the business relationship, dilution by multiple licensees can
occur if the manner in which the mark is used is inconsistent with the equity.'®” For
instance, a licensor uses its trademark on a single good such as cereal, but it’s licen-
sees use the trademark on different goods such as clothing items or sporting goods.
This would result in dilution due to the inconsistent usage by the multiple licensees.

In course of licensing a trademark, companies must include provisions to ensure
that the distinctiveness of the mark is maintained.'® A licensor should not permit the
licensee to use multiple licensed marks on a single product or'scrvice because such
activity results in a loss of distinctiveness of each element."® Consumers will be un-
able to identify the separate and distinct impression, funetior, or purpose associated
with the mark.

Joint Ventures, Mergers and Acquisition

Besides licensing, companies utilize other-mechodologies to create monetarily effi-
cient alliances that help best leverage theis intellectual property assets.

JOINT VENTURES Companies have icing used partnership strategies that offer bene-
fits to the participating organizations. A joint venture (JV) is one such vehicle that
“represents a collaborative'¢fiort between companies—who may or may not be
competitors—to achieve a particular end (e.g., joint research and development, pro-
duction of an individual product, or efficient joint purchasing).”'*® It may encompass
a myriad of business. processes, such as the joint cooperation over “research and
development, manutacturing, distribution, and sales and marketing.”'! Even though
such ventures are often more complex than mergers and acquisitions and “tend to
end earlier than expected,”'?? there are a number of advantages. Companies are
able to “combine . . . the strengths, expertise, technologies, and know-how of
separate [firms] along with [the] sharing of investment costs and risks.”'** A joint ven-
ture may be structured to jointly develop a product from scratch, through research
and development, or even develop upon a product that might have been acquired
by a license agreement. Another typical scenario is where “if the smaller organization
doesn’t have cash, it could give the larger organization a share in future patent reve-
nues, as well as the right to use the patented technologies.”'”* Needless to say, a
multitude of intellectual property such as patentable inventions, software codes, re-
ports, trade secrets, or trademarks are developed through such collaboration. Own-
ership of intellectual property is central to the structural aspects of a joint venture
agreement. Companies may retain ownership of preexisting intellectual property,
allocate ownership to the respective companies, or own it jointly. However, during
such alliances newer intellectual property rights are created based on modified
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business needs, and the terms of the contract between the parties may not address
ownership issues of such newly created intellectual property rights.'” Joint ventures
also suffer from the inherent risk of accessible technology codes. A collaborating
company will have access to the other company’s technology and consequently, the
ability to engineer the product independently. Therefore, joint venture agreements
must be structured carefully and include contractual provisions that address owner-
ship, confidentiality, the rights and terms of transfer, term, territory, and scope.

MERGERS AND ACQUISITIONS196 Companies normally seek to acquire intellectual
property rights that would arm them with the ability to create competitively superior
products and services that have the potential of maximizing revenue. With such intel-
lectual property rights, companies may successfully stifle competition and gain a
significant competitive advantage. Companies often “divest certain intangible assets
for a premium at an opportune time” to “yield significant financial benefit” through
consolidation.'”” The company that acquires another’s intellectual property can ben-
efit through its use for expansion of the business, with an indusiry specific outlook,
or to “simply improve their performance and competitivenes: Pe

In the course of the sale of assets, trademarks and associated goodwill may be
acquired even though the transfer agreement does riccinention the trademark or
other intellectual property rights.'”” However, sich automatic inclusion will not
occur where the agreement is between a parent conipany and a wholly owned sub-
sidiary, unless specifically transferred by way of such agreement.*”

Securitization as Funding for Operations or Purchases®”!

In recent years, intellectual propeity backed securitization has emerged as an alter-
nate method of financing. The vaiue of securitization backed transactions increased
from $380 million in 1997, i5-$1.13 billion in 2000.?°% Intellectual property backed
securitization can generate working capital in a short period of time, and result in
“other than cash beneft:” such as brand management and protection.**?

Such securitization.takes place when the intellectual property “owner transfers
the intellectual property to the investors who, in turn, provide lump sum capital to
the” intellectual property owner “and rely on the expected royalty stream from the
IP to serve as their return.”?** Intellectual property securitization is, therefore, “spec-
ulative” and contemplates a “future flow of revenue” from the intangible assets
because “they are based on ‘rights’ to something that might occur in the future (Gi.e.,
future sales from the brand).”**

