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Preparing for an IPO 

for the IP-Based Issuer 
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Intellectual property description-Owned IP 
• The registration statement will have to include a general description 

of the issuer’s intellectual property portfolio 
• Generally, the SEC will expect that the issuer will address at least the 

following: 
• Number of issued US patents 
• Patents and patent applications abroad that relate to the US patent portfolio 
• Specific type of patent protection relating to each issued or pending patent 
• The expiration date of each of the identified material patents and patent 

applications 
• Whether each patent is owned by the company or licensed 
• Patent claims 
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Intellectual property description—
Licensed IP 
• The SEC also will expect a description of all material licensed 

intellectual property, including a description of the following:  
• The licensor 
• The material terms of the license agreement 
• The duration of the license 
• The conditions that must be satisfied in order to maintain the license 
• Any financial obligations or commitments 
• Patent claims involving licensed intellectual property 
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Intellectual property description—Other 
considerations 
• Depending on the issuer, other matters may be material, such as: 
• Know-how and trade secrets 
• A discussion of the issuer’s patent strategy—for example, if it has a 

“platform” technology and various indications 
• Confidentiality agreements 
• Forward-looking statements or cautionary statements 

• The issuer should identify specific factors that could pose risks and that could 
cause its results of operations to differ from what would otherwise be expected 

• Boilerplate statements are not helpful to the company 
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Intellectual property related risk factors 
• General guidelines: 
• Characterize the risk—is it an “industry” wide risk or a “company” risk, 

or perhaps both 
• Short, specific risks that address particular risks (as opposed to 

“bundling” risks) work best from the SEC’s perspective 
• The heading or “title” of the risk factor should be sufficiently 

descriptive of the actual risk and the consequence 
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Intellectual property due diligence and 
legal opinion 
• For the underwriter, it will be essential for counsel to conduct IP 

diligence and seek to obtain an IP opinion 
• The IP diligence and IP opinion will form the basis of the 

underwriter’s due diligence defense 
• The IP opinion generally will be expected to cover a broad range of 

matters, including the following (which are solely indicative of what is 
customarily expected): 

• The Company owns, possesses or has adequate rights to use the patents or the 
patent applications included in the prospectus 

• The statements in the Registration Statement, the Disclosure Package and the 
Prospectus under the heading “Business—Intellectual Property”, related to the 
company’s intellectual property are accurate and fairly summarize the information 
purported to be shown 

• Counsel is not aware of any pending or threatened claims, suits or judicial or 
governmental proceedings relating to the company’s intellectual property or the 
subject matter therein 
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Intellectual property due diligence and 
legal opinion (cont’d) 

• To counsel’s knowledge, the company is not infringing or otherwise violating, and, 
upon the commercialization and sale of the products or services described in the 
Registration Statement, the Disclosure Package and the Prospectus as under 
development, the Company would not infringe or otherwise violate any patents, 
trademarks or service marks of others, and we are unaware of any facts which 
would form a reasonable basis for a claim of any such infringement, and there are 
no infringements by others of any of the intellectual property described in the 
Registration Statement, the Disclosure Package and the Prospectus, and we are 
unaware of any facts which would form a reasonable basis for a claim of any such 
infringement 

• Counsel is not aware of any fact with respect to the patent applications of the 
company presently on file that would preclude the issuance of patents with respect 
to such applications,  would lead counsel to conclude that such patents, when 
issued, would not be valid and enforceable in accordance with applicable 
regulations, or would result in a third party having any rights in any patents issuing 
from such patent applications 
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Intellectual property due diligence and 
legal opinion (cont’d) 

• Other than as described in the Disclosure Package and the Prospectus, to our 
knowledge, the company has not received any written notice of interference or 
opposition, or infringement of or conflict with, and we have no knowledge of any 
infringement of or conflict with, asserted rights of others with respect to any 
intellectual property 

• Other than as described in the Disclosure Package and the Prospectus, to 
counsel’s knowledge, no third party has any ownership right in or to any of the 
patents or the patent applications included in the company’s intellectual property 

