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FUNDAMENTALS OF SOFTWARE LICENSING'

H. Ward Classen, Esq.
Assistant General Counsel
Computer Sciences Corporation

. INTRODUCTION

. This outline addresses some of the fundamental issues that both licensors and licensees
may confront in the negotiation of a software license. It focuses primarily on non-mass market
agreements, as most “retail” or mass market “off-the-shelf” software is governed by non-
negotiable “shrinkwrap” and “clickwrap” licenses. Nonetheless, the principles of software
licensing are the same for both shrinkwrapped and custom-developed software. For a brief
overview of a few of the significant issues involved in software licensing, see Davidson,

Avoiding Pitfalls and Allocating Risk in Major Software Development and Acgulsmo

Contracts, 14 Computer Law. 12 (May 1997).

The structure and context of every software license is different depending on the needs of
the parties. While this outline discusses some of the most important issues and includes several
forms, D:C. Toedt ITI, Esq. in conjunction with the Computer Programs Commiittee of the
Information Division. of the Section of Intellectual Property Law of the American Bar
- Association created a model license which, although voluminous, is quite thorough'and

educational. It is available by contacting him at (713) 787-1408. For a detailed discussion of
this model license, see Toedt, The Model Software License Provisions: Precursor to a Gap-
_ Fllhng Umform License Statute, 18 Rutgers Computer & Tech. L.J. 521 (1992). -

II. - LICENSE vs.SALE
A The First Sale Doctrine

. The theory of the First Sale Doctrine under the Copyright Act 17 U. S.C. 101 et.
3 _g is that an individual who purchases an authorized copy may use and resell that
~ particular copy free of any restraint-by the copyright owner. 17 U.S. C. §109(a) (emphasis
- supplied). See Bobbs Merrill Co. v. Straus, 210 U.S. 339 (1908). A copyright owner's
~authorized sale of an item "exhausts" his exclusive distribution and display rights, such
that the purchaser may use, resell or display that item free of any claim of infringement.
17 U.S.C. §109(a).? In short, the First Sale Doctrine addresses a copy owner's nghts as

opposed to the copyrzght owner's rlghts

! ' '©Copyrtght 1996, _1999 - 2002 H. Ward Classen. All Rights Reserved. The author would like to thank Eric
' Terpening and Stacey Stepek for their insightful comments and help in preparing this outline. The opinions
set forth in this outline are those of the author only and do not represent the opinions of Computer Sciences

Corporation.

2 _ Section 109(a) codifies the First Sale Doctrine, which provides “Notwithstanding the provisions of Section”
106(3), the owner of a particular copy or phonorecord lawfully made under this title, or any persen -
authorized by such owner, is entitled, without the authority of the copyright owner, to sell or otherwise
dispose of that copy or phonorecord.” ’




Fundamentals of Software Licensing

The First Sale Doctrine does not apply, however, to the separate exclusive rights
of copying, derivative work preparation and public display or performance. See 17
U.S.C. §106 (which sets forth five separate and distinct rights); See, e.g., Red Baron-
Franklin Park, Inc. v. Taito Corp., 883 F.2d 275, 280 (4th Cir. 1989) and Columbia °
- Pictures Industries, Inc.,.v. Aveco, Inc., 800 F.2d 59, 64 (3d Cir. 1986). Seealso 17
 U.S.C. §109(e), (which as a response to Red Baron, provides a video game performance
* and display exception to the First Sale Doctrine). The First Sale Doctrine only appliesto =
the copyright owner's exclusive rights of distribution and public display in its copyrighted
work which are "automatically” conveyed to the buyer or the copy owner. 17 US.C.: -
§109(a) and (¢). Section 106(3) provides that the copyright owner has the exclusive right
to distribute and to authorize distribution of copies or phonorecords of the copyrighted =
work to the public by sale or other transfer of ownership, or by rental, lease, or lending. . -
Section 106(4) and (5) give the copyright owner the exclusive right to perform or display -
- the work publicly if it is literary, musical, dramatic, or choreographic or ifitis a =
' pantomime, motion picture, or other audiovisual work. Section 106(6) gives the -
copyright owner the exclusive right to perform the work publicly by means of a digital =~ -
audio transmission if the work is a sound recording. To prove infringement, the
copyright holder must only demonstrate that it possesses a valid copyright and that the
copyrighted material was copynghted Ford Motor Co. v. Sumrmt Motor Products 930 ‘

- F.24277 (3. Cir. 1990).

The First Sale Doctrine is limited, however, in its applicability to copyrighted - =
works such as computer software when software is licensed. 17 U.S.C. §109(b). See
Allen-Myland, Inc. v. International Business Mach. Corp., 746 F. Supp 520 (E.D. Pa.
1990) (First Sale Doctrine does not apply to computer programs). For computer software, -
Section 109(b) limits the First Sale Doctrine and the rights of copy owners in three ways.
First, adaptations may not be transferred without permission of the copyright owner.
Second, copies authorized to be made under Section 117 may be transferred without

“permission of the copyright owner only as part of a transfer of all rights in the underlying
‘program. The distribution right conveyed to the buyer does not, for example, include the
. right to make further copies for resale. Third, it provides that the owner of a copy of -
computer software cannot lend or rent that copy to third parties without permission from
~ the copyright owner. See Microsoft v. Harmony Computers & Electronics, Inc., 846 F.
‘Supp. 208 (E.D.N.Y. 1994) (unauthorized distributor of a copy of software not entitled to
protection under First Sale Doctrine because owner licensed not sold software to
distributor’s supplier); Triad Systems Corp. v. Southeastern Express Co., 64 F.3d 1330
_ (9th Cir. 1995), cert. denied, 516 U.S. 1145 (1996) (software sold to customers is subject
. t017U.8.C. §117 protectibn while copies that are licensed are not); Stenograph LLC v.
- - 8ims, Civil Action No. 99-5354 (E.D. Pa July 12, 2000) (ﬁrst sale doctrine does not apply

to gifts).

©H. Ward Clésseﬁ, Esq., All rights reserved.: . : _ | _ - Page 2
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Known as The Computer Software Rentals Amendments Act of 1990, Section
- 109(b) also addresses computer software rentals. - It provides that, unless authorized by
= the owner of the copyright in a software program (including any tape, disk, or other.
medium embodying such program), no person in possession of a particular copy of -
software program {including any tape, disk, or other medium embodying such program)
may, for the purposes of direct or indirect commercial advantage, dispose of or authorize
- the disposal of the possession of that computer software (including any tape, disk, or
“other medium embodying such program) by rental, lease, or lending, or any similar act.
The transfer of possession of a lawfully-made copy of computer software by a nonprofit
educational institution to another nonprofit education institution, or to its faculty, staff,
and students is not considered to constitute the rental, lease, or lending for direct or
~indirect commercial purposes under Section 109(b). See generally, Step-Saver Data
- Systems, Inc. v. Wyse Technology, 939 F.2d 91, 96 n.7 (3d Cir. 1991).

Section 109(d) further limits the scope of application of the First Sale Doctrine by
providing that, unless authorized by the copyright owner, the provisions of 17 U.S.C.
§109 (a) and (c) do not extend to any person who has acquired possession of the copy or

- phonorecord from the copyright owner, by rental, lease, loan or otherwise, without also
acquiring ownership of it. - -

B.  Transfer of Intellectual Property Rights.

% There are two means of conveying intellectual property rights: assignments (17
U.S.C. §101) and licenses (17 U.S.C. §201(d)(2)). Assignments and licenses apply to
intangible property rights while a “sale” applies to the transfer of tangible property. 17
U.S.C. §202; see also Chamberlain v. Cocola Assoc., 958 F.2d 282 (9th Cir. 1992). The
First Sale Doctrine, which applies to the sale of a copy of software, provides that such
sale conveys certain rights to the buyer in the purchased software, namely the buyer's
right to resell the software. 17 U.S.C. §109(a). This right-is in derogation of the overall
copyright and it is also "automatically” transferred to a new buyer if the software is .
resold. 17 U.S.C. §117. '

Typically, the sale of software is not a “sale” within the meaning of Section 109,
but rather a license accompanied by a license agreement setting forth the rights that will
or will not be conveyed to the buyer (which may be greater or lesser than would be
conveyed under the sale of a copy). A copyright owner who grants a non-exclusive
license to use copyrighted material generally waives the right to sue the licensee for a

- copyright infringement. Sun Microsystems, Inc. v. Microsoft Corp., 188 F.3d 1115 (9th
Cir. 1999). ' R 2 ST

S © H. Ward Classen, Esq., All rights reserved. e - Page 3.
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An assignment is an absolute conveyance of the intangible rights and equates to a
“"'sale," with the caveat that a sale typically only conveys the absolute right of distribution
- and, subject to certain exceptions, the right to display and use. MacLean Assoc., Inc. v.
William M, Mercer-Meidinger-Hanson Inc., 952 F.2d 769 (3d Cir. 1991). A "sale" does
not include, for example the nghts of performance or preparatlon of denvatxve works
L -nghts : :

Similar to an assignment, an exclusive license, even if limited in time or place of
effect, is a “transfer of copyright ownership.” 17 U.S.C. §201(d)(2). Under the : .

+  Copyright Act, transfer of an exclusive Jicense is considered to be a co'nveyance of S

copynght ownersh1p to the extent granted in the license. 17 U.S. C §201(d)(2)

In short, entenng into a license agreement in which the hcensor reserves title is
not a "sale" for purposes of the Copyright Act. - For example, a licensee cannot distribute
the licensor's software without the licensor’s authorization, because the licensor is still the

- owner of the intellectual property. Relatmnal Desug,g & Technology, Inc. v. Brock, 1993
WL 191323 (D. Kan. 1993) AR _ :

oL ,GR.ANT OF LICENSE

Unless atherw:se indicated, all Section references refer to the correspondmg Sections 0f the ( R
. Annotated Master Software License and Services Agreement in Section IX.A '

AL Termmology of the License Grant (§3 1)
A typlcal grant ofa hcense contams the followmg wordmg

: “Subject to the pravzsions of this A greement, Licensor grants to Licensee a
perpetual, personal, non-assignable, non-transferable, non-exclusive object code
* license to use the Software solely for Licensee’s mtemal business purposes in the
- United States.” ' :

Each of the terms set forth in the above license grant has a specific meaning which
. fundamentally impacts the rights of the licensor and licensee. Set forth below is a brief

- dlscussmn of these terms.

1. Definition of the “-Licensee’5

_ - The definition of the “Licenses” is important for both financial and legal
reasons. Financially, the broader the definition of the “Licensee”, the more
entities or individuals who will have access to and use of the licensed software,

© H. Ward Classen, Esq., All rights reserved. ‘ o ...  Paged




_ Fundamentals of Scftware Licensing

e

thus reducing the potential license fees a licensor may receive. Some license
~ agreements allow “affiliates™ of the licensee to utilize the licensed software as
-+ - well. Many such agreements define “affiliates” to include only the licensee’s
- parent company and those subsidiaries at least 51% owned by the hcensee or its
parent in order to limit the use of the licensed software. -

It is also important to distinguish between allowing the “use™ of the
licensed software by a third party and allowing the licensee to “assign” the license
- to another entity. With assignment, the assignor relinquishes its license and right
. to utilize the software. The assignor’s right to use the licensed software is
transferred to the assignee, preventing both entities from using the software at the
‘same time. Allowing both the licensee and its affiliates to utilize the licensed
“software may allow numerous distinct legal entities to utilize the software
- simultaneously, subject to any restrictions on the number of users or other
constraints in the license agreement. Having such multlple users for a set license -
- fee will likely limit the licensor’s revenues. :

At the same time, legally, the definition of the “Licensee” should be
restricted to ensure compliance with United States export laws. If a licensee and
- its affiliates are granted simultaneous use of the licensed software, or the licensee
~# " has the unencumbered right to assign the license, and/or use is not restricted to the
=% United States, the licensee’s or its affiliate’s use of the software outside of the
. United States may violate the United States export laws if the appropriate export
licenses have not been obtained. Furthermore, use of the licensed software
outside of the United States may be governed by the laws of a foreign jurisdiction
with which the licensor is unfamiliar, and which may not afford the licensor the
same benefits and protections as the laws of the United States.

"2, Term of License (§4.2)

- The term of the license should begin on delivery of the licensed software,
‘rather than acceptance of the licensed software, otherwise the licensee will be
under no legal obligation or restriction as to the use of the software prior to
acceptance. While many licensees are concerned with the concept of the license
“beginning upon delivery, the licensee is nevertheless protected as beginning the
term of the license upon delivery does not indicate acceptance of the software or
~ an obligation of the licensee to pay for the license pnor to acceptance of the

_hcensed software.

- While shrinkwrapped software licenses traditionally have had a perpetual
term, other software licenses have had a more limited term, 1.e., five or ten years.

© H. Ward Classen, Esq., All rights reserved. : A .- Page 5
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© Today, the distinction is less important as most software is obsolete within ten
.- .- years, and licensors routinely grant perpetual licenses in recognition of the rapid
. obsolescence of software in general. But see Apple Computer. Inc. v. Microsoft
Corporation, 35 F.3d 1435 (Sth Cir, 1994) (in 1985, Apple granted, in effect, a
perpetual license of its Windows® visual displays to Microsoft).

-If the license fails to state a term, under the Copyright Act, the term of the
~license will automatically be 35 years from the date of its execution. 17 U.S.C.
. §203; see also, Korman v. HBC Florida, Inc., 182 F.3d 1291, 1294-95 (11th Cir.
- +1999).' After the 35-year period expires, the license is terminable at will by the
“licensor for a period of five years. 17 U.S.C. §203(3). The licensor must give the
.- licensee, however, advance written notice of at least two but not more than ten
- years before such termination. 17 U.S.C. §203(a)(4)(A). Material breach of the
- license will also give rise to a right of recission which allows the non-breaching
- party to terminate the license. Costello Publishing Co. v. Potell, 670 F.2d. 1035
(D.C. Cir. 1981); 3 Melvin B. Nimmer and David Nimmer, Nimmer on
Copyright, §10.15[A] at 112 (1990). If the license is not terminated, it will
- continue in effect for the remaining term of the copyright which protects the
-+ software being licensed (17 U.S.C. §203(b)(6)). Assuming it is an anonymous
-+ work or work made for hire, the term of the copyright will be either 75 years from
... the date of the software’s first publication, or 100 years from the date of the
- . software’s creation, whichever expires. first. 17 U.S.C. §302(c). Under §2-309(3)
~ of the Uniform Commercial Code (“UCC”), however, a contract (license) without
a fixed term is terminable at will with reasonable notice to the non-terminating

L ‘party:

3. . UseRestrictions (§3.1)

Most licensors place restrictions on the licensee as to how the licensed
_ software may be used. The principle reason is financial, causing most restrictions
-0 to.be strictly an element of price. - :

~{(a})  Internal Use
-+ Most license grants include the term “personal” and state that the
- licensed software may be used for the licensee’s “internal business
. purposes only.” The primary objective of this wording is to limit the
licensee’s use of the licensed software to the licensee’s specific business
needs, and to prevent the licensee from using the software to operate a

- service bureau or data processing center, or from using the software in
-outseurcing. - It is prudent to state this clearly in the license agreement to

© H. Ward Classen, Esq., All rights reserved. ' - o ‘ o . Page6 =~
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- avoid a subsequent dispute over the interpretation of the license grant. For
* a greater discussion of the issues involved, see Marenberg & Brown,

- “Scope of Use” Restrictions in Software Licenses, 10 Computer Law. 1
(Dec, 1993). . SR -

el :(b)- Non-Exclusive/Exclusive Use

The term “non-exclusive” is necessary to indicate that the licensor
reserves the right to license the same software to other licensees. This is
important as some licensees request exclusive use of the licensed software
if they believe the software provides them with a competitive advantage.
This is especially likely if the licensee paid for the development of the
software or educated the licensor about the need for such software in a

- particular industry. '

" A non-exclusive license can be granted orally or can be implied
from the conduct of the parties. Korman v. HBC Florida, Inc., 182 F.3d
1291 (11th Cir. 1999). A non-exclusive licensee lacks the ability to sue or
be joined in a suit. Ortho Pharmaceutical Corp. v. Genetics Institute, Inc.
and Amgen, Inc., 52 F.3d 1026 (Fed. Cir.), cert. denied, 516 U.S. 907

“(1995) (citing Overman Cushion Tire Co. v. Goodyear Tire and Rubber
Co., 59 F.2d 998, cert. denied, 287 U.S. 651 (1932) (nonexclusive licensee
" has no right to sue or be jointed in a suit)); and Philadelphia Brief Case
Co. v. Specialty Leather Products Co., Inc., 145 F. Supp. 425, 429-30
(D.N.]. 1956) (contract clause can not give right to sue where licensee
- would otherwise have no such right). Furthermore, the licensor can not
~ grant such a right where one does not already exist.

A copyright owner who grants a licensee a non-exclusive license to
~ use the copyrighted material generally may not sue for copyright
infringement and is limited to bringing a claim for breach of contract. Sun
Microsystems, Inc. v. Microsoft Corporation, 188 F.3d 1115, 1121 (9th
Cir. 1999). If the license is limited in scope and the licensor exceeds the
 scope, a claim of copyright infringement may be bronght, $.0.S., Inc. v.
" Payday, Inc., 886 F.2d 1081, 1087 (9th Cir 1989). :

o “On occasion a licensor may grant an exclusive license. The
©exclusivity may go to a geographic region, a specific industry, a set time
- period or the use of the entire product itself. Exclusive licenses are

~uncommon in that they prevent the licensor from relicensing the software
" and receiving additional license fees. Under the Copyright Act, exclusive

© H. Ward Classen, Esq.,Allrights reserved. ' R " Page7
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 Hcenses must be in writing. 17 U.S.C. §101; see generally LA.E.. Inc. v.
- Sharer, 74 F.3d 768 (7th Cir. 1996) (a non-exclusive copyright license is
- granted when (1) the licensee requests creation of a work, (2) the

creator/licensor delivers the work to the licensee, and (3) the licensor’
intends the licensee to copy and distribute the work); Korman v. HBC
Florida, Inc., 182 F.3d 1291, 1293 (11th Cir. 1999). Also note that an oral
exclustve license creates an implied non-exclusive license. 17 U.S.C. '
§204(a), Gracen v. Bradford Exchange, 698 F.2d 300, 303 (7th Cir.

1983)

.('c) - Creation of Derivative Works and the PI'OhlblthIl of Reverse
| Engmeerlng (§3.4) :

“Dlsassembly’ or “reverse engineering” software requires making
~ copies of the software program itself and creating “derivative works” in
~ the process based upon the original software. Section 101 of the
Copyright Act defines a “derivative work” as '

awork based upon one or more preexisting works,
- such as a translation, musical arrangement, U

dramatization, fictionalization, motion picture {
'version, sound recording, art reproduction,

-abridgment, condensation, or any other form in
- which a work may be recast, transformed, or

adapted. A work consisting of editorial revisions,

annotations, elaboration, or other modifications,

which, as a whole, represent an original work of

authorship is a “derivative work.”

. .

Section 106(2) of the Copyright Act prohibits the creation of derivative
works without the copyright owner’s permission. '

_ . In certain situations, the alteration of an original work may create a
copyrightable derivative work. To receive copyright protection, a work
must be sufﬁclently original, requiring more than a “modicum of

originality.” Waldman Pub. Corp. v. Landoll, Inc., 43 F.3d 775, 782 (2d

- Cir. 1994); Simon v. Birraporetti’s Restaurants, Inc 720 F. Supp. 85 (S.
D. Tex. 1989). A derivative work must be substantially different from the

| ) underlying work to be copyrightable, Cracen v. Bradford Exchange, 698
.. F.2d 300 (7th Cir. 1983) but yet substantially copied from prior work.

" Apple Computer, Inc. v. Microsoft Corp., 759F. Supp. 1444 (N.D.Cal.
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| 1991), on reconsideration, 779 F. Supp. 133, aff’d, 35 F.3d 1435 (9th Cir.

1994); Litchfield v. Spielberg, 736 F.2d 1352 (9th Cir.), cert. denied 470
U.S. 1052 (1984). The copyright applies only to the new work contributed

- - by the author and not the pre-existing material. The new copyright does
-+ not imply any exclusive rights to the pre-existing copyright. 17 U.S.C.
- §103(b); Moore Pub., Inc. v. Big Sky Marketing, Inc., 756 F. Supp. 1371
- (D. Idaho 1990). Further, if a derivative work is created using pre-existing
-copyrighted material, copyright protection will not extend to any part of

the work in which such pre-existing copynghted material has been used

unlawfully. 17 U.S.C. §103(a).

Most hcensors are very concerned with the licensee reverse A
engineering the object code provided to the licensee under its license. To

.. -alleviate this concern, most licensors include a clause in their licenses
- stating that the licensee is prohibited from reverse engineering,
- decompiling or recompiling the licensed sofiware. The inclusion of this

.- language is important as at least one court has held that the ability to create

- derivative works may be inferred from the language of the license grant.

- .. Kennedy v. National Juvenile Detention Ass’n., 197 F.3d 690 (7th Cir.

.. 1999) (Language permitting licensee to “reproduce, publish and use” any

... copyright material infers the right to create derivative works.).

Any prohibition on reverse engineering is not absolute, however, as

- several courts have ruled that a licensee who makes an intermediate copy
-of software to the extent necessary to determine how such sofiware works

in order to interface the licensee’s or another party’s proprietary software

| to the licensor’s software may fall under the “Fair Use” doctrine of the

Copyright Act. See Sega Enterprises, Ltd. v. Accolade, Inc., 977 F.2d
1510 (9th Cir. 1992); Atari Games Corp. v. Nintendo of America, Inc.,

. 975 F.2d 832 (Fed. Cir. 1992). In Sony Computer Entertainment v.

Connection Corp., 203 F.3d 596 (9th Cir. 2000), cert denied 531 U.S. 871

.+ (2000), the court held that the fair use doctrine allows public access to the
-+ functional elements and ideas contained in copyright software. Thus, in
__certain situations the fair use doctrine allows the reverse engmeenng of

: software

Further, a licensee may modify a software program in order to
make the program operate more efficiently for the licensee’s internal use,

- including creating a derivative work. Aymes v. Bonelli, 47 F.3d 23 (2d
-Cir. 1995). At least one court, without deciding the ownership issue, has

rejected the contention that a licensee may not obtain an enforceable

© H. Ward Classen, Esq., Al rights reserved.
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copyright on a derivative work unless there was an express authorization
~in the govemning license agreement. Lii v, Price Waterhouse LLP, 1999
WL 47028 (N.D. IlL. 1999)

, The right to claim a copyright on a non-infringing derivative work
- arises by operation of law not by the granting of such right by the owner of
the original work. Melvin D. Nimmer & David Nimmer, Nimmer on
" Copyright, § 3.06 n.14 (1997). While these opinions have not been fully
explored, it is clear they will not perntit the wholesale disassembly of a
software program. These holdings are similar to the European
Community’s (“EC”) directive that licensees may reverse engineer
software to the extent necessary {o create interfaces to the licensor’s
- software. See E.C. Directive 91/250.- |

The courts have justified these decisions under the “Fair Use”
“doctrine of copyright law. Under the Fair Use doctrine, use of 2
copyrighted work, including use by reproduction of copies for purposes
 such as criticism, commeént, teaching, scholarship or research, is not an
" infringement of the owner’s copyright. 17 U.S.C. §107 (1994). Factors
" “to be used in determining fair use include the purpose and character of the
- use, the nature of the copyrighted work, whether the entity possessed an
" authorized copy of the software, the amount and substantiality of the
portion used in relation to the whole, was copying necessary to gain access
“to the functional elements of the software, whether the reproduction
~* exceeded what was necessary to understand the protected elements and the
effect of the use upon the potential market for or value of the copyrighted
“work. Id, For a general discussion, see; Rowles, Reverse Engineering —
~ Can Software Owners Llcense Agamst It? E Commerce Advisor, July

2001

_ At the same time, however, an entity is not allowed to reverse
" engineer software for the purpose of directly competing with the owners of
* the software. See Triad Systems Corp. v. Southeastern Express Co., 64
~ F.3d 1330 (Sth Cir. 1995), cert. denied, 516 U.S. 1145 (1996); MAI
" Systems Corp. v. Peak Computer, Inc., 991 F.2d 511 (9th Cir. 1993), cert.
denied, 510 U.S. 1033 (1994). See Section IIL.C.11 for a more in depth
discussion of the creation of copies of software by independent service
'orgamzatmns (“1SOs”). _

- It is important to note that a copyright does not provide the
" copyright holder rights similar to those held by patent owners. A

© H. Ward Classen, Esq., All rights reserved. - S : : Page 10




-
4 -ﬁ\\ .

STy

Fundamentals of Software Licensing

copyright grants the holder the exclusive right to duplicate the copyrighted

-material and make derivative works. 17 U.S.C. §106(1), (2);

CMAX/Cleveland, Inc. v. UCR. Inc., 804 F. Supp. 337 (M.D. Ga. 1992).

" A patent grants the holder the right to prevent others using, making or
~selling the patented subject matter. 35 U.S.C. § 154 (1994). A copyright

does not protect against another entity creatmg similar or even identical
software independent from the copyrighted work. For example, it does not

protect against the creation of similar screen displays, icons, the method of

Operatioﬁ of the software or the key commands. See e.g., Lotus

" Development Corporation v. Borland International, Inc., 49 F.3d 807, 815-

.18 (1st Cir. 1995), aff’d per curiam, 516 U.S. 233 (1996) (menu-command
hierarchy was an uncopyrightable method of operation) and Engineering
Dynamics, Inc. v. Structural Software, Inc., 26 F.3d 1335, 1342-43 (5th _
_Cir. 1994) (user interface, input formats and output reports are

protectable); but see Whelen v. Jaslow, 797 F.2d 1222 (3d Cir. 1986)
(concept of program’s content not copyrightable but all functions used for
implementing the program are protectable).

Although common law copyrights arise as a matter of law without
registration, an author must affirmatively apply for federal copyright
protection. Further, a U.S. copyright holder must register the work before
bringing an infringement action. 17 U.S.C. § 411(a) (1994). Owners of
copyrights registered within three months of publication are entitled to

' receive attorney’s fees and statutory damages if they prevail in litigation.
.. 17US.C. § 412 (1994). Registering a work within five years of first
‘publication constitutes prima facie evidence of the validity of the copyright

and the facts stated in the certificate. 17 U.S.C. § 410 (c) (1994).

A copyright holder does not ha\.ré.to affirmatively prove actual

~copying. Evidence of copying can be inferred by establishing the
..defendant’s access to the program and substantial similarities to the
 protectable expresswns Bateman v. Mnemonics, Inc 79 F.3d 1532, 1541

(11th Cir. 1996).

Fora general discussion, see Z1mmerman Baystate Technical

| Interfaces Not Copmgt_ﬂable On to the First Circuit, 14 Computer Law. 9

(April 1997).

- (d) - Other Restrictions

Other common limitations include limiting use of the software to a

© H. Ward Classen, Esq., Al rights reserved. ' Page11
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particular central processing unit {“CPU”), to one class of computer only,
- orto a specific geographic site (§§8.B, 8.C). This allows the licensor to
. charge the licensee a transfer or upgrade fee if the licensee wants to change
the CPU, the class of machine, or the site where the software is utilized.
- See Equinox Software Sys., Inc. v. Airgas. Inc., 1996 WL 278841 (E.D.
- Pa, May 23, 1996) (soft copies made in violation of license restricting use
on a particular CPU constituted copyright infringement).

: One exception is the licensee’s right to make one backup or .
* archival copy or transfer the software to an alternative back up site for a
* limited period of time (60-90 days) in the case of a catastrophic failure.
(§20). From the licensor’s perspective, the license should clearly state that
. the licensee can not make more than one copy beyond a backup copy for
* archival purposes as Section 117 of the Copyright Act grants the purchaser
- of a copy of software the right to make archival copies and adapt the
‘ '-'_soﬁware to operate on its computer. Note, however, that if the licensee is
~‘Tota purchaser of the software, such copying may constitute copyright
infringement. See DSC Communications Corp. v. DGI Technologies, Inc.,
- 81 F.3d 597 (5th Cir. 1996) (downloading software to hard disk by
licensee for compatibility modifications was mfrmgement where 11censee

| ~ had not purchased software).

\ Some licensors (¢.g., Oracle) base their license fee on the
~ application involved (i.e., Oracle often grants a license for a specific
‘software application/program only). Other licensors restrict the number of
- users who can access their software at any one time. This type of
' restriction is common in a client-sérver, network environment.

4. Geographic Restrictions (§3.1)

Most licensors limit the use of the licensed software to a specific conntry
or site, i.e., the United States or “Licensee’s Wilmington, Delaware site”. Again,
* limiting location may allow the Licensor to charge an additional license fee for
‘each additional foreign affiliate or user not at the authorized site. The failure to
~ limit the use of the licensed software to a particular country may also give rise to a
“number of export issues. For example, lcensing software to a Mexican company
which has a subsidiary or affiliate in Cuba would violate the Trading with the
Enemy Act if such software was used in Cuba. Furthermore, the use of such
software outside of the United States may be governed by the laws of a foreign
jurisdiction with which the licensor is unfamiliar and/or which does not grant the
- _same protections to the licensor as the laws of the United States.

© H. Ward Classen, Esq., All rights reserved. ' © - Pagel2 -
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Limitation of geographic scope is closely tied to intellectual property
rights indemnification. The intellectnal property rights indemnification provision
in the license agreement is another important concern. As discussed in Section:

- TIL.B.3, a domestic licensor should limit the licensor’s indemnification to
intellectual property infringement of a United States intellectual property right and
those of the country in which the licensed software will be used. Failure to
include a geographic restriction as to the use of the soﬂware may expand the

: scope of 1ndemn1ﬁcat10n granted by the licensor.

5. Object Code and Source Code Licenses (§3.1)

“Object code™ is the binary, machiné-readable version of the software.
" Object code allows the licensee to operate the software but does not enable the
“ licensee to make enhancemerits or modifications to the software or create
~derivative works. “Source code” are those human-readable statements in a
computer language which, when processed by a compiler, assembler or
interpreter, become executable by a computer. Source code allows the licensee to
" maintain the software, to make modifications and enhancements to the software,
and to create derivative works. If a licensee purchases a source code license it
theoretically does not need further assistance from the licensor as the licensee
. - itself has the ability to maintain, as well as to modify and enhance the software, or
A T create derivative works from it. Consequently, most licensors refuse to sell source
" code licenses. Those that do sell source code licenses usually charge a significant
' premium for a source code license, over the cost of an object code license.

In granting a source code license, the licensor should restrict the licensee
from licensing any derivative works, enhancements, or modifications the licensee
- creates. Tt is important to note that derivative works will generally be owned by
the copyright owner unless conveyed. 17 U.S.C. §201(d)(2) and §103(a). Finally,
 the standard limitations on use of the software discussed in Section IILA.3 should

'be 1mposed on the licensee.

- 6. Irrevocable License (§3.1)

_ Licensees often want the term “irrevocable” included in the license grant
" to ensure that after they accept the software and pay for the license, the licensor
" has no basis to revoke the license. The term “irrevocable” implies permanency,
: hov_vever causing concern for licensors. This concern is alleviated by prefacing
 the license grant with the phrase “Subject to the provisions of this Agreement . . .
. This wording conditions any permanency on the licensee meeting the terms of

.«. S
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the license, thus eliminating the licensor’s concerns.

7. Assignability/Transferability (§3.1, §22)

_ Depending on the type of license granted, a licensee may or may not be

.. able to assign its license. . In general, a nonexclusive software license is not

. assignable unless the license agreement expressly provides that it may be assigned
. (i.e., transfer rights must be specifically granted to the licensee). Seg, e.£., SOL

. Solutions, Inc. v. Qracle Corp., 1991 WL 626458 (N.D. Cal. 1991); Harris v.
Emus Records Corp., 734 F.2d 1329 (9th Cir. 1984) (as to copyright license). See
also, Verson Corp. v. Verson International Group PLC, 899 F. Supp. 358 (N.D.
H1. 1995) (as to patent hcense) A nonexclusive license is merely a contractual
promise not to sue the licensee. The promise is personal to the licensee and cannot

. be transferred. Raymond T. Nimmer, The Law of Computer Technology §7.09

. (revised ed.). Under general contract law, however, unless otherwise agreed,
- _contract rights are freely assignable so long as such assignment does not
materially change the duties of the parties. UCC §2-210.

" Onthe other hand, if an exclusive license close‘ly resembles an assignment
~of the underlying intellectual property, the license generally will be assignable by
~_the exclusive licensee, unless the license agreement expressly provides otherwise.

) ‘ " . See In Re Sentry Data, Inc., 87 B.R. 943 (Bankr. N.D. Iil. 1988). An exclusive
. license that does not resemble an assignment, e.g., an exclusive license to market

the software, is arguably a nonassignable license. Id. Therefore, an exclusive

 license may convey only certain rights to the licensee, which is similar to the

" buyer's rights to resell and use the software under the First Sale Doctrine. 17

. U.S.C. §117. An exclusive licensee is considered to be a copyright owner only to
_the extent of the exclusive rights granted by the license. Id.

: Regardless, from ,fhe hecensor’s standpoint, the license _s__;hduld_ contain
- language that the license is not transferable by merger, consolidation, operation of

' law or otherwise. This will allow the licensor to charge a transition fee if the

~ licensee is acquired by another company or in the case of an outsourcing .
transaction. If the license agreement does not contain explicit language defining
assignment to include mergers, consolidations and operation of law, a court may

~.not consider such actions as constituting an assignment because the assignment

arose through the operation of law and not a formal written agreement (A related
issue in outsourcing is allowing third party contractors to access and maintain the

~ software. See Sections IIL.C.8 and IV. below for a discussion of this issue).
~Furthermore, language that makes any atternpted assignment or an assignment
o without the licensor’ s consent void is necessary to prevent the transfer. Without
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. -such language, a court may allow the assignment to be concluded and award the
licensor monetary damages. See Rumbin v. Utica Mutual Ins. Co. et al., 757 A.2d

526 (Coi_m. 2000} (Anti-assignment clause did not render assignment ineffective

o but gave other party right to recover damages for breach.) (See §22.1) See also
Restatement (Second) of Contracts §322(2) and comment b (1979). This area of

the law is uncertain, however, as discussed above copyright law would appear to

conflict with general contract law in this matter.

'Slgmﬁcant Clauses
1. Renresentatlons and Warrantles and Warranty Disclaimer
- _(a) .

Representatlons and Warrantles (§§18 1 18A-R)

(). General

Representations and warranties are not always mutually
inclusive and can have different consequences in terms of liability.

A “representatxon creates a legal risk that the licensor’s
saies puffery may lead to a claim of fraud in the inducement. See

- Restatement (Second) of Torts §§525, 526, and 552C. An action

for a fraudulent misrepresentation must be predicated upon a

- statement relating to a past or an existing fact. Future promises are

contractual and do not constitute fraud, Central On-Line Data

- Systems v. Filenet Corp., 1996 U.S. App. LEXIS 25261 (6th Cir.
1996).

Damages for such fraud may include the amount paid
under the contract minus any benefits obtained; the cost of cover;

. extra labor expenses; the expense related to obtaining different
-~ computer services; the costs associated with installing and

removing hardware; program conversion costs; and the costs of

. equipment maintenance, as well as the risk of the rescission of the
- -license agreement without the necessary legal protections for the

licensor. See Applied Data Processing, Inc. v. Burroughs Corp.,
394 F. Supp. 504 (D. Conn. 1975) and Clements Auto Co. v.

. Service Bureau Co., 298 F. Supp. 115 (D. Minn. 1969), aff’d as
‘modified; 444 F.2d 169 (8th Cir. 1971). In such cases the license

agreement’s merger clause may be voided allowing previously

 excluded statements to be considered. See Flnancm.l Txmcs '
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Publications, Inc. v. Compugraphic Corp., 873 F.2d 936, 943-44
" (8th Cir. 1990). Furthermore, at least one court has held that a

- -party may not escape liability for misrepresentation by invoking a
“*contract’s limitation of hability clause, Vmark Software, Inc. v.
- ~EMC Corp., 642 N.E. 2d 587 (Mass. App. Ct. 1994).

On the other hand, damages for breach of warranty may
result in merely a reduction in price, i.e., the difference in value
between what was warranted and what was delivered. UCC §2-
714(2). A customer may also seek rejection under UCC §2-601
(“the perfect tender rule”) or revocation of acceptance under UCC

-~ §2-608. In cases where the licensor fails to cure defects, the
licensee may recover as much of the price as has been paid. UCC
'§2-711(1). If the licensor fails to deliver, the licensee may
purchase reasonable substitute software and recover the difference
~ between the cost of obtaining the substitute software and the
contract price or, alternatively, the licensee may recover damages
~'for non-delivery equal to the difference between the market price
and the contract price of the software at the time when the licensee
learned of the breach. UCC §§ 2-711(1), 2-713. Assuch, a
_ licensor should never make representations, only warranties. Most:
- ~'licensees are willing to accept a warranty instead of a
- representation and believe one is as good as the other.

e,
,

A licensor must be careful as to any statement made about
its software’s performance or.capabilities. In the extreme, a
- misrepresentation may void a contract’s limitation of liability.
Vmark Software, Inc. v. EMC Corp., 642 N.E.2d 587 (Ct. App.
Mass. 1994). Every breach of contract, however, does not give rise
" to a cause of action under tort law. A duty under tort law arises
" "from circumstances extraneous to and not constituting elements of
' the contract, even though it may be related to and dependent on the
‘contract. Bristol-Mevers Squibb, Industrial Division v, Delton-
Star, Inc., 620 N.Y.S.2d 196, 197 (N.Y.A.D. 1994). Consequently,
. aclaim of fraud will not be allowed where the only alleged fraud
- arises from the breach of the contract. - Jackson Heights Medical
* Group v. Complex Corp., 634 N.Y.S.2d 721, 722 (1995). In the
- case of solely economic losses, recovery is limited to contract
“-claims and not tort claims. Transport Corp. of Amer., Inc. v.
- Internat’l Business Machines Corp., 30 F.3d 953, 957 (8th Cir.
' +1994); Huron Tool and Engineering Co. v. Precision Consulting
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Services, Inc., 532 N.W.2d 541 (Mich. App. 1995) (fraudulent
representations alleged by plaintiff were indistinguishable from
- - terms of contract and warranties, thus plaintiff limited to
. contractual remedies). See also Word Management Corp. v.
-+ AT&T Info. Sys., Inc., 525 N.Y.S.2d 433 (1988).

_ The economic loss doctrine is a judicially created doctrine
“ to preclude a commercial purchaser of a product from suing in
- negligence (tort) for a loss that is solely economic under the belief
- that recovery should be had under contract law, warranty and the
" “UCC. Prent Corp. v. Martek Holdings, Inc., 618 N.W.2d 201
(Wis. 2000). It is unclear, however, whether the doctrine would
apply in the case of fraud. A trend has begun to emerge that claims
of fraud involving a breach of contract claim will be precluded by
the economic loss doctrine. A fraud claim that is distinct from a
- breach of contract claim may survive. Seg e.g. AKA Distributing
- Co. v. Whirlpool Corp. 137 F.3d 1086 (8th Cir. 1998) (fraud claim
© . barred by economic loss doctrine); Huron Tool & Engineering Co,
- v, Precision Consulting Services, Inc., 532 N.W.2d 541 (Mich.
T App. 1995) (not all fraud claims precluded by the economic loss
o : ' “doctrine). For a more detailed discussion, see Sanford, Fraud and
"~ the Economic Loss Doctrine, Com. L. Newsl. 3 (Dec. 2000).

(ii) Standard Licensor Warranties

For software licenses, there are a number of “standard”
- warranties which a licensor should make. A licensor should
warrant that it has valid title to the software it is licensing, that it
" has the right to grant the license including the Ticense to any third
- party software, and that the software will operate substantially in
" conformance with the functional specifications and current
" documentation (See §18.1). Licensors should carefully consider
--any warranty they make as to the software’s performance when
operated in conjunction with any third party software or certain
hardware configurations as the third party software or certain
hardware configurations may negatively influence the performance
‘or operation of the licensor’s software.

It is also common to warrant that, except as documented,
“there are no trap doors, time bombs or disabling devices. The
~ 'failure to do so may create significant problems for the licensee at
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. a later date as some licenses specifically state that the licensor may
- disable the software in case of a breach. (See §18.F). See
-~ American Computer Trust Leasing v. Jack Farrell Implement Co.,
7763 F. Supp..1473 (D. Minn. 1991), aff’d, 967 F.2d 1208 (8th Cir.
1992} (license permitted licensor to disable software for licensee’s
non payment). At the same time, however, a licensor who disables
- . software without contractual authority may be guilty of intentional
- tort and be liable to punitive damages, see, €.g., Clayton X-Ray Co.
- ¥. Professional Systems Corp., 812 S.W.2d 565 (Mo. Ct. App.
©.1991), or potentially in violation of the Computer Fraud and Abuse
- Act (“CFAA™), 18 U.S.C. §1030. See North Texas Preventative
- Imaging, L.L.C. v. Eisenberg, 1996 U.S. Dist. LEXIS 19990 (C.D.
- Cal. 1996) (surreptitious inclusion of time bomb could lead to
- violation of CFAA). .

Some licensors may also give a *“no knowledge” warranty
with respect to viruses or worms. (See §18.F). See generally,
' Robbins, Vendor Liability for Computer Virases and Undisclosed
- Disabling Devices in Software, 10-Computer Law. 20 (July 1993).
Licensor’s should be careful about making an absolute warranty as e
.. to the existence of viruses as they are difficult to detect and may i
. enter the software through no fauit of the licensor. T

The licensor should warrant that all services will be

rendered in a professional and workmanlike manner. This

. obligation also arises under the common law. See, e.g., (§18.A)
‘Marcus v. Lee S. Wilbur & Co., 588 A.2d 757 (Me. 1991) (See

- §18.A). For software to be used outside the United States, many

- licensees require the licensor to certify that the licensor is ISO

9000 compliant, or that the software will be developed in
compliance with ISO 9000. (See §18.M). It is also customary for

- "the licensor to state that the operation of the licensed software will
not be uninterrupted or error free, (§18.1.2).

_ The licensor should also warrant that the documentation
accurately describes the functional and operational characteristics
of the software and that it is detailed and complete (See §18.C).
The licensor should agree to promptly provide all updates and
‘enhancements to the documentation and software to the licensee.
- .- Without proper documentation, the license will not be able to fully
--utilize the software. Thus it is important that the requirements of
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the documentation are explicitly detailed.

To the extent the licensee is in a regulated industry which
the software is part of, the licensor should warrant that the software
‘eets all regulatory requirements (See §18.D).

Finally, the licensor should warrant that it has the authority
to enter into the license agreement, that the individual executing
- the license is authorized to do so and that the grant of the license
does not violate any third party agreements (See §18.I).

' (iii) Additional Warranties Benefiting Licensee

_ A prudent licensee should insist on the inclusion of a
" number of representations and warranties in the agreement for a
mission critical software license or system. These representations
and warranties are necessary to ensure that the licensee will receive
the long term benefit of its significant investment in the system or
software and confirm the licensor’s commitment to the software or

| ' the system

The licensee should obtain a representation and warranty
that the licensor has no plans to discontinue the softwarein
question and that the licensor is committed to enhancing the
software in the future. (See §18.R) Occasionally, a licensee will
seek to have a licensor commit to investing a certain percentage of
revenues/profits into the product each year. (See §3.A) A licensor

~ should be hesitant to make this type of commitment as it limits the
~'licensor’s flexibility in operating the licensor’s business. At the
same time, however, a licensee has a legitimate interest in knowing
. that the software/system is not gomg to be “sunsetted” shortly after
. the transactlon is consummated. ' :

: In addition, the licensee should receive a representation and
~‘warranty similar to the representations and warranties contained in
- acquisition agreements that the licensor has not failed to disclose

any “material fact” to the licensee. (See §18.L) This protects the

‘licénsee from the licensor misleading the licensee by omission,
- while creating a significant risk for the licensor, as the licensor is
* obligated to disclose any fact that a reasonable llcensee would
consider to be “material”
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‘When purchasing a software system, the licensor should
represent and warrant that the system as a whole will operate
‘within the parameters of certain service levels. (See §18.B) A
. system warranty limits the problems that may arise when each of
 the individual system components operate properly but when they
are combined the resuiting performance is less than desired. The
Licensor should also warrant that the software will meet certain
__performance standards. (See §§18D, E and §3.B) By having the
licensor commiit to certain service levels, the licensee is in essence
‘guaranteed that minimum level of performance. Usually, the
~ remedy for the breach of this warranty is the provision of pre-
agreed service level credits or liquidated damages to the licensee.
- This remedy is also usually accompanied by language that if the
service credits or liquidated damages reach a certain level, the
‘licensor will be deemed to be in material breach of the agreement
- and the licensee may terminate it. The licensor has some protection
. in that the licensor’s failure to meet the service levels does not
_immediately result in a material breach but rather the licensor has
some period of time to correct its nonperformance while providing
the licensee financial incentives during the period it tries to correct
its breach.

Licensors should avoid making statements about future
performance as they may unintentionally create an express
~ warranty. If the licensee relied on certain statements by the licensor
_ as to the applicability of the software to the licensee’s business, the
. licensee should insist that the licensor warrant that the software is
- fit for the particular purpose (See §18.N). In L.S. Heath & Son
. Inc. v. AT&T Info. Sys., Inc., 9 F.3d 561 (7th Cir. 1993), the court
. held that a statement that a computer system could meet the
‘buyer’s needs, induced the buyer to purchase the system, creating -
an express warranty and becoming part of the bargain. Id. at 570.

- The licensor should also warrant that the media on which
the software is delivered is free from defects (See §18.0).
~Similarly, the licensor should warrant that the software is free from
- defects in materials and workmanship, although the licensee may
* ask the licensor to warrant defects in design as well (See §18.P). A
. licensor should think carefully before granting a warranty as to
" design, as the risks are greater as software by its nature is
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(b)

imperfect.

The licensee should insist that the licensor represent and

. warrant that no “change of control” with the respect to the licensor -

is being considered, planned or pending. (See §18.K) This protects
the licensee from entering into an agreement with the licensor
based on the licensor reputation, size, experience, etc. and then

_ having the licensee agreement transferred to a third party, a party

that the licensee might otherwise not have been interested in
contracting with. A licensor should not have any difficulty in
making this representation and warranty as this information should
be disclosed to the licensee prior to contract signature anyway.

