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I. BASIC CONSIDERATIONS IN LICENSING 
A. CONTEXT FOR LICENSING 

1. WHAT IS LICENSING? 
A I LICENSING Is : 

1. PURCHASE) SALE OR EXCHANGE OF CERTAIN RIGHTS 
- RELATING TO PROPRIETARY ASSETS IN WHICH-THE 

LICENSOR PERMITS THE LICENSEE TO MAKE) USE 
AND/OR SELL: 
1. INVENTION <PATENT)) 
2. KNOWLEDGE HOW TO - <KNOW-HOW) AND/OR 
3. NAME <TRADEMARK) 

2. THE LICENSABLE PROPERTIES- - WHAT IS BEING LICENSED? 
PROPRIETARY ASSETS - WHAT ARE THEY? WHAT CAN YOU DO ~!ITH THEM? 
A. PATEtlTS : · 

1. BASIS - U.S. CONSTITUTION 
ARTICLE 1 SECTION 8 - POWERS OF CONGRESS 
COLLECT TAXES) COMMERCE CLA_USEJ COIN MONEY J DECLARE 

WAR) PROVIDE ARMY & NAVY J SET UP DI c I J ETC I 
#8 uTO PROMOTE THE PROGPESS OF SCIENCE AND USEFUL 

ARTS BY SECURING FOR Llf ITED TIMES TO AUTHORS 
AND INVtNTORS THE EXCLUSIVE RIGHTS TO THEIR 
RESPECTIVE WRITINGS AND DISCOVERIES" 



2. INVENTION -- SOMETHING THAT WAS NOT THERE BEFORE 
3. RIGHT TO EXCLUDE OTHERS 

NO RIGHT TO DO ANYTHING 
NOT MONOPOLY 
BELL TELEPHONE EXAMPLE 
EUROPEAN COPIER COMPANY EXAMPLE 

4. U.S. AND FOREIGN -- NO EXTRATERRITORIAL RIGHTS 
·s. PATENT APPLICATION -- NO RIGHTS UNTIL ISSUED 
6. PATENTS DISCLOSE INFORMATION AVAILABLE AT TIME OF 

FILING PATENT APPLICATION 

2. 

ISSUED PATENT USUALLY DOES NOT INCLUDE ACTUAL COMMER
CIAL DETAILS WHICH ARE NEARLY ALWAYS DEVELOPED AFTER 
PATENT APPLICATION IS FILED AS PATENT APPLICATION 
SHOULD BE FILED IN u.s·. PATENT AND TRADEMARK OFFICE 
AT AN EARLY STAGE OF DEVELOPMENT 

7. WHAT PATENTS COVER 
EDISON PATENT -- CARBON FILAMENT 

. FERMI· ·& SZILARD ATOMIC REACTOR PATENT 
8. LIFE OF PATENT _ 

. -
u.s.· -- 17 YEARS EXCEPT NOW HAVE MAINTENANCE TAXES 
FOREIGN -- MAINTENANCE TAXES 

· 9. COSTS 
10. WHY PATENTS? 

A. SECRECY V. DISCLOSURE 
B, SOME PROTECTION OF '·R&D EXPENDITURES 
c. HELP SMALL COMPANY VS. BIG COMPANY 

POLAROf.D 
n. USEFUL IN LICENSING AND JOINT VENTURE BUSINESS 

ARRANGEMENTS 



---- --- . - -- -

B. TRADE SECRETS AND KNOW-HOW 
1. WHAT YOU KNOW THAT SOMEONE ELSE DOESN'T 

"HOW TO ... If 

2 . KODAK COATING SECRETS 
3. . COCA COLA 

c. TRADEMARKS 
1. BRAND NAME OF PRODUCT 

LIKE PERSON'S FIRST NAME 
CLAST NAME -- GENERIC) 

2. ORIGIN OR SOURCE OF PRODUCT 
3. INDICATES QUALITY OF PRODUCT .. 

4. VALUE 
COCA COLA -- TRADE SECRET 

5. INDEFINITE LIFE 
6. CONTINUOUS USE 
7. PROPER USE -- ADJECTIVE) liO.I NOUN 

COKE :-- TAVERN SUITS 
ASP IR IiL KEROSENE) ES CA LA TOR., LI NOLE UM -

8, SANFORIZED ·. __ PA1ENT AND. TRADEMARK 
. 

