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Introduction

In a blow to Stanford University, the U.S. Supreme Court in 
Board of Trustees of the Leland Stanford Junior University v. 
Roche Molecular Systems, Inc. held that the Bayh-Dole Act does 
not “automatically vest title to federally funded inventions in 
federal contractors.”1 Consequently, Roche Molecular Systems 
was determined to be a co-owner of Stanford technology and 

could not be sued for patent infringement. The decision serves 
as a warning to any company seeking to license in or purchase 
intellectual property assets to conduct a thorough investigation 
to confirm that ownership of the assets in question is fully vested 
in the party seeking to convey the rights. To do otherwise is to 
risk paying too much for an asset with a cloud over its title.

This is seen as a no-brainer when one is approached by an 
individual offering to sell the Brooklyn Bridge. But the caution 
applies as well to transactions loaded with Nobel Prize level 
technology and assets that include intellectual property rights 
to the technology. Legal principles taught in first year law school 
property courses must not be overlooked. Without a thorough 
due diligence investigation, one can end up paying too much for 
an impaired asset or, like Stanford, find out that your intended 
customer is a co-owner of your property.

Intellectual Property Transactions

Intellectual property is still property. Assignments of title are 
recorded in the U.S. Patent and Trademark Office the same way 
and for the same reason deeds to real property are recorded at 
the county seat: to cut off the rights of subsequent good faith 
purchasers for value.

In Stanford, Cetus, a small California research company involved 
in developing methods for blood-borne levels of human 
immunodeficiency virus (HIV), began collaborating with scientists 
at Stanford University’s Department of Infectious Diseases to test 
the efficacy of new AIDS drugs. In 1988, around the same time 
this collaboration started, Dr. Mark Holodniy joined Stanford’s 
department as a research fellow. Upon joining Stanford, Dr. 
Holodniy signed an agreement stating that he “agree[d] to assign” 
to Stanford his “right, title and interest in” inventions relating 
to his employment at Stanford. In other words, he signed an 
agreement to deed over his intellectual property rights. At this 
point, he did not actually deed over his rights to Stanford. 
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While Dr. Holodniy attempted to develop improved methods for 
quantifying HIV levels in patient blood samples, his supervisor 
arranged for him to conduct research at Cetus to obtain a better 
understanding of the technology behind the existing method. 
Prior to conducting research at Cetus, Dr. Holodniy signed a 
Visitor’s Confidentiality Agreement (“VCA”) that stated that he 
“will assign and do[es] hereby assign” to Cetus his “right, title 
and interest in each of the ideas, inventions and improvements” 
made “as a consequence of [his] access” to Cetus. This served as 
an actual transfer of property rights that occurred prior to any 
assignment of property rights to Stanford.

In 1991, Roche Molecular Systems, Inc. acquired Cetus’s PCR-
related assets, including those obtained through agreements 
signed by Dr. Holodniy. Roche subsequently used these assets to 
develop and commercialize HIV test kits that are used worldwide. 

In 2005, Stanford claimed that these test kits infringed patents 
Stanford held on Dr, Holodniy’s work. In response, Roche argued 
that it was co-owner of the patents because of Dr. Holodniy’s 
assignment of rights to Cetus. In other words, Roche asserted it 
could not be sued for trespassing on property it owned. 

The bottom line is that contract law and the remedies available 
for breaching agreements applied to the conduct resulting in 
property ownership vesting in Cetus rather than Stanford. While 
Dr. Holodniy may have to answer to Stanford in a court of law 
for failing to abide by the invention assignment provisions of his 
employment agreement, the law does not go so far as to require 
Roche to return property lawfully acquired by its predecessor.

The effects of this holding illustrate the importance of conducting 
due diligence investigations in corporate transactions involving 
intellectual property. One must be hyper aware of intellectual 
property ownership issues, especially when the intellectual 
property is key to the value of the deal. While worst case 
scenarios rarely arise that result in cancellation of a transaction, 
due diligence investigations often uncover issues that lead to 
recalculation of the value of a transaction. 

Elements of a Due Diligence Investigation

With Stanford bringing an overlooked due diligence issue to 
the forefront, it is important to review the different aspects of 
due diligence in corporate transactions involving intellectual 
property ownership. 

The first step in any due diligence is to establish the relevant 
intellectual property portfolio. This involves determining all 
of the relevant patents and published applications a client is 
trying to acquire or license from the target entity and learning 
everything there is to know about the portfolio. Second, after 
determining the intellectual property portfolio, all other patents 
and published applications owned by third parties that are 
related to the technology of the portfolio must be identified. 
Anyone looking to acquire HIV test kit patent rights from Stanford 
should uncover Cetus patents listing a Stanford professor as a 
co-inventor.

