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1.
INTRODUCTION
1.1
Purpose of Guidelines 

These Guidelines accompany the Exclusive Technology License Agreement template, and is intended to assist in the use of that template agreement.

1.2
Words employed 
Capitalised words and phrases employed in these Guidelines have the same meaning as in the Exclusive Technology License Agreement template.
1.3
Footnotes 
The Exclusive Technology License Agreement template contains many footnotes that provide guidance on choices and selections that need to be made to complete a license on each occasion a license is required.

2.
WHAT IS A LICENSE ?

2.1
Nature of a License

A license is a contract by which permission is given to commercialise the intellectual property encompassed in the license. 

This usually extends to all aspects of the commercialisation, from the further development of Technology, to manufacturing products, and marketing, promoting and selling products and services.

A license, or a permission to commercialise, is the most common technology transfer mechanism.

2.2
A contract 

A license is a contract that creates contractual rights, duties and obligations between the licensor and the licensee. 

It is these contractual terms, the rights, duties and obligations which regulate the relationship between the licensor and the licensee in a legally enforceable way. 

Common contractual terms in an exclusive license, and alternative models for dealing with these terms, are described below. 

3.
TECHNOLOGY 
The Exclusive Technology License Agreement template can be used when the subject matter of the license is IP which is:

1.
(a)
intended to be patented

(b)
encompassed in a pending patent application, or
(c)
encompassed in a granted patent 

2.
Know How

3.
Software
4.
the IP arising under a Research Agreement, or
5.
any combination of the above.

It is possible for the first 4 items to all be applicable, but that will be relatively uncommon.

Select the paragraphs in the definition which are applicable, and remove those which are not applicable.
4.
EXCLUSIVITY 
4.1
Exclusive licenses

The Exclusive Technology License Agreement template is suitable where the license to be granted is intended to be an exclusive license.

Exclusivity refers to the right to exclude others from exploiting the Technology.

Broadly, exclusivity in a license can be dealt with in one of two ways:

1.
an exclusive license may be granted, or
2.
a non exclusive license may be granted.

An exclusive license is one where the licensee exploits the Technology to the exclusion of all other people, including the licensor. 

This means that the licensor, by granting an exclusive license, gives up the right to commercialise the Technology itself.

A statutory IP right, such as a granted patent or copyright confers upon the registered holder of that IP right, the exclusive right to exploit the IP right. The effect of an exclusive license is to transfer this exclusivity from the registered holder of the IP right, to the licensee.

The essential characteristic of an exclusive license, and which makes the license an exclusive one, is that the licensor cannot:

1.
license anyone else, nor

2.
exploit or commercialise the Technology itself.

4.2
Non-exclusive licenses 

A non-exclusive license is one where the licensor 

1.
licenses one licensee, 

2.
is able to license other licensees as well, and
3.
retains the right to exploit the Technology itself. 

A non-exclusive license is the appropriate technology transfer mechanism for many types of products. What makes a non-exclusive license appropriate is that the nature of the product is one where the licensor seeks to have many licensees in the market place, each competing with each other.

An example of a product where a non-exclusive license is appropriate is a USB thumb drive. The licensor of the IP in that product decided that the best marketing strategy was to have many manufacturers making and selling the thumb drive, competing with each other, allowing market forces to operate to promote competition, and resulting in a lower price, and the achievement of the maximum quantity of sales possible.
A non-exclusive license is not an appropriate technology transfer mechanism where further development to reach a market ready state is required. 
A licensee that will incur significant development costs to take the Technology to a market ready state, making a significant speculative investment, will normally require an exclusive license to justify those development costs and the speculation made.
5.
FIELD 
Licenses can be limited to fields. 
A field describes a particular area of application of the Technology. 

For example, in the biotechnology area, field limitations may be:

1.
the treatment and prevention of illness, or 

2.
the diagnosis of illness.

In the software area, field limitations may be:

1.
computer programs for the banking sector, or
2.
computer programs for the insurance sector

By limiting a license to a particular field, it is possible for a licensor to retain the right to commercialise the Technology in other fields, either doing so itself, or by licensing other fields to other licensees. 

For example, it is possible for a licensor to:

1.
grant an exclusive license to one licensee in the field of the treatment and prevention of illness in humans, and 
2.
grant an exclusive license to a second licensee in the field of the treatment and prevention of illness in animals. 