. Finally, the licensee should ask the licensor to warrant that there is
no pendmg litigation regarding the software (See §18.J). This will

force the licensor to disclose any existing litigation which in turn

' _and will allow the licensee to learn of any potential defects or

claims by any other licensees alleging the software is defective.

For a general discussion of computer warranties, see

. McKenzie & Roach, Negotigting Software License Agreements In

~ an Economic Downturn, 18 Computer & Internet Law 9 (Dec.
. 2001) and Feldman, Warranties and Computer Services: Past
‘Present and Future, 10 Computer Law. 1 (1993).

(iv)  Licensce Warranties (§18.1.2)

_ The licensor should have the licensee make a number of
warranties to the licensor. First, the licensee should warrant that it
isa company in good standing in the state in which it is
incorporated and that the individual executing the license on behalf
of the licensee is authorized to do so (§18.2.1). The licensee
should warrant that the executton of the license agreement does not

| - violate any other agreement to which the licensee is a party
{§18.2.2). Further, the licensee should warrant that it has the

ability to pay the license fee and its debts as they come due

- (§18.2.3). The licensor should also consider whether the nature of
. the transaction dictates that the licensee make other specialized
. representations and warranties to the licensor.

Disclaimer of Warranties (§18.1.4)

© H. Ward Classen, Esq., All rights reserved. . - o lP'agé 21




Fundamentals of Software Licensing

(i) In General

As permitted under UCC §2-316, the licensor should
~ disclaim all warranties except those expressly made in the license
. agreement including all implied warranties. If the licensor does not
* disclaim ail other warranties, under UCC §§2-313, 314 and 315 the
licensor would be potentially liable for the failure of the licensed -
. software to be merchantable or fit for the purpose for which it is
" intended by the licensee. The implied warranties of
- merchantability assures the purchaser that the product falls within
" the general standards of fitness for ordinary purposes under the
- product’s description. Vision Graphics, Inc, v. E.L du Pont de
‘Nemours, 41 F. Supp. 2d 93 (D. Mass 1999). It does not guarantee
~_that the product will be ideal or ever optional for a particular use.
Id. Section 2-316(2) of the UCC requires that any warranty
disclaimers related to merchantability must mention the word
' merchantablhty in writing and it must be conspicuous, while those
- relating to fitness for a particular purpose must be in writing and
conspicuous. -

. Inany license agreement, it is also important to include a
" ‘provision granting the licensee ‘amonetary refund if a “repair or
 replace” remedy fails of its essential purpose. Such remedies
" should be stated to be exclusive. Liability for special, incidental
and consequential damages should also be excluded. See UCC §
2-719. If a court finds that the licensor's warranty "failed of its
essential purpose” (1.e., the licensor did not provide the licensee
~'with a viable remedy), some courts will void the licensee’s
contractnally agreed-to exclusion of consequential damages,
. potentially creating unlimited liability on the licensor’s behalf See
o ucc §2-719(2) and Section [ILB.7. (b) below.

Under the Uniform Computer Iniformation Transactions Act
(“UCIT ) specialized warranty disclaimers are required. See
* Section VII D.9 for a more detailed discussion and Section
18.1.4.A for an example of a UCITA warranty disclaimer. In
~ deciding the governing law, the parties should carefully consider
the implications of UCITA and how it may affect the language of
" the contract and the outcome of aniy potential dispute. |

(i)  Magnuson-Moss
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~ Ifthe software is to be supplied to.consumers who will

" ‘utilize the software for personal, family.or household purposes, and

the license contains any written warranties, the supplier will have
to comply with the Magnuson-Moss Warranty-Federal Trade
Commission Improvement Act (the “Act”). 15 U.S.C. §2301 et
seq; 16 C.F.R. §701. The Act does not apply if the supplier does

~not make any express warranties.

The Act broadly defines warranties to include any written

- affirmations of fact or written promises made in connection with

the sale which relate to the nature of the workmanship and which
affirm or promise that the material or workmanship is defect free
or will meet a specified level of performance over a specified

~ period of time. 15 U.S.C. §2301(6)(A). It also includes any

written undertakings to repair, replace, refund the license or take
other corrective actions if the sofiware fails to meet certain stated
functionality. 15 U.S.C. §2301(6)(B). Functional specifications or

“a right to return the software are not considered warranties under

the Act. The Act requires full and conspicuous disclosure of a

~ warranty’s terms and conditions in simple and readily-understood
" language. Furthermore, the Act lists thirteen items whose
- inclusion may be required by Federal Trade Commission rules. 15
~ U.S.C. §2302 (1996). N '

Under the Act, certain consumer product warranties made

- in writing muist clearly and conspicuously designate the warranty as

either a “limited warranty,” 1.e., one that does not meet federal
minimum standards set forth in Section 2304 of the Act, or a “full
warranty;” i.e., one that meets minimum federal standards set forth
in Section 2304 of the Act. 15 U.S.C. §2303 (1996). If a full
warranty is made, the supplier must correct defects within a
reasonable time and without charge and may not limit the duration
of implied warranties. Further, after a reasonable number of
attempts to remedy a defect, the consumer may elect to receive a

- refund or replacement. 15U.S.C. §2304 (1996).

In any case, the Act prohibits a supplier from disclaiming or

- modifying the warranties of merchantability and fitness for the

purpose intended if the supplier makes a written warranty as _
defined under the Act, or the suppliér enters into a service contract
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with the consumer within 90 days of the date of sale. 15 U.S.C.
- - §2308 (1996). In addition, the Act only allows the supplier to limit
.. the duration of these implied warranties to “the duration of a
- written warranty of reasonable duratlon 7 15 U.S.C. §2308(b)
S (1996) _

. It is believed the Act applies only to the physical media on
which software resides, as opposed to the software program itself,
although there has been no judicial decision on this issue as of this

... ~writing. Nevertheless, written warranties as to the workings of the

.. software itself may be covered and thus should be avoided.
. Moreover, warranties as to turnkey systems may fall under the Act,
. 1in which case both hardware and software would be covered as a
. ..single product.- Thus, the careful licensor of software to be
-+ licensed to consumers should make no written warranties and -
... should notprovide service contracts which become effective less
... than 91 days from the date of sale.

... For amore detailed discussion on the effects of
.. representations and warranties on software licensing, see Dutton,
- Warranties, Timre-Bombs and Other Risk Allocation Issues, 69
Com. L. Adviser 69-102 (Sept. 1993); Friedman and Hildebrand,

- Computer Litigation: A Buyer’s Theories of Liability, 4 Computer
Law. 34 (Dec. 1987); Philips, When Software Fails: Emerging
Standards of Vendor Liability Under the Uniform Commercial
Code, 50 Bus. Law. 151 (1994). See also, Hammond, Limiting and

| - Dealmg with Liability in Software Controls, 9 Computer Law. 22
{J une 1992).

- (i) Speciﬁc Disclaimers (§18.5)

_ - The hcensor should speclﬁcally provide that all warranties
.. are & voided by any misuse of the software, modification of the
. software by the licensee or the failure to operate the software in the
. specified environment. Software is temperamental by nature and
- its performance can be adversely affected by the failure to run it in
-the specified environment. Further, the licensee should not be held
.. -.responsible for misuse of the software or for modifications made
.- by the licensee. . The licensor needs to confrol the integrity of its
-software to ensure the software meets the stated functional
. specifications.
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(¢c) Length of Warranty (§18.1)

: - The length of the warranty period for the licensed software is an
. element of price. - Industry standard is to provide a 60- or 90-day warranty
effective on the date of delivery or date of acceptance of the software. It is
important to recognize when the warranty begins. Many licensors state
that the warranty begins on the date of installation or shipment. This is
-potentially troublesome for the licensee as the warranty may expire prior to
acceptance and thus should not be agreed to by the licensee. The equitable
- “solution is to have the warranty run from the date of acceptance. If the
- licensee requires a warranty longer than the standard warranty offered by
- the licensor, the licensor can provide one for an increased price.
~ Generally, 12 months of maintenance is priced at an amount equal to 15%
10 18% of the license fee. Some licensors include the first year’s
- - maintenance in theinitial license fee.

Licensors must be careful to limit the length of any warranty they
. SR - -give. Many licensees request a one-year warranty. This creates a hidden
R ~wie . rigk for the licensor as; during the warranty period, the licensee may
‘terminate the license agreement and seek a refund if the licensor is in
material breach. During a maintenance period provided under a properly-
-~ worded and separate maintenance agreement, however, the licensee would
~  only receive a refund of the maintenance fee if the licensor was in material
- breach. Thus, a prudent solution is for the licensor to grant, e.g., a 60-day
* warranty and ten months free maintenance under a separate maintenance
- ‘agreement. At least one major software company provides no warranty
- period and instead gives the licensee a 90-day period in which to evaluate
and test the software prior to acceptance. At the end of the 90-day period,
- the potential licensee can either accept the software “as is” without a
" warranty, or reject the software without obligation.

2. General Indemnification (§15)

* " -General indemnification clauses usually address the liability of one party
to the other for liability the first party incurred to a third party as a result of the
- second party’s actions. Indemnification is usually limited to personal bodily
- injury and/or tangible property damage caused by one of the parties to a third
party, including the other party’s employees or agents. This principal fransfers
" risk between the parties. Indemnification may arise from a contract’s provisions
but may also be implied by a court. A majority of jurisdictions which have

{
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addressed the issue of implied indemnification obligations “hold a contractual
relationship under the U.C.C. with its implied warranties, provides sufficient basis
for an implied indemnity claim when the buyer incurs liability to a third party as a
‘result of a defect in goods which would constitute a breach of the seller’s implied

" or express warranties.” Central Washington Refrigeration, Inc. v. Barbee, 946
S P 2d 760 (Wash. 1997).

_ AIthough the right of indemnification may arise under common law, the
- inclusion of indemnification clauses contractually allocates risk between the
- * parties with respect to such liability. Novak v. BASF Corporation, 869 F. Supp.
113 (N.D.N.Y 1994). Moreover, the failure to include an indemnification
-.provision' may limit an injured party’s recovery under the laws of those states that
have not adopted the doctrine of comparative negligence and still recognize the
.- doctrine of contributory negligence. - A correctly-worded indemnification clause
“will also allow for the recovery of attorney’s fees which traditionally are not
recoverable in a legal action. The indemnification provisions contained in a
license agreement are often mutual for the protection of both parties. The
- “interaction between the license’s indemnification clause and the indemmifying
~ party’s -insurance policies should be closely scrutinized as the waiver of its
- insurance company’s nght of subrogatlon may raise the mdemmfymg party’s
-~ ‘insurance rates. S : T

o Indemnification usually.covers.only third party claims and not the
-0 indemnified party’s damages. The indemnification should not be for all third

“ . party claims but only for those arising from intellectual property infringement and

- those that usually cannot be disclaimed such as personal bedily injury. The
‘indemnifying party must make sure that the indemnity is tightly drafted and
should never agree to indemnify the other party for its general negligence or for

- damages arising from the breach of the license/agreement. Further, the licensor

~ should ensure that it has disclaimed all liability for all third party claims except

those for which it is indemnifying the licensee. See e.g., §16.1. The underlying
reasoning for this position is that the licensee can limit its hablllty through the
licensee’s contracts with its own customers. | : :

g " Usually, indemnification for personal bodily injury or personal property
7 damages are excluded from the contract’s limit of liability. In consumer
- transactions, any limit of liability for personal bodily or personal property damage
" may be held to be against public policy. UCC§ 2-719(3). As such, the limitation
.. of Hability clause discussed in Section IILB.4. below often contains “carve out
v provisions” excluding the license agreement’s indemnification provisions.
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Any indemnification which would release a party from all liability from its
own future negligence “must be expressed in unambiguous terms within the four
corners “of the contract” and be “conspicuous” under the UCC. Griffin

L Industnes Inc. v. Foodmaker Inc., 22 S.W.3d 33, 37 (Tex. 2000)

S1m11arly, the indemnifying party should make sure its indemmification
~ obligations are limited solely to third party claims and claims for tangible personal
property for damage and personal bodily injury. A smart party will also include a
- corresponding warranty to insure seamless coverage allowing it to recover for any
injury it may incur. :

. - The statute of limitations on an indemnity claim begins to run when the
" claim is settled, even if the statute on the underlying wan'anty has already expired.
o Washmgton Refrigeration 946 P.2d at 765.

-3, Intellectual Property Indemmficag@ (814)

L ~ Intellectual property indemnification protects a licensee if a third party
brings a claim that the licensee’s use of the licensed software violates such third
 party’s intellectual property rights. Usually these intellectual property rights are
- copyright, patent, trademark and trade secrets. Trade secrets create the greatest
risk for the licensor as they are not usually recorded in any location where the

“licensor would be able to determine whether the intellectual property.in question .

infringed upon a third party’s trade secrets. Similarly, many licensors are hesitant
- to provide patent indemnification for software given the unsettled nature of the
. validity of software patents, and also given the fact that licensors are unable to
- know what inventions are disclosed in competitors’ patent applications that can
- take two years or more to issue and become publicly available. Trademark
‘infringement is not as serious a concem in software licensing as only Infrequently
o w111 the Ilcensee be using the 11censor s trademarks. -

Upon granting a license to the licensee, the licensor 1s assumed to have
made an implied warranty of title under Section 2-312(3) of the UCC. Section 2-
-312(3) of the UCC provides that unless otherwise agreed, a seller whoisa
merchant regularly dealing in goods of the kind sold, warrants that the goods
delivered will be free of any rightful, claim of infringement by any third party. It
also provides that a buyer who furnishes the specifications, must likewise
* - indemnify the seller for any claim arising from the seller complying with the
buyer’s specifications. UCC §2-312(3); Bonneau Co. v. AG Industries, Ing., 116
“"F.3d 155 (5th Cir. 1997). This indemnity is limited to third party rights existing at
“the time of delivery. Yttro Corporation v. X. Ray Imaging Assoc., Inc., 223 N. I.
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Supcr 347,351,559 A.2d. 3,5 (1989)

A patcnt license, however, does not usuaily contain an implied warranly of
non-infringement. Deller, Deller’s Walker on Patents 406 (1981). --See Motorola.
Inc. v. Varo, Inc., 656 F. Supp. 716 (N. D. Tex. 1986) and Chevron, Inc. v. Aqua

" Products, 830 F. Supp. 314 (E. D. Va. 1993) (under the doctrine of federal
- preemption, UCC §2-312(3) does not impose an indemnity obligation on a party
~ that would not otherwise bear infringement liability under federal patent law).
- But see Cover v. Hydramatic Packing Co., 83 ¥.3d 1390 (7th Cir. 1996) (UCC §2-
312(3) is ot preempted by federal law.)

The defense of intellectual property indemnification suits can be costly

" even if the licensor eventually prevails, and during their pendency the licensee

-may be prohibited from using the software it needs to operate its business. As
such the licensor/indemnifying party should carefully limit the indemnity it offers,
while the licensee should make sure it obtains the protection it needs to operate its

business.

S - From the licensor’s perspective, the indemnification clause should be ‘
. limited to existing United States intellectua] property rights at the time the license .
- -agreement is executed. This eliminates any right to indemnification for
.~ ~intellectual property rights created subsequent to the grant of the license. At the
.- ‘same time, it limits indemnification only to those United States intellectual
w0 property rights, sxgmﬁcantly limiting the hicensor’s risk. - With foreign
-+ transactions, indemnification should be limited to the United States and the
" country in which the software will be used. At the same time, any foreign
*indemnification should be granted only after sufficient due diligence has been
~performed with respect to the product market in the particular foreign country, and
~-even then it should be limited solely to patent and copyright indemnification,
since a number of foreign jurisdictions have “first to file” trademark laws that
encourage manipulation of the rights of foreign trademark owners. Including the
. phrase "finally awarded" limits the licensor's obligation to make payments to the
- licensee until all appeals have been exhausted. The licensor should also be careful
*-to limit indemnification to a specific licensee and not a broad class of entities such
as “the licensee and its affiliates” or *the licensee and its customers.”

e
i

: The licensee should insist, however, that any attempt to limit
. indemnification to U.S. intellectual property should be limited only to patents.
. Copyright infringement, for example, should not be limited solely to U.S.
-+ ~copyrights, as under the Berne Convention a foreign copyright holder may enforce
. its copyrights in the United States. Berne Convention for the Protection of
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Literary and Artistic Works July 24, 1971 S Treaty Doc. No. 99-27 AT 39

(1986) Att. 4.

Indemmification by the licensor should be predicated on several
requirements. First, the licensee must promptly notify the licensor of any claim;
second, the license must assist and cooperate in the claim’s defense. Third, the

" licensor must control the defense of the suit as the licensor ultimately bears the

- - financial responsibility. Fourth, upon notice of a claim, the licensor may, at its

option, either make the licensed software non-infringing, obtain a license to use
such software from the party trying to enforce its rights, or provide functionally

- equivalent software. Alternatively, if none of these options is practicable, at the
~licensor’s option, the licensor may refund the license fee to the licensee. Usually
- this'refund is reduced by the benefit the licensee received prior to the software’s
‘removal, based on a five-year amortization. This remedy is usually in full

e satlsfactlon of the llcensor s llablhty to the hcensee

“All agreements should exclud‘e indemnification where the licensor acts on

- "the licensee’s direct instructions, the licensee utilizes superseded software, or if
- ~the claim arises from the licensee’s use of the software in conjunction with
- ‘commercially-available, third-party software. A licensee will want to ensure that
~ the licensor warrants that the software will be non-infringing, whether standing
“ alone or in conjunction with the hardware or software with which it was designed

to operate. The failure to obtain such a warranty, in practicality, leaves the
licensee without a real remedy, in the event an integrated system fails to perform

properly.

A licensee must make sure it is comfortable with language that allows a

" licensor to refund the licensee’s license fee, especially if the software is important

to the operation of its business, as the licensee may receive only a refund of its

- license fee in the eventof a claim of infringement. Similarly, if the licensee

*insists on removing the licensor’s option to refund the license fee in full

satisfaction of an infringement claim, the licensor must be comfortable with the
concept that it could be forced to expend its entire net worth obtaining a work"
around or a license for a functionally-similar software package. The solution will
usually be an element of price as the licensor will usually expand its
indemnification for an increased license fee.

" Finally, the licensee should insist on including language allowing the

~'licensee to assume its own defense at the hcensor s cost if the licensor fails to

promptly assume any defense
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+For a more in depth discussion of the issues 'surrounding intellectual
property indemnification and model clauses, see Ocampo, Curtin & Moss,
_Infrlngement Indemmty 14 ACCA Docket 64 (July/August 1996).

4.‘_5_- Paxmenl (§8)

: Payment terms w111 usually depend on the type of hcense granted and
- :whether the contract requires any software development work to be performed.

< (ay . Service Bureau Licenses

T -Most software license agreements require payment in advance or
. .. upon installation and acceptance. Service bureau licenses are usually
- priced and paid on a per “transaction” basis and billed monthly. The
actual billing structure is dependent on the type of software involved. For
example, with cellular telephone billing software, the license fee may be
. based on the number of subscriber bills printed.or with electronic medical
. records on the number of patients in the database. Service bureau licenses
-are usually utilized when the software is very expensive and the licensee
‘wishes to conserve cash flow by paying by the transaction instead of
-+ .purchasing an outright license. On a long-term basis, a service bureau
- license is usually less cost-effective, although it may allow a licensee to
- switch vendors more easily as the licensee has less: money “Invested” in
- the software. - : g

'. (b)  Development Contracts

- Most license agreements with. a software development component
- provide for payment on a time and materials basis or on the basis of
- certain pre agreed milestones. Each structure has certain benefits for both
- -the licensor and the licensee. The ultimate payment structure chosen by
. the partxes will reflect the allocation of rlsk agreed to by the partles

(1) - T1me and Matenals VS. leed Price (§8 E)

Payment on a time and maten_als basis is preferred by the
- licensor as the licensor is paid as it renders its services, greatly
~ reducing the risk of non-payment while, at the same time,
eliminating the risk of underestimating the cost of a project. The
greatest risk to a developer in a fixed price contract is that it
significantly underestimates the costs involved. If a large contract
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experiences overruns in the time and labor to finish the project, the
~-overrun can cost the developer tens of millions of dollars. At the

same time; without a fixed price, the licensee can never be certain

“what the cost of the software will be until acceptance. Cynical
licensees believe that the developer/licensor has no incentive to
- limit costs in the absence of a fixed price contract because if bears

no economic risk, thus increasing the cost to the licensee.

The licensee is usually billed on a monthly basis for time

‘and materials contracts. For complex projects, payment on a time
- and materials basis is not favorable for licensees as the licensee
- cannot be sure that at the end of the project the services will have
© been satisfactonly performed. Making substantial

© * - contemporaneous or even upfront payments to the licensor, greatly
- reduces the licensee’s leverage in the event of a dispute with the

©

licensor.
(ii)  Milestone Payments (§§8.2, 8.3)

Pre agreed milestones provide greater protection for the
licensee while assuring the licensor will receive progress payments

" necessary to fund its development efforts. This method also

provides the licensee greater leverage in the event a dispute arises
with the licensor. The use of milestones is not without risk, as the
parties must agree what triggers payment (i.e., delivery,

acceptance, etc.), which has ramifications on both parties. A
licensee should be wary of payment on delivery before the software

~-has been tested, while the licensor must carefully consider

accepting payment upon acceptance, as the licensee has greater

~ leverage in not accepting the milestone. A compromise is to have

the licensee make payment on delivery, but state that such payment

is only an “advance” and that all such payments are immediately
repayable to the licensee if the ultimate deliverable is not accepted.

Coupling these payments to the establishment of an advance

. payment bond in an amount equal to the amount of these

“advances,” effectively limits the licensee’s risks. At the same
time, the licensor has complete use of its money less the minimal
cost of the bond. o

Setoff (§§ 5.3.2, 3.B.2)
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5.

Many licensees seek to include language in the license agreement

allowing the licensee to set off payments owed to the licensor in the event

- . ofa dispute between the parties. A licensee must specifically state that it
- possesses the right of setoff as this right is statutorily based and does not

" exist under common law. 80 C.J.S. SetOff and Counterclaim 4. See also

Stanley v. Clark, 159 F. Supp. 65, 66 (D.N.H. 1957) (citing C. J.S.);

- Carfoss Const. Corp. v. MMSG Ltd. Partnerships, 904 F. Supp. 450 (D.

Mad. 1995) (as right of set off does not exist under Maryland common law it

-may be exercised only with respect to- statutory authority or incident to a
- courts’ equity;jurisdiction). Licensors uncertain as to the status of
"~ applicable statutory law should insist on an affirmative statement that the
+ - licensee may not offset payment to prevent the licensee from gaining
-additional leverage over the licensor.- Removing the right of offset
. eliminates the licensee’s leverage through the ability to withhold payment.
- In practice, however, a dissatisfied licensee will offset monies owed to the

licensor regardless of any contractual prohibition to the contrary or
applicable statutory law. :

Breach and Termination (§5)

- A'license’s termination provisions are extremely important from both the

- licensor’s and licensee’s perspective’s as each has different concerns about the
" - ability to terminate the hcense agreement and the nghts of each party upon such
' -'--tenmnatlon :

(a) The Licensee’s Breach

. The licensor is very concerned with the protection of its intellectual
.- property and, to a lesser degree, receiving payment. While a “cure period”

of thirty days is standard for most breaches by a licensee, most licensors
seek to include a provision allowing the licensor to immediately terminate

- the license or obtain an injunction if the licensee violates any of the terms
- of the license grant or the license agreement’s confidentiality provisions.
“The basis for immediate termination stems from the licensor’s desire to

immediately stop the misuse of its software or confidential information, as
these breaches cannot be cured. Other issues such as payment, which are

*" not so critical and can be easily cured, are sub_]ect to a standard 30-day

cure period.

At the same time, the licensee wants to make sure the licensor can
only terminate the license and take possession of the software for a
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" material breach. In addition, the licensee should carefully consider any
self-help measures the licensor seeks to include in the license and any
language regarding the licensor’s ability to disable the software without
liability. Many licensees insist that the license contain a provision
allowing the licensee to use the software until any dispute is resolved.

The licensor should insert language stating that the licensee must
correct any non-conformance and that the licensee cannot walk away from
a contract if it becomes unprofitable to perform. At least one court has
" recognized that a licensee’s failure to perform due to a contract’s
unprofitability is not an intentional breach of contract. Metropolitan Life
" Tns. Co. v. Noble Lowndes Int’l. Inc., 643 N.E.2d 504 (N.Y. 1994), In
" essence, the licensee seeks to ensure a form of specific performance.

‘(b)  The Licensor’s Breach (§5.1.A)

Except for breach of the confidentiality provisions, almost all
“breaches by the licensor are subject to a cure period, usually no less than
" thirty days. Furthermore, the licensee’s right to terminate the license
 agreement for breach should be for the licensor’s material breach only.

g Software, especially customized software, is often very complex.
Thus it may require quite some time to diagnose a problem, code the
solution, and then install and test the software. The licensee can protect
itself from the resulting late delivery by including a provision for

- Hquidated damages should the licensor fail to deliver the software in a
- timely manner or if the software fails to operate in accordance with the
functional specifications. However, the amount of liquidated damages
~ must not be so high as to be considered unconscionable or it will be
" unenforceable. See UCC §2-718 comment 1.

In addition to timeliness, licensees are very concerned with the
agreement’s termination for the licensor’s material breach in failing to
deliver the contracted software. In such an event, the licensee is faced
with a dilemma: the licensor has not delivered a working produect, but if

" the licensee terminates the agreement its business may be severely
- affected. As such, many licensees want the option of either receiving the
- software’s source code to complete the project itself, the right to receive
monetary damages, or both. To ensure it receives the source code when
* licensor breaches the license agreement, most licensee’s insist on the
execution of an escrow agreement, While this ensure the release of the
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- software’s source code to the licensee, receipt of the source code does not
- . necessarily solve the licensee’s problems. See Section IV for a more
-+, indepth discussion of this issue.

| ;3(0): | Termination for Conveniénce (§4.1.A)

<o Often, software development contracts will contain a termination
- for convenience clause which allows one or both parties to terminate a
~confract without cause. These clauses are usually inserted at the insistence
of the licensee, as it allows the licensee to terminate its contractual
- obligations upon payment of a predetermined fee to the licensor,
- Licensors do not favor termination for convenience clauses as they often
_-prevent the licensor from recognizing the full value of the agreement.
Each party should carefully consider the inclusion of such clauses. If
included, the parties should include language which protects them
financially in the event of such termination and clearly delineate how any
- termination fee will be calculated. The licensor should insist that if the
- licensee terminates for convenience, the licensee shall be entitled to
- recover its termination costs which may or may not include lost profits. At
~the same time, the licensee should insist the cost for terminating for-
convenience cannot in any circumstance exceed the total contract price.

6. ‘.Remedles (§§5.2,5.3)
(é.) Llcensee Remedles (§ 5.3)

e : To protect 1tself in the event of the licensor’s breach, the
' 11censee should seek to include of a number of ri ights and remedies in the
. parties’ contract. The actual rights and remedies included in a particular
contract will be dictated by the needs of the parties and the level of
protections the licensor is willing to concede. Set forth below are several
- rights and remedies the licensee should consider including in its contract.

() - Termination §531)

In the event of a “material breach”, the licensee should have
the right to terminate the agreement and seek monetary damages
- under traditional contract law. This remedy is standard in most
- . agreements with a large portion of the negotiations between the
: parhes focused on what constitutes a | matenal breach”.
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(i) Equitable Relief

(y)  Specific Performance (§§ 5.3.4, 28.A.5)

' The licensee should try to include-the right to
~ specific performance. Specific performance protects the
licensee from having the licensor cease the performance of
* its obligations in the event it was no longer profitable to
- perform. See e.g.; Metropolitan Life Ins. Co. v. Nobie
- Lowndes Int’l, Inc., 643 N.E.2d 504 (N.Y. 1994). The
licensor, however, will most likely be unwillingly to
include such a provision as it creates potentially unlimited
liability on its behalf by requiring the licensor to reperform
* work on a project until it is completed. Further, given the
- imperfect nature of software, it gives the licensee
' significant leverage over the licensor in any dispute.

(z) ~ Rightto Set Oif (§§ 5.3, 8.7)

Another equitable remedy the licensee should seek
to include is the right to set off any damages the licensee
-incurs against any monies owed to licensor by the licensee.
'Bven if the parties’ contract fails to include this right, most
' licensees will exercise “self-help” by refusing to make
~payment until the issue has been resolved. While a smart
licensor will seek to exclude language acknowledging the
- licensee’s right to set off and perhaps even specifically
prohibit the right of set off, there is little the licensor can do
to prevent the licensee from ‘withholding any money due the
licensor. See Section III B.9(c) for a more detailed
‘discussion of set off. B

= ‘(i) ~ Cover (§ 5.3.5)

A smart licensee will seek to include language allowing the

licensee to seek “cover” in the event of the licensor’s breach. This

- provision requires the licensor to be financially liable for any costs,

- -in excess of the contract price, incurred by licensee in having a

‘third party fulfill the licensor’s contractual obligations. Most

licensors will not agree to such a provision as it creates essentially

““a carte blanche for the licensee and the entity that is hired to
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perform the work. At a minimum, the licensor should include
language that limits the licensor’s liability to the predetermined
-+ limits of liability set forth in the agreement.

. {iv) ' Access to Source Code, Documentation, Employees and
- Contractors (§§ 5.3.6,5.3.7)

- A licensee should also include language in the contract
allowing the licensee to obtain a free or discounted copy of the
. software’s source code and all available documentation in the
-.event of licensor’s material breach. While this provision cannot
ensure that the licensee will be able to avoid damages from the
.. Hcensor’s breach, it will provide the licensee a means to further
-.limit its risk. The licensee should also insist on language waiving
“any prohibition on the licensee soliciting and hiring the licensor’s
‘employees and contractors in the event of the licensor’s material
breach. This is important, as without access to the licensor’s
- employees and contractors, possession and use of the source code
and documentation will most likely be of little help to the licensee.

e
I ~

(V) Attorney’s Fees (§ 5.4) -

- In the event the licensee brings a successful legal action as
“a result of a-breach of contract by the licensor, the licensee should
.. be entitled to recover its legal fees. This provision provides a
....disincentive for the licensor to breach the contract or dispute any
. issue in bad faith. A licensor that agrees to this provision should
- make sure that it is mutual. By making the provision mutual, both
..~ parties are incented to quickly and fairly settle any matter. '

(vi) T.ranlsitioﬁrRights-(§ 5.3.3)

If the software licensed by the licensee is critical to the
~operation of the licensee’s business, the licensee should require
- that the licensor provide transition services in the event of any
“termination of the agreement regardless of whether the contract
- was terminated for one party’s breach. A contractual transition
- period reduces the licensor’s leverage in those situations where the
- licensee is in breach but the services provided by the licensor are
- - -important to the continuing business operations of the licensee.
.- .Similarly, it requires the licensor to cooperate in the event the
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- @ __._Tenﬁinﬁtion:(§ 53.1)

. licensor is being terminated, where the licensor might otherwise

have no incentive to do so. The contract should address the

_ continuation of services or use of the software, knowledge transfer,

the cost and duration of such services as well as the continuation or

' termination of any collateral services. Regardless of the cause of

breach, the licensor should be willing to provide the required

-services so long as it is compensated accordingly. The price of

such services as well as the duration is often determined on the
basis of who was in breach.

(vii) Monetary Damages

. Inthe event the_licér_lsor desires monetary damages based
on a refund of monies paid, the licensor should set forth the basis
on which they will be determined. The damages may be based on

. the purchase price, the price paid less any depreciation for actual
. use or a predetermined damages (liquidated damages). Each of

these methods will result in a different amount and could be greatly
affected by the nature of the breach.

Licensor Remedies (§ 5.2)

In the event of a “material breach”, the licensor should have

the right to terminate the agreement and seek monetary damages

under traditional contract law. This remedy is standard in most

- agreements with a large portion of the negotiations between the
- parties focused on what constitutes a “material breach”. The

licensee should carefully consider the licensor’s ability to terminate
the agreement if the licensee will need to utilize the software on an
ongoing basis. The licensor’s ability to terminate the agreement
gives the licensor significant leverage over the licensee in these

.- situations.

) (ii)  Aftorney’s Fees (§ 5.4)

In the event the licensor brings a successful legal action as a
result of a breach of contract by the licensee, the licensor should be

entitled to recover its legal fees. This provision provides a

disincentive for the licensee to breach the contract or dispute any
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““issue in bad faith. A licensee that agrees to this provision should
" make sure that it is mutual. By making the provision mutual, both
_ _partles are 1nccnted to quickly and falrly settle any matter.

i)

: ":_"':'(_'iV). :

Eqmtable Rehef

RUR InJunctive Relief {§28 A. 5)

The licensor should include a provision allowing the
licensor to obtain injunctive relief in the event the licensee
breaches the licensing terms or misuses the software. The
ability to obtain injunctive relief is important as the licensor
needs to quickly and efficiently prevent the licensee from

~ misusing its software. Requiring the licensor to use

traditional dispute mechanisms such as arbitration,

mediation or use of the judicial system may significantly
delay the hcensor s ab111ty to protect its intellectual

PI’OPCTW
(z) Self Help (§5.2)

The licensor should reserve the right to utilize the
quasi equitable relief of “self help” by retaining the ability
to stop work in the event of the licensee’s breach. The
licensee, however, will want a specific provision included
in the contract prohibiting the licensor from utilizing any

* self help until any dispute has been resolved in accordance

with the contract’s dispute resolution mechanism as self

) “help provides the licensor w1th significant leverage in the
_ event of a dlspute

Mongtary Damages

In the event the Licensee seeks to recover monetary

damages for the licensee’s breach, the licensee should insure that
the license agreement contains a limit of liability to limit the
licensee’s liability.

7. Limitation of Liability

‘Each p'aﬁy can limit its total liability by a number of means
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“including, limiting its monetary liability, disclaiming consequential
- damages and reducing the statute of limitations under which a claim can
be made. Each of these means is an integrated part of the party’s defenses
and are a significant element of any contractual negotiation. Set forth
> below is an 1n-depth look at.each of these.

Wlnle limitations of liabilities usually focus on the licensor’s
liability, a savvy licensee will also want to look at thesc means to limit its

own liability.

For a general overview, see Shivers & Brunel, Contractual
Limitations of Liability (2/k/a “LOLs” or Why the Other Party is
Laughing Out Loud, 19 Computer & Internet 1.7 (May 2002).

_‘ (aj - Capon Monetary Llablllty (§16.2) -

 BEvery soﬂwarc hcense should have a limitation of liability clause.
‘The failure to include a limitation of liability clause potentially subjects
the licensor to unlimited liability. Although the licensee may not want to
* accept limits on the licensor’s liability, it is unreasonable for a licensor to
. risk its entire company on a single license. A-smart licensee will also limit
“its own liability, a point many licensees forget to make, and refuse to
" accept any limit on the licensor’s liability for.the licensor’s intentional
‘breach. In at least one case, a court has upheld a limit of liability where
the licensor intentionally failed to perform. See, Metropolitan Life
Insurance Co. v. Noble Lowndes Int’l., Inc., 84 N.Y.2d. 430, 618
. N.Y.S.2d. 882 (1994); but see, Hosiery Corp. of America, Inc. v.
- - International Data Processing, Inc., 1991 U.S. Dist. LEXIS 2501 (D.N.J.
~#+-1991) (court faited to dismiss breach claim due to factual issue of whether
" licensor breached agreement by willfully failing to install latest software).
Licensee’s should also insist excluding breach of any confidentiality
- obligations and the licensor’s liability under any indemmification
- obligations (intellectual property, personal bodlly injury and tangible
- - property, etc. : ‘

A smart licensor will also want to carve out breach of the license
- grant, violation of the agreement’s confidentiality provisions and the
" payment of any monies owed the licensor under the payment provisions of
- the license from this limitation of the licensee’s liability. Depending on
- the type of license agreement, the licensor’s liability is usually limited to
either a multiple of the total doliar value of the license agreement, the
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- amount of money received by the licensor from the licensee either during
the term of the agreement or in a set time period (i.e., the previous twelve
- month period), or a predetermined amount.

Like many of the already-mentioned issues, the amount of the cap
is an element of price. While most licensors limit their liability to the
- amount received from the licensee, many are willing to increase the limit
of their liability in return for an increased license fee from the licensee.
The traditional tradeoffs for increasing the limit of liability are that the
licensor’s price must rise in response to the increased risk because the
. licensor’s original price was based on the initially-stated cap. In trying to
- justify the increased price, some licensor’s argue that they must purchase
‘additional errors and omissions insurance. : -

Consequential damages for personal bodily injury cannot be.
limited in some circumstances (see UCC §2-719 (3) and comments 1 and
- 3), and-a limitation of liability may not be valid for tort claims of gross
- negligence, willful or intentional acts, misrepresentation or fraud. See
-Boss and Woodward, Scope of the Uniform Commercial Code, Survéy-of
- :Computer Contracting Cases, 43 Bus. Law. 1513 (1988). See also, Arthur
D, Little International, Inc. v. Dooyang Corp., 928 F. Supp. 1189, 1205 (D.
- Mass.:1996) (under Massachusetts law, a damage limitation clause in a
contract does not bar recovery for intentional misrepresentation in the
- .inducement of a contract); Shelby Mutua} Insurance Company v. City of
- Grand Rapids, 6 Mich. App. 95, 148 N.W.2d 260 (1967) (a party may
- ‘contract against liability for harm caused by its negligence but may not do
: so for gross negligence); NMP Corp. v. Parametric Technology Corp., 958
~-.~'F. Supp. 1536, 1543 (N.D. Okla. 1997) (under Oklahoma law, a party may
. not contractually limit damages resulting from its own gross negligence or
w .. fraud); AGIP Petroleum Co., Inc. v. Gulf Island Fabrication, Inc., 920 F.

- Supp. 1330, 1343 (8.D. Tex. 1996) (under Louisiana law, a party may not
limit its Hability for gross negligence and intentional conduct). Further,
most licensees will not agree to a limitation of liability for intellectual
property infringement, personal property damage or violations of the
license agreement’s confidentiality provisions.

= ~Any cap must be reasonable and not be so low as to be considered
. ‘unconscionable, or it may not be upheld as failing of its essential purpose.
.~ See, Wayne Memorial Hospifal, Inc. v. Electronic Data Systems Corp., N.
'87-905-CIV-S-D-(E.D.N.C. filed October 5, 1990) ($4,000 limit of
~ -+ liability on a $2 million contract is unconscionable). See also, UCC §2-
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719 comment 1. If the limited warranty is deemed to have failed its
essential purpose, the limit on consequential damages may be removed.
- Seee.g., McKemnon v. United Technologies Corp., 717 F. Supp. 60 (D.
. Conn. 1989) and Section ITLB.4.(b) below for a more detailed discussion.
In commercial contracts, there is a presumption of conscionability.
- Siemens Credit Corp. v. Marvik Colour, Inc., 859 F. Supp. 686, 695
© (S.D.N.Y. 1995). In determining whether a contract is unconscionable, a
- court will look at the bargaining power of the parties, whether the terms
: " were actively negotiated and the terms themselves. Id. At the same time,
~ . - however, a contract between merchants is rarely found to be

-unconscionable, D. S. Am. (E.), Inc. v. Chromagraph Imaging Sys., Inc.,

- 873 F. Supp. 786 (ED.N.Y. 1995).

- A couit seeks to ensure that the innocent party is made whole. See,
Ragen Comp. v. Kearney & Treckér Corp., 912 F.2d 619 (3d Cir. 1990).
... Thus, the smart licensor always includes in the license a back up remedy,
such as refunding the purchase price, to avoid a specified remedy failing of

_ its essential purpose. See, Ritchie Enterprises v. Hone}gv_vell Bull, Inc., 730
- F. Supp. 1041, 1047 (D. Kan. 1990).

_ In accordance with UCC §2-316(2), most jurisdictions require that
- a limitation of liability be conspicuous. See e.g., Estey v. Mackenzie
- Eng’g. Inc., 902 P.2d 1220 (Or. 1995). While “conspicuous” is defined
“under UCC §1-201(10), whether or not a particular disclaimer is
~ conspicuous is subject to the interpretation of the court. Printing any
- disclaimer in block letters has been held to be sufficient. Window
- Headquarters, Inc. v. MAI Basic Four. Inc., 1994 WL 673519 (S.D.N.Y.
. 2.1994); but see Sierra Diesel Inj. Service v. Burroughs Corp., 656 F. Supp.
1426 (D. Nev. 1987), aff’d, 874 F.2d 653 (9th Cir. 1989) (disclaimer in
" bold type not conspicuous when it appeared on reverse of contract), The
failure to make a limitation of consequential damages conspicuous is one
~ factor in determining whether a limitation is unconscionable. D.S. Am.
(E), Inc. v. Chronografix Imagmg Sjs Inc., 873 F. Supp. 786 (E. D. N. Y-

- 1995).

Finally, every limitation of liability clause should clearly provide
that the stated limit applies regardless of whether the licensee brings a
claim based on contract, tort or another theory. The failure to do so may
result in the licensee potentially circumventing the cap by bringing a claim
- under tort theory if the licensor‘s liability is limited only in contract. See
- generally, Committee Reports Tort Theories in Computer Litigation, 38
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-+ Rec. Ass’n, Bar N.Y. 426 (1983); Budget Rent A Car v. Genesys Software
System, 1996 U.S. Dist. LEXIS 12123 (D.N. Ill. 1996) (claims for fraud,
fraudulent inducement and negligent misrepresentation allowed even

~though contract claims were disallowed under the license’s integration
- clause). : ' '

At least one court has held that a licensor may not limit its liability
for misrepresentations based on a contract’s limitation of liability clause.
Vmark Software, Inc. v. EMC Corp., 642 N.E.2d 587 (Mass. App. 1994).

- See Section II1.B.1 for a discussion of a licensor’s potential liability under
- tort and contract law theories.

For a detailed discussion of the validity of limitation of liability
.+ . clauses see Katz, Caveat Vendor; Limitation Clauses in Software
“ - Agreements May Not Withstand Judicial Scrutiny, 9 Computer L. Ass’n.
. Bull. 12 (No. 2 1994) and Hammond, Limiting and Dealing with Liability
-in Software Contracts, 9 Computer Law. 22 (June 1992). -

(b} ~ Disclaimer of Consequential Damagés (§1.6..1)

5 Under Section 2-719(3) of the UCC, the parties to a contract may
exclude consequential and incidental damages, provided such exclusions
. -are not unconscionable and there are no other explicit exceptions. An
" issue exists, however, as to whether exclusion of consequential damages
- are valid when a remedy fails of its essential purpose. Compare Bishop
- Logging Co, v. John Deere Indus. Equip. Co., 455.8.E.2d 183 (S.C. Ct.
- App. 1995) (permitting consequential damages even when remedy failed
_ of its essential purpose) and McNally Wellman Co. v. New York State
" Elec, & Gas Corp., 63 F.3d 1188 (2d Cir 1995) (allowing consequential
- damages déspite contractual exclusion when remedy failed of its essential
- - purpose) with Caudill Seed and Wharehouse Co., Inc. v. Prophet 21, Inc.,
. 123 F. Supp. 2d286 (E.D. Pa. 2000} and Int’l. Fin. Serv. v. Franz, 534
N.W.2d 261 (Minn. 1995) (consequential damage exclusion enforceable
- notwithstanding failure of remedy’s essential purpose). One court has
found that a limitation of consequential damages applies only to a breach
- of warranty and not for non-performance. PC COM, Inc. v. Proteon, Inc.,

1906 F. Supp. 894 (S.D. N.Y. 1995). -

: - The Ninth Circuit upheld an award of consequential damages
-+ despite a disclaimer contained in the parties’ confract where the seiler
‘failed to deliver a working software system and the contract contained an
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- . exclusive “repair or replace” remedy. RRX Indus. V. Lab-Con, Inc., 772
F.2d 543 (9th Cir. 1985). In a later case, the Ninth Circuit held that a

limitdation on consequential damages was inapplicable because the limit

.. was tied to the limited repair remedy contained in the contract. The court
~-concluded that because a working software system was never delivered,
- .- the limited remedy and limit on consequential damages never came into

- effect. Hawaiian Tel. Co. v. Microform Data Sys., 829 F.2d 919 (9th Cir.

- 1987)

Thus, to strengthen a disclaimer of consequential damages, any
such disclaimer should distinct from the warranty provisions of a contract.
See e.g. §16.1 and §18.

Unlike Section 2-316 of the UCC, which imposes a
conspicuousness requirement for disclaimers of warranty related to
merchantability and fitness, Section 2-719(3) does not contain a
conspicuousness requirement. Comment 3 to Section 2-719(3), which

. - discusses exclusion of consequential damages, also fails to address
‘conspicuousness. The failure to make a limitation of consequential

damages conspicuous is one factor in determining whether a limitation is

- unconscionable. D. S. Am. (E), Inc. v. Chronografix Imaging Systems.

" - 'Inc., 873 F. Supp. 786 (E. D. N. Y. 1995). Nonetheless, to err on the side
“of caution, any such disclaimer should be conspicuous to avoid a court
.. imposing such a requirement and potentially voiding any limitation of

liability. See generally, Krupp PM Eng’s. v. Honeywell, Inc., 530 N.W.2d

146 (Mich. 1995).

For a more indepth discussion of consequential damages, see Note,

Consequential Damage Limitations and Cross-Subsidization: An

Independent Approach to Uniform Commercial Code Section 2-719, 66 S.
Cal L. Rev. 1273 ( 1973)

' (c) Reducmg the Statute of L1m1tat1ons (§16 1)

Traditionally, a statute of Il_rmtatxons bars a potential pléintiff from

bringing a claim after a set period of time afier the action which gave rise

to the claim first arose. See, ¢.g. A.B Alexander d/b/a A.B. Alexander and

- Associates v. The Perkin Elmer Corp:, 729 F.2d 576 (8th Cir. 1984). Most
states have statutorily codified this time period as three or four years. See,

- e.g., California: Calif. Stat. Aim. §337 (1996) (4 years), and Maryland:

Md. Stat. Ann §5-101(1996) (3 years). By default, Set_:tion 2-725(1) of the
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~UCC provides for a four-year statute of limitations beginning when the
*cause of action first accrues, but allows the parties to reduce the statute of
limitations by mutual agreement to a minimum of one year. By agreeing
to a period less than the statutory time period, the licensor may reduce the
. time period in which the licensee may bring a claim, thus limiting the
“licensor’s risk and, consequently, its liability. ‘A smart licensee will make
such clause mutual to also reduce its liability. Courts have been reluctant
to extend the four-year statute of limitations. See, €.g., Grus v, Patton, 790
S.W.2d 936 (Mo. App. 1990) (seller’s unsuccessful attempts to repair
" defects over eight-year period did not toll four-year statute of limitations).