9. PEPSI COLA -- USSR 
. . 

10. FRANCHISING . 
D. TRADE N.C\ME -- NAME OF COMPANY 

-

E. COPYR I .. GHTS 
BOOKS -- MUSIC .. 



/J 
'I 

B. HHAT LI CENSE TECHNOLOGY? 

1. LICENSOR'S VIEWPOINT 

A. LICENSE SOLUTION SHOULD MAXIMIZE PROF ITS 

B. ,4DVANTAGES 

}, PROVIDES ENTRY INTO OTHER MARKETS WITHOUT LARGE CAPITAL 

OUTLAY 

2. A. SUBSTANTIAL INITIAL PAYMENT 

B, (oNi~NUING ROYALTY INCOME 

3, LJsE OF PROPRIETARY ASSETS TO OBTAIN EQUITY IN LICENSEE 

~. MAKES TECHNOLOGY AVAILABLE TO OTHERS AND REAP A RETURN WHERE 
COMPETITORS MIGHT DEVELOP THEIR OWN TECHNOLOGY AND AVOID OR 
BREAK YOUR PATENTS IF LICENSE WAS NOT AVAILABLE 

5, PENETRATES DOMESTIC OR FOREIGN MA~KETS WHICH ARE.NOT 
READILY AVAILABLE FOR REASONS SUCH AS : 
A. TRANSPORTATION COSTS 
B, DUTIES 
c. GOVERNMENT REGULAT IONS 
D, (USTOMER ~REFERENCES FOR LOCAL OR LONG-TERM SUPPL I ER 

5, PROVIDE~ RAPID ENJ~Y INTO MARKETS 

7, MAY .BE ONLY AVAILABLE AVENUE IF DIRECT EXPORTS ARE NOT 
FEASIBLE AND SUB$:JDIAR-Y OR JOINT VENTURE OP.ERAT ION IS NOT 

FEASIBLE 

3, AVOIDS NECESSITY ROR ESTABL ISHING PERMANENT STAFF OF -. 
ADMINISTRATIVE AND/OR TECHNI-tAL PERSONNEL IN A LOCATION WHICH 

IS NO T FEASIBLE 

9. AvoI~S ~~CESSITY FOR ESTABLISHING ~OUR~ OWN MARKETING CAPAB ILI TY 
. . 

I I~ LOCATION INVOLVED !. 

}Q, PROVIDE ACCESS TO TECHNOLOGY OF LI CENSE ON A CROSS-Ll~ENSE OR 

LICEN SE GRANTBACK BASIS 
.. 

11 . To 1i:s1 A PRODUCT OR PROCESS l N ANOTHER LOCAT10N WHERE JT 

CAimOT BE DONE I N YOUR LOCATION (FOR EXAMPLE , PLAST IC PIPE 

l N (~.NADA) 



c. 

12 . To HELP SEL L RAW MATERIALS OR ASSOClATED PRODUCTS , SERVICES 
OR EQG!PMENT 

13, LI CENSE MAY BE TECHNIQUE OF EVA LUATI NG LI CENS EE FOR 
ADD ITI ONA L LICENSE S, OR POSSIBLE PARTIAL OR TOTAL ACQUI SITI ON 

14, PROVIDE BENEFITS FROM TECHNOLOGY THAT WILL NOT BE USED BY 
LIC ENSOR OR WHICH WILL NO LONGER BE USED BY LlCENSOR 

15, PROVIDES A \~AY TO SATI SFY MARKET ~flTHOUT CREATION OR 
EXPANS ION OF LICENSOR FACILITIES 

16 , TRADEMARK LICENSE - TRADEMARK DEVE LOPED BY LICEN SEE 

17, GAIN AOVANTAGES OF LOCAL MANUFAC TURE WITHOUT COMMITTING 

CAPITAL ABROAD 

18, AUGMENT LIMITED DOMESTIC CAPAClTY AND MANAGEMENT RESOURCES 

19 . PROVIDE SERVICES AND SUPPLIE S FOR LOCAL CU STOMERS 

20 , METHOD OF ACCOMMODAT ING MILITARY NEEDS OF FOREIGN 

GOVERNMENTS · 

DISADVANTAGE S 
-

}, IJSUALLY CAN MAKE MORE MONEY BY MAKING AND SELLING YOURSEL F 

2 I IN DO I NG IT HIMSELF LI CENSOR CAN UTILI ZE OR EXPAND HI S OWN 

3. 

