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M&A Primer




What is “M&A”?
 Negotiated mergers and acquisitions
 Unsolicited takeovers
 Joint ventures and strategic alliances
 Dispositions and spin-offs
Who engages in M&A?
 Public companies
 Private companies
 Private equity funds, hedge funds, and other types of investors
 Individuals and families
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Transaction Structures




Common transaction structures
 Stock purchase
 Asset purchase
 Merger
Numerous considerations underlying transaction structures
 Commercial
 Legal/tax
 Third party/corporate consents
 Timing
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Anti-Assignment Provision
No Assignment. Licensee shall not assign any of its rights under this
Agreement, except with the prior written consent of Licensor. All
assignments of rights are prohibited under this section, whether they are
voluntary or involuntary, by merger, consolidation, dissolution, operation
of law, or any other manner. For purposes of this Section, (i) a “change of
control” is deemed an assignment of rights; and (ii) “merger” refers to any
merger in which Licensee participates, regardless of whether it is the
surviving or disappearing corporation.
(adapted from Negotiating and Drafting Contract Boilerplate, Tina Stark, ed.)
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Change of Control
“Change of Control” means (a) a merger, reorganization, arrangement, share exchange,
consolidation, private purchase, business combination, recapitalization or other transaction
involving Licensee as a result of which (i) the stockholders or owners of Licensee immediately
preceding such transaction would hold less than 50% of the outstanding shares of, or less than
50% of the outstanding voting power of, the ultimate company resulting from such transaction
immediately after consummation thereof; or (ii) any Person or group would hold 50% or more of the
outstanding shares or voting power of the ultimate company resulting from such transaction
immediately after the consummation thereof; (b) the direct or indirect acquisition by any Person or
group of beneficial ownership, or the right to acquire beneficial ownership, or formation of any
group which beneficially owns or has the right to acquire beneficial ownership, of more than 50% of
either the outstanding voting power or the outstanding shares of Licensee, in each case on a fully
diluted basis; (c) purchase or license by Licensee of any part, division or asset of a company that
is directly competitive with any Licensed Product; or (d) the adoption of a plan relating to the
liquidation or dissolution of Licensee.
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Stock Purchase: Form of Transaction
Shareholders

shares

Buyer

Buyer

$

shares

shares

Target



Target

Shareholders sell shares of target to Buyer in return for
consideration
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Asset Purchase: Form of Transaction
Seller

assets

Buyer

Buyer

$

Assets

Assets

Seller sells certain of its assets to Buyer in return for
consideration
 Asset purchases, by definition, constitute an assignment
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Reverse Subsidiary Merger: Form of Transaction
B Shareholders

B

merger

A Shareholders

A Shareholders

A

A

A sub

B

Company A creates a subsidiary which merges into Company
B, with Company B as the survivor
 Even though Company B survives, the shareholders of
Company B receive consideration specified in the Merger
Agreement: Company A stock (potentially tax free), cash,
combination, or other
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Rule for Commercial Contracts
Under U.S. law, the general rule is that contracts and contract
rights are freely assignable
 Major exceptions include:


Contracts with anti-assignment provisions
 Assignments that violate public policy or law
 Assignments of performance that personal in nature
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General Considerations for Licensor Assignment


Assignability of IP Licenses by Licensor
 Where an IP license is silent on assignability by the licensor, the

licensor can generally assign its rights
 But, if the licensor is performing unique services, a licensee can
argue the license is not assignable under general contract law
principles
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General Considerations for Licensee Assignment


Assignability of IP Licenses by Licensee
 Most courts have held that where an IP license is silent on

assignability by the licensee, the licensee may not assign its rights
 Unlike ordinary commercial contracts, which favor free alienability,
public policy dictates that IP licenses be treated differently
 Licensors choose licensees for particular reasons (e.g.,
commercialization; to produce or sustain certain quality levels)
 Competitors
 Similarity to personal service contracts

15

General Rules for Specific Types of Licenses








Patent Licenses
 Non-exclusive: not assignable
 Exclusive: generally non-assignable (notable exception in California)
Copyright Licenses
 Non-exclusive: not assignable
 Exclusive: generally non-assignable (notable exception in California)
Trademark License
 Non-exclusive: not assignable
 Exclusive: generally non-assignable (older caselaw suggests assignability in certain
circumstances)
Trade Secrets
 State law
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Stock Purchase: Treatment of IP Licenses