• To counsel’s knowledge, there are no asserted or unasserted claims of any third 
party relating to the scope or ownership of any of the company’s patents or patent 
applications, there are no liens which have been filed against any of the 
company’s patents or patent applications, there are no material defects of form in 
the preparation or filing of the company’s patents or patent applications that are 
material to the business of the Company as described in the Disclosure Package 
and the Prospectus, the company’s patent applications that are material to the 
business of the Company as described in the Disclosure Package and the 
Prospectus are being diligently prosecuted, and the company is listed on the 
records of the PTO as the sole assignee of record of the company’s patents and 
patent applications 
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Intellectual property—litigation and loss 
contingencies 
• Often, an issuer that is undertaking an IPO will be the subject of litigation that 

alleges IP infringement 
• Generally, issuer and its counsel should actively assist the underwriters and 

their counsel in understanding the basis for the suit, the allegations, the 
potential exposures (if known) 

• The underwriters and their counsel will want to conduct additional diligence in 
order to understand the business impacts and to be in a position to evaluate 
prospectus disclosures 

•  From an accounting perspective, a company is required to record an accrual 
for a loss contingency once it is probable that a loss has been incurred and 
the amount of the loss can be reasonably estimated 

•  If the criteria for recording an accrual have not be met, the issuer might still 
need to make disclosures relating to the nature of the contingency, the 
possible loss, the range of loss (or explain why it is not possible to quantify) 

•  After the passage of time, the SEC will expect more detailed disclosure, and 
more quantification 
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Ongoing Disclosure 

and 
Compliance Issues 
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SEC areas of focus 
• Quality of disclosures by IP-based issuers 

• MD&A disclosures 
• Risk factor disclosures 
• Forward-looking statements 

• Timing of disclosures 
• Disclosures related to design wins, new products, new test results 
• Who knew what when? 

• Regulation FD 
• Insider trading 

• Confidential treatment requests 
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Quality of Disclosures 
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Duty to disclose 
• An SEC reporting issuer has to consider various requirements: 

• MD&A Item 303: “material events and uncertainties known to management that 
would cause reported financial information not to be necessarily indicative of 
future operating results and financial condition” 

• Form 8-K (or 6-K) requirement: an entry into a material agreement or the taking of 
a material action 

• Regulation FD: duty not to make selective disclosures 
• Rule 10b-5: unlawful to make any untrue statement of a material fact or to omit to 

state a material fact necessary in order to make the statements made, in the light 
of the circumstances under which they were made, not misleading 

• Forward-looking statements: at the time that these are made there must be a 
reasonable basis, and these must be accompanied by meaningful risks 
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What are the goals for MD&A? 
• Focus on material information relating to financial condition, liquidity 

and capital resources, changes in financial condition and results of 
operations. 

• Avoid immaterial information that does not promote an understanding 
of the above-referenced categories of information. 

• Discuss key performance indicators that management uses to run the 
business. 

• Discuss known trends, events, demands, commitments and 
uncertainties that are reasonably likely to have a material effect on 
financial condition or operating results: 

• Focus on material events and uncertainties known to management that would 
cause reported financial results to not be indicative of future results or financial 
condition. 

• Explain management’s view of the implications and significance of 
information disclosed in MD&A. 
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How is materiality determined?  
• Information is material if there is a substantial likelihood that a 

reasonable investor would consider it important in making an 
investment decision. 

• “Put another way, there must be a substantial likelihood that the 
disclosure of the omitted fact would have been viewed by a 
reasonable investor as having significantly altered the ‘total mix’ of 
the information available.” 

• The concept of whether a fact is material or nonmaterial is a mixed 
question of law and fact. 

• Materiality is often judged with the benefit of hindsight. 
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How is materiality determined? (cont’d) 
• There are different ways to determine materiality: 

• Quantitative/qualitative factors analysis (SAB 99). 
• Probability vs. magnitude test of Basic v. Levinson: 

• Determination is made by weighing or balancing the likelihood of occurrence 
of an event and the magnitude, if it does occur. 

• Both tests involve the application of considerable judgment. 