8. Governing Law and Venue (§28)

While most parties desire to be governed by the laws and venue of their
own jurisdiction, the choice of governing law and venue is not-always a “fall on
" your sword” issue in domestic software agreements. Many licensors are anxious,
- however, to avoid Texas law as it has strong consumer protection laws, while
- “favored jurisdictions include New York, which generally benefits licensors.

‘To settle any dispute as to the forum, some licensors and licensees include
language in their license agreements stating that the forum will be the licensor’s
choice if the licensee elects to arbitrate or litigate, and that the forum will be the

“licensee’s choice if the licensor elects to bring an action. The benefit is that such
" language serves to discourage parties from bringing claims. This solution is not

‘viable for the choice of governing law as there must be one pre-agreed governing -
law to interpret the license agreement prior to any action being commenced. If the

parties agree on a venue, the respective contract language should state that the
- chosen venue is the “exclusive” venue to aV01d any later claim that the language is

... permissive and not exclusive,

A choice of forum in a license agreement will not always be honored or
enforced by a court. If, however, the court finds the choice of forum clanse to be
valid, reasonable and fairly-negotiated as part of the licensing agreement, the
burden is on the party opposed to the forum to show why it should not be

- -enforced. George Jumara and Evangelina Jumara v. State Farm, Inc. Co., 55 F.3d
873, 880 (3d Cir. 1995). To limit potential disputes over the enforceability of
- such clauses, the contractual language should state that the forum selection clause
* applies to “any dispute” which would include tort as well as contract claims. See

.+ Tetra International, Inc Vv, MlSSlSSngl Chemical Corp., 922 F. Supp 1334 (N.D.
Towa 1996). -
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Internationally, it is imperative to utilize the laws of the United States,

* United Kingdom, Sweden or other western countries as most countries do not
~have developed software laws or case law for software. An exclusive forum
~ selection clause is also important as most local courts have a bias against foreign

licensors and do not always enjoy the same level of competency as the judiciary in
the United States.

- 9. Alternative Dispute Resolution (§§29 and 30)

_Given the large number of disputes arising in the development and

) mstallatlon of complex computer systems, each party should carefully consider
~ the benefits of alternative dispute resolution (“ADR”) for the resolution of any
- disputes. ADR can take many forms, including but not limited to mediation,
arbitration, mini trials and neutral evaluation. Each has its benefits and drawbacks

which are magnified in intellectual property disputes. Given the ever-increasing

~“expense of litigation in court, the uncertainty of juries and the diversion of
~ ‘corporate resources even when a party prevails, an increasing number of parties
~are choosing ADR. The parties can utilize ADR in an escalating fashion to
"resolve any disputes. The two prmcxpal forms of ADR arbltratxon and mediation,

- are dlscussed below.

- {a) _Mediation 8 19)

_ Mediation is usually a much quicker process than arbitration due to
limited, if any, discovery and the desire of the parties to move quickly
~through mediation given its non-binding nature. This is extremely
important if the nature of the dispute is time-sensitive. Mediation is
‘usually utilized as a last step prior to litigation or during litigation if the
- parties believe a compromise can be reached.

Many parties include an informal mediation process to allow the
~“éscalation of disputes. This allows the parties to continue working
constructively while the dispute is addressed at higher levels in their
respective organizations. This mediation is non-binding and does not
. impact the ability of either party to pursue litigation. Rather, it allows the
~ parties to attempt to resolve their differences at a number of different
~levels prior to 1n1t1at1ng the liti gatlon process '

The absence of discovery also avoids potentially damaging
admissions or the production of damaging documentation. Further, the use

© H. Ward Classen, Esq., All rights reserved. . - Paged5




Fundamentals of Software Licensing

of a qualified expert as the mediator ensures that the neutral party will be
well-versed in the law governing the issues in dispute. Mediation also
offers lower costs and greater confidentiality due to the limited discovery

- . ‘and the fact that any decision is not publicly reported. F inally, the often
. acrimonious nature of litigation is usually avoided due to the more relaxed -

nature of the proceedings.
(b)  Arbitration (§30)

Arbitration in some ways is quicker than the court system but may
- be slower for certain important issues. . For example, a licensee would not
~want to arbitrate whether a licensor must indemnify the licensee for an
alleged intellectual property infringement. Alternatively, a court can

- quickly issue an injunction in the licensor’s favor if the licensee breaches

. the terms of the license grant. For a discussion of the issues involved in

. .obtaining an injunction, see Friedman and LaMotta, When Protecting

- Software Through an Injunction, How Do You Spell Relief?, 18 Computer

‘Law. 18 (March 1994). While there is a strong public policy in favor of
arb1trat10n, a court can not compel the parties to arbitrate a matter which
.they did not agree to submit to arbitration, Shopsmith Woodworking
Promotions, Inc. v. American Woodworking Academy, Inc., 1995 WL
614355 (Ohio 1995). As such, if the parties desire to utilize arbitration,
the governing agreement should clearly indicate that intent.

: Another issue arises when an entity attempts to enforce an award

. for an injunction in a foreign jurisdiction. Most courts are hesitant to enter
. a court order for injunctive relief based on a'decision of a foreign
Jjurisdiction. At the same time, they are much more likely to support an
arbitral award for injunctive relief. The New York Convention on the
Enforcement and Recognition of Foreign Arbitral Awards (the
“Convention”) has been adopted by 108 countries. The Convention

... addresses not only the enforcement of foreign arbitral awards, but also

.. agreements to arbitrate. As a result of the widespread acceptance of the
. Convention, arbitration in some s1tuat10ns may be preferable to a judicial
- decision for injunctive relief.

: Arbltratlon 1s often advantageous in tenns of cost, particularly
‘when used in smaller disputes. With large cases, cost savings may be

achieved if an extensive and protracted discovery process can be avoided

- and the appeals process is curtailed. Often, there is no need for hiring
_court reporters for depositions or expert witnesses, as most arbitrators are
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_ | _themselves experts in the field. Arbitrators are not bound by legal
" precedent, thus even if a party has a solid legal case, arbitration may result
in a totally unpredicted outcome. They need not artlculate a ratlonale for

- their decision.

. Nonetheless, large arbitrations can take years and cause each party
- to incur significant expenses. As such, arbitration may or may not be a
~prudent choice if the dispute is one commonly dealt with by the courts in a
" more predictable fashion. There are no evidentiary rules in arbitration,
however. If there is crucial evidence in the dispute that would not likely
. be admissible in court and would negatively impact the party in question, a
" court may be the better choice.

Another consideration is the business relationship between the
parties to the dispute. An ongoing relatlonshlp, e.g., in the performance of
~ long-term contracts, is often more likely to be preserved through an
arbitration proceeding than by litigation. Arbitration is less stressful on
" the parties and it is private. The lack of publicity can also help protect the
~ present and future business relationship between the parties as well as
relationships with other clients or vendors.

. Arbitration may  benefit a bréaching party due to the potentially
greater time period needed to reach a resolution than in a court of law.
~ Furthermore, an entity must disclose its claims in arbitration, which puts a
* licensor at a disadvantage assuming the licensee is in breach. Finally,
“under arbitration all actions must be by mutual agreement, allowing one
_ party to potentially delay the proceedings if it chooses.

To avoid any potential problems that arbitration may create, the
parties should agree on specific language to be included in the contract to
" assuage such problems. See §30 for model Ianguage addressing some
potential concerns.

To be effective, the language should state that the arbitration is the
exclusive means to resolve any dispute. Any exceptions should be
specifically listed. The location of the arbitration should be_statéd along
with the governing law. To ensure prompt action, the parties should
include the time period in which an action must be filed and the period in
which the action must be resolved. This will prevent the arbitration from
extending for an unknown period.

/f"’-_\‘ . )

© H. Ward Classen, Esq., All rights reserved. ' R Paged7




. Fundamentals of Software Licensing

The parties should limit the number of witnesses, the number of

-~ document requests, the number of interrogatories, the number of

depositions and their length. By setting forth in detail any restrictions, the
parties can significantly reduce costs in the future and any potential
disputes. The agreement should also state the qualifications of the panel

~ members. For example, do the panel members need to be attorneys or

have experience in software law or a particular industry? By requiring the
panel to have specific directly related experience, the arbitration will move
quicker and more likely result in a well-reasoned decision.

Finally, the parties should enumerate any limitation on the

' awarding of damages. Many entities select arbitration to avoid large

10.

punitive damages awards. The arbitration clause should clearly set out any
limits on the arbitrators ability to award damages and any limits on the
types of damages that may be awarded. The arbitration language should
clearly set forth the form any decision will take. For example, is a signed
opinion sufficient or do the parties want a detailed explanation of the

o r"arbii':rators decision? The parties may want the arbitrator to set forth their
findings of fact. The lack of a detailed opinion may make it more difficult

to challenge any decision that is clearly erroneous as to law.

e Inclusion of an arbitration provision in a license may impact other
_' collateral agreements. At least two courts have held that an arbitration
provision in a license agreement is enforceable as to a separate services

) ‘agreement. Armed Forces Insurance Corp. v. Allenbrook, Inc., 2001 WL

699735 (D. Kan June 11, 2001); LDS, Inc. v. Metro Can. Logistics, Inc.,
28 F. Supp.2d 1297 (D. Kan 1998) (arbitration clause in license agreement
encompasses all matters in dispute including maintenance agreement).

Fora general discussion on the arbitration of intellectual property |

- disputes See, Arnold, Suggested Form of Contract to Arbitrate a Patent or
Other Commercial Dispute Annotated, 2 Tex. Intell. Prop. L.J. 205 (1994).

- Third Party Beneficiaries (§40)

A licensor should always make certain that it disclaims that the license

_ agréement creates any third party beneficiaries. This is especially important in
relation to any representations or warrantlcs granted by the licensor under the

o hcense -agreement.

As a general rule, under common law, a third party who is not an intended
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beneficiary cannot assert a claim for breach of warranty. QFW Corp. v. City of

~ Columbia, 893 S.W.2d 893 (Mo. App. 1995); See also Restatement (Second) of
 Contracts, Chapter 14 (1979). The determination of whether someone is an

- incidental or intended beneﬁcmry is made by looking w1thm the four.comers of .

_ the contract

_ _ The general rule has at 1east three recognized exceptions. The first is for
personal injury or tangible damage to property. In such incidences, contractual
privity is not required. See Prosser The Fall of the Citadel, 50 Minn, L. Rev. 791

- (1996).

. Thesecond is that under Article 2 of the UCC; warranty protection
_extends under UCC Section 2-318 to one of three classes of persons injured in
~their person, depending on which alternative the respective state enacted. Two
. classes are narrow with the third broader Thls warranty extensron cannot be

contractually waived.

.7 Thethird is created by those states that have abolished pnv1ty
. ‘requlrements even when the loss is only economic. See, e.g., Dual Building

" Restoration. Inc. v. 1143 East Jersey Avenue Assocs., Inc., 652 A.2d. 1225 (N.]1.
o 1993) (bulldmg owner could sue paint manufacturer for peellng paint even though
L owner’s contract was only with his painting contractor)

. Other] Issues to Consider

| 1. : The Work Made For Hire Doctrine and Moral Rights

(a) Work Made for Hire Doctrine

United States law holds that the copyright in a work is initially
vested in the person who creates it. 17 U.S.C.§ 201(a) (1994). Therefore,
. anindependent contractor, as the "author" of a product, usually retains all
~ copyrights to that product unless he or she assigns the rights to the buyer.
17 U.8.C. § 201(d) (1994). Absent any assignment, the buyer is only
deemed to hold a non-exclusive license. See MacLean Associates, Inc. v.
Wm. M. Mercer-Meidinger Hansen, Inc., 952 F.2d 769 (3d Cir 1991)
(contracting party had obtained an 1rnp11ed” but limited non-exclusive -
license); Effects Associates v. Cohen, 817 F.2d 72 (9th Cir. 1987), aff’d,
908 F.2d 555 (9th Cir. 1990), cert. denied sub nom. Danforth v. Cohen,
498 U.S. 1103 (1991). Such a limited and non-exclusive license to use the
work may place a buyer at a severe disadvantage vis-a-vis its competitors.
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A contractor, for instance, could potentially disclose a buyer’s proprietary
. information in licensing the work to others, and thereby nullify any
. competitive advantage the employer gained by commissioning the work.
... In addition, as the "owner" of the copyright in the work, a contractor could
* limit a buyer's right 1o use or distribute the work if such use is outside the
scope of the original commission. See Graham v. James, 144 F.3d 229 (2d
- Cir 1990) (creation of a program by an independent contractor remains the
. property of the contractor and any unauthorized use is actionable).

An independent contractor retaining ownership in software
specified and funded by the buyer may seem counterintuitive. A buyer
' may invest large sums of money and significant technical input in a project
_only to find that the contractor claims ownership of the work when the
~_project results in a commercially saleable product. The courts have
: _attempted to soften the effect of this situation by implying a fully paid-up
license in the employer to use the software for all purposes intended in the
contract and, importantly, to modify the software as necessary to support
those uses. See ¢.g., Clifford Scott Aymes v. Jonathan J. Bonnelli d/b/a
. _Island Swimming Sales, Inc., 47 F.3d 23 (2d Cir. 1995). While these
* softening interpretations help avoid the harsh results of the rule granting
. ownership to independent contractors, the courts ultimately ho id that,
~ absent an explicit assignment to the employer, the independent contractor
owns software produced pursuant to contractual arrangement. Notably,
independent contractors rarely demand additional consideration or
concessions for such assignments, Failure to secure an assighment from a
. contractor may result in the loss of a significant asset to the employer,
especially where a product may have commercxal value apart from the
internal use contemplated by the employer.

- There are instances where a company will be presumed to be the
" owner of a commissioned work under the so-called “work made for hire”
doctrine. In the United States an employer may be considered the original
. author of a commissioned work if the work qualifies as work made for hire
. under the United States Copyright Act. 17 U.S.C. §201(b) (1994).
. Section 201 of the Copyright Act provides that ‘{i]n the case of a work
" made for hire, the employer or other person for whom the work was
_prepared is considered the author for purposes of this title, and, unless the
 parties have expressly agreed otherwise in a written instrument signed by -
" them, owns all of the rights comprised in the copyright.”" 17 U.S.C.
" §201(b) (1994). Classifying the work as work made for hire determines
_not only the initial ownership of copyright, but also the copyright’s
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duration (§302 (c)), the owner’s renewal rights (§304(a)), termination
rights (§203(a)), and the right to import certain goods bearing the
- copyright (§601(b)(1)). See 1 Nimmer & Nimmer, Nimmer on Copyright,
- §5.03[A] 5-10 (1990). Work made for hire is defined as: "(1) a work
- prepared by an employee within the scope of his or her employment; or (2)
- awork specially ordered or commissioned for use as a contribution to a
collective work; as a part of a motion picture or other audiovisual work, as
a translation, as a supplementary work, as a compilation, as an
‘instructional texf, as a test, as answer material for a test, or as an atlas, if
the parties expressly agree in a written instrument signed by them that the
work shall be considered a work made for hire." 17 U.S.C. §101 (1994).

In determining whether a work will fall within the employee’s
“scope of employment”, the courts will look at a number of factors

~ including;

»  the level of skill;
e the source of the instruments and tools for creation of the work; -
the location of the work; '

the duration of the employment relationship;

whether the hiring party has the right to make additional

assignments;

the hired party’s discretion over when or how long to work;

the method of payment, ifany;

the hired party’s role in hiring/paying assistants;

the location of where the work was created; '

whether the work is part of the hiring party’s regular business;

and
e the pro_vision of employee benefits.

' See e.g., Avtec S_vstems Inc. v. Peiffer, 67 F.3d 293 (4th Cir 1995); Cole

- ~ v. Control Data Corp., 947 ¥.2d 313 (8th Cir 1991); Quin v. City of
Detrmt 988 F. Supp 1044 (E.D. Mich 1991); Miller v. CP Chems., Inc.,
808 F. Supp 1238, 1242-44 (D.S.C.1992); Restatement (Second) of

Agency §228.

Since most computer software does not automatically fall within
. one of the nine types of works enumerated in category (2) above, writing a
. software program will generally qualify as work made for hire only if it
was “prepared by an employee, within the scope of his or her
employment.” An independent contractor, however, will not usually
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- --qualify as an “employee” within the meaning of the Copyright Act. In
. Community for Creative Non-Violence v. Reid, 490 U.S. 703 (1989)
.~ (“CCNV?”), the Supreme Court declared that an artist, who was
- commissioned by a non-profit organization to create a sculpture, was an
" -“independent contractor” and not an employee within the meaning of the
. Copyright Act, even though the non-profit organization directed enough of
.. the sculptor’s work to ensure that he produced a sculpture that met their
specifications. Id, at 753. The United States Supreme Court later
- unanimously generalized CCNV as the appropriate standard for defining
- ... an employee outside of the copyright area as well. Nationwide Mutual Ins,
: Co. V. Darden, 503 U.S. 318, 322 (1992). Ifthe 1ndependent contractor
does not qualify as an employee, the employer can only gain title to the
... work product of the contractor by having the contractor execute an
~ . - assignment transferring his or her ownership rights in the work to the
employer. CCNV, 490 U.S. at 750.

Therefore, in order to be guaranteed sole and exclusive ownership
.- of the copyright, a buyer would be well advised to have the contractor
execute an assignment transferring to the buyer the contractor's entire
right, title and interest in the work. (See Section IX. C for a Model
- Consulting Agreement with an assignment clause).

)  If a contractor previously executed an agreement without an

‘assignment clause, the employer should have a comprehensive assignment
agreement executed by the contractor and should be sure to list the

" consideration that the contractor is receiving for signing the assignment
agreement. (See Section IX.D for a Model Assignment Agreement). For
any such assignment to be valid, it must be in writing, signed by both
parties prior to the work’s creation. BancTraining Video Systems v. First
American Corp., 956 F.2d 268 (6th Cir. 1993); Schiller & Schmidt, Inc. v.
Accent Publishing Co., Inc., 969 F.2d 410 (7th Cir. 1992) (subsequent
*writing can not correct the fact that there was no written agreement as

- required by statute at the time the work was created) but see Playboy v.

" Dumas, 53 F.3d 549 (2d Cir. 1995), cert. denied, 516 U.S. 1010 (1995)
(prior oral agreement that work is work made for hire may later be
memorialized in writing as the work is created).

_ " As the patenting of software becomes commonplace, employers
“- . should also have their employees assign ownership in all discoveries and
" inventions to the employer. Although the Copyright Act grants the
_employer ownership as to any copyrights, an employer would not own any
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- resulting patent without an assignment. See Banks v. Unisys Corporation,
228 F.3d 1357 (Fed. Cir. 2000) (no implied agreement to assign inventions
- where employee does not execute assignment agreement and the employer
“does not pursue the execution of an assignment agreement.) Most
" employers require new employees execute a confidentiality ad assignment
of inventions agreement usually in conjunction with a non-competition
- agreement when the employee begins his employment. See Section IX.I
for a model Non-Competition, Confidentiality and Inventions Agreement.

“(b)  Moral Rights

Moral rights are the right “to claim authorship of the software, to
- object to or prevent the modification of any software or to withdraw from
-circulation or control the publication or distribution of any software, and
-any similar right, existing under judicial or statutory law of any country in
the world, or under any treaty, regardiess of whether or not such right is
denominated or generally referred to as a ‘moral right’.” Managing Risks
" in Computer Contracts, Data Processing Agreements §1.261 (April 1997).

‘Under the Berne Convention, "moral rights” in a work may exist in
“the author regardless of the author’s status as an employee or contractor.
Moral rights are separate and distinct from any other ownershlp rights
- generally provided for under copyright law.

Moral rights encompass three rlghts: integrify, paternity and

- disclosure rights. Integrity rights provide that the creator of the work must
consent to any change to the work to protect against the derogatory
treatment of the work. Paternity rights provide that authorship must be
-attributed to the author and that a third party cannot falsely attribute
development of the work. Further, the author’s name can not be used in
association with the work he did not complete. Disclosure rights allows
‘the creator of the work to control the display of his work. For a general

discussion See, Note, Moral Rights: A Copyright Conflict Between the
United States and Canada, 1 Sw.J.L. & Trade in the Americas 171 (1994);

Kwall, Copyright and the Moral Right: Is An Amencan Marriage
- Possible?, 38 Vand. L. Rev. (1985).

Under the Beme Convention an author’s moral rights are
" “inalienable”, and thus it is unlikely that such rights could be contractually
- transferred by a contractor to an employer. Berne Convention Article 6
- bis. Furthermore, a waiver of such rights may be difficult or impossible to
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.- enforce in some jurisdictions. Some countries allow moral rights to be
- -waived but not assigned. In such countries, an employer hiring a
~ contractor to perform work would be well-advised to include a waiver
_ - - provision in any.legal document with the contractor to.protect against
ownership claims by the contractor at a later point in time. While
-, signatories to the Berne Convention are typically required to recognize and
.. comply with the Berne Convention’s requirements on an author’s moral
rights, the United States does not recognize broad moral rights. The
United States has enacted legislation affording limited moral rights to
prevent mutilation or destruction of visual works of art only, and only _
. under certain circumstances. 17 U.S.C. § §106, 113 (1988), amended by
" Pub. L. 101-650, §604, Dec. 1, 1990. The unwillingness of the United
- States to recognize moral rights is evidenced by its insistence that the
-. . General Agreement on Tariffs and Trade (GATT) and NAFTA specifically
- provide that the United States is under no obligation to recognize such

rights. -

_ § " The question of whether a U.S. employer would have to recognize
" an offshore contractor’s moral rights under the Beme Convention is
closely tied to the issue of how the Berne Convention is implemented in s
_— »eountries which do not deem treaties to be self-implementing. - See L
- Melville B. Nimmer & Paul E. Geller, International Copyright Law and
Practice, §3 pp. 69-76 (1993). The answer to that question is found in -
Article 36 of the Berne Convention, which provides that:

M any country party to the Convention undertakes to
adopt, in accordance with its constitution, the measures necessary
to ensure the application of this Convention.

. (2) + Ttisunderstood that, at the time a country becomes

- :bound by this Convention, it will be in a position under its
domestic law to give effect to the provisions of this Convention.
Beme Convention Article 36. o

Therefore the Beme Convention appears to leave the decision
about self-implementation of the treaty to each individual member

country.

5  This has also been the posmon of the United States, which has
.. mever v1ewed the Berne Convention to be self-implementing. The United
- States acceded to the Berne Convention by means of the Berne Convention
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~ Implementation Act of 1988. Pub. L. No. 100-568 (Oct. 31, 1988). In
~ doing so, the United States included an express provision denying the self-
implémentation of the Berne Convention. Id. Since the Berne Convention
- is not self-implementing, the Berne Convention’s provisions are not by-

themselves enforceable in U.S. courts. Moreover, the United States

_ | “Copyright Act specifically declares that no right or interest in a work
~ protected under Title 17 may be claimed by virtue of; or in reliance upon,
“ the Berne Convention’s provisions or the United States’ adherence to the

Convention. Pub. L. No. 100-568  §4(c) (Oct. 31, 1988). In other words,

~ neither the Berne Convention itself, nor the fact of adherence to the

~ Convention, will affect the current law of the United States. In one ofthe -

‘few United States cases addressing moral rights, the Seventh Circuit Court
“of Appeals rejected their application in the United States. Vargas v.

Esquire In¢., 164 F.2d 522 (7th Cir. 1947) (moral rights while recognized

* by the civil law of _ foreign countries are not recogmzed by the laws of the

Umted States )

Since U.S. law does not recognize most moral rights, a U.S.
employer hiring an offshore conftractor in a jurisdiction that is a signatory

‘to the Berne Convention need be less concerned about the applicability of
moral rights if the employer can ensure that U.S. law will govern in case

of a copyright dispute between the parties, and if the work will only be
used in the United States. In an attempt to accomplish this, the U.S.
employer may select U.S. law by including in a contract with the offshore

contractor a choice of law clause. However, this approach 18 not entlrely

free of problems

~ (c)  Independent Contractors in General

It is important to note that the Internal Revenue Service (“IRS”)
has recently issued new guidelines for determining whether an individual
1s an employee or an independent contractor. The definition of an
“employee” remains unchanged, and is still determined on the ability of
the employer to control the method and results of an individual’s work.

Under the new guidelines, the IRS has abandoned its 20-point test

in favor of a new test involving “categories of evidence.” Under this new

test, a business must divide factors pertaining to a given worker’s status

“into three categories: behavioral control, financial control and type of

relationship. “Behavioral control” includes facts pertaining to whether or

“not the business controls how the individual does his or her job (e.g., .
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training and instructions given). “Financial control” comprises evidence
~ related to the business aspects of the worker’s job (e.g., the worker’s
-mvestments and expenses) “Type-of- Relatlonshlp cxammes relational
L categones of ewdence allow a broader and more flexible exammatmn of -
.an individual’s status than the prior 20-point test, as the IRS publication
indicates that all evidence as to degree of control and independence will be
considered. See Publication 15A of the Internal Revenue Service (1997).

For a more detailed discussion of the issues involved with the use
-.of independent contractors from an international perspective, see Classen
... and Paul, Increasing Global Competmveness by Utilizing Offshore
- Independent Contractors, 2 Int’l. Computer Law. 2. (No. 11 1994); as to
. -domestic concems, see Classen, Paul and Sprague, Increasing Corporate
- Competitiveness by Utilizing Independent Contractors, 11 Computer L.
Ass’n. Bull. 2 (No. 1 1996) and Schulze, Watch Out What You Wish For -
You May Get Your Wish or Qwnership Issues Continued: More on

.. Applying the Work Made for Hire Doctrine to Computer Programmers, 8
- Computer L. Ass’n. Bull. 12 (No. 2 1993).

2. . Ownership of Custom-Developed Software (§§3.2, 3.5, §12.1)

ol : Ownershlp of soﬂware developed by the llcensor for a specific customer is

— often a contentious issue. Usually, the licensee claims ownership based upon the
fact that it has paid the licensor to develop the software and that the software
would not have been otherwise developed. The licensor desires to retain
ownership to keep the integrity of its software (i.e., the licensor does not want its
customers owning portions of its proprietary software, especially parts of the
program’s core code) and to potentially profit from relicensing the custom piece

- of software.

L T his issue is often resolved by havmg the licensor retain ownership of the
. custom-developed portion of the licensor’s software but have the licensor pay the
licensee a royalty based on future license fees received by the licensor from
relicensing the custom portion. Another potential solution is to have the licensee
. retain ownership of the custom software and grant to the licensor the right to
. market the custom software and have the licensor pay a royalty to the licensee for
each license sold. '

_ These are not the only solutxons If the licensor is solely concerned with
.the Ilcensee owning part of the hcensor s.core code, the licensee can retain
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- ~ownership of the custom portion without the right of sub-license or assignment.
- Another alternative, but one which is less attractive, is to have the licensor and
- licensee jointly own the custom software. This would allow each party to market
~~the software to whomever it chooses, while at the same time having the right to -
- make modifications and enhancements. This alternative may be detrimental to the

licensor as the licensee may license the software to the licensor’s direct
competitors. Under joint copyright ownership, however, each owner has a duty to
account to the other. 1 Nimmer & Nimmer, Nimmer on Copyright, §6.12[A]

©(1990); Seg, e.g. Oddo v. Ries, 743 F.2d 630 (9th Cir. 1984). At the same time
this approach is probably unrealistic as most likely the custom portion is of little
" value unless it is licensed in conjunction with the rest of the software. Other

alternatives include having the licensor give the licensee a significant price

- discount to recognize the intrinsic value the licensor will receive by retaining
' ownershlp of the custom devdoped software. :

For a general discussion see, Porter, Negotiating Rights to a Customer’s

' ;Improvements and Modifications, 15 Corp. Couns. Q 14 (April 1999).

| 3. - Functional Specifications (§1.7)

The software’s functional specifications are the technical architecture that
the software must meet once it has been developed to the licensee’s requirements.

-  The functional specifications should be extremely detailed and should be agreed
upon prior to execution of the license agreement, as they will determine the cost
 and extent of the effort exerted by the licensor in the software’s development. If

the functional specifications have not been agreed upon in detail, it is impossible

~ for the licensor to determine with confidence the price of the development effort

as the scope of the development effort has not been limited or fixed. The licensee

is also at risk because it does not have a document descrlbmg n detail the
deliverable it will receive for the fixed pnce

A significant amount of liti gation has arisen as a result of agreements

~ being executed containing general language that the “parties shall negotiate in
~ good faith the functional specifications immediately upon execution of this
- "Agreement.” After execution, a dispute often arises because the parties are unable
. to agree on the functional specifications given that the licensor is usually
‘constrained by a fixed price, a limit a licensee is not usually concerned with.

Several courts have recognized the licensee’s obligation to provide the licensor
with the needed information to develop a system. See, H/R Stone, Inc. v. Phoenix

N Business Systems. Inc., 660 F. Supp. 351 (S.D.N.Y. 1987) (licensee breached

implied covenant of good faith and fair dealing by failing to provide sufficient
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... information to allow licensor to undertake development.); Truktax, Inc. v. Hugh
- . M. Gray & Associates, Inc., 1987 WL 13150 (1987) (customer breached contract
.. for computer software by hindering its development and installation and owed

- .developer the remainder of contract price.) Further, by failing to set fprth _

- definitive specifications, the parties run the risk of having a court disregard the
contract’s integration clause and include the parties correspondence and other
writings. See L.S. Heath & Son, Inc, v. AT&T Info. Sys., Inc., 9 F.3d 561 (7th
Cir. 1993) (if allegedly integrated writing does not, without reference to another

- document or other coordinating information, reveal what the basic transaction
entailed, then the writing is not integrated; where master agreement did not
identify prices, products, services, software applications or configurations).

. _ In the extreme, a court may find the lack of a contract under the theory of

- contractual indefinitiveness, e.g., the functional specifications were such a
‘material portion of the contract that the contract could not exist without them. See

_ generally, Rates Technology, Inc. v. New York Telephone Co., 1995 WL 438954
{8.D.N.Y. 1995) and U.C.C. §2-204. This possibility finds support under the
U.C.C., which requires an agreement to (a) evidence a contract for the sale of
goods, (b) be signed by the parties, and (c) specify a quantity in order to be legally
enforceable. U.C.C. §2-201 comment 1. '

L The prudent methods of contracting are to: (1) enter mto a two-phase
.- contract with the first phase consisting of a fixed price engagement to draft the
- functional specifications, and assuming that the parties can agree on the functional
- ....specifications, a second phase consisting of the development effort at a fixed
. price; (2) jointly develop the functional specifications prior to execution of a fixed
_ . .-price contract; or (3) enter into a time and materials contract. The first option is
- -less attractive to the licensor as once the functional specifications have been
.- agreed to, the potential licensee can shop the functional specifications to other
potential software developers to. get the best price. The second alternative is less
attractive to the licensor’s business people who want to obtain a binding
commitment from the licensee and who do not want a long, drawn-out process in
order to reach a final agreement during which time the licensee could select
- another licensor. From the licensee’s perspective, the third option does not
- provide the price protection needed to protect against cost overruns and necessary
for its budgeting process. Finally, the parties must decide whether the licensed
- software when delivered or accepted meets the functional specifications or the
- current documentation for the licensed software. '

Both the licensor and the licensee should be wary'of inéorporating the
licensee’s Request for Proposal (“RFP”) and the licensor’s RFP response into the
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~ contract. Many contracts incorporate these documents in an often ill-fated attempt

to incorporate each party’s understanding of their obligations. The licensee often

' wants to include the RFP to bind the licensor to the standards set forth in the RFP
- and the standards the licensee expects the licensor to meet.- The licensor often. - -
“desires to incorporate its RFP response for its own protection as the licensor will

often reject certain of the RFP’s requirements in the licensee’s RFP response. At

the same time, the licensee often wants to include the licensor’s RFP response to

hold the licensor to statements set forth in the licensor’s RFP response. A

~ problem arises, however, when the delivery requirements set forth in the RFP and

RFP response differ from each other and from the specifications included in the
contract from the parties’ negotiations. Further disputes often arise in trying to
resolve any differences between the RFP and the RFP response and what the
parties agreed to. To avoid these potential i issues, it is preferable to agree on and

“attach functional specifications negotlated after the successful bidder has been

selected. The RFP and RFP response in turn should then be negated by the
contract’s “mtegratlon or “entire agreement” clause.

o | 4, Acceptance and Acceptance Test Procedures (§§1.14, 17)

The concept of acceptance and the corresponding acceptance test
procedures are extremely important in custom software development contracts.
Off-the-shelf shrinkwrap licenses deem acceptance to have occurred with the
opening of the cellophane surrounding the box containing the software or,

| alternatively, with the use of the software. While uncertain, the enforceability of
. off-the- shelf acceptance has recently been upheld. See ProCD Inc. v.
~ Zeidenberg, 86 F.3d 1447 (7th Cir. 1996).

With custom software, the concept of acceptance is not difficult to

‘understand, but in practicality it is difficult to quantify, as at the time the license
_agreement is executed, the functional specifications for the software may not have
been agreed to. Thus it is difficult, if not impossible, to agree on the acceptance

tests if the parties do not know what will be needed to test the software, much less
know what the software will look like in the completed product. Furthermore,
there is the question of what level of “bugs” is acceptable.

The acceptance test procedures should be objective in nature such that an

- independent third party should be able to determine whether the licensed software
. has satisfied the tests. Any acceptance test procedures should be mutually agreed
~ to by the parties to ensure fairness. The licensor usually drafts the test’s

' procedures protoc'ol document given its familiarity with its own software and

submits this document to the licensee for its approval. The licensee then either
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.. accepts the document or suggests potential modifications. To ensure that there i is
.. mutual agreement as to what constitutes “acceptance,” the term should be
o carefully defined. Otherwise, a court itself may determine what is “acceptable”
... software. See, Sha-] Corp. v. City and County of San Francisco, 612 F.2d 1215
. (9th Cir. 1980) (satlsfactory completion of 95% of acceptance requirements
 constituted acceptance). :

Software by its nature is considered imperfect and bugs will always exist
.. ina program’s code. Consequently, most agreements _centain language to the
.. effect that the software will “substantially conform™ to the functional
- specifications or “comply in all material respects.” Thus, many agreements
- classify and delineate the levels of etrors and then quantify how many of each
. level are acceptable. For an example of the classification of errors, see Appendix
- Ato the Model Software Maintenance and Serv1ces Agreement attached hereto in

| Section IX B.

Like off-the-shelf software, custom software contracts should include a
provision that the use of the software in 2 commercial context shall be deemed -
acceptance. Otherwise, the licensee may have an incentive not to accept the
software while receiving all commerclal benefits of the soﬁware from its use.

(§17.3)

5 '.Specific Performance (§5.3._4) _ |

_ . Most smart licensees try to include the remedy of specific performance in
their license agreements. Sections 2-711 and 2-716 of the UCC specifically
identify specific performance as an acceptable remedy. Licensors are hesitant to
. include this remedy because, if included, a licensee may be able to force the
licensor to deliver the software regardless of cost. Given that the risk of large cost
‘overruns is always present with software development, the risk to the licénsor is
great if such remedy is included. Smart licensees also seek to include a statement
. that they are entitled to specific performance to force the licensor to place its
- soﬂware in escrow if the license agreement requires the licensor to do 80, as well
as to enforce the license agreement’s indemnification provisions. :

: Licensors should carefully consider the risks when the licensee seeks to
. include broad statement such as “the right to obtain equitable relief” in the license
. agreement. While the equitable remedy of injunctive relief for breach of the
_agreement’s confidentiality provisions is important to include,” all equitable
remedies” are broader than necessary and should be limited solely to injunctive
- relief. Smart licensors will try to include language in the license agreement that,
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~ upon the licensor’s breach of the warranty, the licensee shall be entitled to

monetary damages only, or to specifically state that the hcensee is not entitled to
obtain an equltable remedy. Lo

6. Service Level Agreements (§3.C)

Service level agreements usually address the failure of the software fully to
meet certain service levels agreements (“SLAs”) or standards after the software
has been accepted. The SLA sets forth the Service Level Credit (“SLC”) that the
licensee is eligible to receive and the Service Level Bonus (“SLB”) that the

* licensor is eligible to receive for performing at or above a set level. These credits

are usually more common in outsourcing transactions, internet service provider

~agreements (“ISPs™) and application service provider agreements (“ASPs”) then

in general software license agreements. Common metrics covered by SLAs are
application availability (downtime limits), response time, refresh rates, help desk

" response, network availability and business/operational processes, mean time to

report (“MTTR?). The nature of the applicable SLAs will depend on the type of

: transactlon

The SLA should set forth each party’s obhga’ﬂons such as notifying the
other party of its non-compliance, corrective actions and response obligations.

~ Further, the SLAs should clearly state the measurement methodologies such as
" daily, monthly, yearly calculations as well as the type of credit.- Most licensors

will only agree to a credit against future services verses a cash payment to the
customer. The SLAs need to be carefully drawn to address any factors outside its
control as the licensor’s performance may be affected by a number of factors such

~ as the hardware and collateral third party software.

In defining its obligations, the licensor should exclude from calculating

" any time sensitive service level obligations, third party problems such as

hardware, telecommunications and infrastructure links, routine maintenance,
emergency maintenance, etc. Further, the licensor should clearly set forth any

' reqmrement or obligation of the customer on wlnch its obllgauons are prerised,
" 1.e., a certain hardware conﬁguratzon

The payment of SLAs should be in full satisfaction of any liability on the
licensor’s behalf for the failure to meet the stated metrics. At the same time, the
customer should insist that once the service level credits reach a certain level, the
customer may terminate the agreement. The licensor should also insist that the
SLAs contain a recapture provision, altowing the licensor to recover credits paid
to the customer if the licensor performs at a level higher than contractually
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-required either during the period in question or over the term of the contract.

7. Liqilidated Damages (§3.B)

Licensees often seek to include a provision for liquidated damages for the
late delivery of software in development contracts. Usually these damages
amount to 0.5% of the contract value (excluding the value of hardware and third

-+ party software) for each week a delivery is late for up to 10% of the contract
- value. The licensor must carefully consider what will trigger payment.

- Many licensees will try to tie the imposition of liquidated damages to
-~ . acceptance of the software by a certain date and not the contractual delivery date.
- This creates significant risk for the licensor as acceptance is totally within the
“ control of the licensee. Liability should be based on late delivery of the software
- and not acceptance of the software by the licensee. At the same time a licensee
* .. may be hesitant to base such damages on late delivery as the licensor may deliver
- poor quality software just to avoid paying liquidated damages, believing that the
poor quality of the software can be corrected during any cure period. The licensee
should include language allowing the right of offset against future progress
- payments if the licensor does not pay the liquidated damages as required.

" Further, the licensor should ensure that the payment of liquidated damages
- is in full satisfaction of any liability the licensor may have for late delivery. To
* ~the extent any delay is caused by the licensee, there should be a one day extension
. of the licensor's delivery date for every day delay caused the licensee. The
-licensee may want to provide further protection by providing for termination of
the agreement if the licensor has not delivered the software when the maximum
payment amount has been reached to avoid giving the licensor an additional cure
~ .period. Finally, the licensee should carefully word the liquidated damages
- provision and limit the liquidated damages to a reasonable level to avoid the
- -appearance of a penalty. Liquidated damages that are out of proportion to the
. probable loss or grossly in excess of the actual damages may be found to be a
-.penalty and thus unenforceable. Gordonsville Energy L.P. v. Virginia Electric &
Power Co., 512 S.E.2d 811 (Va. 1999). At least one court has upheld the validity
- of a contractual waiver of a party’s right to attack a liquidated damages provision.
: Id. The licensee should be careful, however, to include a provision that provides
- that if the liquidated damages reach a certain level, the licensor shall be deemed to
‘be in material breach and the licensee may terminate the contract. .

, Similarly, the licensor should seek to include a combination of Tiguidated
damages and bonuses payable to the licensor in the event of certain licensee
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actions or inactions. If the customer has certain contractual responsibilities
~ beyond payment such a site readiness or the obligation to promptly accept the
licensor’s deliverables, the licensor should insist that the customer pay liquidated

~-damages for the customer’s failure to promptly meet its obligations. At the same ...

- time, the licensor should receive a bonus for the early delivery of the software or
- other material deliverables. "This bonus counters the damages payable for late
" delivery and is consistent with the goal of 11qu1dated damages to incent the
licensor to deliver on time. :

Licensors often seek to raise their prices when the licensee asks for
liquidated damages, claiming the licensor’s initial:-price did not refiect the
additional element the licensee has asked them to assume through the payment of

* liquidated damages. This argument holds little validity if the customer’s initial
'RFP or the model license contained in the RFP put the licensor on notice that the
~ customer expected the resulting contract to contain a liquidated damages
provision. See generally UCC §2-2-718(1) and Annotation, Contractual
-~ Liquidated Damages Provisions Under UCC Article 2, 98 A L.R.3d 586 (1980).

% 8. Maintenance (Section IX. B.)

Maintenance may function like an extended warranty. Any maintenance
___provisions, however, should be separate and distinct from the warranty in the
license agreement, and should idealty be in a separate agreement. Thisis

“important due to the difference in the licensor’s liability for breach of the warranty

“contained in the license agreement and breach of a separate maintenance
agreement. Under some license agreements the warranty begins on acceptance.

“Under others, acceptance does not occur until the expiration of the warranty.

- During the warranty, the licensee may terminate the license agreement if the

~ software does not meet the functional requirements or perform in accordance with

~ the license’s other requirements and potentially receive a refund of the entire -
license fee. If the software does not meet the functional specifications during the
maintenance period, however, the licensee can terminate the maintenance

" agreement but will usually only be entitled to receive a refund of the maintenance

fee provided the maintenance provisions are contained in a separate agreement.

Annual maintenance charges are generally set at the rate of 15% to 18% of
" the original license fee. Some licensor’s calculate the maintenance fee on the
~aggregate of the license fee plus the cost of any enhancements or modifications
made by the licensor, while others consider any enhancements or modifications to
be consulting services or professional services and not included in the base fee for
calculating the maintenance fee. In addition, the licensor usually agrees to

4'/‘-45;
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- - maintain only the one or two most recent versions of the software because of the
- difficulty of keeping track of ali the different versions and whether they are
-~ comparable. Many agreements provide that if the licensor ceases to provide

- maintenance, the licensor will provide the licensee with a copy of the software’s
.source code so that the licensee can maintain the source code itself. Licensees

.- should realize, however, that it may be impractical for them to maintain the

- system itself given the complex nature of many large software systems and the
large learning curve necessary to master the system. :

, Most maintenance agreements void any obligation to maintain the
-software if the licensee modifies the software in any way, or if any problems with
- the software result from the negligent or unauthorized actions by the licensee.
- Finally, a smart licensor will claim ownership of any modifications, enhancements
-or derivative works created by the licensor while perfomlmg maintenance for the
+ Jlicensee. =

Licensees often want the licensor to agree to offer maintenance for a set
period of the 5-10 years from acceptance without committing to actually
purchasing maintenance from the licensor. This requirement is understandable as
an expensive software system is worthless unless it is properly maintained. At the
. same time, a reasonable licensee can not expect the licensor to fix or project its
prices ten years into the future. The solution 1s to include language that the
_. lcensor will provide such services at “licensor’s. then-existing price.” Both the -

. licensor and licensee should be concerned about any increase in the maintenance
fees tied to the Consumer Price Index (“CPI”) as the CPI does not adequately
. reflect the true cost to the licensor. In the 1970s and 1980s, the CPI rose
. significantly driven by higher real estate prices while technology salaries remained
constant, while in the mid-1990s the CPI experienced only minor increases while
“technology salaries rose rapidly. Both parties should explore other labor/cost -
indexes published by the Department of Labor that may more closely mirror the
- costs incurred in supporting the under]ylng software..

F 1nally, all maintenance agreements should reqmre the hcensor to update
the product documentation in connection with any enhancement or alteration to
the software and ensure the documentation is consistent with the licensed
. software. An aggressive licensee will seek to require that the licensor’s software

‘as maintained will be compatible with all third party software or hardware
-upgrades such as Oracle or Informix. This creates great risk for the entity
. 'providing maintenance given the uncertainty of when such upgrades will occur
- and the cost to make the licensor’s software compatible. B
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. The licensee should seek to require that the licensor continue to update and

' - upgrade the software during the term of the agreement. (See §11.3) The
" maintenance agreement should explicitly state the scope and nature of the support.
. Tt should specifically provide the response times and repair times as well as the
licensee’s remedies if the licensor fails to properly support the software.

_ One issue of great concern to licensors is when the licensee seeks to
maintain the software through the use of independent service organizations
(“ISO’s™). Licensors are often concerned that these independent third parties may
be their competitors who will learn the licensors’ trade secrets or siphon off the

~licensors’ maintenance revenue, which is usually a significant portion of their
'proﬁts See, e.g., Hodge Business Computer Systems, Inc. v. U.S.A. Mobile
- "Communications, Inc., 910 F.2d 367 (6th Cir. 1990). This area is very
" complicated as the failure to allow third parties to provide maintenance support
" “potentially exposes the licensor to antitrust concerns. For a more detailed
_ 'dlscussmn of these Antitrust issues, seg Section IIL. C.12 below. Seg Johanson

and Zollman, Computer Maintenance Raises Antitrust Issues, Nat’l. L. J., May 20,
1996, at C40, col.3. '

9 _Training and Documentation (§§11, 13.1)

' .('a) | T;aining (§ 11)

_ A detailed description of the training to be provided by the licensor
*is important to both the licensor and the licensee. The licensor wants to -
put distinct limits on the training to be provided to the licensee to fix the
licensor’s cost. This is especially important when to reduce costs both
parties want to use a “train the frainer” approach. The description should
set forth absolute time limits, the class size, class location, materials to be
~ provided and the language in which the classes will be taught. A licensor
" will also want to delineate the skills the attendees must have to attend the
specific training. This is to ensure that the licensor does not spend time
teaching basic programming skills that the attendees should already
'possess. “The licensor also wants to carefully state which skills will be
taught, and what skills the attendees will possess upon completion of the
. course. For example, training should teach the attendees how to operate
the software, but the licensor should not make statements to the effect that
. the licensee’s attendees will be able to mamtam the soﬁware unless such
) ftralnmg will be provided. '

At the same time, the licensee wants to clearly state that upon
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0,

. completion of training, the licensee will be able to fully operate the

software, that future training will be available at a mutually agreed-to time

_if the licensee desires to purchase extra training and that all documentation

and training provided by the licensor to the licensee will be accurate and

- . current. Further, the licensee’s attendees will receive copies of all

documentation used during the course.

b) Documentati.on (8§ 13.1)

All documentation provided by the licensor should be in sufficient

. detail to allow a reasonably-skilled programmer to operate and use the
- software. The licensor should warrant that the documentatlon. is the most

current version of the documentation, complete and free from any errors
and omissions and that the documentation corresponds. to the licensee’s

L current version of the software installed at the licensee’s site and not a

base line version of the software. Further, the licensor should promptly

. - provide the licensee with updated documentatlon reﬂectmg any changes
made to the software utilized by the licensee.