“Where an acquiror purchases the stock of a corporation, that
purchase does not, in and of itself, constitute an ‘assignment’
to the acquiror of any contractual rights or obligations of the
corporation whose stock is sold. Delaware corporations may
lawfully acquire the securities of other corporations, and a
purchase or change of ownership of such securities (again,
without more) is not regarded as assigning or delegating the
contractual rights or duties of the corporation whose securities
are purchased.” Baxter Pharmaceutical Products, Inc. v. ESI
Lederle Inc. (1999 Del. Ch. Lexis 47)
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Reverse Subsidiary Merger:
Meso Scale Diagnostics v. Roche Diagnostics (2011)
BioVeris granted Meso Scale Technologies (“MST”) a broad
license to use ECL technology.
 BioVeris granted Roche a limited license to use ECL technology.
 BioVeris, Roche and MST entered into a consent agreement that
included a non-assignment provision to protect MST’s interests.
 “Neither this Agreement nor any of the rights, interests or
obligations under this Agreement shall be assigned, in whole or
in part, by operation of law or otherwise by any of the parties
without the prior written consent of the other parties.”
 Roche then acquired BioVeris through a reverse subsidiary
merger.
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Reverse Subsidiary Merger:
Meso Scale Diagnostics v. Roche Diagnostics (2011)


MST Argument:
 Delaware law: merger is assignment by operation of law.
 SQL Sol’ns v. Oracle*: RSM is assignment by operation of law.
 RSM acquisition of company holding non-assignable copyright license.



Roche Argument:
 Delaware law cited by MST addresses only FSMs, not RSMs.
 RSM is similar to a stock purchase: change in ownership, not an

assignment.
* 1991 U.S. Dist. LEXIS 21097 (N.D. Cal. Dec. 18, 1991)
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Reverse Subsidiary Merger:
Meso Scale Diagnostics v. Roche Diagnostics (2011)


Court denied Roche’s motion to dismiss.
 Neither party’s interpretation is unreasonable.
 SQL case is unreported, not binding authority, and is based

on questionable reasoning.
 Even if RSM is generally not an assignment, in this case,
taking complaint allegations as true for purposes of motion to
dismiss, there was more than “a mere change of ownership”
because Roche discontinued BioVeris’s operations.
 Practitioners subsequently looked at specifics of case – not simply
at result – and largely disregarded the potential impact
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Reverse Subsidiary Merger:
Meso Scale Diagnostics v. Roche Diagnostics (2013)


In 2013, the Court granted Roche’s motion for summary
judgment.*
 Roche’s interpretation of the non-assignment clause held more

reasonable in light of the facts presented.
 The Delaware General Corporation Law supports Roche’s position
that RSM generally is not an assignment by operation of law or
otherwise.
 “Delaware courts have refused to hold that mere change in the legal ownership

of a business results in an assignment by operation of law.”
*Meso Scale Diagnostics v. Roche Diagnostics, 62 A.3d 62 (Del. Ch. 2013)
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Reverse Subsidiary Merger:
Understanding SQL Solutions
In 1987, D&N Systems licensed software from Oracle. In
1990, D&N (renamed SQL Solutions) became a subsidiary of
Sybase, an Oracle competitor, as a result of a RSM. Oracle
contended that SQL violated the license agreement’s antiassignment provision.
 Court held that RSM constituted a transfer by operation of law
and that under Federal law, a copyright license cannot be
transferred without the licensor’s consent
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Reverse Subsidiary Merger:
Understanding SQL Solutions
Whether a RSM is a transfer by operation of law remains
undecided under California state law
 Other California federal district courts have rejected SQL
Solutions, analogizing to California state law on stock sales,
noting that “there could be no contention that the corporation’s
licenses would be extinguished as a matter of law, since the
two contracting parties were still extant and in privity.”*


*Florey Inst. of Neuroscience & Mental Health v. Kleiner Perkins Caufield & Byers, 2013 U.S.
Dist. LEXIS 138904 (N.D. Cal. Sept. 26, 2013)
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Reverse Subsidiary Merger:
Analysis by Other Courts


DBA Distribution Services v. All Source Freight*
 District court held that under New Jersey merger statute,
RSM assigns a contract (agreement to be exclusive sales
agent) by operation of law.
 Case of first impression in New Jersey; court expressly
followed SQL.

*2012 U.S. Dist. LEXIS 33697 (D.N.J. Mar. 13, 2012).
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Forward Subsidiary Merger: Form of Transaction
B Shareholders

B


merger

A Shareholders

A

A

A

A sub

A Sub

Same as reverse subsidiary merger, except that the new
subsidiary would be designated as the survivor
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Forward Subsidiary Merger: Treatment of IP Licenses
IP licenses likely treated differently than other agreements in
a forward merger
 Whereas a forward merger might not trigger an antiassignment provision because agreements vest in surviving
corporation by operation of state law, “in the context of a
patent or trademark license, a transfer occurs any time an
entity other than the one to which the license was expressly
granted gains possession of the license.”*