• Examples of qualitatively material facts that are not quantitatively 
material: 

• The $1 of profit that takes a profit to a loss or vice versa. 
• The impact on management compensation. 
• Performance of an otherwise immaterial operation/segment that is presently not 

quantitatively material, but the operation or segment is one that the company touts 
to the public as being the future of the company. 
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Key terms 
• “Known trends” 

• In the 1989 Interpretive Release, the SEC set forth a two-step analysis for 
determining when known trends and uncertainties must be disclosed. This 
analysis differs from traditional materiality analysis—and sets an arguably lower 
disclosure threshold.  

• Is the known trend, demand, commitment, event or uncertainty likely to come 
to fruition? If management determines that it is not reasonably likely to occur, 
no disclosure is required.  

• If management cannot make that determination, it must evaluate the 
consequences of the known trend, demand, commitment, event or uncertainty 
on the assumption that it will come to fruition. Disclosure is then required 
unless management determines that a material effect on the company’s 
financial condition or results of operations is not reasonably likely to occur.  

• In the 1989 Interpretive Release, the SEC indicated that the need for trend 
disclosure in the MD&A does not require companies to reveal ongoing merger 
negotiations, at least where the company believes that “inclusion of such 
information would jeopardize completion of the transaction.” 
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Key terms (cont’d) 
• “Known trends” (cont’d) 

• In the 2003 Interpretive Release, the SEC indicated that it expected companies to 
consider all relevant information (financial and non-financial) available to them, 
even if that information is not required to be disclosed, noting that such 
information “over time, may reveal a trend or general pattern in activity, a 
departure or isolated variance from an established trend, an uncertainty, or a 
reasonable likelihood of the occurrence of such an event that should be 
disclosed.”  

• “Reasonably likely” 
• The SEC has indicated that this disclosure threshold is lower than “more likely 

than not,” however disclosure may be required even when the likelihood of 
occurrence of known trend or uncertainty is less than 50/50. The 2002 
Commission Statement noted that market price changes, economic downturns, 
defaults on guarantees, or contractions of operations that have material 
consequences for the company’s financial position or operating results can be 
“reasonably likely” to occur under some conditions. The SEC has repeatedly 
stated that the “reasonably likely to occur” test is not the same as the 
probability/magnitude materiality test of Basic v. Levinson. 
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Approaching MD&A 
• From a speech delivered by former SEC Commissioner Elisse B. 

Walter on June 25, 2013: 
• “You should address your investors like they are your business partners, and the 

MD&A should reflect that perspective. You wouldn’t address a business partner 
with boilerplate. Your investors deserve the same respect.” 

• Her key questions for MD&A are: 
• What is the company’s business today? 
• How did it perform? 
• Where is the cash? 
• What are the company’s key business drivers? 
• What are the risks and uncertainties? 
• How flexibly can the company respond to change? 
• What do the company’s future prospects look like? 

 



 21 

Analysis 
• MD&A requires not only a “discussion,” but also an “analysis” that 

explains management’s view of the implications and significance of 
that information and that satisfies the objectives of MD&A.  

• Explaining the reasons or causes and implications of identified known trends and 
uncertainties may be necessary to allow investors to see the business through the 
eyes of managements. 

• The 2003 Interpretive Release states:  
• “When a description of known material trends, events, demands, commitments 

and uncertainties is set forth, companies should consider including, and may be 
required to include, an analysis explaining the underlying reasons or implications, 
interrelationships between constituent elements, or the relative significance of 
those matters. Identifying the intermediate effects of trends, events, demands, 
commitments and uncertainties alone, without describing the reasons underlying 
these effects, may not provide sufficient insight for a reader to see the business 
through the eyes of management. A thorough analysis often will involve discussing 
both the intermediate effects of those matters and the reasons underlying those 
intermediate effects.” 
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SEC enforcement actions 
• The SEC has brought a number of enforcement cases against 

companies for insufficient disclosure in MD&A. Many of these cases 
have focused on insufficient disclosure or misrepresentations about 
known trends and uncertainties, as well as insufficient disclosures 
about accounting issues and incomplete disclosure of unusual 
events: 