A smart licensee will also want the licensor to warrant that the
software meets the specifications provided in any documentation or that

- the documentation is applicable to the version of the software delivered to

the licensor. Unless the licensor desires to make a profit on duplicating

~the documentation, the licensee should be free to reproduce the
E documentation without cost provided the license reproduces the licensor’s
protective marks (i.e., copyright notices) and does not modify the

documentation.

Foree Majeure (§372.-)

Both partles should pay careful attention to a contract’ s force majeure

. clause A typical clause sets forth a laundry list of elements whose occurrence
. will constxtute a force majeure. For the most part such clauses excuse only the
_ licensor’s performance as usually the licensee’s only affirmative obligation is to
pay the license fee. '

The licensee should give careful consideration to the wording of any

. clause as an overly broad force majeure clause could undercut any service level
agreements or performance obligations of the licensor. At the same time, the
~ licensor should seek to ensure that the clause is not so narrowly drawn as to
restrict the licensor’s ability to excuse performance for conditions beyond its
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control.

For example, many licensees are hesitant to include labor strife or strikes
" within the list of events constifuting an event of force majeure. Further, the non-
performance of the licensor’s subcontractors should also not be considered an
~ - event of force majeure. Thus, a prudent licensee should specifically state that the -
- failure of a licensor’s subcontractors to perform shall not excuse the licensor’s
- ‘performance. One way to address this issue is the draft different force majeure
clauses for different obligation of the licensor. Thus, a licensor may be excused
from performing one aspect of a contract but not another upon the occurrence of
the same event. For a more detailed discussion, See Klein and Glazer, The Lowly .
* Force Majeure: Why It Shouldn t Be Neglected Start Up & Emergmg Companies
5 (Nov 2000)

11.. Bankruptey (§5.1)
~ (@  Licensor’s Bankruptcy.

In response to the concern of the software industry and licensees in
** particular, the federal bankruptcy laws were rewritten to protect licensees
- in the event of a licensor’s bankruptcy. Section 365(n) of the United
- States Bankruptcy Code (11 U.S.C. §365(n)) (the “Bankruptcy Act”),
- provides that in the event the debtor/licensor rejects the license agreement,
~ the non-debtor/licensee has two options. First, it can bring a claim for
‘damages to the extent the rejection caused the licensor to fail to meet the
licensor’s obligations under the license agreement. 11 U.S.C. §
365(n)(1)(A). Under this option, the licensee forgoes any right to use the
licensed technology/software in the future. Id. Second, it can retain the
* rights to use the software/intellectual property for the period provided for
" under the license and any contractual extension perlods 11 US.C. §§

365m)( 1)(B)

The trustee in bankruptcy can still reject the license agreement
causing any executory provisions to become null and void, but the licensee
can elect to retain its rights under the software license. If the licensee

~elects to retain its intellectual property rights, it must continue to pay the
license fees due the licensor, and must forego certain remedies otherwise
~ "due under the Bankruptcy Act for the termination of the license agreement
- (e.g. rights to set off or any §503(b) claims and any priority claim). Under
- the Bankruptcy Act, the licensee does not need to act to preserve its
license:; 11 U.S.C. §365(n)(1)B), but see Inre E.I International, 123
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B.R. 64 (Bankr. D. Idaho 1991).

_ Most licensees elect the second option to continue using the
.. software. While the licensee may continue using the software, it cannot
. compel the licensor to perform except for any exclusivity provisions in the
contract. The licensor is relieved of its obligations to provide any ancillary
- services such as training, maintenance, support, documentation or updates.
The licensee must continue, however, to pay all royalues due licensor. 11

. US.C. §365(n)(2)(B)

, ~ Other executory provisions of the contract are not enforceable by
the llcensee such as maintenance and any unfinished development work.

- The licensee is able to require the trustee to turn over any embodiments of

. the licensed technology, provided they were stated in the license, including
any exclusivity right. 11 U.S.C. §§365(n)(1)(B) and 365(n)(3).

To ensure the protections of Section 365(n) are available to the

licensee, the licensee should make sure the license specifically provides

- .that the licensed software is “intellectual property” under § 101(56) and

- that the license is governed by Section 365(n) in the event the licensor files
for bankruptey protection. - To limit its financial risk, the licensee should

. ‘delineate the payments made for collateral obligations like training and

" support and from general royalty/hcense fees. By lumping all fees
together, the licensee could be obligated to pay for the entire amount even
though it did not receive the collateral services whose price was included
in the lump sum royalty fee.

In order to perfect a security interest in a debtor’s software, the
creditor must comply with both the Uniform Commercial Code and
copyright law which requires that a notice be filed with the Copyright
Office. The grant of a security interest is considered to be the transfer of
copyright ownership. Inre Avalon Software Inc., 209 B.R. 517 (Bankr.
D. Anz 1997). '

: For a more detailed discussion, See Agm Reconcﬂlng
- Commercial Law and Information Technology: An Essay on Bankruptcy
Practice During the Next Business Cycle, 4 J. of Infernet L. {October

- -2000) and Kupetz, Beware When Dealing With Licensor’s of Intellectnal

- Property: Avoiding Potentia] Pitfalls Facing_ Licensees and Lendors When
. Bankruptcy Intervenes, 17 Computer Law. 21 (Jan. 2000). See also,

B . Bartlett, Effects of Bankruptcy on Licensing Under 11 U.S.C. §365(n), 5 J.
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Proprietary Rts. 20 {July 1993); Brown, Hansend, Salerno, Technology
- Licenses Under Section 365(n) of the Bankruptcy Code: The Protections
" Afforded The Technology User, 95 Com. L.J. 170, (1990); The Protection
- of Intellectua! Property Rights of a Licensee When a Licensor Goes Into
‘Bankruptcy Under the Amended 11 U.S.C. 11 §365,73J. Pat. &
- Trademark Off. Soc’y 893 (1991); Sommer, Bankruptcy and Intellectual
" Property Contracts, 21 Licensing J.11 (Jan, 2001).

(b)  Licensee’s Bankruptcy.

_ - Under Section 365(b) of the Bankruptcy Act, an intellectual
. property license is considered to be an unexpired lease or executory
-"contract. As such, a licensee who declares bankruptcy and desires to
assume the license agreement must cure all breaches, fully perform its
obligations under the license agreement, and provide adequate assurances
that it will perform in the future. If the licensee fails to do so, it must
reject the license agréeement and relinquish all rights to the underlying
intellectual property.

To provide a greater level of protection, a licensor can include
certain financial requirements in the license agreement which would allow
_ the licensor to terminate the license agreement for the licensee’s failure to
weemso e abide by such requirements. These rights are separate and distinet from

7 " those provisions typically placed in a license agreement allowing the
~ licensor to terminate the license for the licensee’s bankruptcy. These
termination provisions are void under the Bankruptcy Act. 11 U.S.C. §

- 365(e)(1); see alsg, Inre: Computer Commumcatmns, Inc 824 F.2d 725
(9th Cir. 1987). : ‘

o Furthennore there is a limit on the ability to assign a license held
- by a debtor to third parties. A trustee can not assign a license to another
" entity without the licensor’s consent, regardless of whether such transfer is
- allowed under the license agreement. In re Alltech Plastics, Inc., 71 B.R.
- 686 (Bankr. W.D. Tenn. 1987); 11 U.S.C. § 365(c). Similarly, at least one
- court has held that a licensee cannot use a non-exclusive license after its
bankruptcy reorganization absent the licensor’s consent. Perlman v.
Catapult Entertainment, Inc., 165 F.3d 747, 754-55 (9th Cir. 1999)
" (“where applicable nonbankruptcy law makes an executory contract
- nonassignable because the identity of the nondebtor is material, a debtor in
- possession may not assume the contract absent consent of the nondebtor
- party”); but see, Institut Pasteur v. Cambridge Biotech Corp., 104 F.3d 489

)
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(1st Cir.) cert. denied, 521 U.S. 1120 (1997)

, In add1t1on a personal services contract can not be assigned or
. assumed by a debtor under the Bankruptcy Code. In re Catron, 158 B.R.
' 624 (E.D. Va. 1992), aff’d, 158 B.R. 629, aff'd, 25 F.3d 1038. But seeIn
- re Fastrax, Inc., 129 B.R. 274 (Bankr. M. D. Fla. 1991) (subcontract for
installation of storage, retrieval and distribution computer center not a
personal service contract and could be performed by another computer

software company).

: ~ For a more detailed discussion, see Agin, Reconciling Commercial
.. Law and Information Technology: An Essay on Bankruptcy Practice
S During the Next Business Cycle, 4 J. of Internet L. (October 2000).

| 12 - Antltrust and Copyright MlSllSB Issues (§3 6)
. a) Ant1trust Issues,

_ Traditionally, the provision of maintenance, enhancement and support
. services has been very lucrative for licensors, due to the high margins involved
--with such work. Licensees are often at the mercy of the licensor, as the licensor
- has the familiarity with the software and the necessary proprietary software tools
. to.undertake such work. With the advent of outsourcing, the proliferation of
.. -.competent third parties to maintain proprietary software, and the increasing
... desires of licensees for other altemnatives, some licensors have sought injunctions
- to prohibit third-party access to licensors’ proprietary sofiware without a license,
-gee, e.g., Triad Systems Corp. v. Southeastern Express Co., 64 F.3d 1330 (9th Cir.
1995), cert. denied, 516 U.S. 1145 (preliminary injunction granted and affirmed
on appeal); Independent Services Organizations Antitrust Litigation, 910 F. Supp.
- .1537.(D. Kan. 1995) (counterclaim for preliminary injunction against ISO
. granted) or seeking damages for such use. See, e.g., Data General Corp. v.
- Grumman Systems Support Corp., 36 F.3d 1147 (1st Cir. 1994) (jury awarded
damages for copyright infringement for unlicensed use of diagnostic software).
- The licensors’ actions are based on their claims that their software is a
_-copyrightable, proprietary asset and that the third party has not purchased a license
- to. utﬂlZC Or access the software.

T

ST _Slmllarly, courts have held that the antitrust laws do not negate a patent
. holder’s right to exclude others from licensing the patent Intergraph Corp. v. Intel
_ Corp., 195 F.3d 1195 (9th Cir 1997). See also, In re Indep Serv. Org. Antitrust -
Litig. v. Xerox, 203 F.3d 1322 (Fed Cir. 2000} (patent holders decision not to sell
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or license patented parts nor to sell or license copyrightéd materials and software

- did not violate antitrust laws).

At the same time; however; a licensor’s attempt to exploit its software may

" be subject to liability based on the antitrust laws. Antitrust claims are usually
* based on illegally tying or monopolization. Licensees and other third parties have

often claimed that licensors “tie” the use of their software to the purchase of
maintenance services from the licensor in a violation of the antitrust laws. A tying
arrangement is ““an agreement by a party to sell one product only on the condition

‘that the buyer also purchase a different product, or at least agree not to purchase

that product from any other supplier.” (Emphasis supplied.) Northemn Pa01ﬁc

Ry. v. United States, 356 U.S. 1, 5-6 (1958)

In Data General Corp. v. Grumman System Support Corp., 36 F.3d 1147

(1st Cir. 1994), Data General sued Grumman for utilizing Data General’s
copyrighted diagnostic software which had been provided to Data General’s

."customers on the specific condition that the customer not allow a third party
- service provider such as Grumman access. Grumman in turm counter-claimed that
' Data General’s actions violated the antitrust laws. The First Circuit held that Data
- “General as a copyright holder had presumptively a valid business reason for
- - refusing to license its copyrighted software. Id. at 1187. This holding is

consistent with other similar cases in this area. See, MAI Systems Comp. v. Peak
Computing, Inc., 991 F.2d 511 (9th Cir. 1993), cert. denied, 510 U.S. 1033

(1994); Advanced Computer Services of Michigan v. MAI Systems Corp., 845 F.

Supp. 356 (E.D. Va. 1994), but see, Electronic Data Systems Corp. v. Computer
* " Associates Int’L, Inc., 802 F. Supp. 1463 (N.D. Tex. 1992) (allegation of tying of
- licenses for certain software to licenses for maintenance software is a valid claim
-of action), see also, Service and Training, Inc. v. Data General Corp., 963 F.2d.
- 680 (4th Cir. 1992), (refusal of the licensor to license maintenance software,

except to computer purchasers who self-maintained, held not to be an antitrust

- “violation or a violation of copyright policy, but rather the right of a copyright

owner to exercise control over its copyright). At least one court has held,
however, that the mere refusal to license a patented invention or copyrighted work

" - may give rise to liability if the holder does so with an “anticompetitive” interest.
‘Image Technical Services, Inc. v. Eastman Kodak Co., 125 F.3d 1195 (9th Cir.

©-.1997). But see Intergraph Corp. v. Intel Corp., 195 F.3d 1346 (Fed Cir. 1999)

(termination of advance disclosure agreement by industry leader as a result of

 customer’s suit for patent infringement did not violate antitrust laws as vendor
“had no obligation to disclose proprietary information).

b) Copyright Misuse Issues
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A copyright owner may not seek monopolies beyond those granted under
the copynight statute. Broadcast Music, Inc. v. Columbia Broad. Sys., Inc., 441
U.S. 1(1979); Lasercomb Am. Inc. v. Reynolds, 911 F.2d 970 (4th Cir 1990).
.. Copyright misuse arises when the copyright holder seeks an exclusive right or -

. monopoly beyond those granted by copyright law and against public policy.

. Lasercomb, 911 F.2d at 977, A finding of copyright misuse prevents the
enforcement of the copyright or any copyright license from such misuse but does
not invalidate the copyright itself. Alcatel USA, Inc. v. DGI Technologies, Inc.
166 F.3d 772 (5th- Cir 1999). Thus, a licensor must be careful not to violate

. public policy by placing unlawful prohibitions on a licensee.

Courts have been quick to recognize the copyright misuse defense when
...~ the copyright owner uses its copyright in a manner which violates public policy.
See e.g. Alcatel USA, Inc. v. DGI Technologies, Inc., 166 F.3d 772 (5th Cir 1999)
(copyright license limiting use of operating software system software to the
copyright owner’s hardware constituted copyright misuse.); Lasercomb Am. Inc.

" v. Reynolds, 911 F.2d 970 (4th Cir 1990) (prohibiting licensee from developing
competing software program during term of 99 year license is copyright misuse);
Practice Mgmt. Info. Corp. v. Am Medical Ass’n., 121 F.3d 516, 520 (9th Cir

- 1997) (requiring licensee not to buy products that compete with licensed product

- 1s copyright misuse).

Moreover, a copyright licensor may not continue to collect royalties from-
the licensee after the copyright underlying the licensed software has expired.
- April Productions, Inc. v. G. Schirmer, Inc., 126 N.E.2d 283 (Ct. App. N.Y.
.. 1955). Attempts to collect such payments after the copyright has expired may be
- considered copyright misuse and a violation of the antitrust [aws. See, DSC
Communications Corp. v. DGI Technologies, 81 F.3d 597 (5th Cir. 1996). See,
also, Brlotte v. Thys Co., 379 U.S. 29, 33 (1964) (attempts to collect royalties
under expired patent constituted an improper use of patent monopoly, analogous
to tying purchase or use of patented article to purchase or use of unpatented one).

- For a more in-depth discussion, See Davidson & Enisch, A Survey of the

 Lawof Copyright Misuse and Fraud on the Copyright Office: Legitimate

- Restraints on Copyright Owners or Escape Routes for Copyright Infringers,
. Intellectual Property Antitrust 489 (Practising Law Institute 1996).

On October 28, 1998, Congress enacted Ieg"islbation known as the
- “Computer Maintenance Competition Assurance Act” (17 U.S.C. §117) to partly
overturn the MAI case and make it easier for ISO’s to service computer hardware.

© H. Ward Classen, Eéq., All rights reserved. ' - , _ . ' Page 72

7y

Ve
P - L




. - Fundamentals of Software Licensing

--Incorporated as Title I of the Digital Millennium Copyright Act, the law is

directed solely to the copying of software as part of the act of servicing computer
hardware. Under the law, the making of a RAM copy of a computer program by
an ISO as part of servicing computer hardware will not be an act of copyright
infringement. The law provides a limited immunity to copyright infringement

only and does not address ISO ma:mtammg and modifying software in and of

itself. 17 U.S.C. §117.

Fora general discussion of the antitrust issues in maintenance,
enhancement and support services. See Soobert, Antitrust Implications of
Bundling Software and Support Services, 21 U. Dayton L. Rev. 63 (1995);

" Hamilton, Software Tying Arrangements Under the Antitrust Laws: A More -

Flexible Approach, 71 Denv. U.L. Rev. 607 (1994); Johanson & Zollman,
Computer Maintenance Ra:lses Antltrust Issucs Nat’l. L. J. C40 col. 3 (May 20,

© "1996).

13.  Export Issues (§45)

“(a) © General

Under the United States” export regulations, an individual may
“undertake transactions subject to the Export Administration Regulations®
(“EAR”) without a license or other authorization, unless the regulations
affirmatively state such a requirement.” 15 CFR §736.1. The EARs are
consistent with the position of many European governments’ that anything

" not prohibited is allowed, in contrast to the Bureau of Export
- Administration’s previous position that everything is prohibited unless an
exception exists. Under the EAR, licenses are not required for most
‘shipments to Canada and shipments to U.S. territories, possessions and
commonwealths. The export regulations can be found at
www.bxa.doc.gov. - :

' (b) Deﬁmtlons o
Sectlon 734 2(b)(1) of the EARS deﬁnes ‘export” as:

(1) an actual shipment or transmission of 1tems sub] ect to the
EAR out of the Umted States; or

RO " The Export Administration Regulations are issued by the Department of Commerce and administered by the
Bureau of Export Administration (“BXA") to implement the Export Administration Act of 1979, as amended.
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(i1) = “release” of technology or software subject to the EAR toa
- -forelgn national in the United States. .

.- Sectlon 734 2(b)(2) deﬁnes export of technology or software as:

= ;_,-.--(i)- any "releaso“ of technology or soﬁware subjeot to the EAR
in a foreign country; or :

- (i) - anyrelease of technology or software subJ ect to the EAR fo
a fore1gn national. - 3N -

.In the context of th1s deﬁmtlon Sectlon 734. 2(b)(3) of the Export
Adm1n1strat1on Regulat1ons defines "release™ as: -

) Visual inspection by foreign nationals of U.S.-origin
equipment and facilities;

(i) Oral exchanges of 1nformat10n (w1th forexgn natlonals) in
the United States or abroad and

""""""

..(1i1) - The application to situations abroad of personal knowledge {
or techmcal expenence acquired in the United States ' e

B ..(c) - Export of Software and Teohnology

co The ﬁrst step in exportmg any software or teohnology is to
' determme whether an export license is needed. Under 15 C.F.R. 736.2(b),
- . -the exporter must apply a ten-step process to determine whether the
-.exporter’s software or technology requires a license under the EAR.
Based on the results, software or technology will fall into one of three

categories:

(1) No License Required (“NLR™). . If software or technology

to be exported is either not subject to the EAR or does not require a

license as a resuit of the ten-step process under 15 C.F.R. 736.2(b),

it is considered to be No License Required or “NLR”. Software or
. technology classified as EAR 99 falls into this category.

(i)  License Exceptions. If a determination is made that the
software or technology requires a license under the EAR, the
- exporter must determine whether.a License Exception is available.
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A “License Exception” is the authorization to export under stated
conditions that would otherwise require a license. -15 C.F.R.
740.1(a). For software and technology, two potential License

- Exceptions are available under Section 740.

(v)  Technology and Software Under Restriction
- (“TSR”). Section 740.6(d) allows export and re-export of
" software and technology, subject to national security
¢ controls, to Country Group B-upon receipt of a Letter of
" Assurance. This License Exceptlon is similar to the old
- GTDR

-- _(z)'  Technology and Software-Unrestricted (“TSU”).

" Section 740.13 of the EAR provides a License Exception
for certain “Operation Technology™ and software, software
updates and mass market software permitting their export
without a license. This License Exception covers certain
mass market software such as software sold over the
counter through mail order transactions and telephone call

“transactions, sales technology, and software updates.

- “Operation technology” is defined as “the minimum -

- technology necessary for the installation, operation,
‘ S o maintenance (checking), and repair of those products that
St arelawfully exported or re-exported under a license,
" License Exceptions or NLR.” 15 C.F.R. 740.13(a)(1). Thls
License Exception is sxrmla.r to the old GTDU s

(iii) Ifa License Exception does not exist, the exporter must
' apply fora hcense under 15 CF.R. 748 :

14, Self Help (§29.4)

At least one court has upheld a licensor’s right to remotely deactivate a
~ licensee’s software for breach of the license’s payment provisions. American © -
 Computer Trust Leasing v. Jack Farewell Implement Co., 763 F. Supp. 1473 (D. "
~'Minn. 1991), 967 F.2d 1208 (8th Cir. 1992) but see Gomar Manufacturing Co. v."
" Novelli, C.A. No. 96-4000 (D.N.J. Jan 28, 1998). The Central District Court of = -
California has held, however, that disabling devices/codes may violate the :
" Computer Fraud and Abuse Act, 18 U.S.C. §1030. North Texas Preventative -~ -
" Imaging L.L.C. v. Eisenberg, SA. CV 96-71, 1996 U.S. Dist LEXIS 19990, 1996
WL 1359212 (C. D. Ca. Aug. 19, 1996). For a general discussion, see Rowles; -

© H. Ward Classen, Esq., All rights reserved. ' - PageT5




Fundamentals of Software Licensing

.- Electronic Software Disablement and Repossession, 8 E-Commerce Advisor 7
{Aug. 2001).

The use of disabling devises in software is fraught with risk for the
licensor and licensee. The presence of such a device in software places the
~ licensee at a significant disadvantage if a dispute arises and creates a significant
. business risk for 1t as the licensor has the ability to potentially shut down mission
- . critical software. The licensor at the same time bears substantial risk if it actually
. .. disables the licensee’s use of the software in conjunction with the termination of
. the licensee, as the licensee may bring suit for-the licensee’s resulting damages.
Further, UCITA places significant restrictions on the use of the disabling devices
by the licensor which in practicality make their implementation highly risky. See
.+ Section VII D.10 for a more detailed discussion. Nonetheless, the licensee should
~insist on a specific warranty disclaiming the existence of any disabling devices,
 trap door, etc., (See §18.F)

Iv. ES CROW AGREEMBNTS

~

; Escrow agreements are usually entered into to protect the hcensee by providing it with
access to the licensed software’s source code in the event of either a material breach of the
license agreement by the licensor, the. failure of the licensor to properly maintain the sofiware or

offer maintenance for a set period of time (at least five years), the acquisition of or change in

-~ control of the licensor or the bankruptcy/insolvency of the licensor. Furthermore, some licensees

~seek to include language in the license agreement that, in the event of a dispute, the licensor must
. place all advance license payments in escrow until the software has been accepted or the dispute

. resolved. A smart licensor will ensure that in the event of bankruptcy, the software will not be

automatically released to the licensee, but rather the bankruptcy must be in conjunction with a .
material breach of the licensor’s obligations. Otherwise, it would be inequitable to cause a
release when the licensor is not in material breach but for its financial trouble.

Disputes often arise as to whether the software to be “escrowed” must be placed with an
independent third party, i.e., an escrow agent, or held by the licensor. The licensor is usually
hesitant to place its source code in the hands of a third party where the hcensor 1s unable to
- control release of the source code, while the licensee should insist on the use of an independent
third party as the licensor may wrongfully refuse to release the source code to the licensee in
contravention of the escrow agreement. Regardless of whether the source code is escrowed with
a third party, the licensee should verify that the licensor has escrowed everything it was supposed
 to escrow.- The third party escrow agent should be obligated to verify that at the time the source

' code is escrowed that it is complete, the most recent version, and that all collateral materials have R

been escrowed. This duty should be an ongoing obligation as the soﬂware and escrowed
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" materials are “living" entities that will continue to change during the term of the escrow
agreement. : o '

Releasing the source code to the licensee, however, does not necessarily solve the
licensee’s problems. It may take some time for the licensee to understand the operation of the
software and make the software system operational. Furthermore, placing fully- documented
software in escrow does not immediately allow a licensee to support the system. In actuality, the
source code is probably of little value without an employee/programmer of the licensor to .
support it and explain the software’s operating to the licensee. Finally, there is the administrative
- burden on the licensee fo see that the licensor has indeed placed a working copy of the source
code and documentation in escrow and has also escrowed all enhancements, modifications, etc. -

A smart licensee will require that the licensor escrow the software, tools, encryption keys, .-
compilers and documentation necessary to operate the software. The licensor should update alt - -
escrowed documentation and software no less than quarterly and warrant that the software
escrowed is the current version of the software presently utilized by the licensee. The licensor
should also escrow all tools needed by the licensee if it took possession of the software. In
addition, the licensee should receive the right to recruit and hire the licensor’s employees in the
event the source code is released to the licensee. The licensee should also make sure all escrow
terms allow the licensee to utilize third parties and contractors to work on the source code if the
original license grant does not allow this. Finally, the licensee should require the licensor to
escrow the'names, phone number and addresses of the hcensor s programmers so that the
hcensee can’ contact them and hlre themifneeded.~ - . -~ . oo

.

- Use of the licensed sofiware’s source code Which is released under an escrow agreement
- should still be subject to the terms of the license agreement and its use should be restricted solely
to maintaining the licensee’s copy for the licensee’s internal purposes only. In addition, strict
confidentiality restrictions should apply. From the licensee’s perspective, the licensee should
have the automatic right o receive the source code once it files a claim with the escrow agent,
without havmg to arbltrate or 1nvoke the escrow agreement

Each party should appoint one person within its organization to be responsible for its
obligations under the escrow agreement and to monitor-the other party’s compliance.. The failure
to do so will inevitably lead to one party’s failure to comply with its obligations. This may be a
serious issue if the licensee later seeks access to the escrowed materials and discovers that the
materials are not current or do not provide the expected level of protection.

‘In selecting and escrow agent, a licensee and licensor should look for an entity
specializing in technology escrows with a technical staff to verify the deposit. The escrow agent
should carry-errors and omissions insurance, be ISO 9000 certified and employ significant
security measures, both as to the vault and the deposit material. The agent should be financially
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stable such that it will be in the business if the licensee ever needs to exercise its rights under the .

escrow agreement. For a more detailed discussion of the issues involved in escrowing software,
~ visit www.fortknoxescrow.com.

:See Section IX. E for a model Escrow Agreement. |

V.  CONFIDENTIALITY PROVISIONS AND TRADE SECRET LAWS

Protecting a party’s intellectual property and trade secrets is important if an 'entity to is tc').':
enjoy ‘a competitive advantage in the marketplace. The type of protection available and the

_protections and entity should seek will depend on the nature of the intellectual property. Set forth
- below is a discussion of the different protections available and the advantages and disadvantages

-of each. For a general discussion, see Progammers Dilemma; - What Protection is Best? N.L.J.

July 24 2000 at C6.
A Propnetary Information Clauses and Agreements (§12)

Propnetary 1nformat10n agreements Wh1ch are also known as confidentiality
* agreements or non-disclosure agreements, are essential when dealing with intellectual

property. While trade secrets are often protected under state trade secret laws (which are.

usually based on the Uniform Trade Secrets Act), proprietary information agreements
- provide an added Ievel of protection In the absence of an express conﬁdentiality
Seatrax Inc V. Sonbeck Int’1, Inc., 200 F.3d 358 (5th Cir. 2000). While it is not requlred
~ that this legal protection appear in a separate agreement from the license agreement, it is
: preferable that such a separate and distinct agreement exist. A separate agreement avoids
any claim that the parties’ confidentiality obligations do not survive the termination of the
license agreement. This is especially important for the licensor.

Often, licensors and licensees have no choice but to reIease propﬁetary

information to the other. Release of such information could, for instance, be incidental to -

“instructing the licensor as to the specific requirements a product must meet or as.to
specific functions a product must perform. In such cases, the execution of a proprietary .
information agreement is imperative to protect the licensee’s proprietary information.

- Proprietary information agreements provide the terms and conditions under which
one party’s proprietary information will be provided to another party, and also limitations
- on the use of such information by the receiving party. By executing a proprietary
information agreement, the parties may agree upon what information will be exchanged,
~under what conditions the information will be returned to the disclosing party, the period
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_ for which the information will be kept confidential, and the right of the disclosing party to
" obtain equitable as well as monetary relief if the receiving party breaches its obligations

under the agreement. The agreement should require the receiving party to have its
employees and contractors execute non-disclosure agreements if they are to receive the

- confidential information. While the receiving party may claim that this obligation is an
‘undue burden, its employees most likely executed a confidentiality agreement when they

began employment with the receiving party. These agreements should protect the.
disclosing party’s confidential information but the disclosing party should review the
agreement to make sure. See, e.g., Section IX.I. Thus, the receiving party can have its
employees execute individual agreements or provide copies of the agreement the

_ employee executed when he or she started work.

Oof pnnclpal importance to the licensor is an acknowledgement by the customer
that the licensor’s software is a trade secret and an agreement not to disclose such trade
secrets. At the same time, the licensor should be required to protect the confidentiality of
the customer’s trade secrets including the way the customer operates its computer system

- and any information about the licensee’s own customers, The parties should carefully

consider what is considered to be “Proprietary” and “Confidential” under the agreement

i< ‘ag collateral information may also be considered confidential. For example, the licensor
“#may consider its pricing confidential and would not want the licensor shopping its price.
i~ The licensee, however, may want a very narrow deﬁmtion so that it may discuss its

i xpenences with other users (1 €., user conferences) :

‘Most agreements provide for either a “strict liability” standard or “commercially
‘reasonable” standard for the protection of confidential information, i.e. some agreements
~ provide that the receiving party will not disclose any confidential information while

" others provide the receiving party will use the same standard of care to protect its own

confidential information but no less than a reasonable of standard of care. The first
creates a strict liability standard, creating liability on the receiving party’s behalf if

- information is disclosed while the later requires the disclosing party to prove the
receiving party did not exercise a reasonable standard of care to find it liable.

The receiving party must carefully consider accepting a strict liability standard
especially if it is responsible for unauthorized disclosures made by its employees,

- consultants or agents. Any such breach could create significant liability for the receiving

party with little basis for a defense. Many agreements seek to avoid disclosure by
prohibiting disclosure to anyone but the receiving party’s employees on a need to know

* basis. This may be unacceptable to a receiving party if its third party consultants need

access to the information. At the same time, the disclosing party has a legitimate concern
as the third party consultants may be competitors of the disclosing party and may have

© little'incentive not to later disclose or utilize the confidential information. Thus, the -
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-~disclosing party should insist that the confidential information not be disclosed to third .

. parties unless they are not compet1tors and have 31gned a non-disclosure directly with the :

d1sclosmg party.

. Propnetary information agreements can not actually prevent an independent
. contractor from disclosing an employer’s proprietary information. Rather, proprietary
agreements should be viewed as providing a framework for enforcing the employer’s
rights upon the contractor’s breach. Every agreement should, therefore, include a
provision for equitable relief which would allow the injured party to obtain injunctive

relief without prejudicing its rights.to obtain other remedies. The availability of equitable -

relief is very important, since it entitles an injured party to immediate relief when a
* breach of the proprietary information agreement occurs. This is especially important as
monetary damages alone can be madequate once proprietary information has been widely

dlssemmated

3 - - A proprietary information agreement should also include clauses addressing
govemning law, choice of forum, personal jurisdiction and the survival of the obligation of
confidentiality beyond the termination of the agreement. Some agreements require that

- individuals who receive the confidential information be prohibited from working for a
competing entity for a set period of time.

It is important to make sure that the agreement provides that all software shall be
- considered proprietary and confidential, regardiess of whether or not it is marked as such.
- ‘This is important because although most agreements require confidential and proprietary
- information to be marked, the media (disk or tape) containing the software is often not
marked by the programmer who may be unfamiliar with the confidentiality agreement or
the importance or marking the media. To avoid this issue, companies may want to have
custom disk labels printed that are pre-printed with the term “Proprietary and
- Confidential, ©Copyright [Company Name] all rights reserved.” So that the
company is protected 1f its employees fail to properly mark the software.

Proprietary information agreements may be unilateral or bilateral. A unilateral
agreement protects only one party’s information, while a bilateral agreement would
protect both party’s information. (See Sections IX. G and H for model! unilateral and

- bilateral proprietary information agreements). Given that it is likely that both parties will
be exchanging confidential information, it is prudent to sign a bilateral agreement.

‘Licensees should be cognizant that a licensor may transfer trade secret material as
~-part of the deliverable work. Occasionally, cases of trade secret infringement arise out of
criminal acts such as trespass and larceny against the premises or property of another,
usually a direct competitor. However, the fact that no clandestine raids on competitors’
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_ source code or design documents has occurred should not lure the licenses into believing
- that no trade secret misappropriation has taken place. Software engineers and

progranumers carry so-called “tool kits” around in their heads and in their personal files.

.. They consider stock routines to handle common programming exercises such as
- input/output, disk access, data capture, and graphics generators to be the building blocks

of their work. The suggestion that such software would be proprietary to the entity that

‘paid the development costs associated with the routines if often a radical departure from
~ what they consider fair and equitable. The fact that they may be subject to confidentiality

and invention assignment agreements does not always change their pomt of view on this

_ 1ssue

Consequently, licensees should exercise caution when retaining licensors to avoid
unwittingly committing trade secret misappropriation from one of the licensor’s previous
customers. The licensor should be interviewed and screened to ensure that its
engagements did not involve the licensee’s direct competitors or products likely to tempt
the contractor into taking shortcuts by copying prior -work. The licensor should be

- cautioned against using stock routines, and the contractor’s reputation within the industry
-“"should be verified. Finally, the licensee should obtain a representation and warranty from
- the licensor that the deliverables will not include the intellectual property of any third

‘party and that the licensor will indemnify the llcensee for all damages 1ncurred by the

'I1censor for the breach of any such warranty.

5,

Courts tend to interpret confidentiality agreements strictly.  See Rainbow Nails

~#“Enterprises, Inc. v. Maybelline, Inc., 93 F Supp 808 (E.D. Mich. 2000) (faiture to label - - -
- ~information “confidential” as required by agreement negates confidentiality obligation).
- For a more detailed discussion, Se¢ Bowden, Drafiing and Negotiating Effectw
- Confidential Agreements, 14 Corp. Couns. Rev. 155 (1995). - :

B. Trade Secret Laws

1. General

In addition to the contractual protection provided by a proprietary information

' agfeemcnt, most proprietary and confidential information is protected under the relevant

state trade secret laws, almost all of which are derived from the Uniform Trade Secret
Act. See, e.g., California: Cal. Civ. Code § 3426 ¢t. seq.; Maryland: MD Code Ann.

- Com. Law §11-1201 et. seq.; Pennsylvania: 18 Pa. C.S. §3930 New York, however, has
_not adopted the Uniform Trade Secret Act,

State trade secret laws offer broader protection than copyright laws because the

" trade secret laws apply to concepts and information which are both excluded from -
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. protection under federal copyright law. See 17 U.S.C. § 102(b). Information eligible for
protection includes computer code, Trandes Corp. v. Guy F. Atkinson Co., 996 F.2d 655,
663 (4th Cir.), cert. denied, 510 U.S. 965 (1993) University Computing Co. v. Lykes-
Youngstown Corp., 504 F.2d 518 (5th Cir.), reh’g denied, 505 F.2d 1304 (5th Cir. 1974);
. - Integrated Cash Management Servs., Inc. v. Digital Transactions, Inc., 732 F. Supp. 370
. (8.D.N.Y. 1989), aff’d 920 F.2d 171 (2d Cir. 1990); program architecture, Trandes, 996
. F.2d at 661; Computer Assocs. Int’l, Inc. v. Bryan, 784 F. Supp. 982 (E.D.N.Y. 1992),
. and algorithms, Vermont Microsystems, Inc. v. Autodesk, Inc., 88 F.3d 142 (2d Cir.
~1996); Micro Consulting, Inc. v. Zubeldia, 813 F. Supp. 1514, 1534 (W.D. Okla. 1990),
aff’d without opinion, 959 F.2d 245 (10th Cir. 1992). Mathematical algorithms are also
. protectable under patent law. Arrhythmia Research Technology v. Corazonix Corp., 958
... - F.2d 1053 (Fed. Cir.) reb’g denied, 1992 U.S. App. LEXIS 9888 (Fed. Cir. 1992); Inre
- Iwashi, 888 F.2d. 1370 (Fed. Cir. 1989). ' _

.. Courts are divided as to the application of trade secret protection for customer

- lists. See Morlife, Inc. v. Perry, 1997 WL 464807 (Cal. App. 1997) (file of customer

business cards maintained by sales manager are trade secrets); Fireworks Spectacular, Inc.

.. :v. Premier Pryotechnics, Inc., 2001 WL 677360.(D Xan. May 17, 2001) (customer lists
constitute trade secrets, applying Kansas law) and In re American Preferred Prescription,
Inc., 186 B.R. 350 (Bankr, E. D, N. Y. 1995) (client list is trade secret). See also,
DeGiorgio v. Megabyte Int’l., Inc., 468 S.E.2d 367 (Ga. 1996) (only tangible customer
lists are subject to protection as a trade secret), and Ed Nowogroski Insurance v. Rucker, -
944 P.2d 1093 (Wash. 1997) (memorized client list constitutes trade secret), but see
_-. . Vigoro Indus. v. Cleveland Chem. of Ark., 866 F. Supp. 1150 (E. D. Ark. 1994)

- (customer lists alone not considered a trade secret), and WMW Machinery Company, Inc.
v. Koerber A.G., 658 N. Y.S.2d 385 (App. Div. 1997) (customer lists are not trade secrets
where lists are readily ascertainable from sources outside employee’s business). Further,
at least one court has held that the execution of a non-disclosure agreement by an
employee does not in and of itself create trade secret status for the employer’s customer

- lists. Equifax Servs., Inc. v. Examination Management Servs., Inc., 453 S. E.2d 488 (Ga. -

App. 1994).

A majority of courts have held that claims based on trade secret laws are not pre-

: 'empted by federal copyright law. Bishop v. Wick, 11 U.S.P.Q.2d 1360 (N. D. Il1. 1988);
Brignoli v. Balch, Hardy & Scheinman, 645 F. Supp. 1201 (S.D.N.Y. 1986), but see,
Computer Associates International v. Atari, 775 F. Supp. 544 (E.D.N.Y. 1991), Enhanced‘
Computer Solutions, Inc. v. Rose, 927 F. Supp. 738 (S. D. N. Y. 1996); Benjamen Capital
Investors v. Cossey, 867 P.2d 1388 (Or. Ct. App. 1994). At the same time, howeyer, two
commentators have suggested that trade secret laws may be the only method of protection

- for the ideas incorporated in the functionality of mass distributed commercial software.
Johnston & Crogan, Trade Secret PI‘OtBCtiOl_’lVfOI Mass Distributed Software, 11 Computer
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Law. 1 (Nov. 1994).

To maintain a concept’s or information’s status as a trade secret, the owning entity
should undertake a number of actions to protect the confidential nature of the
" information. These actions include marking all tangible property containing such
confidential information, including any disks or tapes as “Proprietary and Confidential.”
" All employees and consultants should execute a confidentiality agreement prior to their
* access to confidential information, and the owning entity should limit the dissemination
"of the information to a need-to-know basis. S

Matters of public knowledge, general knowledge of an industry or routine or small .
differences in procedures or methodology are not considered to be trade secrets. -
Anaconda Co. v. Metric Tool & Die Co., 485 F. Supp. 410, 421-22 (E.D. Pa. 1996)..

_ Furthermore, any skill or experience learned during the course of employee’s employment
is not considered to be a trade secret. - Rigging Int’l Maintenance Co. v. Gwin, 128 Cal.
App.3d 594 (1981), American Red Cross v. Palm Beach Blood Bank, Inc., 143 F.3d 1407
* (11th Cir. 1998) (employer may not preclude former employees from utilizing contacts
. and expertise gained during employment) but see Air Products and Chemicals, Inc. v.
“¥- Johnson, 442 A.2d 1114 (Pa. Super. 1982) (details of research and development,
7 "projected capital spending and marketing plans are trade secrets); Den-Tal-Ez, Inc. v,
""" Siemens Capital Corp., 566 A.2d 1214 (Pa. Super. 1989) (detaxled units costs, profit
margln date and pricing methods are trade secrets) BRI

' Fora general overview of trade secret issues, see Peterson Trade Secrets m.an
*Information Age, 32 Hous. L. Rev. 385 (1995) and Dodd, Rights in Information: °
Converston and Misappropriation Causes of Action in Intellectual Property Cases, 32

Hous L Rev. 459 (1995)

- 2._ Restatement (Th1rd) of Unfalr Competxtlon

Section 39 of the Restatement {Third) of Unfair Compentlon sets forth two factors
to determine whether a concept or information is a trade secret: (1) the extent to which
the information can be used in the operation of a business or other enterprise, and (2) is
sufficiently valuable and secret to afford an actual or potential economic advantage to
others. Thus, the determination of whether a piece of information is a trade secret -
depends on whether it meets these requirements. The definifton of “trade secret” under
the Restatement is consistent with the deﬁmtlon of trade secret in §1(4) of the Uniform

Trade Secrets Act.

3. Uniform Trade Secrets Act
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Under the Uniform Trade Secrets Act (*“UTSA”), for “information” to be found to
be a “Trade Secret” it must meet a two-pronged test. First, a Trade Secret is defined
broadly to include “information, including a formula, pattern, compilation, program,
device, method, technique or process.” Second, such information must derive actual or
potential economic value from not being known and not being readily ascertainable by

" proper means by other persons, who can obtain economic value from its disclosure or use,
~—-and such information is subject to reasonable efforts by the owner to maintain its secrecy.
~UTSA §1(4); see, e.g., MD Code Ann. Com. Law §11-201(e). A program that is solely
functional in nature, 1.e., the program’s function is readily available or ascertainable, is

not protectxble under the USTA, '

The UTSA deﬁnes “stappropnatlon” to mean the (i) acquisition of a trade
secret by a person who knows or has reason to know the trade secret was acqulred by
- improper means, or (ii) disclosure or use of a trade secret without express or implied
‘consent by 2 person who improperly acquired knowledge of the trade secret, or who at the
- time of disclosure or use, knew or had reason to know that.the trade secret had been
_ improperly acquired; and there was an obligation to malntam its conﬁdennahty UTSA
$1(2); see, e.2., MD Code Ann. Com. Law §11-201(c).

- An owner of trade secrets is entitled to receive injunctive rehef and damages for e
‘the mlsapproprlatlon of its frade secrets. USTA §3. Such damages include the actual loss ( :
caused by the misappropriation and any unjust enrichment arising as a result of the "
misappropriation, that is not taken into account in computing any actual loss. UTSA §3;
-~ see; e.2;, MD Code-Ann.-Com. Law §11-1203: A court may also award attorney’s fees if -
willful and malicious mlsappropnatlon exists. UTSA §4(111) see, &.8., MD Code Ann.

Com. Law §11-1204.

Given the differences in state trade secret laws, the choice of governing law is
very important. For example, South Carolina has enacted legislation providing that
~ written agreements not to disclose trade secrets will be enforced without limitation on
-.duration or geographic scope when the employee knows or has reason to know of the
trade secret’s existence. S.C. Code Ann. §39-8-30(d) (Law Co-op. 1997), while the
. Wisconsin Court of Appeals in an unpublished decision.declined to enforceanon-
disclosure provision in an agreement because it was unlimited as to time and overly
broad. Williams v. Northern Technical Services, Inc., 568 N.W.2d 784, No..95-2809

- WlS Ct App (1997)

4. Economic Esplonage Act of 1996

The Economic Espionage Act of 1996 (the “Act”) makes certain
misappropriations of a trade secret a federal crime and provides enhanced penalties for
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the theft of trade secrets. 18 USC § 1831 (1996). The Act has two principal objectives,
to prevent the theft of trade secrets by an agent of a foreign government or instrumentality
or a person acting on behalf of a fore1gn government and the protectlon of trade secrets

from theft in general.

Under this. law, anyone who seeks to steal a trade secret related to orincluded in a
product that is produced for or placed in interstate or foreign commerce that injures the
~owner of that trade secret shall be subj ect to-a fine not more than $5 million or ‘
', '1mpr1sonment of not more than’ ten years, or both. 18 usc §1832

The Economic Esplonage Act deﬁnes “trade secrets broadly as:

“all forms and types of financial, busxness, scientific,
- technical, economic, or engineering information, including
~ patterns, plans, compilations, program devices, formulas,
designs, prototypes, methods, techniques, processes,
- procedures, programs or codes, whether tangible or
intangible, and whether or how stored, compiled or
- memoriakized physically, electronically, graphically,
‘photographically, or in writing if: (A) the owner thereof
has taken reasonable measures. to keep such information
- secret; and (B) the information derives independent ‘
~ economic value, actual or potential, from not being
generally known to, and not being readily ascertainable
‘through proper means by the pubhc -

18 U.S.C. §1839(3) (1996). The Act defines “trade secrets” more broadly than common
“law or the Restatement. See United States v. Martin, 228 F.3d 1 (1st Cir. 2000) (Act
+ defines “trade secret” broadly to include tangible property and intangible information.) - <

- This law is also applicable to anyone who receives, buys, or possesses such
" information knowing that such information has been stolen or appropriated, obtained or ~
converted without authorization. 18 U.S.C. §1832 (a)(3). The Economic Espionage Act
does not preempt or displace any other remedies, whether civil or criminal, provided by
" United States federal, state, commonwealth or territory law for the misappropriation of
trade secrets. 18 USC §1838 (1996). Individuals who violate the act are subject to fines
~ of $500,000 and ten years in pnson while a corporatlon may be fined up: to $5 000, 000 s

18 U.S.C. §1832(a).

 While the Economic Espionage Act contains criminal penalties unlike the USTA,
" a plaintiff under the EEA must prove guilt “beyond a reasonable doubt.” Further, the due -
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- process requirements for criminal acts must be satisfied.