Intellectual property such as trademarks, copyrights, and patents may be securi-
tized if these assets demonstrate a “predictable cash flow or even future receivables
that are exclusive.”?*® The most famous case of copyright securitization is the Bowie
Bond. David Bowie raised $55 million in 1997 through the issue of bonds backed by
future royalties from 25 albums that he had recorded prior to 1990.>°” More recently,
in 20006, the Dunkin’ Brands Inc. were securitized to monetize the company’s cash
flow.?”® The securitization deal considered “multiple cash flow streams from three
distinct brands across multiple jurisdictions. The sources of revenue included fran-
chise royalty fees, licensing fees, lease payments, and other valuable cash flows.”*"
Following the financial crisis in 2008, Morgan Stanley launched an intellectual
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property securitization deal for Vertex Pharmaceuticals worth $250 million.*'” This
deal is expected to help “investors get repaid while the drug is still in develop-
ment.”*!" The companies retain their “assets—any upside from other sales and
license agreements, without the need to dilute their equity.”*'* Additionally, because
the securitization was set up with the help of a special purpose vehicle, companies
do not bear the risk in case the drug fails.**?

A relatively new form of IP-backed securitization is brand securitization. A brand
securitization transaction requires either the actual sale of the brand to a third party
or transference of the risks associated with the brand to the third party, while retain-
ing the ownership of the brand title.*!* The purpose of brand securitization may be
either to generate working capital or to ensure other than cash benefits such as effec-
tive brand management.?!” For instance, Sears Holding Corp. (Sears) set a “prece-
dent for companies worldwide” by successfully engaging in one of the biggest brand
securitization deals.?'® It securitized its core organic brands such as Kenmore, Crafts-
man, and Die Hard, to one of its wholly owned subsidiaries in Rermuda for “other
than cash benefits” such as brand protection, brand management tiexibility, and tax
and cash benefits. Through such a strategic move, Sears ensured that its securitized
core brands were safeguarded in the event Sears itself was subject to any bankruptcy
proceedings.*"’

Intellectual property securitization is not a highiy utilized tool for generating
revenue, as “securitization of assets takes a lot Of time and energy, and can be an
expensive process. Therefore, intellectual propeity securitization is not very efficient
as an acquisition financing tool, however,-iv.can be as a long-term financing tool [if
it achieves a lower cost of capital].”*'®

Tax Considerations>"’

Intellectual property is a taiable asset simply because it is the “primary fuel of the
U.S. economic regime >

In developing intercompany structures for the ownership, development, and
management of intellectual property, companies must consider taxation issues that
will affect intercompany transfers**! or cost-sharing arrangements.*** Through cost
sharing arrangements, companies elect to bear the costs and risks in exchange for a
specified interest in the intangible property, and are able to defer indefinitely their
related U.S. taxes.”* For instance, in 2009 Maxim Integrated Products, one of the
most profitable companies in the semiconductor industry, reported revenue of
$1.646 billion.?** To facilitate utilization of its intellectual property by foreign subsidi-
aries, Maxim Integrated adopted a buy-in and cost sharing arrangement with the
foreign subsidiary that pays the U.S. entity for certain operating expenses. Initially,
“the cost sharing to the U.S. entity is greater than the benefit achieved by the foreign
subsidiary,”** but it is expected that the taxes that will be levied as an expense for
the U.S. entity will eventually be offset by tax savings on the revenue and profit
earned internationally.

Assigning the title in their intangible assets to a wholly owned IPHC, which then
licenses back to its parent the right to use the intellectual pmperty,226 may be another
efficient tax strategy. IPHCs have significant tax benefits. First, corporations have the
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option of setting up IPHCs in the United States without incurring federal taxes under
Section 351(a) of the Internal Revenue Code.?*” The assignment of the title in intel-
lectual property in exchange for controlling stock is not recognized as a transfer of
property for income tax purposes.”*® However, the Internal Revenue Code does re-
quire that the operating company acquire at least 80 percent of the stock.?*? Second,
IPHCs are usually set up in states that offer favorable taxation options. The operating
company receives deductions for royalties paid under a license as a business
expense, thereby reducing the company’s income tax liability in its state of opera-
tion. However, taxation of IPHCs is becoming increasingly complex as states have
begun to employ measures that will block this loophole.?" A state is permitted to tax
the operating company if the operating company has a “physical presence” in that
state or receives incomes in exchange for the use of the license.*"

As an alternative, companies may elect to set up organizational arms offshore
to take advantage of the favorable taxation policies. This strategic move helps to
develop new funding mechanisms. For instance, because royalties, a form of intellec-
tual property revenue, “flows to the location where the TP is dwned . . . significant
long-term tax savings can be made from moving IP to a low-tox jurisdiction.”*** Such
international venues may be pure tax havens where there are “no income taxes lev-
ied on local and foreign persons and corporations alix<’” or offer tax-free status to
qualifying persons or corporations by distinguishir: “HSetween the taxation of locals
and that of special categories of offshore perscng. =" Pure tax havens are preferable
to optimally exploit intellectual property due 10 e flexibility they offer.>