• In re Caterpillar, Inc. Release No. 34- 30352 (3/31/92). 
• Matter of America West Airlines, Release No. 34-34047 (5/12/94). 
• In re Aura Systems, Release No. 33-73522 (admin. proc. 10/2/96). 
• In re Presstek, Inc., Release No. 34-39472 (admin. proc. 12/22/97). 
• In re Sony Corp., Release No. 34-40305 (8/5/98). 
• In re Edison Schools, Release 34-45925 (5/14/02). 
• In re Bellinger, Release No. 34-46291 (admin. proc. 8/1/02). 
• In Re Global Crossing Ltd. (4/11/05).  
• In re Comerica, Release No. 34-52041 (7/15/05).  
• SEC v. Conaway and McDonald (Lit. Rel. 21065, 6/1/09) (K-Mart). 

 
 
 



 23 

Specific areas of comment:  R&D, trials 
and studies 
• The SEC comments extensively on R&D expenses and related 

matters 
•  Examples: 

• Current status of clinical trials for each product in the pipeline 
• Details on the effectiveness of the trial process 
• Results for each phase of the trial 
• Adverse events from trials that may indicate deficiencies or result in delays 
• Disclosures relating to FDA submissions and communications 
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Specific areas of comment:  R&D related 
expenses 
• The nature, objective and status of each project 
• The costs incurred during each reporting period 
• Costs tracked by project and by period 
• Explanation as to why management does not maintain or evaluate 

R&D costs by project 
• Explanation of how company monitors development progress for 

individual projects 
• Absent costs by project, a quantitative or qualitative disclosure that 

indicates the amount of the company’s resources being used on the 
project 
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Specific areas of comment:  Licensing, partnering or 
other collaborative arrangements 
• Material terms of any license agreement, including: 
• Contract terms 
• Royalty payments 

• SEC usually is comfortable with a range of royalty payments within a 10% range 

• Milestone payment obligations, including the aggregate amounts that 
may be paid or that are payable under such provisions 

• Geographic coverage 
• Allocation of responsibilities 
• IP rights 
• Term and termination 
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Specific areas of comment:  Revenue 
recognition disclosures 
• Milestone method of revenue recognition 

• A description of the arrangement, including each milestone and contingency 
• A determination as to whether a milestone is considered significant 
• How management assesses which milestones are significant 
• The amount of consideration recognized during the period for the milestone 

• How collaborative arrangements will impact the company’s financial 
results 
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When to make disclosures--Mandatory 
versus optional disclosures 
Silence, absent a duty to disclose, is not misleading under  
Rule 10b-5 
• There may be a number of instances in which a company may decide 

that a disclosure would be premature 
• However, it is important to consider: 
• Other disclosures that the company is making at or about the same 

time (the “bad news doctrine”) 
• If you are communicating with the market you cannot communicate 

only “positive” or “favorable” news; you can choose to remain silent 
• Whether it is appropriate to impose a trading blackout on officers, 

directors and other employees 
• What information has been shared with others, such as partners, 

collaborators, investigators, etc. 
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When to make disclosures--Mandatory 
versus optional disclosures 
• What information has been shared with investment bankers 
• The company’s anticipated timing for disclosing the information 
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When to make disclosures--
Overdisclosure and underdisclosure 
When a company does make a disclosure, whether voluntary or 
required, there is a duty to make it complete and accurate 
• Consider how and when the company chooses to announce new products, 

design wins, collaborations, trial results 
• The SEC has focused on whether the company has an established pattern—that is, does it 

disclose every design win?  Every new product? 
• Are these types of announcements clustered in proximity to a financing? 
• Are these announcements generally made in earnings releases and earnings presentations? 

• Often, it is difficult to attain an appropriate balance in disclosing trial results 
or FDA communications 

• Trial results may be complex and management may need significant time to 
assess 
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When to Make Disclosures--
Overdisclosure and Underdisclosure 
When a company does make a disclosure, whether voluntary or 
required, there is a duty to make it complete and accurate 
• Management may want to announce more complete trial results in a journal 

or in conjunction with a conference 
• Does reporting on certain aspects of results, without disclosing others, result 

in a material omission? 
• FDA communications usually are material; however, what if the company is in 

constant contact with the FDA and believes that, upon further discussion with 
the FDA, the FDA may be persuaded to relent in a request? 