VL  SHRINKWRAP AND CLICKWRAP LICENSES
A, Shrinkwrap Licenses

Shrmkwrap licenses derive thelr name from the practxce of contalmng them on (or
currently in) a shrinkwrap package which also contains the software and documentation. The
license is visible through the cellophane packaging and usually provides that the purchaser is
bound by the terms of the license upon opening the shrinkwrap. If the licensee does not agree
with and therefore does not wish to be bound by the terms of the license, it should return the
unopened package to the licensor for a full refund. There is no opportumty to negotlate the terms

of the license.

Until recently, courts had been hesitant to enforce shrinkwrap licenses, based on the

- Uniform Commercial Code. See generally, Step-Saver Data Systems, Inc. v. Wyse Technology,
939 F.2d 91 (3d Cir. 1991) (shrinkwrap license not enforceable under Section 2-207 of UCC as

- license terms mutually altered the contract between the parties); . Arizona Retall Systems v.
Software Link, Inc., 831 F. Supp. 759 (D. Ariz. 1993) (shrinkwrap. license not binding under
UCC 2-207 and 2-209). See also Vault Corporation v. Quaid Software, I.td., 847 F.2d 255 (5th
Cir 1988) (provisions of shrinkwrap license unenforceable to the extent then' validity is based on
Loulsxana Software License Enforcement Act whxch is pre-empted by federal copynght law.}

In ProCD, TInec. v. Ze1denberg 86 F. 3d 1447 (7th Cir. 1996), the. Seventh Circuit held that
“shrinkwrap licenses are enforceable unless their terms are objectionable on grounds applicable
to contracts in general” (i.e. unconscionable). The court rejected the applicability of UCC §2-
207 stating that a battle of the forms could not exist if only one form existed. Thus, the;"e isa
dichotomy of opinion as to the enforceability of shrinkwrap licenses. See also, Hill v. Gateway
2000, Inc., 105 F.3d 1147 (7th Cir. 1997), cert. denied, 522 U.S. 808 (1997) (contract terms in
computer box enforceable, including arbitration clause); M.A. Mortenson Co. v. Timberline
Software Corp., 998 P.2d 305 (Wash 2000) aff"d, No. 67796-4, 2000 Wash. LEXIS 287 (Wash

: Sup. Ct. May4 2000)

~ Given that most shrinkwrapped software is utilized in the consumer market it is subject to
the Magnuson-Moss Act. Consequently, to avoid coverage under the Magnuson-Moss Act, and
the accompanying limitations, a licensor must be very careﬁJI as to the warranties it makes. See
Section ITL.B.1(b)(ii) for a detailed discussion of the Magnuson-Moss Act. :

Section 209 of The Uniform Computer Information Act (“UCITA”) recognizes the
- validity-of shrinkwrap licenses with certain limitations. See Section VILD.11 for a more detailed
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discussion.

For a more detailed discussion, see, Lemley, Inteliectual Property and Shrinkwrap

- Licenses, 68 S. Cal. L. Rev. 1239 (1995); Moore and Hadden, On-Line Software Distribution:
" New Life for “Shrinkwrap” Licenses?, 13 Computer Law. 1 (April 1996); Recent Legal -
. Developments in Shrink Wrap License Agreements, 12 Computer L. Strategist 1 (April 1996);

Miller, The Enforceability of Shrmkwraps as Bare Intellectual Propertv Llcenses, 9 Computer
Law. 15 (August 1992). - | |

B, - Chckwrap Llcenses "

. B CIickwrap licenses are similar to shripwrap licenses except that they are viewed
on-line and the software is usually downloaded over the internet. Clickwrap licenses are
generally held to be enforceable when the license terms-are viewed prior to the software’s

purchase or installation. Seg, e.g., LLan Systcms, Inc. v. Netscout Servme Level Cozp o F
Supp.2d (D Mass 2002).

VIL THE UNIFORM COMPUTER INFORMATION TRANSACTIONS ACT (“UCITA”) -

A . General
. Article 2 of the UCC applies to “transactions in goods™ and is the fundamental
~ law applied in commercial transactions. UCC §2-102. At the time Article 2 was adopted
- in 1951, the use of software was not foreseen and certainly was not a significant part of
- commercial business transactions as it is today. As such, business people and lawyers
~have not had a uniform law to look to in commercial transactions involving software,

creating uncertainty as to how business disputes involving software should be resolved.

‘Software is neither fish nor fowl as it is bought and sold like a good but yet it is
" not a tangible product. In the past, courts have looked to whether a software transaction
was primarily the sale or license of software (in which case software has been found to be
“a good) or the provision of services such as software development (see, e.g., Micro
.- Managers Inc. v. Gregory, 434 N.W.2d 97, 100 (Wis. Ct. App. 1988)) to determine
whether the UCC Article 2 would apply to a particular transaction. If the contract is
* primarily for the provision of a software program, the UCC will apply. The trend has
been to recognize that the UCC governs software transactions. Advent Sys. Ltd. v, -
- Unisys Corp., 925 £.2d 670, 674-75 (3d Cir. 1991); RPX Indus., Inc. v. Lab-Con, Inc.,
772 F.2d 543, 546 (9th Cir. 1985); Triangle Underwriters, Inc. v. Honeywell, Inc., 604
F.2d 737, 742-43 (2d Cir. 1979), including those transactions involving customized
sofiware. See, e.g.,-Advent at 674; Colonial Life Inc. Co. v. Electronic Data Systems,
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L 817F. Supp. 235, 239 (D.N.H. 1993). See also, Note, Computer Programs as Goods -
Under the UCC, 77 Mich. L. Rev. 1149 (1979).

The application of UCC Article 2 to software transactlons creates s1gmﬁcant

unforeseen liability for the licensor. See Phillips, When Software Fails: Emerging

Standard of Vendor Liability Under the Uniform Commercial Code, 50 Bus. Law. 151

(1994). Numerous sections of Article 2 on their face appear to be mapphcable to.
- software, or at least fail to recognize the nature of software. For example, the perfect -

tender rule under Section 2-601 would require that the software tendered by the licensor -

be in total conformity with the contract. See generally, Cohn, Kirsh & Nimmer, License
Contracts Under Article 2 of the Uniform Commercial Code: A Proposal, 19 Rutgers,

- Computer & Tech. L.J. 281 (1994); but see, Brennan, Why Article 2 Cannot Apply to
Software Transactions, 38 Duq L.Rev. 459 (2000)." Yet it is uniformly acknowledged

~ that-software by its nature is imperfect. As such, while there has been a great desire for a o

uniform law to address software licensing and add certainty in commercial transactions,
there has been a great hesitancy to apply Article 2 as is.

B.

Hlstory of Attempts to Apply UCC Artlcle 2 to Soﬂware Llcensmg

| 1. Massachusetts Model

In 1990 a committee headed by Stephen Y. Chow (Phone (617) 854-4000},

-.-in conjunction with the Business Law Section of the Massachusetts Bar
. Association drafted a model UCC Article 2B to serve as a discussion point for -
-adapting the UCC to software licensing. The committee created a completely new

article by modifying those sections of Article 2 which it thought were inapplicable
to software while maintaining the majority of Article 2. Although this article was

~widely circulated, there was no attempt to adopt it under Massachusetts law or

elsewhere.

: .2. : LHubrand Spoke Apprnach. _

As a result of the i increasing need for a uniform law for software hcensmg,

' the National Conference of Commissioners for Uniform State Laws (“NCCUSL”)
‘began to create plans to adapt Article 2 to software. The committee discussed
g -utilizing a hub and spoke approach to apply UCC Article 2 to software licensing.

Under a hub a:nd spoke approach ex1st1ng UCC Article.2 would serve as a

“hub” and from that hub, spokes, i.e., those portions of UCC Article 2 that needed
" to be amended for software 11cens1ng such as the perfect tender rule, would
~protrude. In August of 1995, after reviewing several drafts of a revised Article 2
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‘utilizing the hub and spoke approach, the NCCUSL Conference Board decided
not to pursue the hub and spoke approach but instead to support a totally new
 Article 2B to directly address software licensing. For a general discussion of the
~ hub and spoke concept, see Nimmer, [ntangibles Contracts: Thoughts of Hub,

Spokes and Reinvigorating Article 2, 35 Wm. & Mary L. Rev. 1337 (1994) and
- Feldman, A New Draft of UCC Article 2: A High Tech Code Takes Form, 12

Computer Law. 1 (1995).

3. UCC Article 2B

In September 1995, the NCCUSL Conference Board in conjunction with
the American Law Institute (“ACI”) began discussing a proposed UCC Article
. .2B. Article 2B was to be a completely new article drafted along the lines of the
. Massachusetts model. When approved in final form, the Article needed to be
~.voted on by the full NCCUSL Conference Board and ALI and then sent to the
. individual states to adopt into law. After going through many revisions and being
- subject to much criticism from many consumer groups and the Federal Trade
. Commission for being too vendor-oriented, the proposed Article “died” in March
- 1999 when it became clear NCCUSL and ALI lacked a consensus to approve its
~ ratification. On April 17, 1999, NCCUSL announced that there would be no
_ proposed Article 2B of the UCC.

For a more detailed d1scussxon of this process see Graff The Evolution of

" the Uniform Computer Information Transactlons Act, Software L. Bull (Nov.
1999). B |

Prior drafts of Article 2B are available from the University of Houston
Law School’s World Wide Web Home Page at http.//www.lawlib.uh.edufucc2b.

C. Present Status

- NCCUSL decided to move forward without ALI renaming the proposed UCC
- Article 2B, the “Uniform Computer Information Transactions Act” (“UCITA”).
. .NCCUSL approved UCITA in July 1999. In March 2000, Virginia Endcted UCITA
+ - effective July 2001. Maryland approved UCITA in April 2000 effective October 1, 2000.
A number of states including Arizona, Delaware, the District of Columbia, Illinois,
Maine, New Hampshire, New Jersey, Oregon and Texas have con31dered or are

'con51der1ng its adoption.

NCCUSL believes that a uniform law is needed given the considerable diverse
legislative activity within the states regarding electronic commerce issues. The diversity
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. of legislation is particularly troublesome since electronic transactions can, and frequently
are, conducted across state lines. NCCUSL sees the UCITA as an intermediate step that

- will bring uniformity and clarity to this area of law until it can develop further. UCITA is

~ available at www.law.upenn, edu/bll/ulc/ucita/ucita200.htm. The official comments are

_available at www.Iaw.upenn.edu/bll/ulc/ucita/ucita300.htm. Papers discussing UCITA
are Vav_a11ab1e at www.nccusLorg/pressrel/UCITAQA.HTM and UCITAnews.com.

D.

Significant Provisions

Section references set forth herein refer to the relevant sections of UCITA.

.1.. . Scope

 UCITA applies to all “computer information transactions” which is

' defined as “an agreement or the performance of it to create, modify, transfer or
 license computer information or informational rights in computer information™.

UCITA §§103(a); 102(11). Computer Information is defined as “information in

- . electronic form which is obtained from or through the use of a computer or which
~isin a form capable of being processed by a computer.” UCITA §102(10).

UCITA governs software licenses and sales, computer games, contracts
and licenses, online databases and information systems. It does not govern

transactions involving print media such as printed books, magazines or

... TIeWSpapers or ‘goods such as telev1s1on sefs, cars, movies or computers as well as

" employment agreements. UCITA §103(d). Where a computer program is

imbedded in a good, UCITA will not apply to the imbedded software unless the
good_s”are a computer or peripheral or obtaining access or use of the computer

.' program is a material purpose of the transaction. §103(b). Embedded software

that is excluded from UCITA cannot be used as a basis to opt into UCITA.
UCITA §1 04(4)

UCITA provisions are “defanit” provisions which apply only in the event

" the governing agreement does not contain contrary language. UCITA §113(a).

Under UCITA, the parties to an agreement for computer information may opt out

_of orinto UCITA. §104. See Section 28(a) of the Annotated Software License

" and Services Agreement in Section IX for la.nguage opting out of UCITA. UCITA

* provides that any decision to opt into or out of UCITA does not alter certain
“obligations such as the obligations of good faith, diligence, reasonableness or the

limitations on enforceability in the event of unconscionability or public pohcy

- UCITA §§113(a)(1)(2); 105(b).
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Any portion of UCITA which is preemptéd by federal law is unenforceable

-to the extent of the preemption. UCITA §105(a). Laws regarding trade secrets
- and unfair competition are considered to supplement UCITA and not preempt it.
“UCITA §114(a). Similarly, UCITA does not pre—empt any consumer protection

statute. UCITA §105(c).

2. Electronic Contracting

UCITA recognizes the validity of electronic contracts. See e.g. UCITA

© §202(a); §§212-215. (“A contract may be formed in any manner significant to

show agreement . . ..” UCITA §202(a)). It incorporates the term “record” instead

- of the word “wrltmg in recognition of the inclusion of electronic records.

UCITA §102(54). Similarly, UCITA uses the word “authenticate” in place of the
word “signature” to include electronic processes and symbols used to indicate an

intent to sign. UCITA §102(6).

3. Acceptance (§215)

. UCITA Section 215(a) reverses the mailbox rule for eiectronlc messages

o by making acceptance effective upon receipt, in contrast to the traditional rule that
i '_ makes acceptance effective upon deposit of the means of acceptance in the
" mailbox. See Comment 2 of §2 15 of The Official Comments to UCITA.

4. License Terms/Default Rules (§307)
(a) Number of Users

Under UCITA, if the license does not specify the number of users,
“UCITA holds that the license will be viewed to allow a reasonable number
of users “in light of the informational rights involved and the commercial
- circumstances existing at the time of the agreement”. UCITA §307(c).

(b) - Right to Enhancements or Modifications

Section 307(d) provides that a licensee is not entitled to any new
enhancements, versions or modifications and that any agreement to
provide new enhancements, versions or modifications imposes such duty

“only to those as developed and made generally avallable from time to time,
UCITA §307(d) ' : _
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(¢} Right to Source Code

: Unless otherWisc prbvided in the agreement, neithér paﬁy is
-entitled to receive copies of the other party’s source code, schematics,
design material or other similar materials. UCITA §307(g)..

d) = Term

. . If a license is silent as'to the term of the license, the term will be
- ~deemed for a commercially reasonable period. §308(2). A license is
~presumed to be perpetual if the license does not include source code and
- the license transfers ownershlp of a copy or i8 off the shelf software. UCC

- §308(2).
(e) Statute of Limitations

Any action for breach of contract must be brought within “the later
of four years after the right of action accrues or one year after the breach
was or should be been discovered, but not later than five years after the
- right of action accrues.” UCITA §805(a). Section 805(b)(1) provides that e
- the statute of limitations may be reduced to not less than one year but o
©: cannot be extended. Consumer contracts may not reduce the statute of B

limitations. UCITA §805(b)(2)

5.  Assignability (§503)

Under §503(1), a party may generally assign its contractual interest unless
. {(a) the transfer is prohibited by law or (b) “would materially change the duty of
-+ the other party, materially increase the burden or risk imposed on the other party,
. or materially impair the other. party’s property or its likelihood or expectation of
‘obtaining return performance.” A prohibition on assignment will generally be
~enforced as a breach of contract and void. UCITA §503(2). A prohibition on the
transfer of a licensee’s contractual interest under a mass-market hcense must be

consplcuous UCITA §503(4)

6. Choice of Law (§109)

_ Under §109(a), the part1es may choose the govermng law of the agreement
provided that in a consumer contract such choice does not violate the laws of the
Jurisdiction whose laws would apply in the situations below. In the absence of an
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agreement in the governing contract, UCITA sets forth three rules for determining
: ‘whlch ]urlsdlcnon s law governs: -

1. Internet transactions for the electronic _transfer of information are
- govemed by the laws of the state where the licensor was located
when the contract was entered into. §109(b)( 1)

2, Transactions for the physical delivery of a tangible copy in a _
~consumer transaction are governed by the law of the state where

the delivery is made. §109(b)(2).

3.~ In all other situations, the transaction is governed by the law of the
- state with the most s1gmﬁcant relatlonshlp to-the transaction.

§109(0)(3).

a Chmce of Forum (§110)

A AR Under §110 of UCITA, a ch01ce of an exclusive Judlclal forum will be
s upheld unless it is considered to be unreasonable or unjust. §110(a). To ensure
an exclusive judicial forum, the parties must specifically state that the selected
~venue is the exclusrve judicial forum §1 IO(b)

-8 Survwal of Gbllgatlons (§616)

Except as set forth in §616(b) below all executory obhgatlons of both
partles are dlscharged upon terrmnatlon of the license. UCITA §616(a).

' Under §616(b) eleven nghts and obhgatlons w111 survive the termmatron ofa

contract
I. A right based on a previous breach or performance;
2.~ Confidentiality, nondisclosure, and non-competition obligations;
- 3. Terms applicable to the use of hcensed copies or information not

- returned to the other party;

4. An obligation to deliver or dispose of information, documentation
. or copies, an obligation to destroy copies or a right to obtain

information from an escrow agent;

5. .. A choice of law or forum; -

6. Arbitration or alternate dispute resolution obhgatlons

7. Terms limiting the time for commencing an action or giving

notice;
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8. Indemnity obligations;
9. A limitation of remedy or modrﬁcatron or drsclarrner of warranty;
10.  An obligation to provide an accounting and make payments due

' -under the accounting; and - - - '

11 Any terms that the contract pr0v1des will survive,

9. Warrantles

(@ Imphed Warranty of Non Interference and Non-Infnngement

(§401)

_ - Under §401(a), a licensor who is a merchant dealing in the type of

. information licensed, "warrants that the information will be delivered free
of the rightful claim of any third person by way of infringement or
misappropriation ”. A licensor will be held harmless for liability
arising from its conformance to the detailed specifications and the method
required for meeting such specifications provided by the licensee, unless

.. “such claim arises from the licensor’s failure to adopt or notify the licensee

“ofa non-mfnngmg alternative of which the licensor had reason fo know.

UCITA §401(a).

Under Section 401(b)(1), a licensor is deemed to warrant that for
the duration of the license, except for a claim of infringement or
misappropriation; no person has a valid claim to or interest in information

- “which arose from an act or omisston of the licensor which will interfere
- with the licensee’s use or interest.  Further as to an exclusive licensg, the
licensor is deemed to warrant that the “informational rights are valid and
- exclusive for the information as a whole to the extent exclusivity and
. validity are recognized by the law apphcable to the licensed rights . .
‘ UCITA §401(b)(2)(B).

k3 IEN

(b) : Imphed Warranty of Merchantablhty of Computer Program (§403)

Unless the warranty is dlsclan’ned or modrﬁed, a merchant that is a
- licensor of the program type licensed, warrants to the end user that the
“program is fit for the ordinary purposes for which such computer
programs are used,” and that “the program conforms to any promises or
affirmations made on the container or label. ” UCITA §403(a)(2),(3).

(c ) Imphed Warranty of Infonnatlonal Content (§404)
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Under UCITA §404, a merchant in a special relationship of
reliance with a licensee who collects, processes, provides or transmits
informational content is deemed to warrant to the licensee that “there is no

* inaccuracy in the informational content caused by the merchant’s failure to
' perform with reasonable’ care.” UCITA §404(a).

(@ | Imphed Warranty of System Integratxon (§405(c))

" Under UCITA §405(a), a licensor providing systems integration
services is deemed to warrant that the information provided by the licensor
is fit for a particular purpose if the licensor at the time of contracting has

‘reason to know of the particular purpose for which the computer
‘information is required and that the licensee is relying on the licensor’s
" expertise to select, dévelop or furnish the needed information.

If the licensor is required to provide or select a system of computer
software and goods, and the licensor has reason to know that the licensee
is relying on the skill of the licensor in making such selections, there is an

- implied warranty that the components provided or selected will function

together as a system. UCITA §405(c).

(e) Disclaimer and Modification of Warranty (§406) (§18.4.A of

: Sectlon I1X.A)

Section 406 sets forth the language necessary to disclaim the

* express and implied warranties set forth Part 4 of UCITA. The language

necessary to disclaim a warranty is different from the UCC. Thus the

- parties must carefully consider the appropriate language to ensure thelr

intent is met. See §18.4A for model language.

Any attempt to disclaim an express warranty must be construed
wherever reasonable as consistent with language creating the express

- warranty. To the extent any construction is unreasonable, the disclaimer
- or modification is void. UCITA §406(a).

To disclaim or modify an impliéd warranty arising under Section

" 403, the language must include the words “merchantability” or “quality”
or words of similar meaning and if contained in a record, must be

conspicuous. UCITA §406(b)(1)(A). To disclaim or modify an implied
warranty arising under Section 404, the language in a record must include
the word “accuracy” or similar wording. UCITA §406(b){(1)(B). To
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... disclaim or modify an implied warranty under Section 405, the disclaimer
- or modification must be in a record and conspicuous. UCITA §406(b)(2).

A disclaimer is sufficient to disclaim all implied warranties if it
individually disclaims each implied warranty or except for the implied
warranty in Section 401, if the following language or similar language is

:~conspicuously stated “Except for express warranties stated in this contract,
if any, this “information” “computer program” is provided with all faults,

--and the entire risk as to satisfactory quality, performance, accuracy, and
effort is with the user”. UCITA §406(b)(3). Unless the facts indicate

: otherwise, all implied warranties other than the warranty created under
- Section 401 are disclaimed by the expressions “as is” or “with all faults”
.+ -or-other language that calls the licensee’s attention to such disclaimer and
~:makes it clear there are no implied warranties. UCITA §406(c).

: If an agreement requires ongoing performance or a series of
. -performances by the licensor, any proper disclaimer under UCITA is
- effective as to all subsequent performances. UCITA §406(f). The parties -
- may limit the remedy for breach or warranty with respect to the limitation
of damages and the contractual modification of remedies. UCITA

§406(2). | (
.. (f) Modlﬁcatlon of a Computer Program (§407) |

. A Iicensee that alters, deletes or adds code to or from a computer
program, other than by using one of the program’s capabilities intended in
the ordinary purpose does not invalidate any performance warranties of the
unmodified copies but rather only those of the modified copy. UCITA

§407.

(g) - Third Party Beneficiaries of Warranty (§409)

L A watranty to a 11censee extends to any third person for whose
'beneﬁt the licensor provides the information or informational rights which
rightfully use the information in the manner reasonably expected by the
. licenser. UCITA §409(a). A warranty to a consumer extends to the
... consumer’s immediate family or household if such person’s use of the
.- product could be reasonably foreseen by the hcensor UCITA §409(b).

e A hcensor may disclaim third party beneﬁmanes excepttoa
-_consumer’s immediate family in a consimer transaction. UCITA §409(c).
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- A disclaimer or modification of a warrahty or remedy which is effective
against a license is also effective against any third party to which a
warranty extends. UCITA §409(d).

10.  Self Help (§§605, 815, 816)

: Three sections within UCITA govern the hcensor s use of self help.
Sectmn 605 addresses electronic regulation of performance while Sections 815
and 816 address electronic self help procedures implemented as a result of the
termmatlon of the contract for breach.

" Section 605(b) sets forth three situations where a licensor may utilize an
“automatic restraint”.. A licensor may use an “automatic restraint™:

1. If the agreement permits the use of a restraint;
2. To prevent a licensee’s use inconsistent with a contractual
o provision;
~ 3. - Toprevent use of the software after the expiration of the
Y _- . stated duration or stated number of uses; and
O ~ .. 4 - After the contract’s termination other than set forth in

- Number 3 above and upon reasonable notice to the licensee before
preventing access.. '

‘The licensor is not required to give prior notice under the first two
situations.

An “automatic restraint” is defined as “a program, code, device, or
similar electronic or physical limitation the intended purpose of wh1ch isto,
restrict use of information.” UCITA §605(a).

A licensor who meets the requirements set forth in Section 605(b) or (c)
is protected from losses due to utilizing the “automatic restraint”. UCITA
- §605(d). A licensor is free to implement an update of a software program that
incorporates an automatic restraint to disable an earlier version. UCITA §605(e).
Under Section 605(f), an “automatic restraint” cannot be used to enforce a
remedy for breach of contract or cancellatlon for breach.

_ Sectlons 815 and 816 govern the use of electromc self help Under

-§81 6(h) a party may not waive its rights or obligations prior to a breach of
confract provided, however, that the parties may prohibit the implementation of
electronic self help or may adopt provisions more beneficial to the licensee. A
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_ _';‘l_ioensee must separately authorize the use of electronic self help which must.
include certain notice and other procedures. UCITA §816(c).

11.  Mass-Market Licenses (§209)

UCITA defines a “mass-market transaction” as a consumer contract or a

transaction with an end-user licensee for information or informational rights

directed to the general public under substantially the same terms for the same
information. UCITA §§102(44). This includes all transactions in a retail market
such as shrink wrap licenses and online licenses but excludes contracts for the
display of public works, a contract for information that is customized, a site

| hcense or access contract. UCITA §102(43). A mass-market hcense is defined

“a standard form used in a mass-market transaction”.

To be valid, the license terms must be presented prior or at the time of the

: l1censee s first use of the information and the licensee manifests its assent.

UCITA §209(a). A term is not part of the license if it is unconscionable or

" conflicts with a term which the parties have expressly agreed. UCITA

§209(a)(1), (2). If the licensee refuses the mass-market license after having an
opportunity to review the license, the licensee has the right to return the

" information for a refund and the cost of return must be paid by the licensor.

UCITA §209(b). The licensee is also entitled to receive compensation for any
actual damages caused by the installation of the information for purposes of

" reviewing the license as well as the cost of femoving the software. Id. Further,

the terms of a mass market lHcense can not alter contract terms that have been
expressly agreed by the parties. §209(a)(2).

VIII. RECOMMENDED RESQURCE MATERIALS
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" Feldman and Nimmer, Drafting Effective Contracts Aspen Law & Business.
"~ Gordon, Computer Software: Contractlng for Development and Dlstrlbunon

John Wiley and Sons. :
Hancock, Data Processing Agl;eement Business Laws, Inc

Nimmer, The Law of Computer Technology, Warren, Gorham & Lamont
Raysman and Brown, Computer Law, Law Journal Seminars Press.
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L. Software Transactions, Business Laws, Inc.

Useful newsletters include The Computer & Internet Lawyver published by Aspen Law &

Business, Phone: (800) 638-8437, The Computer Law Association Bulletin, Phone: (703)
560-7747 and The Intellectual Property Law Counsellor published by Business Laws,

Inc., Phone: (800) 759-0929.

IX. . MODEL FORMS

A. Annotated Software License and Services Agreement
B. . Software Maintenance and Serv:ces Agreement
C. Consulting Agreement -
D. Assignment
E. Escrow Agreement
F. - Software License, Maintenance and Subscriber Billing Servmes Agreement
~ (Service Bureau License Agreement)
G. -, Unilateral Proprietary Information Agreement
i H. ;- Bilateral Proprietary Information Agreement
3 I = Non-Competition, Confidentiality and Inventions Agreement -
~[05:28.02]+~
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SOFTWARE LICENSE AND SERVICES AG'REEMENT.*' S

| *©C0pyr1ghtH Ward Classen 1996, 1999 - 2002.
- All rights reserved. : e

: THIS SOFTWARE LICENSE AND SERVICES AGREEMENT is made this _ ____day
of - 2003 by and between : . s
a : corporation with its pnnc1pa1 address at

(hereinafter "Licensor") and ,a corporation with
ofﬁces located at _ . (hereinafter "Customer").

Whe are the appropnate cantractmg entities?

Wheo is the Customer?; Is the Customer financially stable and able to pay chensor orisa

parent guarantee needed? (See Sections 8. H and 42) -

o Is a parent guarantee or performance bond needed to ensure the Licensor’s pe:formance ?
(See Section 8.H) g o :

o Consider the Licensor’s and Customer’s addresses as they may have income tax -

implications for the Licensor, sales tax implications for the Customer and impact any

dispute over venue and governing law.

BACKGROUND

Licensor has developed and owns certain proprietary software for use in the
, industry.. Customer desires to obtain a license to use such software -
“and have Licensor develop certain modifications and enhancements for such .. .
- software. Licensor desires to license such software to Customer and perform the
" services on the terms’ and conditions set. forth herein. S :

o Think carefulty about the wording contained in any recital, as the laws of
- some states such as Michigan treat recitals involving a statement of fact as
" conclusive evidence of the facts stated. See, Detroit Grand Park Corp. v. -
~ Turner, 25 N.W.2d 184 (Mich. 1946). '
. 'Avoul incorporating by reference the Customer’s RFP or the Licensor’s RFP
‘response as this may create an internal conflict with the terms of the
Agreement and the functional specifications contained in the Agreement.

IN CONSIDERATION of the foregoing and the mutual covenants set forth herein, and

- intending to be legally bound, the parties agree as. follows

1. DEFINITIONS

The following words shall have the followmg meamngs when used in ﬂ']lS Agreement

1.1 "Affiliate(s)" or "Affiliate Company" shalI mean those companies that are 1n1tlally

 listed on Appendix 1.1 attached hereto, which may be amended from time to time with the- pnor

written consent of an authorized executive officer of Licensor.
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- e Think about who is going to be able to use the Software and how the usage by those
entities may affect Licensor’s revenues and pricing. The Customer may want to
provide software to all of its “A (ffiliates” including those overseas. Licensor will
usually want to restrict the license to the Customer alone or to the Customer’s then
existing “Affiliates” who are listed on the attached Appendix. By listing the
Affiliates the Licensor is able to limit the license to a finite number of entities
avoiding any potential misunderstanding as to who is included. The Customer may

. not add an entity to the list of Affiliates without Licensor’s permission. The breadth
of this definition is usually an element of price. In addition to pricing concerns, the
Licensor may want to limit use of the software to ensure complmn ce with U. S

export laws

1.2 "Critical Error(s)" shall mean a failure of the Software which severely impacts
Customer's ability to provide service or has a significant financial impact on Customer for
‘which an alternative temporary solution or work around [acceptable to Customer] may not be

accomphshed

K T his definition favors the Customer as it includes not only those errors that impact
- Customer’s ability to provzde services but also any that have a ‘fnancull lmpact” on
-~ the Customer. o L e

1.3 "Custom Software" means those Deliverables which are classified in Appendix 1.4
hereto as Custom Software, as well as the documentation related thereto; an exhaustive list of
Custom Software is set forth in Appendix 1.3 hereto.

_ 1.4 - "Deliverable" means the Ha.rdware, Software and Documentatxon fo be dehvered
’ hereunder an exhaustlve hst of all Dehverables 18 set forth in Appendlx 1 4 hereto Lo

1.5 "Doeumentatlon“ means collecuvely (a) all of the wrntten prmted electromc or
other format materials published or otherwise made available by Licensor that relate to the
functional, operational and/or performance capabilities of the ABC System and/or any Software;
{(b) all user, operator, system administration, technical, support and other manuals and all other
written, printed, electronic or other format materials published or otherwise made available by
Licensor that describe the functional, operational and/or performance capabilities of the ABC
System and/or any Software including but not limited to the Functional Specifications and
Software Acceptance Plan; and (c) any other Deliverable that is not Hardware or-Software.

Documentation shall not include Source Code. S L o .

1.6 - "Error(s)" shall mean a failure of the Software to substantially conform to the,
Documentation or the Functional Specifications, which materially impacts the Software’s
operational performance or functional performance.

» The definition of “Error” is written to recognize that software by its nature is
“imperfect. The Customer, however, may want a tighter definition to ensure the
: software s performance meets the Custamer s needs.

1. 7 “Functlonal Spec1ﬁeatlons” shall mean those speelﬁcatlons to Whlch the Soﬂware _
_ shall conform as set forth Appendix 1.7. . o . o .
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b .

o The Functional Specifications should be set out in detail prior to execution of the
. Agreement to avoid later disagreements. Agreement in advance may not be feasible
depending on the nature of the development undertaken by Licensor. Without
agreeing upon the Functional Specifications, the Licensor cannot give the Customer
a fixed price for any software development., At the same time, it is unwise for either
party to agree to a fixed price with the intent on negotiating the Functional

Specifications later.

1.8  "Hardware" means those Deliverables which arc classified in Appendix 1.4 hereto

.as Hardware as well as the documentation furnished therewith in the normal course of busmess

an exhaustive list of Hardware is set forth in Appendlx 1.8 hereto.

1 .9 "License(s)" shall mean any personal non-exclusive, non-transferable, non-
assignable license or licenses for Customer's 1nternal use only granted by Licensor to Customer to

~ use the Software under this Agreement.

S 110 “Object Code" shall mean the binary machine-readable version of the Software.

- 1.11  "Services" shall mean the work done by Licensor in support of the Software,
including but not limited to development services, installation semces, trammg, consulting,

support telephone support, and such other serv1ces

Lo e e

o 112 "Site" shall mean a Customer s computer facility located in one epeciﬁc geographic
location. ' : _

i '1.13 "Software" means the aggregate of the Standard Software and the Custom Software

wone gy

" including all physical components, that are provided by Licensor, including but not limited to,
- magnetic media, job aids, templates and other similar devices; an exhaustive list of all Soﬁware is

set forth in Appendix 1.4.

1 14 "Software Acceptance Plan" shall mean that plan set forth in Appendlx 1.14.

K T he Software Acceptance Plan should be set out in detad prior to executwn of the
Agreement to avoid later disagréements. Agreement in advance may not be feasible,
however, depending on the nature of the development undertaken by Licensor. Any

plan should be objective in nature to protect both parties.

1 15 "Source Code" shall mean those statements in a computer language which when
processed by a compiler, assembler or interpreter become executable by a computer. -

1.16 "Standard Software" means those Deliverables which are classified, in Appendix 1.4
hereto as Standard Software, as well as the documentation furnished therewith by Licensor or its
subcontractors in the normal course of business; an exhaustlve list of the Standard Software is set.

forth in Appendxx 1.16 hereto.

. T he “Definitions” section of any agreement is very lmportant as this is where the
Customer or Licensor may try to insert a definition, which has a favorable
implication later in the Agreement, based upon its use. For example, many
Customers try to define the “Agreement” to mclude the RFP. This is dangerous as
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- . the deliverables may have changed from the RFP or Licensor may never have
intended to meet certain requirements of the RFP by listing such requirements in
. the “Exceptlons * portions of Licensor’s RFP response. Further, if the RFP and
-RFP response are incorporated in the Agreement the two documents may be
‘inconsistent, leading to internal inconsistencies and potentml problems of
interpretation.

2, SCOPE QOF THIS AGREEMENT

21 .:Sco_pe. This Agreement defines the t'e_m.l_s'-and cqhditi_ons under which Licensor
will design, develop, integrate, deliver, install and support the Software and the Deliverables. =

2.2 Turn-hey Basis. The Parties hereto acknowledge that the performance by Licensor
of its obligations hereunder is to be done on a "turn-key" basis". This expression is understood to
mean that Licensor is fully responsible, pursuant to the terms and conditions hereof, for the
delivery of the Deliverables in full conformity with the terms and conditions hereof, and that the
said Deliverables shall function in conformity with the performance criteria stipulated herein upon
 delivery and up to and lncludmg the date on which the acceptance certificate is issued.

. '-From the Customer’s prospective, itis import_ant that the Licensor_be responsible for .

providing the entire software system. Otherwise, if there is a defect each individual

vendor will affix blame for the problem on the other vendors. The Customer wants

to place the responsibility on the Licensor to deliver a complete, integrated working
system and if required fix any problem that arises regardless of whether it arises

Jrom the hardware, operating system, proprietary software, data base sofiware, etc.
.. For assuming this additional risk, the Licensor should be entitled to receive a higher.

Jee..

23 Modifi catwn of Delivery Daie. Either Party hereto may submit a request to the
other to modify the delivery date for one or more Deliverable(s) if it believes that such a
modification of a delivery date is necessary or appropriate given circumstances external to this
Agreement or the failure of the other Party to perform in strict conformity with the terms hereof.

It is nonetheless acknowledged that the other party shall have full power and authority to accept or

reject such arequest.
3. SOFTWARE AND SERVICES

3.1  License Grant. Subject to the prov131ons of this Agreement as well as the payment
of all apphcable license fees for the term of such license, Licensor grants Customer and-

Customer accepts a limited, personal, non-exclusive, non-transferable, non-assignable Object -

Code [Source Code] license to use the {Standard] Software for Customer's internal use only
in the United States [on the Central Processmg Units ("CPUs") llsted on Appendlx 3 1. ]

. Customer Wheo is the Customer?

s License - Licensor “licenses” its software, Licensor does not “sell” it. “Selling”
_indicates a transfer of ownership meaning the Customer could potentlally “resell”
the Software to a third party.

. _L:mlted Customer has only limited rights in the sofhvare '

‘o .. Personal - Use of the software is “personal” to the Customer only.

Copyright 1996 — 2002 H. Ward Classen. All Rights Reserved.

pr—
s

y /’—\\\
i )

f’m‘\\
€ i




. Non-exclusive - Other customers may receive a license to use the same software.

Non-transferable - The Software cannot be transferred to other entities.

- Non-assignable - The Software cannot be assigned to other entities.

Object code — Unless source code is being licensed, the Customer will receive abject
.code only. : _
o Internal use - The Software cannot be used far outsourcmg, ttmesharmg, service

- bureaus, efc. :

o United States - To avoid export issues and the potential dtversum of the Soﬁware,
the Customer may use the Software only in the United States.

e This Section assumes that the Licensor shall own all Software including the Custom
Software in contradiction of Sections 6.4 and 12.1, which assume that the Customer.
will own the Custom Software. Section 3.1.4 below provides additional language,
which allows the Licensor to retain ownership, but grants the Customer an exclusive

license to use the Custom Software. : -

s The entire license grant is preceded by the clause “Subject to the provisions of this
A greement” which allows Licensor to terminate the license grant if the Customer
breaches any other terms of the Agreement.

- The scope of the license grant is directly related to pricing. For example, while
Licensor may not initially grant a source code license which could potentially limit
_-‘ Licensor’s ability to earn revenue from maintaining the software or developing
i enhancements, licensors will often license source code for an appropriately larger

lwense fee.

"ADDITIONAL LANGUAGE GRANTING THE CUSTOMER AN EXCLUSIVE
- LICENSE IN RETURN FOR FUNDING DEVELOPMENT.

3.1.A Exclusive License Grant, In consideration of the Customer funding the
.development of the Custom Software, the Customer is hereby granted the exclusive license - _
and right to utilize the Custom Software for five years from the date Customer accepts the
Software (the “Exclusivity Period”). Daring the Exclusivity Period, Licensor shall not
license or sell the Custom Software or allow any other individual or entity to utilize the o
Custom Software.  Further, the Licensor shall not develop, create or license any other
software functionally equivalent to the Custom Software. :

o This language provides a compromise to the Customer claiming ownership of the
* Custom Saftware. It allows the Licensor to retain ownership of the Custom
" Software while providing the Customer with the benefit of any competitive
advantage that the Custom Software may provide. This language is too broad from
the Licensor’s perspective. Not only does it provide the Customer with an exclusive
- license but it also prohibits the Licensor from developing any functionality
- equivalent software. This prohibition may severely impact the Licensor’s ability to
- sell future work. Section 8.H provides alternative language allowing the Customer .
to recoup its investment in funding the development of the Custom Software from
royalties payments for future licenses of the Custom Software granted by the
Licensor. _
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3.2 - Software Related Materials. All Software used in, for or in connection with the
‘'software, parts, subsystems or derivatives thereof (the "TABC System"), in whatever form,
including, without limitation, source code, object code, microcode and mask works, including any
computer programs and any documentation relating to.or describing such Software such as, but

" not limited to logic manuals and flow charts provided by Licensor, including instructions for use
of the Software and formulation of theory upon which the Software is based, are furnished to
‘Customer only under a personal, non-exclusive, non-transferable non-a551gnable Object Code
license solely for Customer's own internal use.

3.3  No Licenses. Except as explicitly provided in Section 3.1 of this Agreement, no
license under any patents, copyrights, trademarks, trade secrets or any other intellectual property

rights; express or implied, are granted by Licensor to Customer under this Agreement.

3.4  Reverse Engineering. Customer shall not and shall not permit its Affiliates or

- any third party to translate, reverse engineer, decompile, recompile, update or modlfy all or

any part of the Software or merge the Software mto any other software

‘Section 3.4 restricts the Customer from modifying or enhancmg the Software. It is
essential this paragraph remain in the Agreement, otherwise the Customer (and
potentially the Customer’s other vendors) would under the Sega, Atari and Bateman
decisions lave the right to reverse engineer the Software to create its own interfaces,
" ete. 1tis also important that the Customer is forbidden from merging the Software
with other software, which in turn may create a new work, which could be
- copyrighted in the Customer’s name. :

3.5.  Ownership of Materials. All patents, copyrights, circuit layouts, mask works,
- trade secrets and other proprietary rights in or related to the Software are and will remain the
exclusive property of Licensor, whether or not specifically recognized or perfected under the laws

- of the jurisdiction in which the Software is used or licensed. Customer will not take any action

‘that jeopardizes Licensor’s proprietary rights or acquire any right in the Software or the
Confidential Information, as defined in Section 12 herein below. Unless otherwise agreedona. .-
case-by-case basis, Licensor will own all rights in any copy, translation, modification,
adaptation or derivation of the Software or other items of Confidential Information,
inclading any improvement or development thereof. Customer will obtain, at Licensor’s

‘request, the execution of any instrument that may be approprlate to assign these rights to.
Licensor or perfect these rights in Licensor's name. - :

e - Section 3.5 provides that even if the Customer creates a derivative work or a
modification or enhancement, in contradiction to Section 3.4, Licensor will have
sole and exclusive ownership of such work. The Licensor needs to be careful that

' any restrictions placed on the Customer do not amount to copyright misuse.

3.6  Third Party Access. Customer shall not allow any third party to have access to the
Software without Licensor’s prior written consent. ‘Further, Customer shall neither engage in nor
- permit any use of a Software such that a copy would be made of such Software solely by virtue of
- the actwatlon ofa machlne contalmng a copy of the Software o
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-» Section 3.6 prevents the Customer from utilizing outside contractors and consultants
Jrom utilizing, maintaining or supporting on the Software. This protects Licensor
. from the Customer hiring Licensor’s competitors or outsourcing the software and its
*maintenance. The second sentence seeks to negate the effect of The Computer
Mamtenance Competition Assurance Act, 17 UL S C. I 17 -

ALTERNATIVE/ADDITIONAL LANGUAGE

3.4 - Commitment to Research and Development. Licensor acknowledges that
research and development is am integral part of being able to continue to improve
functionality and meet the increasing business needs of the [name of] industry in the futare.
Having acknowledged the foregoing, Licensor shall invest on a yearly basis a minimum of
[XX] percent (XX%) of the gross revenues it collects from all customers using and receiving
services related to the Software into research and development efforts related to the
Software. In the event that Licensor fails to invest the required amount into the research
and development of the Software, Customer shall: (a) have the right to migrate to the new
services or system that Licensor offers to its customers, which migration shall be at no:
additional cost to Customer and shall include the retro-fitting of all custom programming;
or (b) have the right, at any time, to terminate this Agreement and: (i) obtain all Source
- Code and other deposit material to all Software and/or to provide Services to Customer;
and/or (ii) transition to a new software vendor, pursuant to Customer's rights under Section
5.3.3. [Transition Rights in the event of Licensor breach.] All Services prov1ded by Licensor
durmg any such transition perlod shall be provided at 10 cost to Customer.

commitment from the Licensor that the Licensor will continue to invest in the
“product to keep the product competitive during the customer’s use of the product.
This protects the customer from the Licensor “sunsetting” the product by failing to
. invest in the product and keep the product competitive with market requirements.
' The language set forth above provides the customer the right to migrate to any new
product the Licensor offers to replace the licensed software at no additional cost or
‘terminate the Agreement and obtain the source code and/ov transition to a new
vendor. This clause provides complete protection in the event the Licensor creates a
new product shortly after the customer enters into the license agreement. At the
same time, the clause creates significant risks for the Llcensor and wtll ltkely be
hotly debated in most licensing negotiations. ' : R

3.B Set_'vice Level Standards.

3.B.1 General. Licensor shall provide the Software, and any other Services, as
applicable, according to the performance criteria and at the service level standards
("Service Level Standards™) set forth in Appendix 3.B.1. Licensor and Customer shall meet on
a semi-annual basis to discuss whether changes to the Service Level Standards are necessary due
to any changes business needs of Customer. Any changes to the Service Level Standards agreed
‘upon in wntlng by both parties shall replace the then ex1st1ng Appendlx 3 B 1.
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Almost all license agreements from the Customer’s prospective should include
service level standards. Service level standards establish the minimum level of

- .acceptable performance such as response times and refresh rates. While a general

warranly ‘may include broad generalizations as to the software’s performance,

- service level standards provide specific standards that the Licensor’s software must

meet. This creates greater risks for the Licensor but the Customer is only asking the
Licensor to commit in writing to the standards the Licensor has most likely already
agreed to or stated in its marketing materials.

3.B.2 Service Level Credits. In the event Licensor fails to meet the Service Level
- Standards, Customer shall be entitled to receive from Licensor service level credits

("Service Level Credits™), which shall be: (a) in the amounts and according to the terms set .
forth in Appendix 3.B.1, all of which shall be based on Licensor’s monthly performance as-
set forth in the monthly performance reports prepared by Licensor pursuant to Section
X.6.3 (attached as an alternative section); and/or (b) in the amount imposed upon Customer
by [Regulatory Agency] for failing to comply with a State standard where such failure is
caused by a Licensor failure to meet the Service Level Standards or any other performance.
standard or requirement set forth in this Agreement. Customer shall have the right to sef off
any undisputed amounts owed to Llcensor against any Service Level Credits assessed by

- Customer agamst Licensor.

Serwce Level Crea'tts ﬂow dtrectly from the fatlure of the soﬂware to meet the -
Service Level Standards. The Customer has a_significant amount of money and

effort invested in the implementation of the software. Termination of the license

agreemenit for the failure of the software to meet the Service Level Standards is not :

always a practical solution. Further, a regulatory agency or end-user may have

-~ imposed penaltiés on the Customer causing the Customer to incur out-of-pocket
. . costs. Consequently, Service Level Credits provide the Customer with a way to.

incent the Licensor short of terminating the Agreement, The Customer should

-_ pmvtde, however, that if the Service Level Credits exceed a certain threshold that the
- Customer shall the right to terminate the Agreement (See § 5.1(d)). The Licensor

* should .ensure that the level of credits is acceptable and that the Service Level

. Standards are realistic. Further, the Licensor should insist that each set of credits

. be capped in the aggregate and on a monthly basis.