This allows the licensor to maximise the benefits anticipated from the commercialisation of the Technology, by separately licensing different fields to different licensees. 

This is achieved by the licensor matching the field that is licensed with the capability of the licensee. 

No matching of capability would occur for example, if a licensor licensed the technology in all fields to a licensee with the capacity to serve the field of treating illness, but without the capacity to serve the field of diagnosis of illness.

All these licenses, notwithstanding their field limitation, are all exclusive licenses. By this is meant that in the particular field in which the license operates, the licensee solely may commercialise, to the exclusion of the licensor, as well as to the exclusion of the other licensees, who in fact are not competitors, being licensed in different non competing fields.

Field limitations in a license are theoretically unlimited. The only limitation upon the number of field limitations is the nature of the Technology to be licensed, and the market place in which it will be commercialised. 
The Exclusive Technology License Agreement template is suitable to be used where a field is intended, as well as when no field limitation is intended.

If a Field limitation is intended, a suitable definition of Field needs to be inserted.

If no Field limitation is intended, the definition should be deleted. In this case, footnotes in the template will prompt further amendments to be made.

6.
TERRITORY 

The Territory refers to the geographical area in which the licensee may exercise the licensed rights.

The Territory may be worldwide, specific countries, or specific regions.

As with Field, the object is to match the capability of the licensee with the scope of the rights that are granted.

A licensor may identify a licensee as having the marketing network and capability to commercialise the Technology in one geographical area, but no marketing network and no capability to commercialise in other geographical areas.

In this case a worldwide license may be inappropriate, given the prospect that those parts of the world where the licensee has no marketing network and no capacity would be unserviced, with the result that no royalties accrue back to the licensor.

For example, it might be appropriate to grant an exclusive license for Asia to one licensee, grant an exclusive license of the same Technology to another licensee for the countries in the European Union, and yet another for North America.

An exclusive license in a Territory is still an exclusive license, since the licensee solely is able to commercialise in that Territory. 
The licensor retains the right to commercialise outside the Territory. 

In this way, a licensor can maximise the benefits from the commercialisation of the Technology, by granting exclusive licenses, in Territories, to particular licensees who have the capacity to commercialise in those Territories.
The Exclusive Technology License Agreement template anticipates that the license will have a worldwide Territory. 

If this is not intended, this should be changed to refer to the applicable countries or regions that are intended to encompass the Territory.
If a license is intended to operate in specific countries r regions, those countries or regions need to be specified with precision, so that there is no possibility of overlap, or uncertainty about the Territory.

A Territory expressed as “South-East Asia” for example, is not sufficiently precise, since whether a specific country is included or excluded from the description “South-East Asia” may be disputed.

A Territory expressed as “Africa” on the other hand is sufficiently precise as its boundaries are very clear.

7.
TERM 

7.1
Until last to expire patent

Where a patent is exclusively licensed by a university or research organisation, it is not unusual for the term of the license, in relation to each separate country, to be the period:

1.
commencing upon the date of the license; and

2.
ending upon the expiration of the last to expire patent
in that country.

This gives to the licensee a term that is equal to the full duration of the licensed patent in each respective country.

Where the term of a patent is extended, such as occurs with pharmaceutical patents, the term of the license is automatically extended as well when the term of the license is expressed in this way.
7.2
Until Know How enters the public domain 
Where the subject matter of a license is Know How without patents or Software, the term of the license is often expressed as being until:

1.
the expiration of a fixed period of time, or

2.
that date when so much of the Know How has entered the public domain, other than as a result of disclosure by the Licensee, that the Know How has ceased to give to the Licensee any competitive advantage
whichever is the earlier.

7.3
Fixed term 
The term of a license might also be expressed as a fixed agreed duration, such as a stated number of years.

This can be renewed if the parties agree.

A license of Software might have its term expressed in this way.

There are three versions of the Term clause in the Exclusive Technology License Agreement template, each corresponding to the three sections above. One version needs to be selected, and the other two removed.

8.
SUB-LICENSING 

8.1
With consent not to be unreasonably withheld 
Most licenses provide that a licensee may grant a sub-license with the licensor’s prior written consent, which the licensor must not unreasonably withhold.