• The SEC has been particularly focused in its SEC comments (in reviewing disclosures) on 
how issuers choose to disclose their FDA interactions 

• Similarly, in the context of SEC enforcement actions, the SEC also has focused on a failure to 
timely disclose adverse findings 

• All of this also needs to be weighed against the FDA’s view that its discussions with issuers 
are confidential; the FDA has been critical of issuers that have made “premature” disclosures 
relating to FDA matters 
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Confidential Treatment Requests 
• Whether in connection with an IPO, a follow-on offering, or an 

Exchange Act filing, an issuer may want to consider filing a CTR 
• Although we have highlighted that the SEC Staff will want to see 

detailed MD&A disclosures and discussions of significant contracts 
and relationships, there are instances in which the SEC will grant 
confidential treatment 

• The burden is on the issuer to show that: 
• The disclosure would be commercially harmful (a trade secret, other intellectual 

property of the issuer, competitive information such as a formulation or know-how 
would be revealed, confidential commercial terms would be shared) 

• The disclosure is not necessary for investor protection (show that an investor can 
still evaluate the issuer’s business, operating results and prospects without the 
redacted information) 

• The request is not overly broad 



 32 

Confidential Treatment Requests (cont’d) 

• Coordination with collaborators to ensure that the collaborators agree 
regarding scope of redacted information 

• To the extent that collaborators have filed their own CTR, the two 
CTRs should be consistent 

• You cannot request confidential treatment if the company already has 
shared details in other public presentations (the SEC will look at 
website disclosures, press releases, “written” test-the-waters 
materials) 

• A CTR can hold up effectiveness of a registration statement 
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The Pre-IPO Private 
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The Pre-IPO Private 
• In recent years, the pre-IPO private placement has become 

ubiquitous 
• From the issuer’s perspective: 

• Allows the issuer to remain private longer 
• Allows the issuer to address its existing securityholders 

• The issuer may have “friends and family” or longtime VC or PE holders that 
are seeking liquidity 

• The issuer may not have among its holders any sector investors 
• Size; the median size of IPOs in the tech and biotech sector continues to increase 
• From the investment banker’s perspective: 

• Reduces IPO deal uncertainty 
• The pre-IPO investors likely will be the “anchor” orders in the IPO 
• Validates the company’s technology 
• Provides insights on valuation 
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The Pre-IPO Private (cont’d) 
• From the investors’ perspective 

• A broader array of funds that can invest in pre-IPO companies (“cross-over” 
funds); these include: 

• Blackrock 
• Fidelity 
• T. Rowe Price 
• Wellington 
• Tiger Global 
• Sailing 
• Temasek 
• Janus 
• Wasatch 

• Allows an investor to capture growth and establish a position before the IPO 
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The Pre-IPO Private (cont’d) 

Attributed to:  William Blair & Co. 
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The Pre-IPO Private (cont’d)  
• Considerations 

• Deal structure and terms can be highly variable 
• Common stock, preferred stock, convertible preferred 
• Board representation 
• Affirmative and negative covenants 
• Information rights 
• Financial statement requirements 

• Time horizon 
• Pre-IPO investors may have a specific timeline in mind for the IPO and a 

target valuation 
• Milestones from the pre-IPO private to the IPO 

• What does the company expect? 
• Are expectations clearly understood by pre-IPO investors? 
• How will the company explain valuation bump from pre-IPO private to IPO? 
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Financing Alternatives 
Once You are Public 
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Equity Lines 
• An “equity line” should be distinguished from an ATM (at-the-market) 

offering 
• Equity line: 

• An investor commits to purchase shares at a formula-based price, subject to 
satisfaction of certain conditions 

• The shares are issued and sold in a private placement 
• The issuer must file a shelf registration statement to cover the resale of such 

shares and it must be kept effective for the life of the equity line 
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Equity Lines versus ATMs 
• An equity line effectively puts a “cap” on the issuer’s stock and has 

the effect of creating an overhang 
• In addition, for thinly traded stocks, the “dribble out” from the equity 

line may create unusual volume or trading activity 
• The issuer also must consider: 