3,:_C_. Liquidated Damages.

: 3.C.1 LLquidated Pamages Payable by Licensor.

(2)

In the event that Customer refuses, as per the provisions of Appendix 3.C hereto, to
issue the On Site Acceptance Certificate on or before a day which is twenty (20}

. calendar days after the Delivery Date for Milestone Nos. __or (On Site -

Acceptance Certificates), respectively (hereinafter referred to as the "LD Date"),

liquidated damages shall be payable by Licensor pursuant to the conditions set forth in -

" Section 3.C hereof. Such liquidated damages shall be imposed on a daily basis, as

. from and including the day immediately following the LD Date up to and 1nclud1ng
the date on which the aforesaid On Site Acceptance Certificate is issued. The amount

of such liquidated damages shall be { ) per calendar day, subject to a
maximum amount of ( ).
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In the event that Customey refuses, as per‘the provisibns of Appendix 3.C hereto, to
issue the Provisional Acceptance Certificate on or before a day which is twenty (20)
calendar days after Milestone Nos. __ or __ (Provisional Acceptance Certificates),

‘- respectively (hereinafter referred to as the "D Date"), liquidated damages shall be

©

~ payable by Licensor pursuant to the conditions set forth in Section 3.C hereof. Such
- liquidated damages shall be imposed on a daily basis, as from and including the day

immediately following the LD Date up to and including the date on which the
aforesaid Provisional Acceptance Certificate is issued. The amount of such liquidated
damages shall () per calendar day, subject to 2 maximum amount

D)

Notwithstanding the provisions of Sections 3.C.1 (a) hereof, in the event that the On

" Site Acceptance Certificate is issued on a date that is more than twenty (20) calendar
*“days after Milestone No. ___(On Site Acceptance Certificate), Milestone No. .
-(Provisional Acceptance Certificate) shall be deemed to be moved forward in time by
-~ the number of calendar days equal to 2 number of calendar days between Milestone
‘No. ___, plus twenty (20) days, and the date on which the On Site Acceptance .

Certificate is issued, provided, however, that in no event shall the number of days by
which the aforesaid Milestone No. _ . shall be moved forward in time exceed one

- hundred (100).

@

In the event that Licensor refuses, as per the provisions of Appendix 3.C hcre't'o,'to
issue the Acceptance Test Cases Acceptance Certificate on or before a day which is

.~ ‘twenty (20) calendar days-after Milestones Nos.__ or __- (Acceptance Tests Cases
-+ Certificates), respectively (hereinafter referred to as the "LD Date"), liquidated

R damages shall be payable by Customer pursuant to the conditions set forth in Section

(b

©

- 3.C.3 hereof. Such liquidated damages shall be imposed on a daily basis, as from and

including the day immediately following the LD Date up to and including the date on
which the aforesaid Acceptance Test Cases Acceptance Certificate is issued. The

“amount of such liquidated damages shall be ( ) per calendar day,

subject to a maximum amount of ).

In the event that Licensor refuses, as per the provisions of Appendix 3.C hereto, to
issue the Site Ready Acceptance Certificate on or before a day which is twenty (20)
calendar days after Milestone No. ___ (Site Ready Acceptance Certificate)

‘(hereinafter referred to as the "LD Date"), liquidated damages shall be payable By
‘Customer pursuant to the conditions set forth in Section 3.C.3 hereof. Such liquidated

damages shall be imposed on a daily basis, as from and including the day immediately
following the LD Date up to and including the date on which the aforesaid Site Ready
Acceptance Certificate is issued. The amount of such liquidated damages shallbe

() per calendar day, subject to a maximum amount of { ).

Notwithstanding the provisions of Section 3.C.2 (a) hereof, in the event that the .

Acceptance Tests Cases Acceptance Certificate is issued on a date that is afier -

Milestone No. ___ (Acceptance Tests Cases Acceptance Certificate), Milestones Nos.
, and (On Site Delivery, On Site and Provisional Acceptance Certificates)
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shall be deemed to be moved forward in time by a number of calendar days equal to
the number of calendar days between Milestone No. __ and the date on which the
- Acceptance Tests Cases Acceptance Certificate is issued, provided, however, that in
no event shall the number of days by which the aforesaid Milestones Nos, _ ,
“and __ shall be moved forward in time exceed one hundred (100). Notwithstanding
the provisions of Section 3.C.2 hereof, in the event that the Site Ready Acceptance
Certificate is issued on a date that is after Milestone No. __, subsequent impacted
Milestones shall be deemed to be moved forward in time by a number of calendar
- days equal to the number of calendar days between Milestone No ~__ and the date on
which the Site Ready Acceptance Certificate is issued, provided, however, that in no
event shall the number of days by which the aforesaid subsequent impacted
~ Milestones shall be moved forward in time exceed one hundred (100).

3.C.3 Payment of Liguidated Damages. If Customer is entitled to receive liquidated damages
pursuant to Section 3.C.1 hereof, it shall notify Licensor thereof in writing and Licensor
" shall cause-a credit to appear on the next invoice it issues hereunder. If Licensor is entitled
* ‘to receive liquidated damages pursuant to Section 3.C:2 hereof, it shall notify Customer
thereof in writing and shall cause a debit to appear on the next mvmce it issues to
-Customer hereunder. - : _

3.C.4 Termination in Lieu of Liquidated Damages. In the event that the maximum amount of
liquidated damages prescribed by Sections 3.C.1 or 3.C.2 is reached, the Party that would
otherwise be entitled to receive liquidated damages shall have the right, but not the -
obligation, to terminate this Agreement pursuant to the provisions of Section 5 hereof by

~sending a notice to that effect to the other Party. :

‘o Liquidated damages are a pre-determined good-fuith estimate of damages the
 Customer will incur as a result of Licensor’s breach or that the Licensor will incur
- as a result of the Customer’s breach, which eliminates the necessity that the injured
‘party prove its damages. For example, once the Customer demonstrates that the
Licensor breached its obligations, it is entitled to collect the pre-agreed damages. If
there are concerns about the ability to collect payment, each party can require the
other to establish an irrevocable bond or letter of credit.

* Any provision for liquidated damages should be mutual as the Licensor may also .
suffer damages, for example if the Customer’s performance is delayed.

o To the extent one party’s performance is delayed by the action or inaction of the
other party and as a vesult is liable for liqguidated damages, the party whose
- performance has been delayed shall be entitled to one extra day for each day its
performance has been delayed by the other party

4. TERM OF AGREEMENT AND LICENSE

4.1 Term of Agreement. The term of this Agreement shall commence upon the
execution of this Agreement, and shall continue for ~  years unless terminated upon the breach
of this Agreement by either party [or as otherwise provided herein].
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‘e This “term” relates to the term bf the Agreement although the term of individual
licenses granted under the Agreement may be different.

ADDITIONAL LANGUAGE ALLOWING CUSTOMER TO TERMINATE FOR
CONVENIENCE

4.1.A Termination Without Cause. Upon written notice to Licensor, Customer shall
have the right to terminate this Agreement without cause. In such event: (a) Licensor shall
~discontinue its Services with respect to this Agreement; and (b) Customer shall be obligated to
pay to Licensor a termination fee in an amount equal to the Services Fees paid or payable for the
two (2) month period immediately preceding the effective date of such termination. SRR

o This clause usually benefits the Customer as it allows the Customer the terminate
 the agreement at the Customer’s convenience and depending on the wording it may
‘not allow the Licensor to recover its termination costs, investment etc, The Licensor -
- should make sure that if the Licensor accepts such a clause that the negotiated
- termination fee allows the Licensor to recover its investment, expenses and the cost .
of money. The Licensor may have significant termination costs including emplayee
 termination costs, subcontract termination costs, leases, travel etc. The language set
Jorth above does not favor the Licensor as the termination fee is not specifically -
stated and is tied to revenues. This creates the risk of an unanticipated event that
reduces the agreement’s revenues and in turn lowers the termination fee the

‘Licensor Is entitled to receive.

»  This clause must be carefully worded to clearly state how any termination fee will be
- determined. Usually the Customer must pay for work completed Licensor’s -
“termination costs and Licensor’s lost profit. The Licensor must determine whether
‘the Customer should compensate Licensor for work performed based on Licensor’s .
-costs (a cost plus model) or on a percent complete (of the praject) basis. In either
- case, the agreement should provide that Licensor is entitled to recover Licensor’s
- lost profit or at least a pro rata portion of its lost profits. -

42 Term of Licenses. Subject to the limitations contained in this Agreement, the term
- of each individual License granted under this Agreement begins on the date of delivery of the
Software, and shall terminate on the date set forth herein, unless earlier terminated as provided in

this Agreement

- The term of the “License” should begin on “delwe;y ? and m)t on “acceptance”
otherwise the Customer would have no legal obligations as to the use of the
Software prior to “acceptance”. Binding the Customer to the terms of the license
upon delivery does not indicate the Customer’s acceptance or create an obligation

. for the Customer to pay the applicable license fee. .

3. EVENTS OF DEFAULT AND REMEDIES

"~ 5.1. ~ Events of Défault. Licensor and Customer acknowledge and agree that the
following shall constitute events of default- ("Events of Default") and that the occurrence of one

Copyright 1996 - 2002 H. Ward Classen. All Rights Reserved. 1




_(l) or more of such Events of Default shall--constitute- a material breach of this Agreement which
shall allow a party, as applicable, to seek the rights and remedies set forth in this Section:

(a) Licensor's failure to deposit the Deposit material as required by the Source Code
-Escrow Agreement within the time frames specified therein;

_ (b) - Licensor's breach of the Regulatory Requirements warranty set forth in Section
- 18.C, and In no event shall such failure be Sllbj ect to a cure perlod :

(c) " Except fOT breaches that constitute a Section 5.1, (d) Event of Default, L1censors.:.:'

material breach of any license obligation as provided in Section 3 provided that such breach is not
cured w1th1n thzrty (3 O) calendar days followmg written notice of such breach;

(d) Llcensor s failure to materially conform to the SerV1ce Level Standards set forth in
Appendix 3.B OR The occurrence of Service Level Credits for any three months durrng a twelve
(12) month period in the amount of . - (8. ) or more. per month;
provided that Customer shall have provided Llcensor with written notice. of Licensor’s non-
~ comipliance after the second month of non-compliance with such written notice being provided to
~ Licensor within thirty (30) calendar days of the second month of Licensor’s non- compllance of

Servrce Level Standards R : . : :

{e)  Licensor's continuous failure to timely provide to Customer monthly. performance
reports regarding Licensor's performance in relation to the Service Level Standards as set forth in
Section 9.6.4.;

(f - Licensor's - failure to maintain insurance coverage as specified in Section 36,

' 'prowded that such failure is not cured w1th1n thlrty (30) calendar days followrng recelpt of written

notlce of such fallure,

(g9  Customer's failure to timely pay any undisputed amount o\lved to Licensor,
provided that such failure is not cured within thirty (30) calendar days following receipt of written
notice of such failure'

(h) ~ Customer’s breach of Sections 3 12 or 13 or 1f Customer otherwrse misuses the.

Software in contravention of this Agreement;

(i Either party's material breach of any representation or warranty set forth in thls

Agreement, provided that such breach, if curable, is not cured within the time frames specified in
Section 18, if applicable, or if such Section 18 does not apply to the breach, then within tlnrty El)]
~ calendar days followmg receipt of written notice of such breach

()  Failure of a party to perform any other matenal obligation under this Agreement
. provided that such failure is not cured within thirty (30) calendar days following receipt of written
notice of such failure;

(k)  The institution of bankruptcy, receivership, insolvency, reorganization or other
similar proceedings by or against either party under any section or chapter of the United States

Bankruptcy Code, as amended, or under any similar laws or statutes of the United States.or any.

state thereof, if such proceedings have not been dismissed or discharged within thirty (30)
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calendar days after they are instituted,; or the insolvency or making of an assignment for the

~ benefit of creditors or the admittance by either party of any involuntary debts as they mature or the

institution of any reorganization arrangement or other readjustment of debt plan of either party not
involving the United States Bankruptcy Code; or any corporate action taken by the Board of -
Directors of either party in furtherance of any of the above actions.

)

Appointment of a receiver for all or substantially all of either party’s assets or any

corporate action taken by the Board of Directors of either party in furtherance of the above action;

| and

A Customer should carefully consider what actions or inactions on the Licensor’s

‘behalf should constitute a material breach. Some issues such as (e) and (f) are not

as important as the failure to deliver a working product. At the same time, the
Licensor should seck to limit the number of events of default to limit its risk.

. Licensor must liave the immediate right to terminate the Agreement without

granting a cure period if the Customer breaches the Agreement by misusing the
Software. This position is justifiable because a cure perwd cannot “absolve” the

breach.

Licensor must have a time period in which to “cure” any defaults. The time period

. must be long enough to.allow Licensor to be able to do so.. Given the nature of
. software, this perwd can be no less than 30 days.

i 5,2
-occuirence of an Event of Default by or with respect to Customer, subject to Customer's rights set
. forth in Section 5.3.3, Licensor shall be entitled to any of the following remedies:

e
@
.(c} .

@

Rights and Remédieé of Licensor Upon Default of Customer. Upon the

terminate, in whole or in part, this Agreement; and/or
subject to the terms of Section 16, seek to recover damages from Customer; and/or ..

if applicable, seek to obtam the additional nghts and remedies set forth in Sectlon _
29.5 [Equltable Rehei], and/or . - S :

'[exercxse the right of self-help]

‘Notwithstanding anything contained herein to the contrary, Licensor éxpressly waives and

disclaims any right or remedy it may have to discontinue the performance of the Services or
any portlon thereof or terminate the License without due process of law, :

.

This clause seeks to prevent the Lwensor fram exercising any form of “self help”
such as stopping the delivery services or disabling its software without following the
dispute resolution procedure set forth in Section 29. Note that Section 5.3.2 .
specifically allows the Customer to exercise a form of self-help. This limitation

conflicts ideologically with Customer’s right of setoff in Section 5.3.2. and 3.B.2.

- Consequently, the Licensor should insist on parity for self help.
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"_5.3 o Rights and Remedie_s of Customer Upo‘n Default of Licensor.

' 5.3.1 General. Upon the occurrence of an Event of Default by or with reSpect to. Llcensor,
Customer shall be entitled to any of the following remedies: ~

{a) terminate, in whole or in part, this Agreement; and/or

(b) subjeet to the terms of Seetion 16, seek to recover damages from Licensor; and/or

(c) if applicable, obtain the additional remedies described in Sections 5.3.2-5.3.7; and/or

(d) if apphcable seek to obtain the addmonal rlghts and remedies set forth in Sectlon
295 IEqmtable Rellei] : . o

5.3.2  Right to Set Off. Customer shall have the right to set off any undisputed amounts
"owed to Licensor against any damages or charges 1ncludmg, w:thout limitation, Serv1ce Level
Credits, assessed by Customer against Licensor. =~ R :

o Note that this section a!lows the Customer to set oﬂ” anly undlsguted amoum‘s owed

" to Licensor. '
e The parties should specifically state and agree as to whether they have the right of
set off against the other. The common law of many states allows the right of set off

even if it is not set forth in the contract. The Licensor is more likely to be

concerned, as the Customer will want to qff.‘set any paymenrs due the chensor in the
; event of the chensor s breack - - .

- 53.3 Transition Rights.

(a) Termination by Customer. In the event Customer terminates this Agreement
pursuant to the terms of this Agreement in whole or in part, Customer shall provide to Licensor a
written notice of transition ('Transition Notice"), setting forth the target date on which Customer
- plans to cut-over from Licensor's system to a new system or otherwise not require the future
services of Licensor (the "Target Cut-Over Date"). At least thirty (30) days prior to the actual
“cut-over date ("Actual Cut-Over Date"), Customer shall provide Licensor with written notice of
‘the Actual Cut-Over Date. Licensor shall continue to provide to Customer all Services required
by Customer ("Transition Period"). Services provided by Licensor during the Transition Period

shall include all conversion and other Services necessary for an orderly transition to another
system. Customer shall place the Services Fees that accrue from and afier the date of Transition
Notice to the Actual Cut-Over Date into a Customer reserve account, and such reserved funds
shall be disbursed as follows: (i) fifty percent (50%) of the reserve funds shall be distributed to

Licensor on a pro-rata monthly basis over the first twelve (12) months after the Actual Cut-Over
Date; and (ii) the remaining fifty percent (50%) of the reserve funds shall be paid to Licensor in
one lump sum upon the Completlon of all Outsourcmg Services obhgatmns under this Agreement

. .relatmg to the Prior Claims.

_ (b) - Termination by Licensor. In the event Licensor terminates this Agreement
pursuant to the terms of this Agreement, and provided Customer pays all undisputed amounts
_ owed to Licensor, Licensor shall provide to Customer a minimum of twelve (12) months of all
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Services. Services provided by Licensor during this period shall include all conversion and other
. Services necessary (at Licensor's Service Rates) for an orderly transition to another system. °

o In both 5.3.3(a) and (b), the parties should carefully negotidate the paymerit terms.
In the event of 5.3.3(b), the Licensor may want to require the Customer to make
payment in advance. At the same time, the Licensor may want to softeri the payment
terms in Section 5.3.3(a). : o

5.3.4 Specific Performance. Licensor acknowledges that, in the event it breaches (or
attempts or threatens to breach) its obligation to provide termination/expiration assistance as
provided in Section 6.6.3, Customer will be irreparably harmed. In such a circumstance,
Customer may proceed directly to court. - If a court of competent jurisdiction should find that
‘Licensor has breached (or attempted or threatened to breach) any such obligations, Licensor.
agrees that without any additional findings of irreparable injury or other conditions to injunctive
relief, it shall not oppose the entry of an appropriate order compelling performance by Licensor -
and restralmng it from any further breaches (or attempted or threatened breaches). '

e A Licensor should carefully consider the risks before including any language that -
allows the Customer to invoke the remedy of specific performance. Specific .=~ -
performance may have a significant impact on the Licensor’s profitability and may
serve to circumvent the Itmtts of Ilablllly set forth in the agreement. -

5.3, 5 Cover. In the event that this Agreement 18 termmated in whole or part: for

Llcensor s breach, Customer shall have the right, at Licensor’s expense, to engage third parties to.
correct Licensor’s breach and to deliver any software or services that Licensor failed to dellver
Licensor shall continue performance of this Agreement to the extent not tenmnated

o Ti he Licensor should limit its Uability for cover to the overall limit of liability of the
‘contract and seek to prevent the Licensee fmm retammg the Licensor’s campetttars
 to complete the work. :

© 5.3.6. Access to Source Code. In the event that this Agreement is terminated for
Licensor’s breach, Customer shall have the right obtain, and Licensor shall have the obligation to .
grant to Customer, [upon payment to Licensor by Customer of a fee of us:
Dollars (US$ - },] such non-exclusive, [royalty-free], non- transferable, -personal;
Source Code license for the Software as may be necessary in order to permit Customer to
 complete the development, installation, deployment, operation and maintenance of the Software -
system as contemplated hereby. Set forth in Paragraph X of Appendix Y is the terms and _
conditions of the Source Code license contemplated by this Section 5.3.6. :

OR

In the event that this Agreement is terminated for Licensor’s breach, all rights, title and
interest and all copyrights and other intellectnal property rights including the right to use,
reproduce, adapt, enhance and commercialize the same, in and to the Custom Software or any part
thereof, therefore developed pursuant hereto, shall immediately vest in Customer upon the
effective date of termination agreed between the parties.

OR
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Customer shall have the right to obtain, and Licensor shall have the obli gation to grant to
Customer, such non-exclusive, world-wide, permanent licenses as may be necessary or
appropriate in order to permit Customer, or a third party engaged by Customer for such purpose,
to complete the development, installation, deployment, operation and maintenance of the
Software system as contemplated hereby. The licenses so granted shall (a) be to all such
Standard Software and other software, tools and materials, in object and/or source form, as may
be necessary and appropriate as aforesaid and (b) be limited to the exclusive purposes of the
- completion of the obligations assumed by Licensor hereunder. The royalties payable by

- Customer with respect to the-licenses so granted shall be equal to fifty percent (50%) of the L
royalties charged by Licensor in the normal course of business. At Customer's request, Licensor
shall: (A) obtdin any required consents from third parties and thereafter assign to Customer or its -

“designee leases for some or all of the Equipment that was used pnmarlly in providing the
Services as of the date of termination/expiration of this Agreement, and Customer shall assume

all obligations under such leases that relate to periods after.such date; and (B) sell to Customer or - -
its designee, at the lower of Licensor's then current book value, unrecovered capital payments or

fair market value, some or all of the Equipment owned by Licensor that was used primarily in
providing the Services as of such date. Licensor shall also provide all user and other
documentation relevant to such Equipment which is in Licensor's possession. Customer will
assume responsibility under any maintenance agreements for such Equipment to the extent such
responsibilities relate.to periods after the date of termination/expiration of this Agreement.
Licensor shall obtain any necessary rights and thereafter make available to Customer or its
designee, pursuant to reasonable terms and conditions, any third party services then being ufilized
by Licensor in the performance of the Services including services being provided through third

party. service or maintenance contracts on Equlpment and Software. Licensor will be entitled to ' o

retain the right to utilize any such third party services in connection with the performance of
services for any other Licensor Customer.

" 5.3.7. Licensor Employees and Contractors. In the event that this Agreement is terminated
for Licensor’s breach, Customer or Customer's designee shall be permitted to undertake, without
interference from Licensor, to hire any Licensor employees primarily performing the Services as
of the date Licensor receives notice of termination, or, in the case of expiration, within the six (6}

month period (or longer pertod requested by Customer) prior to expiration. Licensor shall waiye,_ .

- and shall cause its subcontractors to waive, their rights, if any, under contracts with such

personnel restricting the ability of such personnel to be recruited or hired by Customer. Customer | _

orits designee shall have reasonable access to such personne! for interviews and recruitment. If

Customer 1s entltled pursuant to this Agreement to a sublicense or other right to use any Soﬂware ) |

- owned or licensed by Licensor and utilized in performing the Services, Licensor shall provide e
such sublicense or other right.

o In the event of the Licensor’s breach, it is important that the Customer have access
to the Licensor’s employees and contractors. Access to the source code alone will
- usually not permit the Customer to maintain, support or modify the software. The
Customer’s ability to do so will be significantly greater if it is allowed to hire the
- Licensor’s employees and contractors. Thus, any prohibition on their sal:cztatton
should be waived in the event of the Licensor’s breach,

54  Attorneys' Fees. In the event of an alleged breach of this Agreement, the

prevailing party shall be entitled to reimbursement of all of its costs and expenses, including
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reasonable attorneys' fees, incurred in connection with such dispute, claim or litigation, including
any appeal’ therefrom. For purposes of this Section, the determination of which party is to be-
considered the prevailing party shall be decided by the court of competent jurisdiction or

| independent party (i.e., mediator or arbitrator) that resolves such dispute, claim or litigation. - =

6. DELIVERY OF DELIVERABLES RISK OF LOSS - TITLE

AN Del:vemr By Licensor. af Deliverables. Licensor shall dehver the Dehverablcs to
Customer at (“Delivery Place) on the Dehvery Dates : S

6.2  Risk of Loss of Dellverables The risk of loss appurtenant to all Deliverables shall
be transferred to Customer upon the issuance of an Acknowledgment of Receipt w1th respect
thereto at the Delivery Place. : :

6.3  Title to Standard Software. 1t is hereby acknowledged and agreed that Customer
shall not obtain title to any Standard Software. In lieu thereof, Customer shall obtain the license
rights relating thereto stipulated in Section 3 hereof. -

» " Generally the Customer does not have a legitimate basis for claiming ownership of -
the Licensor’s core software which the Licensor owned prior to entering into the
license agreement. It is common, however, fo negotiate ownerslup of any custom

k developed soﬂwar.e as dzscussed in Sectwn 6. 4 below -

6.4 - Title to Custom Saftware Without prejudice to the prov1smns of Section 3 hereof,

.Customer shall obtain good and clear title in and to the Custom Software upon the due payment

by Customer of the sums relating thereto. Licensor hereby agrees to provide to Customer, upon
its written-request, with such title certificates, acknowledgments and other documents as may be
necessary or appropriate to establish Customer's good and clear title in'and to the Custom

Soﬁwa:re

» Section 6.4 and Section 12.1 assume that the parties have agreed that the Customer
will own any Custom Software. See Sections 3.1 and 3.1.4, wluch assume the
' chensor, WIII retam sale ownerslup of all software

o Ownership of any Custom Software is often one af the most negotiated sections in'a
" software license. The Licensor usually insists on retaining ownership to ensure the -
~ sanctity of its product while the Customer usually believes that because it has paid
for the development, it should own the resulting product. A compromise can usually
be reached based upon the needs of each party. For example, if the Licensor wants
to retain ownership to ensure it owns its products, the Customer may be willing to
accept royalty payments for future licenses granted by the Licensor as a tradeoff to
ownership. If, however, the Customer wants to own the Custom Software to ensure
its competitors do not receive a license to the software, the Customer may be willing
_ to accept an exclusive license to the Custom Software and allow the Licensor to
- retain ownership. This exclusive license may or may not be limited to a set time
period. See Section 3.1.4 for an example of an exclusive license. :
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6.5 Titleto Hardware Customer shall obtain good and clear title in and to the .
Hardware upon the payment in full by Customer of the sums relating thereto. Licensor hereby
. agrees to provide to Customer, upon its written request, with such title certificates,
acknowledgments and other documents as may be necessary or appropriate to establish
Customer’s good and clear title in and to the Hardware.

6.6 Title to Documentation, Contractual Documents and Deliverables Other than
Those Prescribed by Sections 6.1 - 6.5 Hereof. It is hereby acknowledged and agreed that
Customer is, and shall remain, the owner of (a) all Documentation other than [list exceptions] (b)

the Functional Specifications hereto and (c) any and all information contained therein. Licensor --

shall obtain the license rights relating thereto stipulated in Sectien 12.1 hereof.

. T his section assumes that the Customer wxll own, the mtellecrual praperty rlghts S

developed by Licensor.

7. OBLIGATIONS THAT SURVIVE TERM]NATION

The parties recognize and agree that their obllgatlons under Sectlons 8, 12 14 15, 16

28, 30, 34 and 35 of this Agreement survive the cancellation, termination or expiration of
. this Agreement or the License granted under Section 3.1, .. - .

o The obligations of the parties that will survive termination of the Agreement, i.e., payment
to Licensor, confidentiality, limitation of lability, governing law etc. should be specifically
listed because these obligations would otherwise “terminate” with the Agreement. As a
result; Licensor may be unable to get paid or protect its proprietary information since the

Agreement is no longer in existence and thus the Customer is no longer bound by the terms -
 of the Agreement. Avoid use.of imprecise language such as-“Any terms of this Agreement_ ;.
. that would, by their nature, survive the expiration or termination of this A greement shall so'

survive.” to avoid dtsputes over the intent or meaning af this or similar language.

8. PRICE AND PAYMBNTS

: 8.1 Prxce Wlthout pre_]udlce to the other prov1smns of th1s Section 8 in con51derat10n
of the development and delivery by Licensor of the Deliverables and the provision of the Support
Services pursuant to Section 11 hereof, Licensor shall invoice Customer and Customer shall pay
Licensor, pursuant to the terms and conditions of this Section 8, the following aggregate sums:

" US Dollars
" For Hardware:
. 'For Standard Software:
- For Custom Software:
: C‘rrand Total: -
The aforesa1d aggregate sums shall be pald in C ) iriISt_al_.l_ment_s, )
of which are to be made pursnant to-Section 8.2 hereof and (__ ) of which are

to be made pursuant to Section 8.3 hereof.
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‘8.2 Cash Advances. The Parties have agreed that Customer is to make the following
~ cash advances in order to provide Licensor with some of the working cap1ta1 necessary to perform ;
hereunder: |

Cash Event Giving Rise Amount of the Cash
Advance | to the Cash Advance Advance
Number
Letterof = -

1 Intent

. .| Contract

2 | Signature

3 Milestone 1

4 Milestone 2

5 Delivery

TOTAL -

All cash advances so paid by Customer shall not, when paid, be deemed to have been
earned by Licensor, either for accounting purposes or for purposes of this Agreement.
Consequently, each cash advance shall be deemed to constitute an advance payment for the
Deliverables to be delivered by Licensor subsequent thereto and shall be deemed to be
"earned", in part or in full, if and when the payment against which it is taken as a credit is
made pnrs'uant to said Section 8.3 hereof. In the event that this Agreement is terminated, by
Licensor, Customer or operation of law, Licensor shall forthwith place in escrow, pursnant
to the terms and conditions of the Escrow Agreement attached hereto and made a part
hereof as Append:x 8 2, that portlon oi' the cash advances theretofore pald whlch have not

then been earned rrrrrr

e Section 8.2 characterizes progress payments or milestone payments as “advances”.
By characterizing these payments as an “advance”, the Customer seeks to undercut
" any claim by the Licensor that the Licensor is entitled to retain any monies in the’
event Licensor breaches the contract. The advances are matched against the
payment schedule set forth in Section 8.3.

o Section 8.2 provides a mechanism for the Customer to advance mdney to the
Licensor for cash advances to. help the Licensor eliminate cash flow problems

83 Payments To Be Made Wu‘h ResPect to Deliverables. Llcensor shall issue
invoices for the amounts set forth in the following table upon the occurrence of the following
events, at which time the payments corresponding to such events shall be deemed "earned”;
Customer shall remit the net payment stipulated in said table pursuant to the provisions of
Sections 8.1 and 8.2 hereof: |

Payment | Event Giving Rise Amount of Credit From Cash Net Payment
Number to Payment Payment Advance Earned |
1 Deliverable A X Cash Advance A and B X - (A+B)
2 Deliverable B Y Cash Advance C Y-C
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3 Final Acceptance Z N/A : z
Certificate :
Totals
~* - The amounts in the foregoing table which are marked with an asterisk (*) are sub]ect to

adJustment pursuant to the prov1510ns of Section 8.4 hereof.

o Section 8.3 corresponds with Section 8.2. Section 8.3 provides the mechanism to
vest payment in the Licensor after Licensor’s successful performance.

8.4  Adjustment of Prices. The amounts expressed in XXX XXX in the table set forth
in Section 8.3 hereof which are marked with an asterisk (*) shall be subject to adJustment

. pursuant to the following formula:

P =Pg(0.15 + 0.7 * $1/Sg + 0.15 * Psdoy /Psdcg)

P Amount of Net Payment after adjustment
- Pg- Amount of the Net Payment prescribed in the table set -
: o forth in Section 8.3 hereof prior to adjustment
81 .Syntec salary index value for the month of invoicing
Psdc; - Syntec products and services index value for the month.
E .= of invoicing o : :
80 - Syntec salary index value for ' 2001
“Psdeqy Syntec products a11d services mdex va]ue for

Not\)\rlthstandmg the foregomg, in the event that Llcensor is ohhgated to pay hquldated
damages with respect to the late issuance of the Acceptance Certificates or the Provisional
Acceptance Certificates, the payment to be made upon the issuance of one of the aforesaid
Acceptance Certificates shall not be adjusted pursuant to this Section 8.4 with respect to the
period extending from the Delivery Date for the issuance of the Acceptance Certificate in question
up to and including the date on which the il‘lVOiCC-fOI‘ the said payment is issued.

ALTERNATIVE LAN GUAGE TO SECTION 8. 4

8.4.4 Fees Charged By Ltcensor T he fees charged by Licensor for the Services may

be increased by Licensor once annually commencing on the date one (1) year from the Effective

Date; provided, however, that such annual increases shall not exceed the percentage increase in

the ECI for the applicable Service period. In no.event shall such increases exceed the following
percentages over the prevzous year rates nor shall such increases be cumulatzve ﬁ'om year to.

year:
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Date o Md.?_cimum Percentage
' ) Increase
September 1, 2000 to August 31, 2001 X%
| September 1, 2001 to August 31, 2002 X%
‘September 1, 2002 to August 31, 2003 . X%
| September 1, 2003 to August 31, 2004 X%

On or aﬁer September 1, 2002, Licensor shall have the right to request a meeting between the
parties to propose a.fee adjustment. If the parties cannot agree upon a fee adjustment wzthm ten
(10) business days of the request, Customer shall have the right to: (c) terminate this Agreement
and Customer shall have no termination fee obligations; or (d) continue this Agreement by paying
Licensor adjusted Service fees based on the actual ECI increase for the fiscal years commencing
- September 1, 2002 and September 1, 2003, respectively and as applicable. Any invoice relating
to fees for any Services shall detail: (e) the Services performed (e.g., each activity, task and/or
milestone); (f} the identity of the Licensor personnel performing the Services; and (g} the number
of hours and corresponding fees attributable to each such person's performance of the Services.

If you use this Section 8.4.4, Insert this definition in the “Definitions” Section of your
“agreement: "'ECI’ shall mean the official Employment Cost Index, Civilian Workers, Not
‘Seasonally Adjusted, Compensation Costs, published by the Bureau of Labor Sratzstzcs Umted

_States Department of Labor.”

8 5 Interest Licensor may charge Customer a one and one-half percent (1 1/2%)
monthly ﬁnance charge to be calculated monthly with respect to alt outstanding amounts not paid
- within thirty (30) days following the date of Licensor’s 1nvorce(s) but in no event shall any '

'ﬁnance charge exceed the maximum allowed by law.

. chensor must have the right to charge interest on unpaid balances, otherwise the
- Customer may not have a motivation to pay its bills on time. If a dispute occurs,
Licensor may be unable to charge the Customer interest while the dispute is being
resolved or afterwards if Licensor is successful in its claim. The interest rate should
be high enough so that the Customer does not view the Licensor as a bank. At the
_same time, the Customer should include a license provision allowing the Customer. .
to cha_rge interest on any unpaid amounts the Licensor owes the C_ustam_er,

8.6 T axes. There shall be added to the charges prov1ded for in this Agreement _
amounts equal to any taxes, whether federal, state, or local, however designated, that maybe
validly levied or based upon this Agreement or upon the Software, Hardware and Services
furnished hereunder, excluding, however, taxes based on or measured by Licensor’s net income, |
and any taxes or amounts in lieu thereof paid or payable by Licensor in respect of the foregoing. =
Taxes payable by Customer shall be billed as separate items on Licensor’s invoices and shall not
be included in Licensor’s prices. Customer shall have the right to have Licensor contest with the
imposing jurisdiction, at Customer's expense, any such taxes that Customer deems are improperly

levied..
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*  The Customer as the purchaser should pay all taxes except taxes on Licensor’s
income. If the Customer claims a tax exemption it must produce the approprlate
documentation to prove its exemption.

8.7  Disputed Amounts. If an invoiced amount is disputed in good faith by Customer ]

then, until resolution of the dispute occurs pursuant to Article 29, Customer may suspend disputed
payments and toll the running of time for default by: (a) paying the undisputed amount, if any;
and (b) sending a written statement of exceptions to Licensor. All of Licensor's obligations shall
continue unabated during the duration of the dispute resolution. In the event that, as a result of the

- dlspute resolutlon process, Customer is found to have 1napp1opnately withheld payment two (2)
‘times in any twelve (12) month penod Customer shall pay interest to Licensor on the second -
~ withheld payment and any subsequent withiheld payments at a rate equal to the then-apphcable

Prlme Rate plus percent as pubhshed in the Wall Street Journal

| - . _ To pratect agairist the Customer wrongfully wiﬂzhalding payttzent frbm the Licensor,

the Licensor should include language allowing the Licensor to charge interest for
any amounts wrongfully withheld. See also Section 8 5 prowdmg far mterest on

‘undisputed amounts.

ADDITIONAL LANGUAGE FAVORING CUSTOMER

'8.A  Most Favored Customer. Licensor represents and warrants to Castomer that

all of the pricing terms set forth in this Agreement are comparable to or better than- the
_equivalent pricing terms being offered by Licensor to any present customer of Licensor of
~the same: or lesser [insert limiting. factors] as customer llcensmg similar Software and

'_Serwces If, during the term of this Agreement, Licénsor enters into arrangements with any -
-~ other customer of the same or lesser [insert limiting factors] as Customer to receive similar
Software and Services and provides such customer more favorable pricing terms than those -

set forth herein, Licensor shall inmediately provide Customer with a detailed written notice
~of such terms (without disclosing Licensor's customer) and, upon such notice, this
Agreement shall be dee_'med amended to provide the same pricing terms to Customer.

OR

Most Favored Customer. In no event shall Customer pay a fee for any Services,
whether such Services are provided on a Fixed Fee basis or on a time and materials basis,
that exceeds the fees paid by any of Licensor’s other customers for services comparable to
the Services. On an annual basis Licensor’s auditor shall certify in writing that (1) no Fixed
~ Fee arrangement and no rate or price set forth in Exhibit D exceeds this limitation and (2)

any fee that would exceed this limitation has been reduced to be the same as or less than the

lowest price charged to any of Licensor’s other customers for comparable services.

Licensor’s compliance with this provision shall be subJect to audit pursuant to Sectron e
- [Insert Cross Reference to relevant andit language] : '

o  Customers usually desire “Most Favored Customer” wording to ensure they receive
the best price offered by the Licensor. The Licensor, however, should avoid the
insertion of this language to avoid having its prices ratcheted down to the lowest
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" common denominator. Licensors often try to dilute the effect of such language by
inserting qualifying language (i.e., “if Customer purchases like quantities, under
- similar terms and conditions”) that makes it difficult for the Customer to ever claim
- the benefit of its perceived bargain. The language set forth above is self initiating
and benefits the Customer as it requires the Licensor to take the affirmative step of
notifying the Customer that the Customer is entitled to a lower price rather than
having the Customer have to claim the benefit from the Licensor.

8.B Benchmarking. On the first anniversary of the Effective Date and éach
anniversary thereafier, Customer shall be entitled at its option to select a third party (the

- “Benchmarker”) to compare Licensor’s Services and fees with other arrangements of Licensor or

other consultants of a similar nature, size and significance (“Similar Arrangements”) to-ensure

~ that (i) Licensor is providing the Services at a level equal to or greater than the level at which
" Similar Arrangements are performed and (ii) Licensor’s fees are competitive with the fees for

which Similar Arrangements are performed. Customer shall attempt in good faith to select a
Benchmarker agreeable to both parties, but if the parties are not able to agree upon a Benchmarker
within a reasonable amount of time then Customer shall have sole discretion to select the
Benchmarker, provided that Customer shall not select a Benchmarker that is a direct competitor of
Licensor without Licensor’s express written consent. Each party shall pay half of the cost for the
services of the Benchmarker. In the event the Benchmarker determines Customer is not receiving
(a) Services at a level equal to or greater than the level at which Similar Arrangements are
performed or (b) fees that are competitive with the fees for which Similar Arrangements are
performed, then the parties shall revise the Services or adjust the fees, as applicable, in accordance
with such determination, provided that in no circumstance shall the level of Services be
diminished or decreased nor shall the fees payable by Customer be increased. :

 ADDITIONAL LANGUAGE WHERE APPROPRIATE.

el

' 8.C  CPU License. The machine class of each Software Licenéé, where aPP'ljicdblé.,' o
shall be determined at the time of execution of this Agreement, in accordance with Licensor’s

. then current price list as may be amended from time to time [and initially set forth in

Appendix 8.C]. Unless Customer moves the Software to a higher class Central Processing Unit
(“CPU”), said machine class shall not change for any existing License and Licensor shall not -
restructure machine classes or License fees in any way that will cause an increase in any License
fees for Licenses already acquired by Customer, other than in accordance with this Section.

¢ Pricing should be determined by the type of license granted. ‘
o Depending on the type of pricing utilized by Licensor paragraphs 8.B, 8.C, 8§.D or
~° 8E may not be applicable. '
e  Licensor must have the ability to amend its pricing, otherwise the Customer may
" claim the price is fixed for the duration of the license or the Agreement.
P

8.D CPU Upgrade. If Customer moves the Software to a higher machine class CPU,

Customer shall notify Licensor in writing thirty (30) days prior to the move and shall incur and

pay an upgrade charge that will be the difference between the License fee charged for functionally
identical Software placed on the higher class CPU, after any associated discounts are applied, and
the License fee paid by Customer for the Software being moved. "
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_ - '8E  Transfer Fees. If Customer desires, subject to obtaining Licensot’s prior written
consent, to operate the Software subsequent to a change in control of Customer, other than with
the designated CPU's or other than at Customer's site identified in this Agreement, Customer will

be required to pay Licensor a transfer fee according to Licensor’s then-existing fee structure.

e Section 8.E allows Licensor to charge the Customer a transfer fee for a change of
control. See Section 22.2 for alternative language for the Custamer s rights upon a
change of contml

8.F  Service Fees.

| 8.F.1 Fixed 'Feé Services. All Services identified in a purchase order or statement of -
work as Services to be paid at a fixed rate shall be invoiced according to the following:

% of Services Fee ' Event _
25% - Executlon of the Purchase Order/
' Statement of Work o
- 50% - Spread equally among no less than
two (2) Critical Path Mllestones
25% Pro;ect Acceptance -

'8.F.2 Time-and-Materials Services. All Services identified in a purchase order or
- statement of work as Services to be paid on a time-and-materials basis shall be invoiced in
accordahce with the terms set forth in this Section. Licensor shall invoice Customer for an
- amount equal to eighty-five percent (85%) of the fees for all Services rendered by Licensor as
such Services are rendered. The remaining fifteen percent (15%) of such fees shall be invoiced by
Licensor upon Acceptance. o : :

8.G. Customer Credit'Risk. If in Licensor’s reasonable judgment, Customer's financial -
condition- does not justify the terms of payment specified above, unless Customer immediately -
" pays for all Sofiware, Software Products and Services which have been delivered, and pays. in
advance for the balance of Sofiware, Software Products and Services remaining to be delivered |
- during the term of this Agreement Licensor may terminate thls Agreement without further .
lability to Customer. o

. 8.H  Parent Company Guarantee. [Concurrently with the execution of this

Agreement;} Licensor/Customer shall within twenty-one (21) days from the date hereof provide a
guarantee from its parent company [List Name] and in the form of Appendix 8H. The cost of
‘obtaining the guarantee shall be at the sole expense of Licensor/Customer. The parent company
guarantee shall be valid from the date of this Agreement until [final payment][thirty (30) days
after the expiry of the warranty period of the software].

"8I Customer Royalty. In consideration of Customer . partially - funding the

" development of the Custom Software, Licensor shall pay Customer a royalty on the future-

- licensing of the Software as set forth in this Section 8.H. Licensor shall pay to Customer a royalty
-based on the “Gross License Fee” (“Fee”) of the Custom Software for all third party licenses of -
" Custom Software by Licensor made within ( )} months from the earlier of {Acceptance]
or the Licensor licensing such module to any third party.
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8.1.1. Fee. Subject to the limitations of Section 8.1 above, Customer shall receive
five percent (5%) of the Fee received by Licensor for all licenses of the Custom Soﬁware licensed
by the Licensor.

» Both parties should carefully review any language describing the Customer’s right
to receive a royaly. For example, the Licensor would want fo revise the above

- language to limit the Customer’s right to receive a royalty to those funds actually

. recelved by the Licensor.” The above language places the risk of a bad debt on the
- Licensor, as the Licensor may be obligated to pay the Customer a royally on license
Jees the Licensor did not receive.

~ 8.L.2. Fee Cap. Notwithstanding anything contained in this Section 8.1, Customer
shall not be entitled to receive royalties once it has received an aggregated ()
) in royalties from Licensor’s licensing of the Custom Software. Do

o The Licensor should seek to place an absolute cap on the royalties payable to the
Customer. The Customer should be happy with recovering an amount equal to the
fees it paid the Licensor. An alternative it to cap the Customer’s recovery at a -
multiple of the fees paid by Customer to the Licensor for the module’s development.
In no event should the Licensor allow the royalty payments to be unlimited in either
amount or the period of time in which the Customer is entitled to receive them.

8.L3. Payment On or before the last business day of the first month
followmg the end of each calendar quarter, Licensor shall generate a report which shall document

the number of licenses of the Custom Software granted by the Licensor in the previous calendar L
- quarter.and all license fees received by the Licensor from the licensing of the Custom Soﬁware m .
the previous calendar quarter. Licensor shall calculate the fees, if any, that are due to Customcr

under the terms of this Section 8.H. and within thirty (30) days of such date, Licensor shall pay to .
Customer all such monies due Customer.

8.1.4. Audit, Licensor keep all usual and proper books and records pertaining to
the licensing and use of the Custom Software. During the Term of this Agreement and for three
years thereafter, Customer and/or its designated representatives, shall have the right to audit
(inchiding by inspecting and copying any such books and records) Licensor, in order to verify its

compliance with the terms of this Agreement. Customer shall conduct such audits during the

Licensor's normal business hours and in such a manner as not interfere unreasonably with
Licensor's normal business operations. Customer may conduct such audits from time to time, as
Customer deems necessary, but shall use any information obtained or observed during the course

. of the audit solely for the purposes of determining (i) whether the Licensor is making the

propér royalties in compliance with the terms of this Agreement, and is otherwise in
compliance with this Agreement and any applicable laws; and (ii) of enforcing its rights
under this Agreement and any applicable laws. Except to the extent necessary to enforce its -

- rights, Customer and its representatives will hold all such information in confidence.

o In contracts where the customer is entitled to receive a royalty or is being charged
. on atime and material’s basis, the contract should always provide for the
‘Customer’s right to audit the Licensor even if the Customer never plans to invoke it.
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Audit clauses are not approprmte Jor fixed pnce contracts under which the
_ Customer is not entitled to a royatg: :

9. PERSONNEL, MANAGEMENT, NEW PROJECTS AND TESTING

®  The Sections set forth below generally favor the Customer in that the Licensor is
_contractually obligated to commit certain individuals to the project. By doing so, the
“Licensor potentially limits its ability to operate and manage its overall business.
~Consequently, the Licensor may want to delete some of the prowswus set forth
below.

9.1 - Cooperation with Customer. Licerisor shall cooperate fully with Customer as necessary to
provide the Services, and shall disclose such information to' Customer relating to Licensor; the
ABC System and Software as may be required or necessary to provide the Services. The parties
agree that joint planmng and expenenced personnel are cntlcal factors for sucoessfully providing
the Semces - : .

9.2 - Licensor Personnel.