This gives to the licensor an opportunity to consider the Sub-licensee’s capacity to commercialise the Technology, and if that capacity is absent, to decline to give consent.
Consent not to be unreasonably withheld does not give to a licensor an unconstrained ability to decline to give consent. 
There are very restricted grounds upon which consent can be reasonably withheld, and these are confined to the proposed sub-licensee’s capacity.

The opportunity to consider giving consent does however give to the licensor an opportunity to consider the terms of the sub-license, and whether for example, it may include non-monetary consideration between the licensee and the sub-licensee, which will operate to reduce the royalties that otherwise would flow back to the licensor. This would also be a ground to withhold consent reasonably.
8.2
Without consent
Multinational companies however, no do not easily agree to consent to sub-licensing being required, wishing not to be subject to the possibility that a university or research organisation licensor may decline to give consent.
There are two versions of the Sub-licensing clause in the Exclusive Technology License Agreement template each corresponding to the two sections above. One version needs to be selected, and the other removed.

9.
FINANCIAL TERMS
9.1
Royalty upon sales by a licensee
The most common financial consideration paid by a licensee to a licensor is a royalty upon of the sale of products.

This type of royalty is usually expressed as a percentage of the invoice price for which a product is sold, and may be called a royalty on Net Sales, or some other similar name.
Royalties are paid on the sale of “products” which is defined in the Exclusive Technology License Agreement template broadly to include both products and services: 

1.
the manufacture, use, provision, delivery or sale of which infringes, uses, or employs any part of the Technology or 

2.
derived from the Technology. 

As a result, a royalty will be attracted if a product or service is sold in a country whether or not there is a patent granted in that country.

This is appropriate where the license is of Software or of Know How.

It can also be used when the license concerns Patents, where as a result, a royalty is paid on sales in a country, even if there is no patent granted in that country.
9.2
Royalty upon sales by a licensee where there is a patent
Sometimes a license may provide that a licensee is only obliged to pay royalties on the sale of products in countries where there is a granted patent. 
As a result, no royalty is paid for the sales of a product in a country where there are no granted patents. 

There can be persuasive reasons why a licensor should not be paid a royalty on sales in countries where there are no patents:

1.
there being no granted patent in a particular country, and the licensor therefore having no intellectual property protection in that country, there is no use being made in that country of the licensor’s intellectual property, so why should the licensor be remunerated with a royalty? 

2.
there being no granted patent in a particular country, a competitor can manufacture and sell the product in that country, without infringing the licensor’s intellectual property, and without the overhead of a royalty, so that the licensee would be competitively disadvantaged if the licensee had to compete with a competitor, and had to pay a royalty, when the competitor did not.

However, the commerciality of these reasons needs to tested on each occasion that a license is negotiated. On some occasions, the circumstances of the transaction will validate these persuasive reasons. For example, an impecunious licensor, at the time of national phase may have pursued patent protection only in its own country, and the United States, as it is the world’s largest market. With patent protection in only two countries, there is no barrier to entry to competitors entering the market anywhere else in the world, and the rest of the world is a sizeable market. If competitors do enter the market in the rest of the world, without the overhead of a royalty, they can compete more effectively against a licensee that is burdened by a royalty obligation.

But now consider the opposite extreme. Let’s say that patents are pursued in all significant markets, say in 20 to 25 countries which between them cover 90% of the global market. Let’s say as well that no patent was sought in a small country, such as Finland. But sales will be made in Finland. Should the licensor receive a royalty for product sales in Finland even though there is no patent protection in Finland? With patent coverage that extends to 90% of the global market, there is likely to be an effective barrier to entry, precluding potential competitors achieving the economies of scale that they would normally need. The result, in this example, is that there will not be competitors in Finland, but the licensee will be making profits on product sales in Finland. In this case, why shouldn’t the licensee share some of those profits with the licensor?

There are commercial reasons why the licensee should share its profits with the licensor for sales in a country like Finland where sales of products take place, but there is no patent granted. 

1.
The licensee is equipped to make sales in Finland only because it has the license to the 20 to 25 countries where patents have been granted that cover 90% of the global market. If it did not have that license, it would not be making sales in Finland nor other countries where no patents were pursued. The value proposition to the licensee of the license therefore includes sales in countries where no patents have been sought.