*Cincom Systems Inc. v. Novelis Corp., 581 F.3d 431 (6th Cir. 2009)
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Other Considerations: Trubowitch Test
Some courts will look at end result: “if an assignment results merely
from a change in the legal form of ownership of a business, its validity
depends upon whether it affects the interests of the parties protected by
the nonassignability of the contract.”*
 Thus, one court rejected the argument that a covenant not to sue was
not assignable in an asset sale: “we do not believe [the rule that patent
licenses are not assignable absent consent] controls when the
assignment results from a transformation of the legal form of the
assignee.”**


*Trubowitch v. Riverbank Canning Co., 30 Cal. 2d 335, 182 P.2d 182 (Cal. 1947)
**Syenergy Methods, Inc. v. Kelly Energy Systems, Inc., 695 F. Supp. 1362 (D.R.I. 1988)
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Summary of Effect of M&A Transaction on IP Licenses

Transaction

Assignment?

Change of Control?

Asset Sale

Yes

N/A

Forward Merger

Likely yes

Yes

(by operation of law)

Reverse Merger

Likely not

Yes

Stock Sale

No

Yes
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Basic Questions
• The primary question to ask is: How would the other party’s assignment
of its rights and obligations under the contract impact you?
• Is assignment a concern?
– Is your counterparty uniquely suited to comply with its obligations?
– Or could a substitute party perform just as well?
– If assignment is okay, do you still want notice that it was assigned?

• How will you limit assignability?
–
–
–
–

Completely prohibit it?
Only with consent?
Only under certain circumstances?
Should the assigning party remain on the hook if the assignee fails to comply
with its obligations under the agreement?
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Assignment / Change of Control
OPTIONS
Freedom to Assign
(No Limitation on Assignment)
No Assignment…with Certain Enumerated
Carveouts
No Assignment without Consent
No Assignment under any Circumstances
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Presumption of Assignability
• The presumption in any contract is that rights may be
assigned and obligations may be assumed, unless the
contract specifically states otherwise.
• Generally, if parties desire any constraint on assignability,
the contract must include express terms to that effect.
• Practice Tip -- Every contract should include an assignment
provision, even if the parties want free assignability. This
reduces/eliminates confusion or misinterpretation.
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Consent
• It’s a two-way street – if you ask for a consent right, your counterparty will ask for the same.
– Consider whether notice, rather than consent, would be sufficient.
• What does consent look like?
– Written or oral?
– Does it have to be given in a specific period of time?
– Does the consenting party have to be reasonable in giving its
consent?
• What if consent is withheld?
– Does the consent requirement offer the counterparty the
opportunity to extract concessions in exchange for its consent?
34

Standard for Consent?
• Parties often ask that consent “not be unreasonably withheld,
delayed or conditioned”
– These qualifiers may provide some satisfaction during
negotiations, but consider whether they have real value.
• If there is a dispute, would you incur litigation costs for a
court to determine whether consent was “unreasonably”
withheld, delayed or conditioned?
• BUT, language drives conduct!
• Alternative is: “consent may be withheld in the party’s sole and
absolute discretion and for any reason or for no reason.”
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Typical Carve-outs
• To an affiliate
• In connection with a change of control
• To an acquirer of all or substantially all of the assets of the
company
– Alternative: all of the assets of the business unit performing under the
contract

• To an established entity with sufficient financial ability to perform
• To anyone other than a list of competitors
• Only if the underlying assets and IP, etc. that is needed to perform
is assigned
• Okay if the assignor remains on-the-hook for contract
performance and indemnification obligations
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Other Drafting Considerations
• Should the original counterparty remain liable for performance following
assignment?
• Common exceptions
– Parties may want to forgo a consent requirement for mere changes of legal
form/domicile or where a parent/affiliate takes over a party’s operations.
– Where such changes are frequent/expected, consent may be unnecessary and
burdensome.

• Confidential Information
– If you are licensing or sharing IP or confidential information, you should always
define assignment to include any change of control (regardless of structure)
and require your consent to any assignment.
– Ask what happens if this contract is assigned to my arch-competitor?
• Otherwise, it is possible for a competitor to acquire your counterparty and then have
access to the shared IP/Confidential Information.
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Assignment / Change of Control
Assignment. Buyer may assign any of its rights or
delegate any of its obligations hereunder to any Affiliate
or successor by merger, asset sale or sale of equity that
agrees to be bound by the terms hereof without
restriction and provided that any such assignee is an
entity of substance and not a newly incorporated shell
entity. Seller may not assign any of its rights or delegate
any of its obligations hereunder without the prior written
consent of Buyer, including pursuant to a Change of
Control of Seller. Any purported assignment or delegation
in violation of this Section 10.4 shall be null and void.
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