4, 

FACILITIES , PERSONNE L, ETC, 

ROYALTIES FOR A LIMITED PERIOD MA Y BE INADEQUATE RETURN FOR 

LI CENSOR 

LICENSE MAY NO T BUILD UP MARKET FO R ADDITIONAL OR FUTURE 

PROD UCTS 

5, }NSUFF ICI ENT OPPORTUN I TY FOR GROWTH AND INVESTMENT 

6. LICENSOR WJLL NOT.BE ABLE 10 CONTROL LICENSEE OPERATION 
AND BECAUSE OF TH IS, LICENSEE MAY N01 MA KE ADEQUATE USE QF 
LICENSOR'S EXPERI.ENCE AND THU S MAY NOT BE SUCCESSFUL 

7. l!CENS}NG MAY CREA TE A COMPET~T~~ 

8, PROVIDING ADEQUATE ASSIS TANCE TO LI CENSEE MA Y BE TOO 
BURDENSOME , ESPECIA LLY IF LICENSEE IS I NEXPER IENC ED , 

DISTANT,. EJC , .. 
9, TRADEMAR~K LICE NSE - DIFFICULT TO CONTROL QUALITY 

10 . LICENSEE MAY DO BAD JOB AND DAMAG E LIC ENSORS REPUTATION , 

ESPECIALLY IF TRADEMARK HIYOLVED 

r---



6. 

LICENSEE'S VIEWPOINT 
A. ADVANTAGES 

1. MAY PERMIT RAPID ENTRY INTO MARKET USING COMPLETELY 

DEVELOPED TESTED TECHNOLOGY OF OTHERS 

2. MAY BE CHEAPER THAN DEVELOPING OWN TECHNOLOGY 

3. MAY ELIMINATE NEED FOR EXTENSIVE RESEARCH 

4, l ~AY PROVIDE RELATIONSHIP PROVIDING ACCESS TO ADDITIONAL 

TECHNOLOGY 

5. MAY ACQUIRE TECHNICAL SERVICES AND BACKUP TECHNOLOGY AS WEL\ 
• I 

! 

6. 

7. 
8. 

AS PROBLEM SOLVING 

!1At~AGEMENT ASS I STANCE 

MARK ETING ASSISTANCE 

LICENSE MAY BE START OF CLOSER RELATIONSHIP, ~UCH AS PARTIAL 

OR TOTAL ACQUISITION 
, 

9, LICENSE GIV~S LICENSEE OPPORTU~ITY TO EVALUATE-TECHNOLOGY 
WHICH IT MAY WANT TO PURCHASE ITSELF AND LICENSE OTHERS 

10 , POTENTIAL PRESTIGE FACTOR 

B. DISADVANTAGES 

1. Dow1~ .· PAYMENT f'ILA-Y NOT BE RECOVERABLE BECAUS E TECHNOLOGY 
IS NOT ADEQUATE OR IS NOT SUITABLE FOR LIC ENSEE ' S MARKET 

= 
2. BY ACCEPTING LICENSE FROM ONE LICENSOR MAY REMOVE ACCESS 

TO OTHER LICENSORS - LICENSEE MAY CHOOSE WR0NG TECHNOLOGY 

OR WRONG LICENSOR .. 
3. LICEr~SOR MAY NOT BE ABLE .. OR WILLING TO RENDER ADEQUATE 

ASSISTANCE 

4, LICENSEE MAY BE HARMED BY UNLICENSED COMPETITION IF LICENSOR ' . . 

PATENT PRO TECTION JS WEAK 

5, LICENSE MAY BE TOO EX PENSIV E AND THUS PROFIT ON LICENSEE'S 
OPERATION UNDER LICENSE MAY BE INADEQUATE . : :" 

6, LICEN°S ED TECHNOLOGi°MAY NOT BE SUITABLE FOR LICENSEE ' S 
MARKET (OBSOLETE , TOO HIGH OR TOO LOW QUALITY, TOO EXPENSIVE , 

ETC , ) 



II. THE LICENSE AGREEMENT 
A. GENERAL 

1. NO FORM AGREEMENTS 
A. WIDE ARRANGEMENT OF POSSIBLE BUSINESS DEALS 

2. USE LICENSING EXPERT 
A. <MUST BE ABLE TO APPRECIATE LONG-TE RM PRACTICALIT IES 

OF ARRANGEMENT) 
-

3. MUST BE GOOD DEAL FOR BOTH SIDES 

7. 