9.2.1 ‘General. Licensor shall provide sufficient qualified personnel to perform
Licensor's obligations hereunder, which personnel shall have a minimum of twelve {12) months of
experience similar or related to the tasks to which they are assigned to perform. All Licensor
personnel described in this Agreement shall be intimately familiar with Customer, its networks,
operations, needs and requirements. - Additionally, all such persornnel shall be intimately familiar
with [industry] functions and the regulatory requirements of the [Regnlatory Agency] with =
respect to [industry] functions. Such individuals shall be equipped with all ‘necessary- -

- infrastructure in terms of tools; networks and documentation regarding the ' ABC-System and the = -

Services and shall be sufficiently mobile to allow on-site assistance at Customer's location at any -
time. The individuals described in Sections 9:2.2, 9.2.3 and 9.2.4 below are de51g11ated as’ key :
personnel ("Key Personnel“) and are identified in Schedule 9.2. '

- The Licensor should limit the number of individuals identified as key persannel to
_retam the greatest degree of flexibility in allocating its employees among the many
- different projects it is performing. The Customer, however, should insist that any
- Licensor employee who is important to the project be listed. This prevents the
. Licensor from transferring an important member of the production team to.another
client’s project if that customer’s project were to need assistance. A complete listing
of all important employees will give the Customer greater leverage if the _Licensor_'_‘
ever sought to reassign those employees important to the Customer’s project.

9.2.2 Licensor Services Manager. The. Licensor manager for. the Services (the
* "Licensor Services Manager") is identified in Schedule 9.2. The Licensor Services Manager shall -
act as a liaison between Licensor and Customer for all matters related to this Agreement and shall 5
~have overall responsibility for ensuring Llcensors performance of its responsibilities and '
obhgatlons as set forth in this Agreement '

9 2.3 Licensor Serv:ces Support Team. The individuals identified in Schedule 9.2 shall
serve as a designated group of experts experienced with the ABC System and Licensor's Services
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who shall be available via telephone or pager continuously (twenty-four (24) hours per day, seven
(7) days per week, three hundred sixty-five (365) days per year) for Customer.to consult with
regarding issues related to the ABC System and/or the Services (the "Licensor Services Support
Team"). The Licensor support representative identified in Schedule 9.2 (the "Licensor Services
- Support Representative") shall serve as the liaison between Customer and Licensor with respect to
Support matters, which shall include attending all Planning/Review Meetings. The Licensor
Services Support Team shall provide the Information Technology Support a.nd 1\/Iamtenance=
Services descnbed in Exhibit IX.A, which shall include, w1thout limitation:

(@) EAnswermg ABC System related technical, functional and operatronal questlons and'
_ _resolvmg all ABC System problems reported by Customer; _ :

_(_b)' | __Coordmatmg all activities of Licensor personnel and Third Party personnel to'
_ 1mplement appropriate actions and resolve ABC System prob]ems '

| (c) ‘Serving as the single point of contact for any Eqmpment-rel_ated problems;
(d)  Providing any on-site Support and Maintenance Services.

(e) | ~Such other items and/or matters as may be requested by e1ther Customer or
Licensor. '

.. 9.24 Licensor Technical Support Team. The individuals identified in Schedule 9.2
shall serve as a select number of highly qualified technical staff to assist Customer in all technical
" matters related to the ABC System and/or the Services (the "Licensor Technical Support Team™).
_ Thig.Licensor technical support. representative identified in Schedule 9.2 (the "Licensor Technical
~ Support Representatzve") shall serve as the liaison between Customer and Licensor with respect to-

- technical support matters, ‘including prov1dmg input at all Planmng/Re\new Meetings, - The

Licensor Technical Support Team shall be knowledgeable about and capable of discussing with
Customer the following subjects, without limitation: :

(a) The'design and architecture of the ABC System; -
. (b)  Licensor 's current research and development efforts and activities;

(c) '_Suggesnons made by Customer representatives as to future Llcensor research and
development efforts;

(d) | Changes to Licensor 's preferred equipment platforms for the ABC System;

B (¢  Emerging technologies and the role such technologles can and should play 1n future
o research and development efforts; :

(/] Licensor short-term and long- “term business strategxes vis-a-vis Licensor's dec1srons
' to invest in the development of certam products or 'services over others S

(g}  Licensor's mtemal research and development budget proposals (before ﬁnahzed)
- for the future ﬁscal year; and
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(h) . Such other items and/or matters as may be requested by either Customer or

: Llcensor

' 93 Selection and Cominuity;

_ 9 3.1 Selection.. For any new or additional Licensor personnel, Licensor shall prov1de:_‘
Customer with a listing of the qualifications required of the personitel who will be assigned to

accomphsh the tasks described in this Agreement and a list of the personnel Licensor proposes to
assign to perform such tasks. Licensor shall notify Customer if any of the proposed individuals
have less than twelve (12) months’ experience related to such tasks. The list shall include the
- professional gualifications of each individual, along with their proposed role. Customer shall
have the right to review the qualifications of the proposed Licensor personnel, interview all such
personnel and reject any personnel whom Customer reasonably determines to be unqualified to
perform the tasks assigned to them under this Agreement. Any Licensor personnel who are
assigned or designated to perform such tasks who have less than the required twelve (12) months
of experience shall be clearly identified by Licensor to Customer as "Trainees". Licensor shall
obtain Customer's written consent prior to deploying any Trainees to work under this Agreement
and shall not charge Customer for the services of any such Trainees.

- 9.3.2  Continuity. Except for changes in personnel due to resignation, termination,
. promotion, geographic transfers or leaves of absence, Licensor shall maintain the same Licensor
Services Manager and other Key Personnel throughout the term of this Agreement. Licensor shall
not reassign away from Customer the Licensor Services: Manger or any member of the Licensor
Services. Support Team or the Licensor Technical Support Team. Licensor shall not promote an

empi_oyee for the purpose of avoiding its obligations under this Section. For any transfers -
approved by Customer, any required transitions will be accomplished in an orderly and’
-~ businesslike. manner upon four (4) ‘weeks advance written notification and with on-going
: _telephone consultatlon with the departing individual in order to achieve a seamless transition and

minimize any disruption that may be experienced by Customer as a result of such transmons

o Although the Customer may seek to limit the transfer of certain key employees it is

unreasonable to prevent the Licensor from operating its business in the normal
course. Consequently, the contract should provide for the ability the Licensor to
replace certain key employees upon the occurrence of certain events.

. 9.4 .. Replacement. Customer shall have the right to require Licensor to replace the
Licensor Services Manager and other Key Persomnel whom Customer deems to be unfit or
otherwise unsatisfactory to perform Licensor's duties hereunder. In the event Customer requests
that Licensor replace any such Licensor personnel, Licensor promptly shall replace such personnel
with qualified replacement personnel. For the purpose of this Section, "qualified" means that the
proposed replacement personnel possess comparable experience and training as the Licensor
personnel being replaced. At no additional cost to Customer, such replacement personnel shall
work with the replaced Licensor persomnel for a transition period that will be specified by
Customer, the duration of which shall be based upon the duties and responsibilities of the person
being replaced and any other applicable criteria. In addition to the foregoing, and provided the

. replaced Licensor personnel remain in the employ of Licensor, such personnel shall continue to be
available by telephone to answer any project-related questions in order to achieve a seamless -

transition and minimize any disruption that may be experienced by Customer as a result of such
replacement. The cost and expenses associated with the replacement of any Licensor personnel
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shall be paid by Licensor. Race, gender, age, religion, national origin and other legally
discriminatory characteristics shall not be valid grounds for any such request by Customer.

9.5  Customer Personnel. Customer shall provide persomnel to perform its
responsibilities under this Agreement, including a manager for the Services (the "Customer
Services Manager"), who shall act as a liaison between Licensor and Customer, coordinate
Customer resources, coordinate Customer personnel and have overall respon51b111ty for meeting
Customer's responsibilities and obligations.

9.6 Meetings and Reports.

9.6.1 On-site Readiness Meetings. On a bi-weekly basis, the Licensor Services
Manager and the Customer Services Manager shall be available to meet at Customer's facility to
review the status of Licensor's performance under this Agreement including, without limitation,
the timely and accurate generation of all required reports as set forth in Attachment __ to
Schedule . Customer shall reimburse Licensor for all reasonable travel and out-of-pocket
expenses incurred by the Licensor Services Manager in connection with such meetings, provided -

- that such expenses conform to Schedule

9.6.2 Contract Management Meetings. On a monthly basis, or more often if Customer
requests, the Licensor Services Manager and other applicable Key Personnel, the Customer .
Services Manager, other appropriate representatives of the parties and any necessary Third Parties
shall meet at a Customer-designated site to discuss Licensor's compliance with the terms and =

-condltlons of thls Agreement and to review, without limitation, the followmg items:

w '_ (@) Allf ﬁnanc1a1 arrangements mcludlng invoices subm1tted by Lieensor

EE (6)  Adetailed status report as described in Section 9.6.4, mciudmg, without llmltatlon, =

Teporting on Licensor's comphance with all Servwe Level Standards and the status
of any Project;

(¢  Any specific difficulties or issues that may exist; including any personnel issues
and dny proposed changes to the Agreement or any Service Level Standards; and

(d) Such other matters as may be requested by either party.

Licensor shall keep minutes of all Contract Management Meetings in form and substance
reasonably satisfactory to Customer, and Licensor shall issue copies of the minutes to all ‘meeting
attendees w1th1n forty-eight (48) hours of each meeting. ‘

9.6.3 Planning/Review Meetings. On a quarterly basis, or more often if Customer
requests, the Licensor Services Manager, the Customer Services Manager, the Licensor Technical
Support Representative, the Licensor Technical Support Representative, any other appropriate
representatives of the parties and any necessary Third Parties, shall meet at a Customer-designated
site to review Licensor's compliance with the terms and conditions of this Agreement and to plan

for Customer's acqmsxtlon of any new services and to discuss, wzthout lnmtatlon the following

1tems

(a)  Performance of the ABC System and plans for improving Licensor's performance;
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(b)) Performance of the Licensor Services Support Team and plans for 1mprov1ng'l-'.

Licensor's performance;

- (¢ Performance of the Licensor Technical Support Team and plans for 1mprovmg
: _L1censor $ perfonnance, :

(d} The status of any PI'O_] ects, including Custom Programming Projects;
('e) A description of any change in recommended Equipment platforms; and

(/) - Such other matters as may be identified for discussion by either party.

The parties jointly shall prepare and distribute a meeting agenda for each quarterly -
Planning/Review Meeting at least ten (10) calendar days prior to the date of the Planning/Review

- Meeting. Each party shall be responsible for its own travel or out-of-pocket expenses incurred in
- connection with attending the Planning/Review Meeting. : :

9.6.4 ‘Reports. Licensor. shall provide to Customer the specific reports listed in

- Attachment __ to Schedule ___ in accordance with the terms and conditions set forth therein. In
. addition, -at least five (5) business days before each monthly Contract Management Meeting,

Licensor shall present to Customer written reports of the performance of the ABC System and the

- Services in forms substantially similar to the forms attached as Schedule 9.6.4. The report shall

| include a summary, in such detail as Customer shall reasonably request, of: (a) the monthly

performance of the ABC System and Services in relation to the Service Level Standards; (b) any
accomplishments and difficulties encountered during the prior reporting period; (c) suggestions

~and proposed actions for dealing with and resolving any identified difficulties and the anticipated
results: during the next reporting period; and (d) a comprehensive and consolidated log of all
outstanding support and technical problems identified by Customer and Licensor that remain to be
resolved. Customer shall have the right to assume that Licensor does not know of any problems,
difficulties or issues that may have an adverse impact on the Services (whether from a timing, cost
or performance standpoint) unless Licensor specifically identifies such problems, difficulties or
issues in its written performance reports. Licensor's failure to provide such reports within the time

- frames set forth in this Section shall result in a $1 OOO/day per report late charge to be paid by
Licensor to Customer. e

9.7 Admiﬁistmtian of the Agreement. The Customer Services Manager and the _'
Licensor Services Manager shall administer the Change Order process set forth in Section 9.8 and
all decisions requiring the consent and/or approval of the other party, except for those decisions

requiring the consent and/or approval of Customer pursuant to the terms set forth in Sections 22
and 40, which consent and/or approval shall be effective only upon a written notice signed by a

Vice President or higher-level officer of Customer. All consents and/or approvals made in
contravention of the terms set forth in this Section shall be void and of no force and effect. Such
Managers - shall. be responsible. for 1dent1f)nng within. their respective organizations the

' 1nd1v1dua1(s) authorized to sign a Change Order based on the dollar value of such Change Order

_ 9.8 Change Order Procedure If either party beheves that a change in the Serv1ces
and/or a Project (whether in time frames, costs or deliverables) is necessary or desirable, such '
party shall submit a written- change request to the other (a "Change Request"). Licensor

Copyright 1996 — 2002 H. Ward Classen. All Rights Reserved. S o _ _ 30

—
KN
; %

RS
7 A




represents to Customer that it has factored into Licensor's fee adequate contingencies for de
minimis change orders. Accordingly, if Change Requests are made, they will be presumed
not to impact the fees under this Agreement; provided, however, that if the Change Request
consists of other than a de minimis deviation from the scope of the Services and/or Project,
Licensor shall provide Customer with written notification of such other deviation within
five (5) business days after receipt of the Change Request. If agreed to by Customer, a change
in the fee shall be made. In the event of a Customer-initiated Change Request, within five (5)
business days of Licensor's receipt of such Change Request, Licensor shall provide to Customer a
written statement describing in detail: (a) the impact on the ABC System performance, if any, and
the modifications to the ABC System that will be required as a result of the Change Request
including, without limitation, Change in Software, Equipment, if any, and Services; and (b) an
estimate of the cost to implement sach Change Request (collectively, the "Change Response™). If
Licensor :submits a Change Request to Customer, such Change Request shall include the
information required for a Change Response. Customer shall accept or reject any Change
Response or Licensor-initiated Change Request, as applicable, within five (5) business days after

~ receipt of same from Licensor. If Customer accepts a Change Response or Licensor initiated-

Change Request in writing, such Change Response, together with Customer's Change Request or
such Licensor-initiated Change Request, shall be deemed to be a "Change Order" and shall
become part of this Agreement. 'If Customer rejects Licensor's Change Response or Licensor-
initiated Change Request, Licensor shall proceed to fulfill its obligations under this Agreement. .

o The change order procedure section is one of the most important sections in any

b license but yet it often receives little attention in the negotiation process. Many
) * disputes that arvise under a software license are directly related to “scope creep”,

5 " changes to the functional specifications or other delivery obligations. The process
Jor implementing these or other similar changes should be clearly documented to

* eliminate the potential for future disagreements. Licensors should avoid language - '

‘* - like that above, which allows the customer to make de minimis changes without
S - additional cost to the customer. This subjective standard can create many problems .
- of interpretation potentially leading to litigation. :

9.9 - New Projects. Licensor shall provide any new product and/or functionality to
Customer as part of a project (each a "Project") to be 1mp1emented and managed pursuant to. the .
terms and conditions set for in Schedule 9.9. .

9.10  Testing Process. Customer shall have the right to test all new Services, Soﬂwafe
“and Custom Programming obtained or licensed from Licensor, as applicable, and shall have the .
right to test any and all Enhancements thereto in accordance with the terms set forth in Schedule.

9.10.

. 9.11 Time Tracking. Atthe end of each week during which Licensor provides Services
on-site at a Customer location, Licensor shall report in a Customer time tracking system all hours
that it and its employees worked pursuant to this Agreement and any individual project during
- such week. Customer shall review such reports and notify Licensor of its acceptance of such
reports or its good faith dispute of any of the information provided in such reports.- Customer
shall not be obligated to pay Licensor for any of Licensor’s time that is the subject of such a
dispute, and the provisions of Section 8.7 relating to disputed invoices shall also apply to any
disputes under this Section 9.11. The parties may agree that employees of Licensor who provide
Services from a location other than a Customer location will have access to the time tracking
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system and, in such event, such employees use of the time trackmg system shall be governed by -
the prov1s1ons of this Section 9.11. '

9.12  Competitors. Licensor acknowledges that any work performed by Licensor for-
competitors of Customer could implicate the proprietary rights of Customer. In order to avoid
‘disputes concerning infringement of Customer's proprietary rights, during the term of any Project -
Agreement and for a period of one (1) year thereafter, Licensor shall not, without the prior written
consent of Customer, provide consulting services to any company or entity whose business
competes with any [dcscrlbc product] product of Customer or whose mterests are adverse to
those of Customer. ' '

9.13 Quahty Control. Licensor shall provide all Work Products and Servicesin
conformance with any quality control requirements Customer may provide to Licensor from time
to time, and shall provide to Customer such documentation as Customer may request,
demonstrating that such Work Products and Services have been. provided in conformance with

such requirements. Customer may visit Licensor’s facilities to audit Licensor’s adherence to any _

' such quahty control requlrements provrded by Customer.

9.14 Nonsohcztatzon of Emplayees Durmg the term of this Agreement and fora penod
of 180 days thereafter, neither party shall solicit for employment or hire employees of the other
party and its subcontractors who have been involved in rendering or receiving services
under this Agreement without obtaining the prior written consent of the other party; provided,
however, that this restriction shall not prohibit either party from conducting general solicitations
in newspapers in connection with its hiring. Accordingly, if either Licensor or Customer, at any
time during the term and 180 days thereafier, hires any employee of the other party and its
subcontractors who has been involved in rendering or receiving services hereunder, the

hiring - party: shall' pay-to the other party -a-fee, equal to- one hundred percent (100%) of the -

" annualized gross compensation, reportable on-a Form W-2 to-the Internal Revenue Service, that
was most recently earned by such person as an employee of the other party. The provisions of this
Section 9.14 shall not restrict the hiring of any person who: (a) has not been involved in rendering
or receiving services, on behalf of Licensor or Customer, under this Agreement; or (b) has not
been an employee of the other party for one hundred eighty (180) or more days. This Section 9.14
sets forth the exclusive remedy of Licensor and Customer in each instance in which a party hires a

present or former employee of the other. The parties expressly agree that a fee calculated in
accordance with this Article is reasonable and adequate compensation for the costs that would be

incurred in each such instance. Further, Licensor shall provide Customer with written notice

before hiring any person who has been employed by Customer at anytlme n the 12 months pnor-

to such notice.

~ ®  Both parties should insist on the inclusion of a non-solicitation clause or the
. execution of a separate non-disclosure agreement as they both have made

- significant investments in their employees. The Licensor does not want the

- Customer hiring its employees directly to save money or create internal expertise. At

. the same time, the Customer does not want the Licensor hiring its employees after -
they have been trained. Agreemg to a set ltqmdated damages amount serves as a

significant deterrant.
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9.15 - Approval of Subcontractors. Licensor shall obtain Customer's prior written
consent, which Customer may withhold in its sole discretion, before entering into an agreement
with any subcontractor who may be retained by Licensor to supply any Software, Services or
provide any Deliverables hereunder. Customer shall not be bound by the terms of such
agreements entered into by Licensor and such agreements shall not contain any obligation with
respect to Customer including, without limitation, a guarantee of payments to such subcontractor.

-Any approval of Licensor's right to use a subcontractor shall be conditioned upon Customer's

ability to obtain a full assignment of such agreement upon written notice by Customer to Licensor
and the subcontractor following any default by Licensor under this Agreement including, without

- limitation, any warranties contained therein. Licensor agrees that assignment of any subcoﬁtractor

agreement to Customer shall in no way diminish, reduce, modify or affect Licensor's duties or
warranties to Customer hereunder, except with respect to the future performance of the
subcontractors subsequent to such assignment. All subcontractors and their representatives,
agents and employees must sign a Confidentiality and Non-Disclosure Agreement, in substantially

the form set forth in Exhibit 9.15.

10. INVOLVEMENT OF CUSTOMER EMPLOYEES IN LICENSOR’S TEAM

10.1 Involvement of Customer Emplovees/Consultants in Licensor's Development Team

10.1.1 In order to permit a transfer of know-how relating to the Custom Software, Customer shall
... have the right, but not the obligation, to cause up to three (3) of its employees and/or
-+ consultants to work at Licensor Licensor's offices in [Location] as part of each of the
.. Licensor teams that develop the Custom Software and Licensor hereby agrees to welcome
. such Customer employees/consultants into such teams pursuant to the terms and '
.. conditions of Sections 10.1.1 - 10.1.3 and 10.3.1 - 10.3.6 hereof. If Customer wishes to
- avail itself of this possibility, it must notify Licensor, no later than thirty (30) calendar
-~ days before the date on which the said Customer employees/consultants will join the
- Licensor development team(s). The said employees/consultants shall join Licensor's
- development team(s) no earlier than the date of issuance of the Functional Specifications
Acceptance Certificate, as the case may be, and shall cease to work with Licensor no later
than the date on which the Acceptance Certificate is issned.

10.1,2 Customer shall ensure that its aforesaid employees/consultants possess a minimum level of
- engineering competence in (a) the general field of software and documentation
- development, in particular, as concems Unix systems, telecommunications protocols, local
area networks (LANSs) and wide area network systems (WAN s) and (b) Type B technology
or EDI or 9.400 technologies.

10.1.3 During the time of involvement of the aforesaid Customer employees/consultants,
Licensor shall have full authority to direct such employees/consultants.

10.2 - Involvement of Customer Personnel in Licensor’'s Integration and Acceptance Team

10.2.1 In order to permit the training of Customer employees/consultants with respect to the use
and operation of the Deliverables, Customer shall have the right, but not the obligation, to
cause up to two.(2) of its employees/consultants to work at Licensor Licensor's offices in
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" the [Location], or at the Site, as part of each of the Licensor integration and acceptance
teams. Licensor hereby agrees to welcome such Customer employees/consultants into
~ such teams pursuant to the terms and conditions of Sections 10.2.1 - 10.3.6 hereof. If - -~
o Customer wishes to avail itself of this possibility, it must notify Licensor, no later than (
* fifteen (15) calendar days before the date-on which Licensor commences the factory tests
-~ at its premises with respect to the project on which the said employees/consultants will
~ work; in this connection, Licensor hereby agrees to give Customer no less than thirty (30)
* calendar days prior written notice of the date on which it intends to commence its factory -
tests. The said Customer employees/consultants will join Licensor's integration and e
acbeptance team(s) no earlier than the date on which Licensor commences its factory tests -
" ~for the project in question and shall cease to work with Licensor no later than the date on
' wh1ch the Delivery Acceptance Certlﬁcate is issued. : ‘

10.2.2 Customer shall ensure that its aforesaid employees/consultants possess a minimum level of
engineering competence in (a) the general field of software integration and acceptance, in -
particular, as concerns Unix systems, telecommunications protocols, local area networks
(LANSs) and wide area network systems (WANG), (b) Type B or 9. 400 or and (c) the
content of the Acceptance Tests. '

10.2.3 During the time of involvement of the aforesaid Customer employees/consultants,
Licensor shall have full anthority to direct such employees/consultants.

10.3  General

10.3.1 Notwithstanding the foregoing, Licensor shall have the right, () prior to Customer o ( B

employee's/consultant's relocation to Licensor, to reject said employee/consultant on the

basis of his credentials or (b) subsequent to an employee's relocation to Licensor, to -
require Customer to recall the sajd employee on the basis of his job performance. Inthe
event of a rejection or recall of a Customer employee/consultant, Customer shall have the
right but not the obligation to provide a replacement for such employee/consultant. In no

“event shall any such rejection or recall diminish or void Customer's assurance relating to

- the technical competence of its employees/consultants, as aforesaid. -

10.3.2 Each of the aforesaid Customer employees/consultants shall, before commencing any
- work, execute and deliver to Licensor and Customer a Non-Disclosure Agreement in the
form of Appendix 10.3.2 attached hereto. Customer acknowledges that a material breach
by one of its employees/consultants of the aforesaid Non-Disclosure Agreement shall, for
the purposes of this Agreement, constitute a breach by Customer under Section 6 of this

Agreement.

© 10.3.3 Licensor shall be responsible for any and all work performed by the aforesaid Customer
employees/consultants; in no event shall Licensor be relieved of any of its obligations
hereunder, as a result of (a) any rejection/replacement of a Customer employee/consultant
pursuant to Section 10.3.3 hereof, (b) the activities of Customer employees/consultants,
except where such activities are in direct opposition to instructions given by Licensor or ..
constitute intentional or grossly negligent acts or omissions which affect Licensor's

* performance hereunder or (¢) the election by Customer not to cause any of its . {
employees/consultants to be integrated into the Licensor team. In no event shall Licensor
be liable for the tortuous acts or omissions of any Customer employee/consultant and -

“u, .
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Customer shall indemnify and hold harmless Licensor from any third party claims, actual
losses, costs (including reasonable attorneys fees) and direct damages or liabilities arising

therefrom.

10.3.4 The Parties hereto expressly agree that the Customer employees/consultants relocated to

Licensor as per above shall not be considered to be employees/consultants of Licensor.

- Customer shall, at all times, be responsible for any compensation, insurance or other

10.3.5

employee benefits to which such employees/consultants are, or may become, entitled and,
under no circumstances, shall Licensor be required to make payment of any kind to any
such employee/consultant on Customer’s behalf.

The Parties hereto further expressly agree that said Customer employees/consnltants shall
not have the authority (a) to make representations on behalf of or to otherwise bind
Customer or Licensor in any manner whatsoever and (b) to convey any information or

Deliverable to Licensor for or on behalf of Customer. Consequently, if Licensor relies on

any representations and statements of the aforesaid Customer employees/consultants, it
shall do so at its own risk.

A Customer should insist on inserting into its contract language similar to that set forth
in this Section 10 to avoid the Licensor selling a project with its experienced personnel
and later staffing the Customer’s project with less experienced people. It is unlikely,
however, that a Licensor would accept the language as written.

The language set forth above allows the Customer’s employees to participate in the

.+ development process. The Customer’s goal is two fold. The first is to allow the
" Customer’s employees to become educated in the operation and development of the

saftware. - This will reduce the Customer’s dependency on the Licensor’s employees. To
some extent, it will also allow the Customer’s employees to provide maintenance,
potentially reducing the Customer’s maintenance costs. The second it will allow the
Customer to keep closer track of the development process. If problems develop, the
Customer will have an unbiased view of the nature of the problem and its significance. -
It will avoid any lack of candor on behalf of the Licensor if a problem arises. The

.. Licensor may have concerns about including this language but there are no legitimate o

‘reasons for not including it if the Customer’s employees sign appropriate non-

-disclosure agreements and the Customer’s assumes responsibility for any delays caused '

by its employees

11 SUPPORT SERVICES

111

| Training Services. Tn addition to the training prescribed by Section 10 hereof, Licenso_if _' _'

undertakes to provide training services to Customer personnel with a view to permitting
them to operate, administer and maintain the ABC System. In the event that Customer

.- ‘wishes to obtain such training services, Customer and Licensor shall agree upon a
statement of work pursuant to the provisions of Section 11.4 hereof. Customer shall
. designate, in this regard, such members of its personnel which are sufficiently qualified
. -and skilled to participate in such training, and the said training shall take place in _
- compliance with the conditions to be defined at a later date by mutual agreement between

the Parties.
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11 2 Installation Serwces It is hereby acknowledged and agreed that Licensor shall provide
" such installation services as are classified, pursuant to the provisions of Appendlx 11.2
- hereto, as prerequisites for the appropriate Acceptance Procedures. In the event that
Customer wishes to receive installation services above and beyond same, Customer and
- Licensor shall agree upon a statement of work pursuant to the provisions of Sectlon 112
'hereof .

11.3°  Hardware and Software Support Services. Provided Customer is not then in
default of its obligations under this Agreement, Licensor agrees to make Hardware
support services, Standard Software support services, and Custom Software support
services available to Customer on an annually renewable basis for a period of

o (_) years from fthe Effective Date, the date of this Agreement, or an event
 such as acceptance] pursuant the terms and conditions of Appendix 11.3 hereto.

e  Most software is of little value if it is not supported and miaintained.
" The Customer is usually unable to provide such support and

maintenance as it lacks access to the software’s source code and the
Customer lacks the requisite knowledge to provide such support. As
" 'such, the Customer should require the Licensor to commit to provide
- support for a set number of years for a set price. Without a set price,
' the Licensor has significant leverage over the Customer as the
Customer has no practical choice but to purchase support regardless

of price.

11.4 Additional Support Services. In'the event that Customer wishes to receive services above

and beyond those contemplated by Section 11.1 - 11.3 hereof, Customer and Licensor shall -

agree upon a statement of work pursuant to the provisions of Appendix 3 hereto.

12, " PROPRIETARY RIGHTS, CONFIDENTIALITY AND SECURITY -

12.1 Ownership of Intellectual Property.  Pre-existing intellectual property and all

improvements thereto that Licensor uses in connection with performing the Services, providing

any Deliverables and performing any other Services hereunder shall remain the sole and exclusive
property of Licensor, and Licensor shall mark any such written materiais as "confidential" and/or
"proprietary”. Any Custom Programming, including all source code and materials developed
by Licensor, all intermediate and partial versions thereof, as well as all specifications,

_program materials, flow charts, notes, outlines and the like created in connection therewith

(collectively, " Custom Programming Materials") shall be the sole and exclusive property of

‘Customer. All written reports, requirements documents (including newly created technical and

- non-technical data embodied therein), specifications, program materials, flow charts, notes,
outlines and the like that are developed, conceived, originated, prepared or generated by Licensor
in connection with Licensor's performance under this Agreement including, without limitation, all
copyright, trademark, trade secret and all other proprietary rights therein and derivative works
created therefrom (collectively, "Written Deliverables"), shall be the sole and exclusive property
~ of Customer.  Such ownership of Custom Programming Materials and Written Deliverables shall
inure to the benefit of Customer from the date of the conception, creation or fixation of the
Custom Programming Materials and Written Deliverables in a tangible medium of expression, as
applicable. All newly created copyright aspects of the Custom Programming Materials and
Written Deliverables shail be considered a "work-made-for-hire" within the meaning of the
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Copyright Act of 1976, as amended. If and to the extent the Custom Programming Materials and
Written Deliverables, or any part thereof, are found by a court of competent juriSdiction not to be
a "work-made-for-hire" within the meaning of the Copyright Act of 1976, as amended, Licensor -
agrees that all exclusive right, title and interest in and to those newly created copynghtable aspects
of the Custom Programmlng Materials and Written Deliverables, and all copies thereof, are
hereby exprcssly assigned automatlcally to Customer without further consideration. Any
agreement entered into by Licensor and a Third Party in: connection with Services related to.
Custom Programming Materials and Written Deliverables under this Agreement shall require the
prior consent of Customer .as set forth in Section 12.3, and shall further include substantially the
same terms as those appearing in this Section to ensure that Customer obtains the same rights in
the Custom Programming Materials and Wriften Deliverables generated under such Third Party
agreement as those set forth in this Section. Licensor agrees to assist Customer in obtaining and
enforcing all rights and other legal protections for the Custom Programming Materials and Written
Deliverables and to execute any and all documents that Customer may reasonably request in
cormection therewith, including any copyright assignment document(s). Licensor shall ensure that
ail Custom Programming Materials and Written Deliverables created hereunder (including each

- page of any document produced) will be marked as follows:

. Confidential and Proprietary
© Copyright [2002/Year Developed] Customer
All Rights Reserved

Licensor shall not re-use the Custom Programming Materials or Written Deliverables, or any
intermediate or partial version thereof, or any derivative work based upon the Custom

- Programming Materials or Written Deliverables without Customer's express written consent,

which consent may be withheld by Customer in its sole discretion.

T his language assumes that the Customer wzll own the work product created by the
chensor under this Agreement. The Licensor should think carefully before
agreeing to give up ownership rights as this decision may limit the Licensor’s ability
to perform similar work in the future or impact the Licensor’s future profit margms__
by limiting its ability to reuse the code. '

122 Confidential Information "Cohfdential Informatian" means any material, data or

information in whatever form or media of a party to this Agreement that is provided or disclosed
to the other, except for any information that is: (a) publicly available or later becomes available

- other than through a breach of this Agreement; (b) known to the Receiving Party or its employees,
agents or representatives prior to such disclosure or is independently developed by the Receiving -

Party or its employees, agents or representatives subsequent to such disclosure; or (c)

subsequently lawfully obtained by the Receiving Party or its employess, agents or representatives
from a Third Party without obligations of confidentiality. Confidential Information shall include
the following categories of information whether disclosed orally or not marked as confidential:
Written Deliverables, network configurations, network architecture, Services rendered by Licensor
to Customer financial and operational information, and other maters relating to the operation of .
the parties’ business, including information relating to actual or potential customers and customer
lists, customer usage or requirements, business and customer usage forecasts and projections,
accounting, finance or tax information, pricing information, and any information relating fo. the
corporate and/or operational structure of Customer and its Affiliates, Software, Equipment,
Deliverables or Services rendered under the Letter Agreement and any amendments thereto, any
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information exchanged between the jaal‘tieé pursuant to the Non;Disclosure"Agreeme'nt, and all *

information and materials relating to Third Party vendors, systems integrators or consultants of

Customer that have provided or that may provide in the future any part of Customer's information -
or communications infrastructure to Customer. The party that has received Confidential ~
Information (the "Receiving Party") shall exercise the same degree of care and protection with’
respect to the Confidential Information of the party that has disclosed Confidential Information to"

the Receiving Party (the "Disclosing Party") that it exercises with respect to its own Confidential
Information and shall not directly or indirectly disclose, copy, distribute, republish or allow any

" Third Party to have access to any Confidential Information of the Disclosing Party.
. Notwithstanding the above: (d) Customer may disclose Licensor Confidential Information to °
Authorized Users who have a need to know; (e) Licensor may disclose Customer's Confidential
Information to its employees and agents who have a need to know, provided that for Licensor's -
agents, such agent is acceptable to Customer in its sole discretion and the agent has previously
executed the Confidentiality Agreement as set forth in Exhibit 2 ("Confidentiality Agreement");

and (f) either party may disclose Confidential Information if so required by law (including court

12.5.

12.3  Privileged Information. Licensor shall keep and maintain all Privileged Information in
strict confidence and shall protect all such Privileged Information from disclosure to third parties
-without the prior written consent of Customer.

12.4  Return of Confidential Information. Unless otherwise authorized, upon the earlier of
termination of this Agreement or request of the Disclosing Party, with respect to the Disclosing
Party's Confidential Information and/or Privileged Information (except for any Software licenses
and related Documentation paid for by Customer, which Customer shall have the right to retain)
‘the Receiving Party shall promptly either: (a) return such Confidential Information and/or
- Privileged Information and provide certification to the Disclosing Party that all such Confidential

Information and/or Privileged Information has been returned; or (b) destroy such Confidential

Information and/or Privileged Information and provide certification to the Disclosing Party that all
such Confidential Information and/or Privileged Information has been destroyed.

12.5 Notification Obligation. If the Receiving Party becomes aware of any unauthorized use or IV _
disclosure of the Confidential Information and/or Privileged Information of the Disclosing Party, -
the Receiving Party shall promptly and fully notify the Disclosing Party of all facts known to it

concerning such unauthorized use or disclosure. In addition, if the Receiving Party or any of its
employees or agents are requested or required (by oral questions, interrogatories, requests for

~ information or documents in legal proceedings, subpoena, civil investigative demand or other -

* similar process) to disclose any of the Confidential Information and/or Privileged Information of
the Disclosing Party, the Receiving Party shall not disclose the Confidential Information and/or

Privileged Information without providing the Disclosing Party at least twenty-four (24) hours
prior written notice of any such request or requirement so that the Disclosing Party may seek a

protective order or other appropriate remedy and/or waive compliance with the provisions of this
- Agreement. Notwithstanding the foregoing, the Receiving Party shall exercise its best efforts to

‘preserve the confidentiality of the Confidential Information and/or Privileged Information
- including, without limitation, by cooperating with the Disclosing Party to obtain an appropriate
protective order or other reliable assurance that confidential treatment will be accorded the

Confidential Information and/or Privileged Information by such tribunal.
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12.6 = Non-Aggregation of Data. Licensor shall not compile and/or distribute statistical analyses
- and reports utilizing aggregated data derived from information and data obtained from Company,
provided that upon Company's written request and direction, Systems Integrator may compile
Company data for the sole and exclusive purpose of preparing statistical analysis for Company
- and Systems Integrator shall be prohibited from sharing, directly or indirectly, any data, whether
compiled or non-Company specific, with any third party.

o The Licensor should think carefully before including language similar to Section 12.6 in
the Agreement as it prevents the Licensor from compiling data that may help the Ltcensor
later in the development or enhancement of the software. The Customer should have no
objection if the compilation is undertaken in such a way that the Customer 'S pmprzetary '
_mformatmn and/ or tdennty is not disclosed. '

OR

12.7  Residuals. Licensor will not be precluded by this Agreement from rendering services or
developing work products that are competitive with, or functionally comparable to, the services
rendered and Deliverables provxded hereunder. Licensor shall not be restricted in its use of ideas,
concepts, know-how, methodoio gies and techniques acquired or learned in the course of activities
hereunder. The provisions of this Section 12.6A shall not be construed to alter Licensor’s

obligations under any non-dlsclosure agreements between the partles

... .o The Licensor will want to include language similar to Section 12.6A into the

agreement so that the Licensor may utilize the intangible knowledge that it obtains
duvring this project on_future projects. If the agreement provides that the L:censor :
retains ownership of all deliverables this section is moot. '

S

178 Employee/Agent Acknowledgment ~ Licensor and ~ Customer shall - “not dlsclose
Confidential Information or Privileged Information to any of their employees, agents or
representatives unless and until such employee, agent or representative has been made aware that
his or her obligations under this Agreement are subject to confidentiality restrictions and unless
such employee, agent or representative is the subject of a written conﬁdentlahty or non-dlsclosure
agreement and has executed the Confidentiality Agreement

12.9  Survival; No Limitation of Liability. The terms of this Article shall survive the expiration
or termination of this Agreement. Notwithstanding anything contained in this Agreement to the
contrary, the terms of any limitation of liability set forth in this Agreement shall not apply to any
breach by a party of its confidentiality obligations under this Article.

ALTERNATIVE LANGUAGE
Notwithstanding the previous paragraphs, all information provided by either party -
to the other under this Agreement shall be kept confidential in conformance with and

subject to the terms of a certain Proprietary Information Agreement dated ' » 2002
by and between the parties hereto. o
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® The parties may want to execute a Separate proprietary information agreementto -
. eliminate any surwvabthgz issues arising upon the termmatwn of the license
' agreement

13. ‘REPROD_UCTION OF DOCUMENTATION, OBJECT CODE AND SOURCE CODE -

13.1  Documentation. Customer shall have the right, at no additional charge, fo
reproduce solely for its own internal use, all Documentation furnished by Licensor pursuant
to this Agreement regardless of whether such Decumentation is copynghted by Licensor. -

All copies of Documentation made by Customer shall include any proprietary notice or -
stamp that has been affixed by Licensor. Licensor shall furnish for each License purchased by
Customer, and at no additional charge to Customer, one (1) copy of the Documentation sufficient
to enable Customer to operate the Software. All Documentation shall be in the English

language.

e Licensor usually does not make money from reproducing its manuals, thus Licensor .

is not concerned that the Customer makes copies so long as the Customer
- . incorporates Licensor’s protective notices. The Licensor should be careful about
including language that the Documentation will allow the Customer to operate the

software. At the same time, the Customer should insist on the inclusion of langitage

that provides some level of comfort as to the level of detail of the Documentation.

132 .Object"Cade. ‘One copy of the Object Code may be reproduced by Customer, at no
additional charge, only for back-up or archival purposes. Customer shall notify Licensor in-
writing of its methods and procedures for archiving the Object Code prior to doing so.*

_ 13.3  Source Code. Upon purchase of a Source Code license, one additional copy of the
Source Code may be reproduced by Customer, at no additional charge, only for back-up or -

archival purposes. Customer shall notify Llcensor in wntmg of its methods and procedures for S

archlvmg the Source Code prior to doing so.

. Wh_en a Customer purchases a Source Code license it buys only one copy of the
Source Code with the right to make a backup copy for archival purposes. The
Customer must buy a second copy of the Source Code if it wants to modify the
Source Code while using the original copy in production.

e The Customer is prahlbzted under Section 3.4 from reverse en meermg the

'_ Soﬁ‘ware

14. PATENT AND OTHER PROPRIETARY RIGHTS INDEMNIFICATION =
14.1.A Language That Favors Licensor

14.A1. Third Party Infringement Claims. Licensor will defend at its own expense any

action against Licensee brought by a third party to the extent that the action is basedupona - -
. claim that the Software directly infringes any United States copyright or misappropriates any

trade secret recognized as such-under the Uniform Trade Secret Law, and Licensor will pay
those costs and damages finally awarded against Licensee in any such action that are
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specifically attributable to such claim or those costs and damages agreed to in a monetary
settlement of such action. :

e - This language favers the Licensor as the Licensor’s obligations are extremely
limited. The Licensor is obligated only to defend a third party claim and not to
indemnify the Licensee. Its obligation to defend is limited only to third party
- claims that the software directly infringes on any United States copyright or the
misappropriation of “trade secrets” as The Uniform Trade Secret Law defines
such term. This language does not address patent claims or clazms made under
any laws other than those of the United States. ‘
¢ “Finally awarded” limits Licensor’s obligation te pay for the costs and damages :
incurred until all appeals have been exhausted, - Further, it only addresses
“monetary settlements” and not other types of settlements.
o The infringement is limited to United States copyrights. With foreign
transactions, indemnification should be limited to the United States and the
country in which the software will be used. '

14.A.2.- Conditions. Licensor’s obligations under the preceding paragraph will respect to
an action are conditioned on (a) Licensee notifying Licensor promptly in writing of such action,.
(b) Licensee giving Licensor sole control of the defense thereof and any related settlement .

negotiations, and (c) Licensee cooperating with Licensor in such defense (including, without
limitation, by making available to Licensor all documents and information in Licensee’s: -
. possession or control that are relevant to the infringement or misappropriation claims, and by -
‘making Licensee’s personnel available to testify or consult with Licensor or its attorneys.in . '
connectlon with such defense).

. 14 A '3 Licensor’s Options. If the Software becomes, or in Licensor’s opinion is likely to -
become, the sub]ect of an infringement or misappropriation claim, Licensor may, at its

" option and expense, either (a) procure for Licensee the right to continue using the Soﬁware (b)
replace or modify the Software so that it becomes non-infringing, or (¢) terminate Licensee’s
right to use the Software and give Licensee a refund or credit for the license fees actually
paid by Licensee or Licensor for the infringing components of the Software less a
reasonable-allowance for the period of time Licensee has used the Software.

“» . This language gives the Licensor significant leeway as it allows the Licensor
to modify the software if, in the Licensor’s opinion, the software may
- potentially infringe a third party’s intellectual property. Further, the
Licensor maintains control over the remedy chosen. If the software is
mission critical, the Licensee should retain the right to select the appraprmte

remedy.

14.A4.  Exclusions. Not withstanding the foregoing, Licensor will have no obligation or
otherwise with respect to any infringement or misappropriation claim based upon (a) any use of
the Software not in accordance with the Agreement or for purposes not intended by
Licensor, (b) any use of the Software in combination with other products, equipment,
software or data not supplied by Licensor, (c) any use of any release of the Software other
than the most current release made available to Licensee, or (d) any modification of the
Software made by any person other than Licensor. :
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e The Licensor’s stated exclusions should only be effective to the extent that one’
of the enumerated events causes a claim of infringement or misappropriation. .

The Licensor should not be excused from its obligations if one of the
-enumerated events occurs but the claim of mfrmgement or mtsappmprtatton
. ‘does not arise as a result of such excluded event.
o - The Customer should indemnify Licensor if an infringement claim arises
- from modifications or uses undertaken by the Customer which were not
* " authorized by the license and which cause any infringement. '

| 14.A.5.  Entire Liability. THIS SECTION STATES LICENSOR’S ENTIRE
LIABILTY AND LICENSEE’S SOLE AND EXCLUSIVE REMEDY FOR
INFRINGEMENT AND MISAPPROPRIATION CLAIMS AND ACTIONS.

14.1.B Language That Favors Licensee

14.B:1.- Indemnification. Licensor will indemnify and hold Licensee harmless from and
against any and all claims, losses, liability, damages, costs, and expenses (including attorney’s
fees, expert witness fees, and court costs) directly or indireetly arising from or related toany .
actual or alleged infringement (including contributory infringement), misappropriation, or -
violation of any third party’s patents, copyrights, trade secret rights, trademarks, or other
intellectual property or proprietary rights of any nature in any jurisdiction in the world, -
resulting from the use of the Software by Licensee. If Licensee’s continued use of the Software is -
restricted or prohibited as a result of any such infringement, misappropriation, or violation of third
party rights, Licensor shall, at Licensee’s option and at no charge to Licensee, and in addition to
Licensee’ s other rights and remedies, (a) secure for Licensee the right to continue using the.

- Software as allowed under this Agreement, (b) modify or replace the. infringing components ofthe .- .~ -

Software so that they are non-infringing with no loss or degradation of features, functionality, or -
performance, or (c) refund to Licensee all amounts paid by Licensee for the Software. -

o This language favors the Licensee, as the Licensor must indemnify the: :
Licensee for any claim directly or indirectly related to any actual or alleged -
infringement. Further, it grants the Licensee the option to select the remedy
‘that meets the Licensee’s business needs including a j;_l refund of all

~amounts paid, not a pro-rated refund, ' :
. 'Ltcensor must be careful to limit indemnification to a specific entity and not
' a broad class of entities, i.e., all Affiliates of Licensee.

o Including “attorney’s fees” allows the indemnified party to collect attorney’s
fees, which are usually not recoverable under common law.

o Licensor always needs the option to refund the Licensee’s money if Licensor

" cannot alter the software to make it non-infringing or obtain a license for the

- Licensee to use the Software, otherwise Licensor could potentially be -
- obligated to provide a software ﬂx/hcense regardless of cost or Licensor’s :
" ability to do so. - :
e The Licensee should include language that if the Licensee must convert aﬁ B
' the Licensor’s system to a third party system, the Licensor will pay. all costs
incurred by the Licensee in such conversion. : o
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14.B.2.  [Exclusions. Notwithstanding the foregoing, Licensor will not be obligated to
indemnify Licensee to the extent that an infringement or misappropriation claim is based upon (i)
use of the Software in breach of this Agreement, if such infringement or misappropriation would

- not have occurred but for such breach; (ii) use of the Software in combination with other products

not supplied or recommended by Licensor or specified by Licensor as being compatible with the
Software, if such infringement or misappropriation would not have occurred but for such
combined use; (iii) use of any release of the Software other than the most current release made
available to Licensee, if the most current release was furnished to Licensee specifically to avoid
such infringement or misappropriation and if such infringement or misappropriation would have

been avoided by use of the most current release; or (iv) any modification of the Software made by

Licensee (other than at Licensor’s direction), if such infringement or misappropriation would not
have occwred but for such modification.]