By transferring ownership and managenient of the intellectual property to an
offshore entity, a company is able to advaiice its intellectual property exploitation
strategy and raise capital. However, vanaus issues must be considered prior to set-
ting up such a corporation. Besidesthe setup costs, a company must obtain “share-
holder approval” if it is a publiciecmpany, assess the “requirement and availability of
professional offshore manageraent,” consult with U.S. tax counsel on how to “miti-
gate ultimate U.S. taxationr and isolate U.S. income from the worldwide income,” and
also determine the appiorriate timing of initiating such a setup.?*> Companies must
ensure that their IPH s overseas are safeguarded from any bankruptcy proceedings
that may be instituted against the operating company and the insolvency of the
operating company will not affect the IPHC’s revenue.**°

Legal Concerns—Antitrust

Intellectual property laws enable right holders to own and use their intellectual prop-
erty to the exclusion of others. However, the grant of such a right is not absolute. A
system of checks and balances helps keep the exclusionary nature of intellectual
property rights in check. First, the historical basis for creating laws that protect intel-
lectual property rights (i.e., the promotion of knowledge and art>*") helps justify the
grant of such rights. Second, such exclusive rights are also kept in check by antitrust
laws. Although antitrust laws are designed primarily to curb anti-competitiveness and
remedy unfair business practices, these laws also limit the exclusivity associated with
intellectual property rights by scrutinizing the operations of companies to determine
whether the ownership or use of such rights violates the spirit of productive
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competition. A recent effort to curb anti-competitiveness by the Federal Trade Com-
mission (FTC) is evinced by its complaint against Intel Corp. (Intel) which alleges
that Intel adopted anti-competitive measures in order to capture, maintain, and ma-
nipulate the market for Central Processing Units (CPUs) and Graphic Processing
Units.**® This action in the United States follows closely in the footsteps of the large
fines levied in Europe and Korea against Intel for bullying “computer makers into
buying all, or nearly all, of their [Intel’s] CPUs . . . or risk losing potentially billions of
dollars in rebates.”**

It is evident that today’s market has expanded through globalization, and as a
consequence, many countries are harmonizing their legal norms to promote inter-
national business relations. Parallels may be drawn between the antitrust laws of
the United States and the European Union. In the United States, the relevant anti-
trust laws are found in Section 7 of the Clayton Act, Sections 1 and 2 of the Sherman
Act, and Section 5 of the Federal Trade Commission Act.?*° The Clayton Act pro-
scribes anti-competitive mergers.>*! Sections 1 and 2 of the Sherman Act are sup-
plementary provisions wherein Section 1%%2 sets the prohibito:y tone by identifying
the specific anti-competitive conduct, and Section 2*** perains to specific results
that are anti-competitive in nature. The Federal Trade Cotiimission Act proscribes
“unfair methods of competition.”*** Additionally, the ieit-Scott-Rodino Anti-Trust
Improvements Act of 1976%* subjects larger transactions to pre-merger notification
and reporting requirements. In the European Union, Article 81 of the European
Community Treaty (ECT) prohibits “cartels and other concerted practices that dis-
tort competition” and “is roughly comparaale to Section 1 of the Sherman Act.210
Article 82 of the ECT addresses “abuse oi"dominant position” similar to Section 2 of
the Sherman Act.

However, despite this seeming uniformity in the spirit of the laws of the United
States and the European Union; companies should recognize that significant differ-
ences exist between the approaches employed by the two legal systems. Generally
speaking, if business is being conducted outside of the United States, any differences
in the respective countries antitrust laws must also be considered. Returning to the
example of the antitiuist laws in the United States and the European Union, compa-
nies in the United States have learned the hard way that the European Union has a
different approach to antitrust laws as compared to the United States.>*” The United
States focuses on identifying anti-competitiveness that might result from horizontal
relationships rather than vertical ones and is, therefore, pro-competitive.?*® The
European Union is structured to protect competitors. As a consequence, a merger
between two large entities might pass the muster in the United States, but fail in the
European Union.**

Conclusion

The management of intellectual property has become more complex and sophisti-
cated with the spread of the global economy and the shifting sands of business mar-
kets and company strategies. Intellectual property rights have evolved from being
almost exclusively tools of defensive corporate strategies to being avenues of signifi-
cant revenue generation and market penetration. However, with this recognition,
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corporations often have had to reevaluate and restructure their approach in develop-
ing and leveraging intellectual property rights. Structural and management decisions,
as discussed in this chapter, are most successful when based on the particular needs,
philosophy, and concerns of the company, which often evolve as the company or
industry grows or changes. Management and ownership of intellectual property
rights are critical to ensuring that companies are properly positioned to be able to
successfully execute their business strategies.
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