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INTELLECTUAL PROPERTY: 
DO BOARDS KNOW THE 
RISKS?
The intellectual property landscape is changing. A spate of litigation 
and legal rulings has put the spotlight on intellectual property 
risk. And for many directors, officers and risk managers, it’s the 
first time they’re considering the value and vulnerability of their 
intellectual property portfolio. The smartest leadership teams are 
trying to understand the future impact of recent changes to the legal 
framework. 

To see into the future, it’s essential to understand the past. The 2014 
Supreme Court ruling in the Alice Corp vs. CLS Bank Intl. case played 
a key role in shaping the current environment. While judges struck 
down what many perceived to be a poor patent, they did not define a 
good one. The result is a lot of confusion over what represents a valid 
software patent. Because the Court described software functions in 
this case as an “abstract idea,” many existing business method patents 
may lose value. 

Alice Corp vs. CLS Bank Intl. occurs in a context where, according 
to PWC, the number of patent cases filed has increased at an overall 
compound annual growth rate of 24% since 2009. The growth is 
attributed in part to the number of non-practicing entities (NPEs), 
often referred to in the media as patent trolls. 

In response to the growth in cases in 2012 the U.S. government 
established the Patents Trial and Appeal Board, also known as PTAB, 
as part of the America Invents Act. Essentially PTAB seeks to be a 
faster and more cost-effective than a Federal Court for those pursuing 
a patent challenge. But not everyone is satisfied with their rulings, 
particularly in relation to software patents.  

 
WHAT DOES THIS MEAN FOR BOARDS?
For boards, the shifting landscape poses a number of risks – but 
there are two key challenges on the horizon. The first is the proper 
management of an intellectual property portfolio. Historically boards 
have prioritized what can be counted, over and above intangible 
assets, such as patents and trademarks. Many boards lack the expertise 
to implement robust systems for managing intellectual property risk. 
Without the knowledge and experience to make decisions, directors and 
officers may find themselves vulnerable to litigation from shareholders 
in the event that they mismanage a company’s intellectual property. 
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The second potential risk is the devaluation of elements 
of a patent portfolio and the threat of activist hedge 
funds trying to invalidate patents to devalue stock. This 
is something we are already seeing in the pharmaceutical 
industry and some experts predict it will soon affect big 
players in the technology field too. The example most 
commentators point to is Kyle Bass, whose firm Hayman 
Capital Management has filed a number of petitions, 
including one challenging a patent belonging to the 
biotech company Acorda Therapeutics. In response to his 
challenge, Acorda Therapeutics’ stock fell almost 10 per 
cent earlier this year. 

HOW DO BOARDS MEET THE CHALLENGE?
Benjamin Franklin had it right when he said: By failing to 
prepare, you are preparing to fail. 

This is certainly true for intellectual property risk. 
Boards and risk managers need to lay the groundwork 
now to prevent a catastrophe later on. The first step is to 
understand what your patent portfolio looks like and its 
value. Do you have any high priority patents? Have they 
had an expert valuation?

The second step is to understand your competitors’ 
portfolios and how they might challenge your products. 
When businesses have early warning systems in place that 
alert them to vulnerable patents, they can act proactively 
rather than be stuck with a string of nasty surprises. 
                      
Finally, insurers can also provide cover to directors and officers 
concerned about their own liability in the event of litigation.

The good news is that boards don’t need to prepare for 
managing the challenges of intellectual property alone. 
Despite a shifting landscape, businesses now have access 
to a wealth of expertise and data relative to patents. 
The best in the field are combining their knowledge of 
intellectual property with high-quality data to deliver 
organizations a comprehensive view of their patent 
portfolio, including any losses that may result from the 
Alice ruling. Early warning systems can also be put in 
place to alert businesses to vulnerabilities and potential 
threats, whether from competitors, hedge funds or NPEs. 

Those that take advantage of these sophisticated tools 
and manage their intellectual property responsibly can 
peer over the horizon and see what’s coming. 
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The observations, comments and suggestions we have 
made in this publication are advisory and are not 
intended nor should they be taken as legal advice. Please 
contact your own legal adviser for an analysis of your 
specific facts and circumstances.
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