Determination of the intellectual property portfolio starts 
with the simple step of asking the entity that owns the target 
technology (“target entity”) for information and obtaining from 
the target entity a list and copies of all issued patents, pending 
applications and applications drafted, or in preparation but not 
yet filed, that are directed to the target technology. Because of the 
increased globalization of patented technology, this list will likely 
include patents and applications, granted and filed respectively, 
in the United States as well as jurisdictions across the world. 
While the target entity will most likely comply with requests for 
this information, it may be beneficial to perform an independent 
search using a patent database such as the Micropatent® database 
to ensure that all patents and published applications owned by 
the target entity have been disclosed.

In addition to acquiring copies of the patents and applications, 
the file histories of all the identified issued patents and pending 
applications directed to the targeted technology should be 
obtained, including the file histories for any applications to 
which any issued patent or pending application claims priority. 

Once the patents and published applications of the intellectual 
property portfolio and their file histories are ascertained, it is 
time to take out the magnifying lens and the fine-toothed comb 
and inspect the file histories to protect against any unwanted 
surprises that may affect the strength of the portfolio. After 
the holding in Stanford, extra care must be taken in confirming 
that inventorship determinations have been made for all of the 
patents and applications. This includes those patents concerning 
the relevant technology that have been licensed by the targeted 
entity. Accordingly, the target entity should be asked to provide 
any reports addressing inventorship determination. 

Any outstanding issues concerning inventorship must be 
identified and addressed, as this affects intellectual property 
validity and ownership. This includes information concerning 
any allegations or letters indicating that any person is making 
a claim of inventorship to any of the target entity’s intellectual 
property, or to any of the intellectual property to which the target 
entity is a licensee, related to the targeted technology. 

The omission of an inventor can lead to invalidation of the patent 
from which the inventor is omitted. The omitted inventor is 
also free to convey his rights to the highest bidder, which can 
significantly impact transactional costs to remedy.

Related, there must be confirmation that all intellectual property 
concerning the targeted technology has been properly assigned to 
the target entity or to the licensor of any intellectual property to 
which the target entity is a licensee, including proprietary know-
how and the right to file foreign applications asserting priority 
rights under the Paris Convention and that such assignments have 
been filed with the respective U.S. and foreign patent offices. This 
is akin to a title search of real property for liens, easements and 
anything else that would impair the ability to convey a clear title. 

This includes a search for liens filed against the intellectual 
property and a determination of whether the intellectual 
property has been pledged to secure a debt. Additionally, any and 
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all rights that other parties may have to the intellectual property 
portfolio must be identified. This includes identifying all license 
agreements that the target entity has with third parties that relate 
to the target technology, as well as any settlement agreements 
and manufacturing agreements that relate to the technology. 
This also includes examining any employment agreements that 
were in place for each of the inventors named on all such patents 
and patent applications, ensuring that the agreements provide 
for proper assignments, and, unlike the agreement in Stanford 
signed by Dr. Holodniy prior to beginning his research at the 
University, ensuring that such agreements have been enforced. 
If assignments do exist, make sure to acquire copies of them.

Any involvement of the target entity in any litigation that concerns 
the targeted technology must be determined. This includes 
both patent infringement cases before a federal court or an 
interference proceeding before the United States Patent and 
Trademark Office. All documents relevant to any such litigation 
or interference must be obtained to fully understand the issues 
of the litigation and how it may affect acquisition or licensing 
of the targeted technology. Continuing the analogy, this is akin 
to determining whether any disputes exist over the location of 
property boundaries.

In a similar vein, any and all correspondence in the possession 
of the target entity should be requested concerning threatened 
litigation, cease-and-desist letters and intellectual property license 
offers from any third party related to the targeted technology. 
This is to safeguard against the possibility of buying a lawsuit.

Finally, sufficient time should be allocated in advance of closing to 
conduct a thorough due diligence investigation. Little meaningful 
information can be uncovered by an investigation initiated a few 
days before closing.

Conclusion

While important, the holding in Stanford did not change the 
basic procedure for undertaking a successful due diligence in 
corporate transactions involving intellectual property ownership. 
Like transactions involving real property, the doctrine of caveat 
emptor applies; and a thorough investigation must be performed 
to verify that the other party to the transaction has clear title to 
convey. While failing to do so may not result in the acquisition 
of a high-tech Brooklyn Bridge, the result is often payment of 
too steep a price for a property asset with an impaired title. The 
reward for vigilance is knowledge that a fair price was applied to a 
transaction reflecting any loss of value resulting from intellectual 
property title defects.
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1 Board of Trustees of the Leland Stanford Junior University v. Roche 
Molecular Systems, Inc., 563 U.S. ___, 98 U.S.P.Q.2d 1761 (2011).
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