


involved, assessment of the strength of

the patent and the scope of its claims.

Patents protecting unused technology

are a prime example of unutilized assets.

Failure to license such unused

intellectual property and produce an

income stream may be waste of corporate

assets, which may expose officers and

directors to liability.  

Novel technology represents a valuable

asset.  A patent excluding others from

practicing this innovation increases

significantly the value of the underlying

technology.  Thus, failure to aggressively

patent the results of corporate R&D, like

failure to insure valuable plant and

equipment, may be deemed mismanage-

ment.  Most U.S. companies face a

dilemma of whether or not to obtain

foreign patents or trademarks, in addition

to their U.S. rights, and in which

countr U.Sto seek such protection.  Fear



whether filing an action for DeclaratoryJudgment is justified.
Expiration dates of important patents,

which may adversely affect the company’s
market share, should be communicated
to the shareholders.  Such disclosures
may need to be made in press releases, in
annual and quarterly financial statements
and in the Management Discussion and
Analysis section of registered financial
statements filed with the Securities and
Exchange Commission (SEC).   Failure
to accurately and timely report
information relevant to corporate IP to
the shareholders, in the initial prospectus
as well as in quarterly and annual reports,
may result in their ill-advised decision
making and subsequent losses, prompting
them to seek relief in a class-action suit
against the officers and directors.STANDARD OF RESPONSIBILITYFOR PORTFOLIO MANAGEMENTWaste through not (or under-)

exploiting corporate IP assets need not
involve any wrongdoing or evil intent,
which may invoke criminal liability.  It
may be merely negligent; a proverbial sin
of omission.  Negligent waste may be
established by a showing that no person
of ordinary sound business judgment
would say that a fair benefit had been
derived from the challenged transaction.
In this regard, it must be borne in mind
that intellectual property is almost 
always a “wasting asset” – patents expire,
technology becomes obsolete.  Thus,
waste may result from any or all of:
inadequacy of retursc-0.the license or
sale of the intellectual property, failure to
utilize the intellectual property, undue
narrowness of its utilization, or undue

utilization delay.
While there is no relevant case law

specifically dealing with mismanagement
of corporate IP assets, there is no reason
to believe that the standards the courts
will apply for director’s and officer-



securities issuer is a violation of §10(b) of

the Securities Exchange Act of 1934. So is

presentation of values for IP assets that

are based on invalid data or techniques.

Other caveats:

• The courts often hold that failure to

determine actual value, as opposed to

book value, of a corporation engaged

in a merger is a breach of care.  IP

assets are a major factor contributing

to the discrepancy between actual and

book value.

• Officers and directors may also be

liable to corporate creditors for losses

suffered as a result of mismanagement.

If the corporation is in reorganization

or liquidation, such an action may be

brought by the corporation’s trustees

or receivers.  

• A director of a holding company may 

be liable to that company for the

diminished value of its shares resulting

from his waste of a subsidiary’s IP assets,

even though he might also be liable to

the subsidiary for the same acts.

DELEGATION OF RESPONSIBILITY

While management of the IP portfolio

may be delegated, such delegation must

comply with certain requirements to

satisfy the duty of care.  A director may

not delegate to non-directors the

responsibility for activities that are

outside the ordinary course of business.

Fumply wihermore, the director should, despite

any delegation, remain informed about

the general goings-on of the delegated

functions and use of resources.  He is

chargeable with knowledge that he would

have possessed had he diligently

discharged his functions.  


