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Utilising freedom to operate studies

One way to gain insight into the risk of possible patent
infringement is for diligence counsel to conduct
freedom to operate (FTO) studies. There are several
steps to a FTO analysis. First, it is crucial to have a
thorough comprehension of how the target’s key
products operate. This can be achieved by carefully
reviewing the technical specifications of the products
and interviewing technical personnel to identify those
features of the products that are driving the target’s
revenue. Next, a search of U.S. and/or foreign patent
databases can be conducted or commissioned. The
aim of a patent database search is to identify those live
and enforceable patents that have claims that could
potentially be asserted against the target’s products.
Once the searches have been completed, carefully
review the patents disclosed to determine whether
there are patents that pose an infringement risk (i.e.,
there is at least one patent claim where each element is
found in the target’s products). Then, rank the patents
based on how much of a risk each patent poses, taking
into consideration many factors, such as:

. Who owns the patent?

. Is the patent owner a direct competitor of the
target company?

. Is the patent owner a large or small company?

. How litigious is the patent owner?

. Has the patent been asserted in litigation against
any third parties?

. Do companies in the target company’s industry

often litigate patent disputes?
. Is the patent likely to survive patentability

challenges?

. Has the validity of the patent been challenged in
court or the USPTO?

. How long have the target company’s products

been in the marketplace?

For the most problematic patents, after taking all

of the various factors into consideration, diligence
counsel should reach an educated conclusion as to:
(i) the likelihood that the patent owners would assert
their patents against the target company; and (i) the
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strength of the target company’s defences to any
patent infringement claims asserted.

Analysing pending litigation

In some situations, the target company is already a
party to patent litigation. When the target company is
a defendant in a pending litigation, diligence counsel
has additional information available to aid in an
evaluation of the merits of the lawsuit. At a minimum,
diligence counsel should carefully review:

. Court pleadings and related documents;
. The asserted patents and their file histories;
. Technical documents relating to the target

company’s products;
. The litigation history of the asserted patents;
. Chain of title documents; and
. Information about the judge assigned to the
case including prior decisions in similar cases.

Based on a review of the foregoing documents
and information, diligence counsel can make
determinations with respect to possible adverse
outcomes, the strength of the patent claims, and
possible defences.

Evaluating the likelihood of injunctive relief

Separately, diligence counsel should ascertain whether
there any basis for entry of a preliminary injunction.
While preliminary injunctions are not commonplace

in patent cases, in certain cases they may be granted.
Among the data points to take into account are: (i)
how long the target company’s products have been in
the market; (i) potential harm to the patent owner as
aresult of the sale of the target company’s products;
(i) whether the target company has acted in bad faith;
(iv) the judge’s track record for granting preliminary
injunctive relief; and (v) whether the patent owner
and/or its counsel have taken aggressive positions

in patent cases in the past. Balancing each piece of
information, diligence counsel should be able to reach
a conclusion as to whether a preliminary injunction is a
likely result in that particular case.
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Considering the implications of past litigation

In addition, it is important for diligence counsel to
understand how any prior IP dispute was resolved.
If target was involved in a prior IP dispute and there
was a settlement, settlement documents should be
scrutinised to determine what obligations survive
and may have an impact on future business plans.
For example, a settlement may include a cross-
license to particular technology in a specific field or
geographic area.

Conclusion

Whether the litigation risk is identified through a FTO
review, or based on pending or past patent litigation,
itis highly recommended that diligence counsel speak
with the target company’s IP counsel and enquire
about the nature of the claims, the company’s position
with respect to the litigation risk, and the strength

of its defences. Based on information learned during
that conversation in combination with a review of

the relevant litigation documents, diligence counsel
should be able to provide an informed opinion of the
IP litigation risks inherent in the proposed transaction.
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