• Blackouts (or suspensions) when material information arises 
• Suspensions while other deals are pending 
• Suspensions to update the registration statement 
• Perception 
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Equity Lines versus ATMs (cont’d) 
• An at-the-market offering is employed by a broader array of issuers, 

including very large, seasoned issuers 
• In an ATM: 

• Issuer names a bank (or banks) as agents or dealers pursuant to a distribution 
agreement 

• From time to time, issuer can sell pursuant to the ATM 
• Bank acts as agent or as principal 
• Pricing is not set until time of sale 
• Securities are sold in a public offering, not a private offering 
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At-the-Market Offerings 
• Market cannot “front run” ATM sales 
• Considerations: 

• An ATM works best for issuers that are actively traded 
• Having a five-day restricted period under Reg M does not work well and reduces 

the flexibility of an ATM 
• For a smaller public company (<$75m), the SEC assumes issuer is “using up” its 

1/3 shelf capacity for the ATM; effectively, this means that an issuer will have to 
terminate its ATM program if it would like to do a regular underwritten offering off 
of its shelf registration statement 
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PIPE transactions 
• PIPE (Private Investment in Public Equity) transactions remain an 

important alternative in a number of instances, including: 
• As a means of structuring a venture capital or private equity-type investment 

(which may take place in a distressed context) 
• In circumstances where the issuer is seeking to finance an acquisition 
• For a smaller issuer, when the smaller issuer has already tapped out its shelf 

registration statement or needs to preserve its shelf capacity 
• For selling stockholders (to place selling securityholder stock in an orderly way) 
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PIPE transactions 
• Venture capital or private equity funds will often invest in public companies – either to 

increase their position or as a new investment if valuations make it attractive. 
• Often a VC or a PE fund will invest in a public company as part of a recapitalization 

transaction. 
• Why should these be structured as PIPE transactions? 

• Highly customized security; 
• Usually the investor will want to do its own diligence and is likely to acquire material and non-

public information that will not be capable of being disclosed by the issuer (so the VC/PE firm 
will continue to be restricted); 

• The investors will likely want other contractual protections (affirmative/negative covenants, 
information rights); 

• The investors may want board representation; 
• The investors will not be as focused on their resale opportunities or if they are insiders/control 

persons will face other limitations 
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PIPE transactions 
• Often for an issuer with closely held stock or thinly traded stock, a 

PIPE transaction may be a more efficient capital-raising tool than an 
equity line or a CMPO 
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Wall-Crossed or Confidentially Marketed 
Offerings (CMPOs) 
• The vast majority of shelf takedowns are now completed as CMPOs 
• Wall-crossing process 

• Important to understand how investors will be contacted 
• Essential for the bank to use a script and for the investor to agree not to trade 

for a period of time 
• The period of time is often the most significant issue 

• What information will be shared during the wall-crossed process? 
• Material Nonpublic Information (MNPI) and cleansing requirements 
• Most investors do not want MNPI 

• How long will the wall-crossed process last? 
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CMPOs 
• Will there be a “public” piece? 

• Will the bank announce or launch the deal publicly? 
• If so, how long will the public marketing process last? 

• Are you including other banks during the public flip? 
• What happens if there is insufficient interest or the pricing is not 

acceptable? 
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Sequencing Your Financings 
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Sequencing your financings 
• IP-based companies must consider the timing of their financings in 

light of their announcements, such as major design wins, new 
product launches, new clinical trial data, new strategic relationships 
and other corporate events, as well as their burn rates 

• Considerations: 
• How well has the company articulated its clinical trial milestones and when the 

market can expect news?  For a technology company, are there significant new 
product introductions or roll-outs that will likely be meaningful to the company? 

• In the company’s public disclosures, including, for example, its MD&A, has it 
identified major milestones?   

• Market participants and the research analyst community will keep a close eye on 
burn rate, upcoming milestones, etc. and anticipate that the company likely will 
consider these factors as part of its financing plan 
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Sequencing your financings 
• Biotech and life science companies 

• Often must balance their cash needs against the difficulties associated with 
financing when there is no news or at least no significant news 

• Considerations in undertaking dilutive financings 
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