4. NEGOTIATION NOT CONTEST TO DETERMINE WHO IS SLICKEST LAWYER 
5. LICENSING LIKE MARRIAGE 

A. CAN'T TELL IF GOOD ARRANGEMENT UNTIL TOO LATE 
B. NEED ·· coNTINUING RELATIONSHIP 

B. CONSIDERATION - WHAT TO CHARGE? - WHAT TO PAY? 
1. BOTH 'PARTIES HAVE TO MAKE MONEY 
2, IS THERE INDUSTRY PRECEDENT 
3. LICENSEE TAKES MORE RISK. THEREFORE HE SHOULD GET 

LI ON'S SHARE OF PROFIT 
4. FOR.GOOD TECHNDLOGY AND GOOD PROPRIETARY POSITION SHOULD 

. GET 15-35% OF PROFIT ESTtMATE1 PAYABLE AS A PERCENTAGE OF 
. -

SALES -- DON~1 HAVE % OF COST OR PROFITS 
5. ROYALTY ON SALES1 LUMP SUMJ SPECIFIED FEE PER UNIT 

-
A • . LUMP surt SINGLE PAYMENT 
B. LUMP SUMJ ~ULTIPLE PAYMENT 

. . 

c. ··DOHN PAY~~ENT PLUS RUNNING ROYALTIES 
n. RUNNING ROYALTIES 

i. % OF SALES . 
A. CONSTANT 
B. VARIABLE 
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2. FIXED AMOUNT PER ITEM 
A. CONSTANT 
B. VARIABLE 
c I INFLATION CLAUSE 

E. DOWN CINITIAL PAYMENT) 
1. PART OR ALL MAY BE CREDITED AGAINST FUT~RE ROYALTIES 

A. FOR SOME SPECIFIED PERIOD 
F. STO CK OF LICENSEE 

1. PART OR ALL OF ROYALTIES 
C. TYPE OF LICENSE 

1. NON-EXCLUSIVE 
2. EXCLUSIVE 

A. MINIMUM ROYALTIES 
3. SEMI -EXCLUSIVE (SOLE) 

D. FIELD 
1. OFTEN IS MOST IMPORTANT CLAUSE IN THE AGREEMENT 

E. TERM 

1. PATENT LIFE 
A. WATCH "LAST PATENT TO EXPIRE" 
BI UNDER NEW us LAH 

1. MAINTENANCE FEES 
2. FIXED PERIOD 

F. TERRITORY 
1. _TO DO WHAT? 

A • . -MAKE 
B, SELL 

G. SUB-LICENSING 



H. 1tmEMNIFICATIOM OF LICENSEE 
1. PATENT INFRINGEMENT 
2. LIABILITY TO CUSTOMER OF LICENSEE 

A. PATENTS 
1. NONE 
2. PARTIAL 

A. SHARE OF ROYALTY PAYMENTS 
B. SHARE OF OUT-OF-POCKET LEGAL EXPENSES 

B. TRADEMARKS 
I. BANKRUPTCY 

1. us 
2. FOREIGN 

III. PATENTS AND TRADE SECRETS - AN ANTITRUST ANALYSIS 
A. COMPARISON Of ·PATENTS AND TRADE SECRETS 

1. REVIEW OF PROPERTIES OF PATENTS 
A. PUBLISHED INFORMATION 
B. LEGAL RIGHT TO PREVENT OTHERS, NOT RIGHT TO DO ANYTHING 
c I • ONLY GOOD -IN COUNTRY OR REG I ON OF ISSUE 

. n. EXPIRES ON SPECIFIC DATE 
2 I TRADE SECRETS AND -KNOW-HOW· 

A. UNPUBLISHED ItffORMATION 
BI . MUST BE KEPT CONFIDENT I P.L 
c. NO LEGAL RIGHT WITH RESPECT TO OTHERS 

- n . . - NO !NHEP.ENT TERRITORIAL LH1ITATIONS 
E. HOW TO DO SOMETHING -· 
F. DOES NOT EXPIRE ON SPECIFIC DATE 

B, RELAT I ONSH 1.p BETWEEN PATENTS AND TRADE SECRETS AND KN OH-HOH 
IN LICENSING 
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1. OFTEN RELATE TO SAME TECHNOLOGY 
2. MOST LICENSING AGREEMENTS INCLUDE BOTH 
3. SOME LICENSING AGREEMENTS INCLUDE ONLY TRADE SECRETS AND 