2.
The licensee is making use of the licensor’s intellectual property, by making the products that are to be sold in the countries where no patents were sought.

These two examples:

1.
patents in two countries only, therefore no royalty on sales made in countries where there is no patent, and
2.
patents in countries that cover 90% of the global market place, so royalties are paid in all countries, including those where no patents were granted

are the easy examples.

More complex will be an occasion where the patent coverage is 60%, 70%, or 80% of the global market. 
Now there is less certainty that the patent coverage is an effective barrier to entry that will deter competitors entering the market place in countries without patent protection. 

This might be assessed to be so likely that there is no real purpose in the license even anticipating the possibility that there won’t be competitors and trying to make provision for royalties in countries where there is no patent. 
But then again, the extent of patent coverage of the global marketplace might make that assessment an uncertain one. 
There may be some regions in the world where the extent of patent coverage will be an effective barrier to entry against competitors in that region. 
But other regions in the world may be such that the extent of patent coverage makes it inviting for competitors to enter the marketplace in countries with no patents in that region. In that case the license will need to anticipate both possibilities.

The characteristics of a product also impact on the question. 
For any number of reasons, a copycat product may be an inferior product and even in a country without patent protection, the competing product may only manage to obtain a modest share of the market so that the licensee still dominates the market in that country. In this case, a licensor not unfairly may argue that it should still receive its royalty.

A not uncommon mechanism is for the license to provide for two cumulative royalty rates:

1.
one rate that applies to the use of granted patents, such as X%, and

2.
another additional rate that applies to the use of know how, such as Y%.

The result is that:

1.
in countries where there is a patent, the licensee pays X% + Y%, and

2.
in countries where there is no patent, the licensee pays Y% only.

9.3
Meaning of Net Sales 

There is no standard definition of Net Sales.
The starting point is usually the invoice price of a product. From this, it is usual to make deductions. 

If the invoice price includes a taxation component, this will ordinarily be deducted from the gross sales price before calculating the royalty. If this deduction was not made, the royalty would be paid on the tax as well. 

The taxation component might be a sales tax, a goods and services tax, some other type of value added or consumption tax, a turnover tax, an import or export tax, an excise duty, or a custom duty.

It is also customary for credit to be given for royalties paid upon products which are returned.

The definition of a Net Sales also takes into account occasions when products are bundled or packaged. 

This occurs when a licensee offers a bundle or package of, say three products to an end user, discounting the price of each individual product for a discounted lump sum price for all three products, but only one product attracts the royalty to the licensor. 

The issue that arises is how to apportion between the three products a notional price for the purpose of the royalty calculation. 

The usual way of handling this is to presume that the product attracting the royalty was sold at its prevailing market price, and the royalty is calculated on that prevailing market price, instead of the actual invoice price, or any part of the invoice price of the package of three products.

9.4
Royalty upon sub-license fees received by a licensee
The second most common financial consideration paid by a licensee to a licensor is a royalty upon the sub-license fees received by a licensee from a sub-licensee.

Sub-license fees are typically:

1.
royalties received by a licensee from a sub-licensee in relation to sales of products made by the sub-licensee; and

2.
lump sum payments received by a licensee from a sub-licensee, such as up front payments and milestone payments. 
A royalty upon sub-license fees means that a percentage of those sub-license fees received by the licensee, are paid by the licensee to the licensor.

9.5
Up front payment 
Some licenses provide for an up front payment. This could be called an up front payment, or a license fee.

When negotiated, such an up front payment assists the licensor to defray some of the expenses of protecting the Technology and Commercialising the Technology, but rarely does it compensate the licensor for the cost of having developed the Technology.

9.6
Milestone Payments

A milestone payment is a lump sum payment that is made by a licensee to the licensor upon certain milestone events occurring.

A milestone event demonstrates that Technology is progressing through a development and or regulatory phase, and is getting closer to a market ready state. As the Technology progresses through these milestone events, the uncertainty and speculation of market entry diminishes, and the Technology correspondingly becomes more valuable. 

A milestone payment is designed to compensate the licensor for this increase in value. It might be argued that the Technology always had this value, but this was uncertain as the time of the grant of the license, so that the licensor agrees to defer receiving the reward until the value is demonstrated. As the increase in value is demonstrated by the achievement of the milestone events, the licensor is rewarded by the milestone payments made. 
Milestone payments are common in the area of biotechnology licensing.

