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An IP audit can help uncover potential problems
Outside legal counsel
can assist with keeping
track of all assets
By SHEILA LIVADAS

C

loud platforms and apps now ease the
task of tracking machinery, vehicles
and other physical assets businesses
have, but how can companies keep tabs on
intangible assets that make or break their
brand?
The solution is an intellectual property
audit, a systematic review of an enterprise’s
patents, copyrights, trademarks and trade
secrets. More than a simple inventory, an
audit can help preserve intellectual property, detect flaws in its management, unearth potential infringements and clarify
ownership issues.
“I would characterize (an audit) as much
like a spider web, and as you extend out
from the center, you find more and more
things that you end up looking at,” says
Duane Basch, co-founding partner at
Basch & Nickerson LLP.
If its scope is broad, an IP audit can feel
like turning over every stone.
“Intellectual property rights tend to
touch on essentially every part of a company,” says Kim Shimomura, partner at
Harter Secrest & Emery LLP. “So in that
audit, while we’d look to catalog all the
rights that company owns, we’d also spend
some time digging in with the (research
and) development folks to see what their
process is for development, where they are,
when they call the IP attorneys in to help
protect rights.”
She adds: “We would talk to the employment groups because employment
agreements, confidentiality agreements
and company policies on how to access
and use information would be relevant to
what’s happening. Also, (the audit) touches
on how the company addresses contracts
and relationships with third parties—what
they disclose, when they disclose, and do
they use confidentiality agreements.”
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Employee buy-in helps the process go
smoothly.
“There are different holders of information, which is probably going to be necessary for the audit, whether it’s somebody
with a file that has all the original trademark or patent documents, which are legal
documents in and of themselves, to somebody else that might have all the procurement agreements,” Basch says.
Exactly what triggers an IP audit varies.
“It can be potential litigation, where a
company looks to assert its intellectual
property rights against another party, like
a competitor,” says Renato Smith, counsel
at Barclay Damon LLP. “And before they
do that, they want to make sure that their
‘house’ is clean. They want to get a sense
of what types of protection they have, do
they have defects, and know their strengths
and weaknesses.”
Performing an audit also makes sense
in cases of merger or acquisition or when
a company seeking financing encounters
a bank that wants a security interest in the
patent portfolio or copyrights.
“And many times, (companies are) going to find some things that they’re going
to need to fix,” Smith says. “Chain of title,
for instance: They may have to chase down
and get some consents from licensors.”
Instead of waiting until the eleventh hour

to do an audit, businesses should think of
the effort as preventative medicine, says
Michael Nickerson, co-founding partner
at Basch & Nickerson.
“It’s something that kind of gets shuffled
until you do hit a crisis,” he says. The ensuing disruption often leads senior managers to ask each other why the audit was
not done sooner, he adds.
Despite best intentions, it is possible that
an audit will not uncover every bit of important information.
“When you think about what a patent
looks like or what a trademark registration document looks like, it’s gibberish to
those who are not dealing with that sort of
document on a daily basis,” Basch says.
“So that’s the risk,” he adds. “Not so
much what goes wrong in an audit, but
that you find out, for example, that you
had a trademark that was supposed to be
renewed three years ago, and nobody ever took care of that renewal, and now the
trademark is expired.”
Creating a written plan for the audit
helps keep the process on course.
“It doesn’t necessarily have to be prose;
it can be bullet points,” Smith says. “(You
want) something that documents the scope
of work because it can be very exhaustive
and time-consuming, not only for the attorneys that are performing the audit but
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also for the employees that are handling
day-to-day operations.”
How often an IP audit should occur depends on the specific company in question.
“Some companies can’t remember the
last time they did an audit, and it might be
a good idea to go ahead and get one done,”
Shimomura says.
The cost of an audit also varies. A company with patents, copyrights, trademarks
and trade secrets, as well as a large workforce and several locations, will pay more
than a smaller firm that has been vigilant
about managing its intellectual property.

Though some businesses tackle IP audits
on their own, many turn to outside legal
counsel for support.
“It’s more often (the case) that the company has got other things on its mind—trying to get new products, trying to meet customer needs, trying to get sales out there,”
says Brian Shaw, partner at Harter Secrest
& Emery.
A company’s in-house counsel may
have the expertise to perform the audit,
but “they have so many responsibilities
to so many different people that this may
not be the best use of their time,” Shimo-
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mura says.
Still, no matter who takes the lead, an
audit should happen.
“Maybe the analogy is the rust protection
on your car, right?” Basch says. “If you
have the rust protection done when you
buy the car, that’s all well and good. But if
you don’t periodically get under there and
see if it’s still working for you, who knows,
when you go to trade that car in or sell it, if
somebody else looks and says, ‘Hey, there’s
a big hole in your floorboard.’”
Sheila Livadas is a Rochester-area freelance writer.