KNOW-HOH 
4. FEHER LICENSING AGREEMENTS INCLUDE PATENTS ONLY 
5. RELATIVE IMPORTANCE IN AN AGREEMENT CAN VARY WIDELY 

C. ANTITRUST LICENSING ASPECTS 
1. PATENT ROYALTIES CANNOT BE PAID FOR PERIOD AFTER 

LICENSE EXPIRES IN US 
2. TRADE SECRET OR KNOW-HOH ROYALTIES ARE PAYABLE FOR AS 

LONG AS AGREEMENT SPECIFIES 
3. CAN USE PATENTS TO CONTROL LICENSED TERRITORIES 

A. EXCEPT FOR SELLING PRODUCT. 
1. EEC 
2. PATENT EXHAUSTION 

4. MORE RISKY AND DIFFICULT TO USE TRADE SECRETS AND KNOW
HOW TO CONTROL LICENSED TERRITORIES 

5. MANY DEVELOPING COUNTRIES WILL NOT PERMIT EITHER PATENTS 
· OR TRADE SECRETS TO DETERMINE EITHER ROYALTY PERIOD OR 

TERRITORY. · 
D. SOME LICENSE PROVlSIONS 

1. PATENT 
A. DIVIS I ml :OF MARKETS 
BI .. MANUFP.CTURE AND SELL IN COUNTRY II A" ONLY 
c. MANUFACTURE IN "A" ONLY AND· SELL IN "A", "B" AND "C" 
n. USING PATENTS TO STOP IMPORTS 



2. TRADE SECRET AND KNOW-HOW 
A, DIVISION OF MARKETS 
B, MANUFACTURE AND SELL IN COUNTRY "A" ONLY 
c. MANUFACTURE IN "A" ONLY AND SELL IN "A" J "B" AND "C" 
n. TRADE SECRETS AND KNOW-HOW USUALLY INEFFECTIVE TO 

STOP IMPORTS 
IV. UNIQUE FACTORS IN TRADE SECRET AND KNOW-HOW LICENSING 

A. ROYALTY PERIODS 
1. MAY BE VERY LONG OR QUITE SHORT 

B. TERRITORIAL RESTRICTIONS 
1. DIFFICULT TO ENFORCE 

c. DISCLOSURE RESTRICTIONS 
1. NECESSARY TO PROTECT PROPRIETARY NATURE 
2. AFTER AGREEMENT OR ROYALTY PERIOD EXPIRES -

D. USE RESTRICTIONS 
1. AFTER AGREEMENT OR ROYALTY PERIOD EXPIRES 

E. PRODUCT LIABILITY VS. PRODUCT LIABILITY IN PATENT LICENSES 
F. TRANSFER OF TRADE-SECRETS AND KNOW-HOW 
G. DEVELOPING COUNTRIES 
H. UNITED NATIONS CODES 

v. UNIQUE FACTORS IN TRAP~MARK LICENSING 
A. ROYALTY PERIODS 

.. 

1. MAY BE AS LONG AS USE OF TRADEMARK 
B. TERRITORIAL RESTRICTIONS . 
c. QUALITY CONTROL .. 

1. MANDATORY TO INCLUDE 
2. MANDATORY TO PRACTt.CE 

D. USE AFTER AGREEMENT EXPIRES 

11. 



-

E. PRODUCT LIABILITY 
F. DEVELOPING COUNTRIES 
G. UNITED NATIONS CODES 

VI. EVALUATION OF ALTERNATIVE LICENSING OPPORTUNITIES 
P.. BY LICENSOR 

1. BUS I NESS PLAN 
2. LIC~NSEE FACTORS 

A. MANUFACTURING 
B. MARKETING 
c. FINANCIAL STRENGTH 
n. PAST-PERFORMANCE 
E. MANAGEMENT STABILITY 
F. MANAGEMENT WILL 
G. LONG TERM RELATIONSHIP 
H • . ~OMPETITIVE POSITION 
1 , LONG TERM PLANS 
J ... BUSINESS :PLAN 
K. ASSETS AVAILABLE : 

L. FINANCIAL. TERMS 
M. TECHNICAL STRENGTH 

.-. 

N. TIMING FACTORS 
B. BY LICENSEE 

1. BUS·I NESS PLAN 

12. 
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2. LICENSOR FACTORS 
A. QUALITY OF TECHNOLOGY 
B. STAGE OF DEVELOPMENT OF TECHNOLOGY 
c. TIMING FACTORS 
n. SUCCESS OF TECHNOLOGY IN MARKET 
E. ·FINANCIAL TERMS 
FI STRENGTH OF TRADEMARKS I tNOLVED 
G. STRENGTH OF PATENTS INVOLVED 
H. ABILITY OF LICENSOR TO TRANSFER TECHNOLOGY 