They are less common in licensing in other fields, but they are from time to time encountered in other fields.
By way of example, the following milestones might trigger milestone payments, in relation to a license of engineering technology:

1.
manufacturing a working prototype

2.
manufacturing a production model 

3.
granting a sub-license in North America

4.
the granting of the first patent

5.
the first sale of a product.
9.7
Accounts, Inspection, and audit

License agreements typically make provision for:

1.
a licensee to be required to maintain accounts and records in relation to all transactions affecting the commercialisation of the Technology
2.
the licensor to be permitted to inspect those accounts and records 

3.
the licensor to bare the cost and expense of that inspection, unless the inspection demonstrates there has been an under payment of the amount required to be paid, exceeding 5%, in which case the costs of the inspection is paid by the licensee
4.
the licensee report to the licensor the result of the licensee’s inspection of the books and records maintained by any sub-licensee.

10.
DILIGENCE OBLIGATIONS
10.1
What are diligence obligations 
Diligence obligations are obligations upon a licensee that the licensee must be diligent in commercialising the Technology.

Diligence obligations can take many forms:

1.
requiring a licensee to use its best endeavours or reasonable endeavours to commercialise the Technology

2.
identifying milestones along the commercialisation pathway, and requiring them to be achieved or reached by the licensee by specific dates or timeframes, such as milestones dealing with:


(a)
completing R&D or product development


(b)
clinical and regulatory progress

(c)
producing a prototype


(d)
manufacturing a satisfactory pilot plant and production plant


(e)
granting a sub-license in a key market

3.
requiring the licensee to expend a minimum amount on research and development each year
4.
requiring the licensee to expend a minimum amount on marketing products each year

5.
requiring minimum sales to be made, generally, or in particular markets
These are just a few examples.

10.2
Object of diligence obligations 
The object of these diligence obligations is to ensure that the licensee is diligent in commercialising the Technology.

A licensee’s failure to comply with those obligations might indicate technical obstacles.

But they might also be the result of a licensee’s less than diligent efforts to commercialise the Technology.

A licensee may have funding for only its top three ranking projects, and the Technology may rank fourth.

A licensee may have developed, or licensed in, competitive technology which is more profitable.

A licensee may intentionally not commercialise, having sought the license for no other reason than to make sure that the technology was “put on the shelf”.

In each case, the result of an under-performing or non-performing licensee is that the licensor receives no financial return, or inadequate financial return.

10.3
Result of failing to meet diligence obligations 
Failing to comply with diligence obligations, ultimately, must lead to the termination of the license so that the licensor can license an alternative licensee.
10.4
Negotiating diligence obligations 
A diligence obligation that requires a licensee to use its best endeavours or reasonable endeavours to commercialise the Technology will be the hardest type of obligation to be the foundation of a breach that would entitle a license to terminate.

This is because of the vagueness of these obligations. Attempting to terminate a license based on a breach of a best endeavours obligation is likely to lead to dispute, which could take a long time to resolve. During that time the licensor would be unable to grant an alternative license.

Failing to achieve milestones by their due dates, and these can be highly negotiable, is a more reliable basis to terminate an under performing or non performing licensee.

Failing to achieve minimum sales is also a more reliable basis to terminate, as is failing to expend minimum agreed amounts on research and development, or marketing.
However, the earlier in the stage of development of the Technology, the harder it will be to negotiate diligence obligations.

The earlier the stage of development, the greater the speculative nature of the licensee’s investment into the Technology, and the higher the risk for a licensee. Correspondingly, the greater the licensee is resistant to diligence obligations, or just simply refuses to entertain any diligence obligations.

The later the stage of development of a technology, the lower the risk for a licensee, and the lower the speculative nature of the licensee’s investment, if speculative at all. In fact, the risk is greatest to a licensor, which having a market ready or near market ready technology, has the greatest to lose in the case of an under-performing or non-performing licensee. 

However early the stage of development of the technology, and however resistant a licensee might naturally be to diligence obligations, some type of diligence obligations should be able to be negotiated, at least for the short term period following the entering into of the license.
Diligence obligations can be the hardest part of a license to negotiate, and the earlier the stage of development of the Technology, the harder that task is.

But diligence obligations are also critical, and the most important obligations that a licensor seeks to secure from a licensee.
The Exclusive Technology License Agreement contains provisions that implement all five types of diligence obligations mentioned earlier.

It would be very uncommon for a license agreement to contain all five.
In fact, diligence obligations being the hardest part of a license to negotiate, these are sometimes provisions where concessions are made to exclude all diligence obligations from the license.

A licensor on each occasion needs to decide upon its willingness to license on that basis, weighing up

1.
the risk of having no license at all if it insists on diligence obligations, and
2.
the prospect of finding an alternative licensee that will agree to diligence obligations.

This is always a difficult commercial decision that a licensor must make.

The Exclusive Technology License Agreement template needs to:

1.
complete the incomplete parts of those diligence clauses that are agreed, and

2.
remove the diligence obligations provisions which are not agreed.

11.
PATENT APPLICATIONS

11.1
Exclusive licenses without a Field restriction 
Where patents or patent applications are included in an exclusive license, the license will need to address:

1.
who makes decisions about patenting

2.
who manages the process of patenting,
3.
who pays patent application expenses, and

4.
who pays patent maintenance expenses.

In an exclusive license, the licensee will often seek to make the decisions about patenting, and to manage the patent application process, at the licensee’s expense.

A university or research organisation licensor will usually be comfortable with the licensee taking on these responsibilities.

If the licensor sought to ensure a minimum level of patenting, it could require the licensee to patent the Technology in at least certain specified countries.
A common set of provisions may provide: 

1.
what will be patented, and what countries patents will be applied in will be jointly decided by the licensor and the licensee, 

2.
if a joint decision cannot be made, the licensee makes the decision
3.
the licensee will manage the patent prosecution process

4.
the licensee will meet all patenting expenses
5.
the licensee will meet all patent renewal expenses
6.
if the licensee decides not to protect particular Technology or not to apply for patents in particular countries, or not to renew patents:
(a)
the licensor may do so at the licensor’s sole expense; and

(b)
those patents, or that patent, is excluded from the scope of the license.

The effect is:

1.
the licensee can decide the extent to which it will pay patent costs; 

2.
but if it decides not to incur particular patent costs, the licensor may do so, with the result that:


(a)
the licensee loses rights in relation to those patents paid for by the licensor

(b)
the licensor can license some other person in relation to those patents paid for by the licensor.

This is sought to provide an incentive to the licensee, at the risk of loss of rights, to patent everything that prudently should be patented.
11.2
Exclusive licenses with a Field restriction 
A more complex situation arises when the license is subject to a Field restriction.
In this case the licensee has an interest in prosecuting patents so far as they relate to the licensee’s Field. But the licensee has no interest in the Technology outside the Field.

In these circumstances, the licensor may be concerned to ensure that patents are prosecuted having regard to the protection of the Technology not just in the Field, which is of interest to the licensee, but outside the Field as well, which is of interest of the licensor, and the licensor’s future licensees outside the Field.

In this case, the licensor may wish to take the responsibility for managing the patent prosecution process.

The difficult question becomes whether the licensee should pay patent prosecution expenses, and if so, to what extent.

On the one hand the licensee may argue that it should not pay the whole of the expenses since its license is in a single Field only, and subsequent licensees should pay their fair share.
On the other hand, the first Field restricted license might be the only license ever issued, so that the licensee will be the only licensee to ever have the benefit of the patent expenses incurred.

A solution to the dilemma may be that:

1.
the licensor pays patent expenses

2.
the licensee, being the first licensee in the Field, reimburses all those expenses to the licensor

3.
upon the Licensor granting a second license of the Technology, outside the Field:


(a)
50% of past patent expenses are refunded to the licensee, and


(b)
from that point the licensee pays only 50% of future patent expenses

4.
upon the Licensor granting a third license of the Technology, outside the Field, a further corresponding adjustment is made.

12.
WARRANTIES 
12.1
Ownership warranty
Technology includes patentable or patented subject matter

A license will typically contain a warranty by the licensor that the licensor owns the patentable or patented licensed intellectual property.

The question that arises is whether such a warranty should be made absolutely, or whether it should be qualified, such as being made to the best of the licensor’s actual knowledge.

The Technology may be encompassed in a patent application. What is licensed is therefore the body of knowledge that is encompassed in the patent application, as well as the patent application, and the subsequently issued patents. 
It is critical that the body of knowledge is licensed as well as the patent application. This is because the patent application may be allowed to lapse, and be replaced by another patent application. The licensee will therefore require that the body of knowledge that is encompassed in a patent application and any granted patents be licensed as well, to enable the licensee to remain licensed in relation to any future patent application that replaces the lapsed patent application. 
A licensor cannot warrant in an unqualified manner that the licensor owns that body of knowledge. The patent application may never mature to a granted patent. Even if the patent is granted, it may be revoked after being granted.

If the warranty was made that the licensor owned that body of knowledge without qualification, and for example the patent application failed because a competing patent application had an earlier priority date, then the competing patent applicant would own that body of knowledge, not the licensor.

Making the warranty in absolute terms, and then qualifying it by stating that the licensor does not warrant that the patent will be issued, or does not warrant the validity of the patent does not wholly address the issue, since the absolute warranty about ownership is made.

For these reasons it is customary to qualify the ownership warranty, where patentable subject matter is licensed, so that the warranty is made to the best of the licensor’s actual knowledge.

Technology includes Know How 

For the same reasons, a licensor cannot warrant that the licensor owns Know How without making the same “to the best of actual knowledge” qualification.

The Know How, unbeknown to the licensor, may be the subject of a patent application filed by another person. 
If the licensor warranted in absolute terms that the Know How was owned by the licensor, the warranty would be breached when the other person’s patent application matured into a granted patent.

Technology includes copyright

The same is not the case in relation to a copyright work.

By its nature, a copyright work must be original. That is, it must not have been copied. 

That being the case, the licensor should be able to warrant that the licensor owns the copyright work, without any qualification.

If the qualification were to be made in relation to a copyright work, it would be tantamount to the licensor stating that to the best of the licensor’s knowledge, the licensor has not copied the copyright work, and that would not be acceptable.
12.2
Infringement warranty
Technology includes patentable or patented subject matter

Where the Technology includes patentable or patented subject matter a licensor would be expected to make a warranty about infringement.

Typically, the licensor would warrant that to the best of its actual knowledge the use of the Technology does not infringe the IP rights of another person.

For the reasons stated in section 12.1, this warranty cannot be made without qualification. 
There may always be a freedom to operate obstacle, unbeknown to the licensor. 
If the licensor were to warrant, without qualification that the use of the Technology did not infringe the IP rights of another person, the licensor would, like an insurer, be underwriting that that was the case, and liable in damages if a freedom to operate obstacle arose. 
The damages that a licensor might be liable for if the warranty was made without qualification, might well exceed the royalties and financial return that the licensor might receive under the license, and that may perhaps be so by a number of factors.

Technology includes Know How 

For the same reasons, a licensor cannot warrant without qualification that the use of the Know How will not infringe the IP rights of another person. 
Again, such a warranty must be made on a best of actual knowledge basis.

Technology includes copyright

But again the same is not the case in relation to a copyright work.

Again, by definition, a copyright work must be original, so a licensor should be able to state that the copyright that is licensed will not infringe the copyright of another person.

12.3
Other warranties
Other warranties that are not unusual in a license are warranties that:

1.
the Technology is not subject to any litigation
2.
the Technology is not already licensed, nor subject to any agreement or option entered into by the licensor
3.
the Technology is not encumbered.

13.
CONFIDENTIAL INFORMATION

Typically, a license will contain provisions requiring a licensee to maintain Confidential Information in confidence. 
Refer to Guidelines 02 Confidentiality Agreements.
14.
PUBLICATIONS 

Connected with the obligation of the confidentiality is the ability to publish. 

Typically, a license will manage publications in a way not unlike the way this may be dealt with in a Research Agreement.

See sections 3.12 and 3.13 in Guidelines 06 Research Agreements.

15.
STUDENTS 
Publications by students and a student thesis are normally dealt with in the same manner as in a Research Agreement. 

See section 3.14 in Guidelines 06 Research Agreements.

16.
INFRINGEMENT 

An exclusive licensee has the standing to commence infringement proceedings against an infringer of the Technology.

Usually, the exclusive licensee will want to control the prosecution of infringers.

This litigation may be strategic or tactical or even part of the commercialisation process. 
A license will normally provide that a licensor may prosecute an infringer only if the exclusive licensee chooses not to.

Some licensees however object to even that, arguing that the prosecution of an infringer is a commercial decision, and that there may be a commercial basis to decide not to prosecute an infringer. 
For example, an exclusive licensee may not want to lose control of deciding whether or not to prosecute an infringer, so that the exclusive licensee’s opportunity to negotiate a license to the infringer is not affected by proceedings commenced by the licensor.

If the exclusive licensee prosecutes an infringer and recovers damages, a part of those damages should be paid to the licensor. 
This should not be the same percentage as the royalty on Net Sales. 

The damages recovered by the licensee are the licensee’s compensation for what it has lost as a result of the infringement, and it is calculated by reference to actual or notional sales of products by the infringer.
The extent to which the licensee should share damages with the licensor is the same extent as the royalties that the licensor lost as a result of the same number of actual or notional sales of products.

Where a licensor prosecutes an infringer however, the licensee having elected not to, the licensor would retain all damages recovered, since the licensor will recover only the damages that represents its actual loss, and that actual loss is the royalties that the licensor would have received. 
Where a licensor prosecutes an infringer therefore, there are no damages to share with the licensee.

17.
INSURANCE 

Typically, a license requires a licensee to take our product liability insurance for a minimum amount per claim specified in a license and to maintain the insurance policy.

18.
EXCLUSION OF WARRANTIES 

Typically, a license states that a licensor makes no warranties in relation to various aspects of the Technology.

For example, the making of warranties about the following are typically excluded:

1.
the safety of the Technology
2.
the commercialisation of products

3.
the marketability of products

4.
the anticipated profit or revenue 

5.
the commercialisation prospect of any part of the Technology
6.
whether or not any patent applications will result in granted patents

7.
whether any patents may be granted with reduced claims.
In relation to warranties that are typically made, see section 12.
19.
RELEASE

Typically, a license will contain a release by the licensee in favour of the licensor, excluding the licensor from any liability in relation to the commercialisation and use of the Technology.

The rationale for such a release is that a licensee makes the commercial decision to commercialise, relying upon its own due diligence, and does not rely upon any representation by the licensor.
In relation to a release see section 3.16 Guidelines 06 Research Agreements.

20.
INDEMNITY

Typically, a licence provides that a licensee will indemnify the licensor against any claims by any other person in relation to the commercialisation and use of Technology. 

Effectively therefore, if there is a product liability claim that is made, the licensee indemnifies the licensor and will have to pay any award of damages that is made against the licensor.
In relation to indemnities see section 3.16 Guidelines 06 Research Agreements.
21.
TERMINATION 

Licenses must have termination clauses.
A typical termination provision provides:

1.
if a breach by either party has occurred and continued for a stated period, such as 14 days

2.
the non defaulting party may give to the defaulting party a notice requiring the breach to be remedied with a stated period of time, such as 35 days and
3
only if the breach remains unremedied at the end of the 35 days would the non defaulting party then be entitled to terminate. 

This would apply for any breach under the license, such as:

1.
failure to pay royalties in the time required

2.
failure to allow inspections of accounts

3.
failure to provide a copy of a sub license agreement

4.
failure to take out an insurance policy.
A termination mechanism that works in this way allows the defaulting party time to remedy the breach. 

If the breach is remedied, the right to terminate ceases. 
This achieves a fair balance between the licensor’s right to require compliance with the terms of the license, and the protection of the licensee’s interests in not having its license terminated, and the resulting loss of rights, if there was only inadvertence on the part of the licensee.

However, some breaches may be so serious, or incapable of being remedied, that the licensor is entitled to immediately terminate the license.

Serious breaches in this category may be:

1.
exercising rights outside the a field 

2.
exercising rights outside a territory 

3.
sub-licensing without consent

4.
insolvency.

Termination of course is without prejudice to any rights that have accrued before the time of termination. This means that the rights to damages continues, so that notwithstanding termination, damages can still be sought by the licensor. 

Typically, licenses also provide that upon termination, Confidential Information  must be returned by the licensee to the licensor.
22.
GOVERNING LAW 
See section 3.17 Guidelines 06 Research Agreements.