14.B.3.  Defense of Third Party Suits. Licensee will use reasonable efforts to notify
Licensor promptly of any third party claim, suit, or action (a “Claim”) for which Licensee
believes it is entitled to indemnification under this Section 14 and which Licensee desires

‘Licensor to defend. However, Licensee’s failure to provide such notice or delay in providing

such notice will relieve Licensor of its obligations under this Section 14 only if and to the
extent that such delay or failure materially prejudices Licensor’s ability to defend such
Claim. If Licensee tenders the defense of a Claim to Licensor, Licensor will have the right and

the obligation to defend such Claim with counsel of its choice; however, Licensee may participate -

in the defense of the Claim with its own counsel and at its own expense. Once Licensor assumeés
defense of a Claim, it will be conclusively presumed that Licensor is obligated to indemnify
Licensee for such Claim, and Licensee will cooperate with Licensor, at Licensor’s reasonable
request and at Licensor’s expense, in the defense of the Claim. No settlement of a Claim w1l} be
bmdmg on Llcensee w1thout Llcensee s prior ertten consent. :

This language favors the Ltcensee in that the Licensee must only use reasonable
efforts to promptly notify the Licensor of any third party claim. Further, the
Licensee may notify the Licensor of those claims “which Licensee desires Licensor
to defend” regardless of Licensor’s legal obligation to actual defend the Licensee.
Further, the Licensee failure to give prompt notice will only excuse the Licensor’s
- obligation to defend to the extend the Licensor’s interest have been materially
: prejudice, which will be hard to prove.
o  Further, once the Licensor assumes defense of a claim, the Licensor is conclusively
- presumed to be obligated to defend such claim. This prevents the Licensor from
later claiming it did not have a legal obligation to defend such claim, significantly
increasing its risks. _
o The Licensor may bind the Licensee under any settlement without the Licensee’s
consent. From the Licensee’s perspective, this is prudent, as the Licensee cannot
- allow its business interest to be determined by the Licensor.

' [Alternative Language Dependant on Prior Language Accepted}

14.2  Assumption of Defense. If the indemnifying party fails to assume the defense of
any actual or threatened action covered by this Section 14 within the earlier of (a) any deadline

~ established by a third party in a written demand or by a court and (b) thirty (30) days of notice of -

the claim, the indemnified party may follow such course of action as it reasonably deems
necessary to protect its interest, and shall be indemnified for ali costs reasonably incurred in such
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course of 'action;' provided, however, that the indemnified party shall pot settle a claim without the -

consent of the indemnifying party.

- This language allows a party.to undertake its own defense if the indemmﬁ:iitg paﬁy'
Jails to do so.
¢ Although intellectual property indemnification is usually excluded from any limit of

liability, in actuality the chensor is protected by the limits set forth in sub-sections .

(@), (b) and (c).

- Traditionally, there is no limitation of liability for patent mdemmf catmn cltums

14 3 Cessation of Fees. In no event shall Customer be liable to Licensor for any
- charges after the date that Customer no longer uses the item because of actual or claimed
mfnngement :

15. GENERAL INDEMNITY

151 '._Indemnity. Subject to the:limitatinns contained in this Agreement, Licensor

agrees to indemnify and hold harmless Customer, and Customer agrees to indemnify and hold

harmless Licensor respectively, from any liabilities, penalties, demands or claims finally awarded

(including the costs, expenses and reasonable attorney's fees on account thereof) that may be
made by any third party for personal bodily injuries, including death, resulting from the

indemnifying party's gross negligence or willful acts or omissions or those of persons furnished

by the indemnifying party, its agents or subcontractors or resulting from use of the Software,

Sc_)_ﬁware Products and/or Services furnished hereunder. Licensor agrees to defend Customer, 'a't 5 N
Customer's request, and Customer agrees to defend Licensor, at Licensor’s request, against any .- .

such liability, claim or demand. Customer and Licensor respectively agree to notify the other
' party promptly of any written claims or demands against the indemnified party for which the
“indemnifying party is responsible hereunder. The foregoing indemnity shall be in addition to any
- other indemnity obligations of Licensor or Customer set forth in this Agreement

o - Indemnification by its nature acts as a risk-shifting device usually with respect to
third party liability. As such, it usually addresses intellectual property infringement,
personal bodily injury and property damage. In some cases, indemnification may

. include damages resulting from intentional acts and willful misconduct.

o  The first clause limits Licensor’s liability to the amounts set forth in Section 16 (i.e.,
to the amount of money received from the Customer). Most licensees will want to
exclude indemnification from any limit of liability. :

o “Finally awarded” limits Licensor’s obligations to pay the Customer um‘tl all
appeals have been exhausted. :

 An indemnification clause may allow a recovery in th ose states that recognize the
doctrine of contributory negligence and not the doctrine of comparative negligence.
It also allows for the recovery of aftorneys’ fees which are usually not recoverable.

152  Assumption of Defense. If the indemnifying party fails to assume the defense of
any actual or threatened action covered by this Section 15 within the earlier of (a) any deadline

established by a third party in a written demand or by a court and (b) thirty (30) days of notice of |

the claim, the indemnified party may follow such course of action as it reasonably deems

necessary to protect its interest, and shall be indemnified for all costs reasonably incurred in such
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course of action; provided, however, that the indemnified party shall not settle a claim W1thout the
consent of the indemnifying party.

& This language allows a party to undertake its own defense ttself if the indemnifying
party fails to do so. : _

16. LIMITATION OF LIABILITY

16.1 DISCLAIMER OF LIABILITY. LICENSOR SHALL NOT BE LIABLE FOR
ANY (A) SPECIAL, INDIRECT, INCIDENTAL, PUNITIVE, OR CONSEQUENTIAL
DAMAGES, INCLUDING LOSS OF PROFITS, ARISING FROM OR RELATED TO A
BREACH OF THIS AGREEMENT OR ANY ORDER OR THE OPERATION OR USE OF THE
SOFTWARE AND SERVICES INCLUDING SUCH DAMAGES, WITHOUT LIMITATION,
AS DAMAGES ARISING FROM LOSS OF DATA OR PROGRAMMING, LOSS OF
REVENUE OR PROFITS, FAILURE TO REALIZE SAVINGS OR OTHER BENEFITS,
DAMAGE TO EQUIPMENT, AND CLAIMS AGAINST CUSTOMER BY ANY THIRD
PERSON, EVEN IF LICENSOR HAS BEEN ADVISED OF THE POSSIBILITY OF SUCH
DAMAGES; (B) DAMAGES (REGARDLESS OF THEIR NATURE) FOR ANY DELAY OR

'FAILURE BY LICENSOR TO PERFORM ITS OBLIGATIONS UNDER THIS AGREEMENT

DUE TO ANY CAUSE BEYOND LICENSOR'S REASONABLE CONTROL; OR (C) CLAIMS
MADE A SUBJECT OF A LEGAL PROCEEDING AGAINST LICENSOR MORE THAN
TWO YEARS AFTER ANY SUCH CAUSE OF ACTION FIRST AROSE.

o Licensor should disclaim all “speculative” and “third party” damages. Damages
recoverable by the Customer should be limited te Customer’s actual direct damages.
The Uniform Commercial Code does not require that any disclaimer be
“conspicuous” although the courts may impose this requirement. Therefore this

. section should be in large block letters.

. " L:censar will not be liable for any damages suffered by the Customer s customers or
. any other third party. '
o By requiring claims be brought within 2 years, Licensor limits its nsk/lmbzhty by o
 shortening the statute of limitations whzch may be up to 12 years. -

_ 162 LIMITATION OF LIABILITY. NOTWITHSTANDI_NG ANY OTHER
PROVISION OF THIS AGREEMENT, BUT EXCLUDING ANY CLAIMS FOR
INDEMNIFICATION UNDER SECTION 14.1 LICENSOR'S LIABILITIES UNDER THIS

- AGREEMENT, WHETHER UNDER CONTRACT LAW, TORT LAW, WARRANTY OR

OTHERWISE SHALL BE LIMITED TO DIRECT DAMAGES NOT TO EXCEED THE

"AMOUNTS ACTUALLY RECEIVED BY LICENSOR [UNDER THIS AGREEMENT OR

INTHE _____ MONTHS PRIOR TO THE DATE OF THE ACTION GIVING RISE TO
THE CLAIM].

¢ Licensor seeks to limit its liability under both contract and tort theories, which have
different statues of limitations, and different bases for whtch a recovery can be -
made.

e The customer should seek to carve out a number of claims from the licensor’s ltmtt
of liability including patent indemnification, personal bodily injury and personal
property damage, breach of the licensor’s confidentiality obligations, gross
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- negligence and intentional misconduct. For public policy reasons many
Jurisdictions forbid tortfeasors from limiting their liability for personal i mjunes
arising from consumer goods. See UCC §2-719(13).

.o - Licensor should Iimit its liability (to the amount received from the Customer) or it

could potentially be liable for Licensor’s entire net worth. (Traditionally, there is no

limitation of liability for patent indemnification claims and in consumer
transactions for personal bodily injury). The Licensor will want to limit its liability

to the amount received so that it is never out of pocket while the Customer will want -

to ensure that it recovers its actual losses, which may exceed the amounts paid to the
. Licensor. The Customer may want te agree to limit the Licensor’s liability to a

_multiple of the amount paid to the Licensor or a multiple of the value of the contract -

“regardless of the amount paid. To protect itself during the early periods of the . -

agreement when it is likely that only a small amount of money has been paid to the. . .'
.« Licensor, the Customer may want to insist that the Licensor’s liability is limited to- - .-

- the greater of a set dollar amount or the value of the contract.
e Limitation of liability is an element of price.  Licensor has based its pricing on
- limiting Licensor’s liability at the amount received from the Customer, or
alternatively 19 contract value. If the Customer wants a higher limitation of

liability, Licensor can raise its limit of liability but: (a) the license fee must mcrease :

- because Licensor is now bearing more risk; or (b) Licensor must buy errors and
“.. . omissions insurance and charge the Customer for the cost. '

.. o Itis important to retain a default remedy provision, otherwise a court may fi nd
Licensor’s warranty “failed of its essential purpose” (i.e., did not provide the _
Customer with an adequate remedy) and void Licensor’s limitation of liability and

... disclaimer for consequential damages.

17.  ACCEPTANCE OF SOFTWARE AND SERVICES

17 1 Acceptance Tests. Licensor and Customer shaIl Jomtly conduct Software and
Services acceptance tests in accordance with the Software Acceptance Plan during the installation
process at a Customer designated location(s) during a thirty (30) day acceptance period. The
acceptance period will commence once the Software is operational in the Customer designated
location(s). The Software and Services shall (1) materially comply with the Functional
Specifications; (2) function substantially in accordance with Licensor’s specifications; (3) be

compatible and substantially conform to the Documentation; and 4 substantzally comply with the -

Software Acceptance Plan,

. _Because the Licensor has greater familiarity with its own software, the Licensor N
- should create the first draft of the Software Acceptance Plan. The licensee should .
_ then modify it to make sure the plan reflects the parties’ intent.

17.2  Failure to Comply. If, during the acceptance period, Customer determines that the .

Software and/or Services do not substantially meet the above requirements, Customer shall so
notlfy Licensor in writing, specifying in detail the area of noncomphance Licensor shall use its
' good faith efforts to correct all conditions that prevent the Software and/or Services from

- substantially meeting the requirements within fifieen (15) calendar days following receipt of _

notice from Customer. If all Customer reported conditions that prevent the Software and/or
Services from substantially complying with the acceptance criteria are not corrected by the end of
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acceptance period, the Customer will notify the Licensor, in writing, within two (2) calendar days
following the end of the acceptance period-identifying the specific areas of non-compliance.
Failure to notify Licensor in writing will constitute acceptance of the Software and/or Services.

Upon receipt of written notice of non-compliance an extension period of sixty (60) calendar days

begins which will supply Licensor with the time necessary to correct the deficiencies identified in
the notice. Within five (5) days after such sixty (60) day period the Customer will provide written
notice to Licensor indicating Customer's acceptance of the Software and/or Services, Customer's
desire to extend the "extension period” or the Customer's intent to terminate this Agreement
without penalty or further financial obligation.

17.3 Deemed Acceptance. Notwithstanding anything contained herein, Customer shall’
be deemed to have accepted the Software or Services if Customer uses the Software or
- Services in the operation of Customer's busmess prior to accepting the Software.

o The Agreement must pravlde that use of the Saftware in the aperanon of the |

. Customer’s business constitutes acceptance. Otherwise there is no incentive for the .

" Customer to start or complete acceptance test procedures. If the Customer is using
... the software in conducting its business the software most likely meets the
Customer’s requirements. 3

| 18 ~ WARRANTY AND WARRANTY DISCLAIMER

e Because Section 2-316 of the UCC requires that warranty dlsclatmers be
“conspicuous” this paragraph is broken into several shorter paragraphs to allow
- ease of reading and comprehension and Section 18.4 which contains the actual

disclaimer is in block Ietters
181 Licensor Warranties

' 18.1.1 General Warranty. Licensor warrants that it owns all rights, title and interest in

and to the Software, or that in the case of any third party software that it has the right to grant a
sublicense to use such third party software, that all Software shall substantially conform to the
Functional Specifications, and that the Software and Services shall be free from material defects
in workmanship and materials that prevent them from substantially meeting the aforementioned
criteria. Licensor further warrants that any Serv1ces provided by Licensor under this Agreement
~ shall be performed in a workmanlike manner and in accordance with the prevailing professional

 standards of the software industry. This warranty coverage shall include any modifications made
to the Software by Licensor. Such warranty shall extend for sixty (60) days from acceptance
and shall survive inspection, test, acceptance, use and payment.

¢ Licensor carefully limits what it warrants. Licensor only warrants that (1) Licensor
owns the Software or has the right to license the software, (2) the sofiware

. substantially conforms to the Functional Specifications, and (3) the Software is free

. from material defects in workmanship and materials. By using the phrases
“substantially conforms” and “material defects”, Licensor allows itself a small level
of error as software by its nature is imperfect.

e Licensor’s warranty is sixty (60) days. Warranty is an element of price. If the
Customer wants a one-year warranty, Licensor can provide one at an increased
price. :
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- Avoid stating “Licensor represents and warrants”. A breach of a “representation”

. &ives rise to a claim under tort. By making only warranties, the Licensor limits any -

: '_ claim to contract with a substantially smaller risk of a large recovery.

' 18.1.2 Operation of Software. Licensor does not warrant that the operation of the
Sof_tware_' or the operation of the Software _Products will be uninterrupted or error free. '

o The licensor should always state that the operation of the software will not be errorf
Jree or uninterrupted to avoid creating any implied warranties. o

1813 Remedy. In the event of any breach of the warranties set forth in this Agreement,

Licensor’s sole and exclusive resp0n51b111ty, and Customer’s sole and exclusive remedy, shall be _'
for Licensor to correct or replace, at no additional charge to Customer, any portion of the Software

or Services found to be defective; provided, however, that if within a commercially reasonable
period Licensor neither corrects such defects nor replaces the defective Software or
Serv:ces, then Customer's sole and exclusive remedy shall be to receive direct damages not
to exceed the license fees paid to Licensor for use of the defective Software or Services. In

- the event of any breach of any provision of this Agreement other than the warranties set forth in
- this Agreement, Customer’s sole and exclusive remedy shall be to receive direct damages not to
exceed the amounts received by Licensor pursuant to this Agreement. For the avoidance of doubt,

Customer’s monetary remedies for any breaches of any provision of this Agreement (including, - -
without limitation, the warranty provisions) shall not, in the aggregate, exceed an amount equal to

. the amounts actuaily received by Licensor from Customer.

18.1.4 Warranty Dzsclazmer EXCEPT AS SET FORTH IN THIS SECTION 18,
LICENSOR MAKES NO EXPRESS OR IMPLIED REPRESENTATIONS OR
WARRANTIES WITH RESPECT TO THE SOFTWARE, OR SERVICES OR THEIR
 CONDITION, MERCHANTARILITY, FITNESS FOR ANY PARTICULAR PURPOSE OR

- USE BY CUSTOMER. LICENSOR FURNISHES THE ABOVE WARRANTIES IN LIEU OF

ALL OTHER WARRANTIES, EXPRESSED OR IMPLIED, INCLUDING THE WARRANTIES

OF MERCHANTABILITY AND FIT NESS FOR A PARTICULAR PURPOSE.

| o UCC Section 2-316 requlres all warranty disclaimers to be * conspicuous”.
Therefore the disclaimer should be in capltal block letters.

o From the Licensor’s perspective, it is important to specially reference the section of _
“the agreement which contains the representations and warranties being made by tke

~Licensor. The failure to do so may result in the inclusion of certain implied
" representations and warranties that may be located elsewhere in the agreement
which were never intended to be part of the agreehient. The customer, however,
should insist on more general language such as “except as set forth in this
Agreement” or carefully review the agreement to ensuvre all representattons and
warranties are included and referenced by section number.
‘e IfLicensor does not disclaim all other warranties, Licensor may be liable for certain

implied warranties including the failure of the soﬁware to functum as the Customer

thought it would.

[ALTERNATIVE LANGUAGE TO MEET UCITA REQUIRMENTS]
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18.1.4. A UCITA Warranty Disclaimer. The Parties hereby agree that, in respect of
information and computer programs provided by one Party to the other Party under this
Agreement, and except for the express warranties set forth in Section 18.1 of this
Agreement,: THERE ARE NO WARRANTIES (A) AGAINST INTERFERENCE WITH

ENJOYMENT OF INFORMATION, (B) AGAINST INFRINGEMENT, (C) THAT

INFORMATON, EITHER PARTY’S EFFORTS, OR SYSTEMS, AS EACH MAY BE
PROVIDED UNDER THIS AGREEMENT, WILL FULFILL ANY OF EITHER PARTY’S
PARTICULAR PURPOSES OR NEEDS, AND (D) WITH RESPECT TO DEFECTS IN
THE INFORMATION OR SOFTWARE WHICH AN EXAMINATION SHOULD HAVE.
REASONABLY REVEALED. THE PARTIES HEREBY EACH DISCLAIM IMPLIED
WARRANTIES OF MERCHANTIBILITY, QUALITY, AND ACCURACY. THE =
INFORMATION AND COMPUTER PROGRAMS PROVIDED UNDER THIS

- AGREEMENT ARE PROVIDED “AS IS” WITH ALL FAULTS, AND THE ENTIRE L

RISK AS TO SATISFACTORY QUALITY, PERFORMANCE, ACCURACY, AND
EFFORT IS WITH THE USER OF SUCH INFORMATION AND COMPUTER

PROGRAMS.

e Language similar to that set forth in Section 18.4.A should be used in those confracts.
~ governed by the laws of states that have adopted UCITA. UCITA’s warranty _
* disclaimer requirements are different than the UCC, thus the parties must carefufly -
evaluate whether UCITA applies and ensure that the disclaimers included in the =
contract are appropriate for the type of damages the Licensor seeks to limit.

18.1.5 Voiding of Warranties. Any and all warranties and indemnifications shall be void as to
Services or Software where the non-compliance is caused by or related to (1) the acts or omissions
of non-Licensor personnel, its agents or third parties; (2) misuse, theft, vandalism, fire, water, or
other peril; (3) moving or relocation not authorized by Licensor; (4) any alterations or

‘modifications made to any Software by the Customer, it representatives or agents; (5) use of the

Software other than in the operating environment specified in the technical specifications; or (6)
coding, information, or specifications created or provided by client.

. Licensor should not be held liable Jora breach of warranty or an indemnity if the
Customer was the cause of any such breach. '

» While the Licensor wants to limit its liability in the event the chensee modifies the -
software, the Licensee should insist or more limiting/exacting language which
excuses the Licensor’s performance only to the extent any failure was caused by ﬂze

- Licensee’s modifications (i.e., fo protect against those cases where the infringement
was not caused by the modification but rather by the Licensor’s existing code) The -
limiting language should mirror the language for any intellectual property '

. infringement set forth in Section 14.1.
o The Licensee may also take exception to the voiding of the warranty. The Licensee
should insist that the warranty not apply and not be totally voided. '

* It is important to note that there is a difference between warranty and maintenance.
Warranty is much more comprehensive including modifying the software to make it work.
Maintenance involves only maintaining an ongoing operating system to a lesser standard.
Breaches of the maintenance provisions will usually result in a refund of the maintenance fees

. paid to Licensor but a breach of warranty may entitle Customer to a refund of all development
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and services fees paid to Licensor, which usually is a much larger amount. As such,
maintenance should always be addressed in a separate and distinct agreement,

- ADDITIONAL WARRANTIES BENEFITTING THE CUSTO_MER

- 18.A  Services Warranty. Licensor represents and warrants to Customer that it shall

- perform the Services and provide the Deliverables required by this Agreement in a workmanlike .
manner, in accordance with the standards of care and diligence and the level of skill,
knowledge and judgment normally practiced by nationally-recognized information technology

© services firms in performing services of a similar nature, and in accordance with the standards

. of conduct attached hereto as Exhibit __ provided, however, that where this Agreement
specifies a particular standard or criteria for performance, this warranty is not intended to and does

not diminish that standard or criteria for performance. Further, Licensor represents, warrants and -
- covenants that it shall provide the Services or create any Deliverables using only proven current
technology or methods unless otherwise mutually agreed by the parties [in a particular Statement .

of Work].

IBB System Warranty. Licexis_or represents and warrants to Customer that the
ABC System shall function without Critical Error in accordance with the applicable
Specifications, Performance Standards, Documentation and Regalatory Requirements.

e This warranty ties together all of the appropriate items that set forth the
. performance of the software system as a whole. This warranty is much broader and

. goes to the collective operation of the hardware, the Licensor’s proprietary software_

and any third party software. This is a significant risk for the Licensor as it Is

essentially warranting the operation of the system as a whole as well as any third

party components over which it potentially has no control By tying together_the

. specifications, performance standards, docunientation and regulatory requirements,
" if any, the Customer has guaranteed that is will receive the complete benefit of its _'

bargain.

~ 18.C Documentation Warranty. Licensor represents and warrants to Customer that it
has provided to Customer all Documentation for the ABC System and that such Documentation is

detailed and complete and accurately describes the functional and operational characteristics of

the ABC System. Licensor further represents and warrants that it will provide to Customer
updatedven‘sioné of all such'Documentatio'n when it provides to Customer Enhancements to
the ABC System and that all such updated Documentation will be complete and accurate
and will be at least as detailed as the Documentation issued to Customer with the initial
version of the ABC System.

. The Licensor should warrant that not only is the initial Documentatwn detailed and
complete but that the Documentation should veflect any customizations or
modifications made to the Customer’s system. Licensor should also warrant that

any subsequent documentation delivered with any modifications or enhancements is
complete and accurate and as deraded as the documentatwn [initially deltvered to'

- Cusrom er.
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18.D Regulatory Requirements Warranty. Licensor represents and warrants to
Customer that the Software meets and satisfies all Regulatory Requirements.” Licensor
further warrants that the Licensor, its employees, agents and subcontractors shall comply
with the Regulatory Reguirements [set forth in eg the Business Associate Addendum]_
attached hereto as Exhibit 18 D.

* To the extent the Customer is subject to any regulatory requirements such as in the
‘healthcare, insurance or telecommunications industries, the Licensor should
warrant that the sofiware meets and satisfies all applicable regulatory requirements.

18.E Performance Warranties. Licensor represents and warrants to Customer that .
the Software shall meet the Performance Standards set forth in Schedule 3.B.1, including.
maximum response times and availability. Licensor shall correct any failure of Software to
operate in accordance with the performance warranties set forth in this Section by
acquiring all necessary additional software, equipment and/or services at no additional cost
to Customer. In the event Licensor is unable to correct such failure within a forty-eight (48) hour
period, Customer shall receive from Licensor credits in the amounts set forth in Schedule 3.B.2.
In the event Licensor is unable to correct such failure within thlrty (30) calendar days, an

 Event of Defanlt shall be deemed to have occurred.

e The warranty contained in Section 18.E contains an additional remedy if the

 Licensor fails the meet the performance standards. In addition to the Customer’s

- right to receive service level credits and to terminate the agreement, the Licensor has

the obligation to purchase all necessary hardware, software and services necessary

 to meet the performance standards. This place significant risks and financial burden
on the Licensor.

18 F Dzsablmg Code Warranty. Licensor represents and warrants to Customier that

_in connection with the licensing of the Software, Customer will not receive or experience any

virus, worm, trap door, back door, timer, clock, counter or other limiting routine,
instruction or design that would erase data or programming or otherwise cause any
Customer system to become inoperable or incapable of being used in the full manner for
which it was designed and created (collectively, a "Disabling Code"). In the event a
Disabling Code is identified, Licensor shall take all steps necessary, at no additional cost to
Customer, to restore and/or reconstruct any and all data lost by Customer as a result of

such Disabling Code.

o This warranty should be mutual as it is possible that the Customer’s employees or
consultants may introduce Disabling Code into the system.

18.G  Intellectual Property Warranty. Licensor represents and warrants to Customer
that Customer's use of the Software does not and shall not infringe upon any [U.S.] patent,
trademark, copyright, trade secret or other intellectual property or proprietary right of any Third
Party, and there is currently no actual or threatened suit against Licensor by any Third Party based
on an alleged violation of such right. This warranty shall survwe the expiration or termination of

this Agreemcnt

e The Licensor will want to reduce its potential risks by ltmztmg liability fo the
infringement of U.S. intellectual property rights.
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18 H T Iurd Party Warrantzes and Indemnities. For any Thlrd Party Software prowded _
by Licensor to Customer, Licensor hereby assigns to Customer all end-user warranties and
~ indemnities relating to such Third Party Software. To the extent that Licensor is not permitted to |
assign any of such end-user warranties and indemnities through to Customer, Licensor shall enforce

such warranties and indemnities on behalf of Customer to the extent Licensor is permitted to do so
under the terms of the applicable Third Party agreements.

18.1  Warranty of Authority. Each party represents and warrants to the other that it has
the right to enter into this Agreement. Licensor further represents and warrants that there are no
outstanding assignments, grants, licenses, encumbrances, obligations or agreements (whether

written oral or implied) that are inconsistent with this Agreement and the rights granted or

transferred herein. This warranty shall:survive the expiration or termination of this Agreement.

18.J -~ Pending Litigation Warranty. Licensor represents and warrants to Customer that

- there is no action, suit, claim, investigation or proceeding pending, or to the best of Licensor's

knowledge, threatened against, by or affecting Licensor or the ABC System which, if adversely
decided, might adversely .affect Licensor's ability to enter into this Agreement, Licensor's -
performance of its obligations herein, or Customer's use of the Software. Licensor further

represents and warrants that it does not know of any basis for any such action.

.o This warranty protects the Customer by requiring the Licensor to disclose any
threatened or pending litigation that may interfere with the Customer’s license
rights. This is especially important with regards to any third party intellectual
property infringement claims. A prudent Licensor would not agree to this warranty
because it is so broad. ' '

- 18.K--Change of Control Warranty.. Licensor represents and warrants to Customer
that no Change of Control with respect to Licensor is being considered, planned or pending

by the Board of Directors, shareholders or management of Licensor or by any Affiliate of

Licensor.

e A prudent Licensor would not agree to this warranty because it is so broad and maj}

- place the Licensor in the position of inadvertently violating the securzttes laws or,

breaking the agreement.

18.L Material Misstatements or Omissions. No representation or warranty by
Licensor that is contained in this Agreement or in any Schedule, Exhibit or other
Attachment hereto contains any untrue statement of a material fact or omits to state a
material fact necessary to make the statements and facts contained herein or therein not

materially misleading.

A prudent chensor would not agree to this warmnty, as it zs 50 broad that it creates

-a s:gmf icant level of risk for the Licensor.

18.M ISO 9001. Llcensor warrants that during the term of this Agre_ement,'.'

Licensor shall utilize a quality system in aceordance with Exhibit 18.M. This quality system
shall also be in accordance with ISO 9001.
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18.N Fitness For A Particular P&rpose. Licensor warrants that the Software will be
fit for [describe purpose] by the Customer under normal use and service.

¢ A prudent Licensor should avoid giving this warranty as it creates a significant risk
of liability on the Licensor’s behalf by promising the software will be fit for the
Licensee’s intended use or purpose.

18.0 Media. Licensor warrants that for a period of 90 days from the date of
delivery of the Software that the media used to store and deliver the Software to the
Customer shall be free from defects in manufacure and material. Should the media fail to
be free of defects in manufacture or material during the 90 day warranty period, Licensor
shall replace the defective media. Defeactive media shipped to the Licensor with a shipping

- date within the 90 day warranty period will be replaced at no charge including shipping.

18.P - Defects. Licensor warrants that the Software will be free of defects in design,
materials and workmanship. : S

s A prudent Licensor should avoid making any warranty as to the software’s

. design. System architecture/design is a very complex area and thus creates a-

- significant level of risk for the vendor who makes this type of warranty. See USM

- Corp. v. Arthur D._ Little Systems, Inc., 546 N.E.2d 888 (Mass. 1989) (warranty.

cagainst defects in design required that computer system be able to perform necessary
functzons in a reasonable time period).

IS.Q Compatability. Licensor warrants that all updates, upgrades, and revisions to
the Software furnished hereunder will be implemented in such a manner as to maintain
backward compatibility with the previous version or release of the Software furmished
. herennder; under the Agreement, or under any other agreement issned pursuant to this-
Agreement, so that such previous verstions or releases shall continue to be operable with the
Software . as updated, upgraded or revised, in materially the same manner and with

materially equivalent performance.

I18.R Software Obsolescence. Licensor acknowledges that Customer is making a
significant resource commitment in order to acquire the Software and that Customer does
not want to move involuntarily to a new system [az a later date OR prior to a specified date].
. Having acknowledged the foregoing, Licensor represents and warrants to Customer that it
will continue to enhance the Software (meaning adding new features and functionality, in
addition to ordinary course defect corrections), as long as Customer continues to receive
Software support services from Licensor.

o The Customer should insure that the Licensor commits to continually
enhance the software. Otherwise, the Customer may make a significant
investment on the find that the Licensor plans to “sunset” the software
requiring 1 the Customer to purclmse anew soﬁware Systemt. '

Other Warranties to Cons1der
e A Licensee should consider whether any other warranttes are requlred depending on

the nature of the underlying transaction. These may include:
o Scalability
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e . Functionality

18.2 - Customer Warranties -

18.2.1. Authority. Customer represents and warrants to the Licensor that Customer has all
requisite power and authority to execute and deliver this Agreement and to perform the
Customer's obligations hereunder. This Agreement has been duly and validly executed and
delivered by the Customer, and constitutes a valid and binding obligation of the Customer
enforceable agamst the Customer in accordance with its terms. i

' 18.2.2 Conflict with Other Agreements. Customer represents and warrants to the -
Licensor that neither the execution and delivery of this Agreement by the Customer nor the
consummation by the Customer of the transactions contemplated by this Agreement will:

(1) conflict with or violate any provision of the Certificate of Incorporation or bylaws of the
Customer; (ii) require on the part of the Customer any filing with, or any permit, authorization,
consent or approval of, any court, arbitrational tribunal, administrative agency or commission or
other governmental or regulatory authority or agency (a "Governmental Entity"); (iii) conflict
with, result in a breach of, constitute (with or without due notice or lapse of time or both) a default
‘under, result in the acceleration of, create in any party the right to accelerate, terminate, modify or
cancel; or require.any notice, consent or waiver under, any agreement, instrument, contract or
‘atrangement to which the Customer is a party or by which the Customer or any of its properties is
bound; or (iv) violate any ordér, writ, injunction, decree, law, statute, rule or regulation applicable
to the Customer.

18.2.3. Financial Ability. -Customer represents and wafranté to the Licensor that it
presently has sufficient funds and will have sufficient funds available to tlmely pay Licensor all
' 'amounts due or: that wﬂl come due under this Agreement. I -

® The Licensor should also insist on the inclusion of certain representations
and warranties by the Customer. The most important of which are the
customers representation that it has the authority to enter into the agreement
~and that it has the ability to pay the licensee fee. The Licensor should
 consider whether any special representations or warranties are needed i.e., in
- "_mtematzonal transactions, that the Customer has recewed approval for tke

licensor to repatriate an 1y fees received by lt -

19. ERROR CORRECTION UNDER WARRANTY

~ 19.1  Notification of Errors. During the warranty period, Customer will notify Licensor
verbally of Errors, and provide written notification to Licensor within seventy-two (72) hours of
such verbal notification. Licensor shall provide Customer with a telephone number which is
~answered from 9:00 a.m. to 6:00 p.m. Washington, D.C. Time, Monday through Friday, except for
 Licensor holidays, a list of which is set forth on Appendix 19.1. Customer shall have access via

this telephone number to individuals who shall accept Error reports and are qualified to assist

Customer with the verification of suspected Errors and who may provide solutions for said Errors.
Customer shall be provided with a telephone number which is answered for all hours outside of
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Monday through Friday, 9: 00 a.m. to 6:00 p:m. Washington, D.C. Time by 1nd1v1duals who shall
accept Error reports, : : L

19.2  Correction of Errors. During the warranty period, Licensor shall use its good faith
efforts to immediately correct any Critical Errors affecting Customer's continued business use of
the Software after Licensor’s notification of the Error. Licensor will use its good faith efforts to
correct all other Errors within twenty (20) days after Licensor’s notification of the Error.

20, RIGHT TO MOVE [IF APPLICABLE]

Any Software License may be temporarily transferred to a backup computer while the

licensed computer is inoperative or for emergency testing purpose. The backup computer may be

at the same Customer Site, another Customer Site, or an off-site location. under emergency
conditions and after sufficient advance notice has been given to Licensor of the name and location _
of the off-site operator Customer may redesignate the Site or the CPU on which the Software will .
be used for on-going operations with Licensor’s consent. Customer shail be permitted concurrent
operation at the new and old Site or CPU for not more than thirty (30) days and such operation..

will require no additional fees. Customer shall provide Liceénsor written notice of the _

redesignation within a reasonable length of time of the Software being moved to the new Siteor -

CPU.:In the event Licensor consents to the Customer moving the Software to another Customer

Site or CPU, or Customer assigning the Software licensed under this Agreement, Licensor agrees
that it shall-continue the warranty and assist in its transfer to such other Site, CPU or assignee..

21. . CUSTOMER PREPARATION

If the Software is to be installed by Licensor, the Customer shall have all things in
readiness for installation, including, but not limited to, other equipment, connections and facilities
for installation at the time the Software is delivered. . In the event the Customer shall fail to have
all things in readiness for installation on the scheduled installation date, the Customer shall
reimburse Licensor for any and all expenses caused by Customer's failure to have things in
readiness, unless Customer has notified Licensor at least thirty (30) business days prior to the
scheduled installation date. Customer agrees to provide and bear the cost of all communications
costs incurred by Licensor from the Customer site and the costs of a dedicated dial up |
communications facility equipped with 56KB Hayes compatible modem for the purposes of
remote access and support by the Licensor consultant or phone support group. In addition, .
Customer shall fully cooperate with Licensor during the term of this Agreement

o The contract should set fon‘h in detml any actions the Cusmmer is obltgated to
undertake to prepare for the installation of the software. This list should be very
detailed and include any physical requirements such as air conditioning, modem
lines, etc. The Customer should be subject to lzqmdated damages for its failure to
meet these obhgatwns : :

2. ASSIGNMENT

'22.1  Prohibition on Assignment. Customer may not assign or transfer its interests,
rights or obligations under this Agreement by written agreement, merger, consolidation,
operation of law or otherwise, without the prior written consent of an authorized executive
officer of Licensor. Any attempt to assign this Agreement by Customer shall be nunll and .
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void. Furthermore, for the purposes of this.Agreement the acquisition of an equity interest in
Customer of greater than 25 percent by any third party shall be considered an "assignment."

““Licensor must limit the ability of the Customer to assign the Agreement to avoid
~losing potential llcense fees. Inam erger or acquisition; the en tity being a(:qmred
" will seek to assign its pre-merger contracts to the acqulrmg party to avoid paying a
transfer or license fee. By stating that any assignment is “void” a court will not
allow the assignment. In the absence of such language the court will permit the
assignment and allow the Licensor to seek recovery of monetary damages.

' ADDITIONAL LANGUAGE BENEFITTING CUSTOMER

22.2 Remedy. In the event that Licensor, with Customer’s written consent, assigns
or otherwise transfers this Agreement, or any part hereof, or delegates any of ‘its duties
hereunder, whether by operation of law or otherwise, to any Third Party or Affiliate and,
- within eighteen (18) months after such transfer, Customer, in its sole discretion, is not
satisfied with the level of service provided under this Agreement, Customer shall have the -
right to terminate this Agreement and, pursuant to Customer’s rights under Section 4.1.A,

- [Termination/Termination for Convenience] - transition to a mew software vendor. All- .
Services provided by Licensor’s transferee during the Transition Period shall be provided at -

no cost. Customer may assign this Agreement to any Affiliate at any time upon written .
notice to Licensor. Any rights granted to Customer under this Agreement to use the

~ Software and Documentation shall inure to the benefit of any acquirer of, or successor in

interest to, Customer, whether by merger, consolidation, purchase, operation of law or.
otherwise.

e This language attempts to protect the Customer in the event that a new entity -
provides services or software in the Licensor’s stead. -While the language as written -
gives the Customer broad discretion as to whether the quality of services. has

* degraded under the new provider a movre objective standard should be selected such-
asa materml increase in the failure to meet the service level standards -

23, AMENDMENTS, MODIFICATIONS OR SUPPLEMENTS

Amendments, modifications or supplements to this Agreement shall be permitted,
provided all such changes shall be in writing signed by the authorized representatives of both
parties, and all such changes shali reference this Agreement and identify the specific articles or
sectlons of this Agreement or the particular order that is amended, modxﬁed or supplemented.

24, INDEPENDENT CONTRACTOR

All work performed by Licensor in connection with the Software and/or Services
described in this Agreement shall be performed by Licensor as an independent contractor and not
as the agent or employee of Customer. All persons furnished by Licensor shall be for all purposes .
solely Licensor’s employees or agents and shall not be deemed to be employees of Cnstomer for
any purpose whatsoever. Licensor shall furnish, employ and have exclusive control of all persons
to be engaged in performing Services under this Agreement and shall prescribe and control the
means and methods of performing such Services by providing adequate and proper supervision.
Licensor shall be solely responsible for compliance with all rules, laws and regulations relating to ..
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employment of labor, hours of labor, working conditions, payment of wages and payment of'taxes,

- such as employment, Social Security, and other payroll taxes including applicable contributions
- from such persons when required by law.

25, COMPLIANCE WITH LAWS

Licensor and Customer each shall comply with the provision of all applicable federal,
state, county and local laws, ordinances, regulations and codes including, but not limited to,
Licensor’s and Customer's obligations as employers with regard to the healith, safety and payment
of its employees, and identification and procurement of required permits, certificates, approvals
and inspections in Licensor’s and Customer's performance of this Agreement.

26. - SECURITY, ACCESS AND SAFETY REQUIREMENTS = -

Licensor shall instruct its employees, agents and subcontractors that they shall comply

with Customer's security, access and safety requn'ements for the protectlon of Customer s facilities
~ and employees while on Customer s premlses

27.  RELEASES VOID

Neither party shall require waivers or releases of any personal rights from representatives
of the other in connection with visits to Licensor’s and Customer’'s respective premises. No such
releases or waivers shall be pleaded by chensor or Customer or third persons in any action or

proceeding against an employee.

28.  GOVERNING LAW AND VENUE

g 1 Governing Law and Venue. The validity, construction, interprétation and

" performance of this Agreement shall be governed by and construed in accordance with the

domestic laws of the State of [ | except as to its principals of conflicts of laws and the

-parties hereto irrevocably submit to the exclusive jurisdiction and venue of the Federal District

Court for the District of [~ ] to resolve any disputes arising hereunder or related hereto. -
ALTERNATIVE LANGUAGE FOR ALTERNATING CHOICE OF VENUES:

28.1.A Alternating Venue. The validity, construction, interpretation and performance of
this Agreement shall be governed by and construed in accordance with the domestic laws of the
State of | 1 except as to its principals of conflicts of laws and the parties hereto
irrevocably submit to the exclusive jurisdiction and venue of the Federal District Court' for the

- District of [Licensee’s desired venue] if the Licensor shall bring an activon hereunder or related

hereto. If the Licensee shall bring an action heeunder or related hereto, the parties hereto
irrevocably submit to the exclusive jurisdiction and venue of the Federal District Court for the
District of [Licensor’s desired venue] to resolve any disputes arising hereon_der or related hereto.

'28.2 . UCITA Disclaimer. Pursuant to Md. Code Ann. Section 21-104, the parties .
hereby expressly agree to opt out of application of the Maryland Uniform Computer . -

- Information Transactions Act (MUCITA), Md. Code Ann. Commercial Law Sections 21-1 o1

through 21-816, except to the extent that section 21-104(2) of the Act applies. The parties -
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Jurther agree that this Agreement shall be govemed by the common law of Maryland relatmg
to written agreements and Maryland statutes other than MUCITA which may apply.

o Licensor would like the Agreement to be governed by the laws of the state where it
has the majority of its operations although there is some flexibility as to the
particular state law. It is also impertant to have the venue (the location of any tnal)
‘be in the same state. Some states such as Texas favor the Customer while others

- such as New York favor the Licensor. To ensure the choice of law is upheld there
must be a nexus between that state and the parties. Usually, it is where the
- Customer site is located or where a majority of the work is performed. .

o Make sure you review the law of the state chosen and understand its remifications:.
-For example, has the state in question adopted UCITA? (see Section 28.2 if you do
not want the contract to be governed by UCITA. -Make sure you include language
opting out of UCITA} and if so have you utilized the UCITA reqmred warranty

- disclaimer (see Section 18.4.4)

. e - Be certain to use the word “exclusive” to_ ensure that the relevant ve_nue is ﬂze _
exclusive venue and the clause is not interpreted to be the ‘“permissive” venue. . .

o Licensor wants to avoid arbitration or alternative dispute resolution (ADR) because
arbitrators tend to “split the baby”. In addition, it may be very difficult to get an
immediate injunction to halt the misuse of Licensor’s Software. Advantages of

- arbitration are quicker resolution, lower cost, and lower profile.

ADDITIONAL LANGUAGE RELATED TO DISPUTE RESOLUTION _
29.  NON-BINDING DISPUTE RESOLUTION.

291 Manager Level Performance. Review. The applicable Licensor Manager and
-Customer Manager shall meet as often as shall reasonably be required to review the performance
of the parties under this Agreement and to resolve any disputes. Written minutes of such meetings
shall be kept by Licensor for review and approval by Customer. If these representatives are
unable to resolve a dispute within ten (10) calendar days after the initial request for a meeting,
then the dispute shall be submitted to an executive-level performance review as described in

Section 29.2.

- 29.2 . Executive-Level Performance Review. Face-to-face negotiations shall be
conducted by senior executive officers of Customer and L1censor If these representatwes are
unable to resolve the dispute within-ten (10).calendar days after the representatives have
commenced negotiations, or twenty (20) calendar days have passed since the initial request for
negotiations at this level, then the parties may agree in writing to submit the dispute to mediation.

- 29.3  Voluntary, Non-Binding Mediation. If executive-level performance review is not
successful in resolving the dispute, the parties may, but shall not be obligated to, niutually_agrée n .
writing to submit the dispute to non-binding mediation. Mediation must occur within five (5)
business days after the parties agree to submit the dispute to mediation, and the duration of the
mediation shall be limited to one (1) business day.. The parties mutually shall select an
independent mediator experienced in commercial information systems contract disputes, and each
shall designate a representative(s) to meet with the mediator in good faith in an effort to resolve
the dispute. The specific format for the mediation shall be left to the discretion of the mediator
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and the designated- party representatives and may include the preparation of agreed-upon
statements of fact or written statements of position furnished to the other party. .

29.4 Continued Performance. Except where clearly prevented by the area in dispute, -
both parties shall continue performing their obligations under this Agreement while the dispute is
being resolved under this Section unless and until the dispute is resolved or until this Agreement
is terminated as provided herein. Except for disputes relating to the payment of Licensor invoices
as described in Section ___, the time frame for a party to cure any breach of the terms of this

'Agreement shall not be tolled by the pendency of any dispute resolution procedures.

29.5 Equitable Relief. Notwithstanding anything contained in this Agreement to the
contrary, the parties shall be entitled to seek injunctive or other equitable relief whenever the
facts or circumstances would permit a party to seek such equitable relief in a court of competent

jurisdiction. .

» . The language set forth above in Section 29.5 favors the Customer and should be

- limited. While injunctive relief is commonly accepted, other potential equitable
remedies including specific performance are not. Thus, the language set forth
above should be reduced in scope to limit equitable relief solely to injunctive relief.
See Section 5.3.4 for a discussion of Specific Performance. :

[ALTERNATIVE LAN GUAGE WHEN THE PARTIES AGREE TO ARBITRATION]

.30, ARBITRATION

.4:.30.1 Binding Nature. Any claim or controversy arising out of or relating to this

Agreement or the alleged breach hereof must be submitted and settled as set forth in this section.

30,2 Esculation Procedure. If any party to this Agreement alleges that any other party to
this Agreement has breached [or may breach?] any of the terms of this Agreement, then the party
alleging breach shall inform the other party or parties of their breach in writing pursuant to the

- ‘notice provisions of this Agreement. Upon receipt of such notice, the allegedly nonperforming

party shall have ten (10} days to cure the alleged breach. If the parties do not agree that effective
cure has been accomplished by the end of the ten {10) day period,
then the parties' Project Coordinators shall meet in person and confer in good faith to resolve the
dispute within fifteen (15) days of the expiration of the prior ten (10) day period. If the parties do
not agree that effective cure has been accomplished by the end of the fifteen (15) day period, then
upon written request of any party Licensor's Chief Operating Officer and Customer’s Chief
Financial Officer shall meet in person and confer in good faith to resolve the dispute within fifteen
(15) days of the expiration of the prior fifteen (15) day period. If the parties do not resolve the
dispute through a meeting of Licensor's Chief Operating Officer and Customer's Chief Financial
Officer, then the parties agree jointly to retain a mediator from a professional mediation
organization (such as the American Arbitration Association, JAMS/Endispute, or the CPR
Institute for Dispute Resolution) and to mediate the dispute within the next thirty (30) days.

30.3 Filing of Claim. 1f, after the above procedures, the dispute remains unresolved, then
the dispute shall be submitted to the office of the American Arbitration Association located
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closest to [City, State], and shall be settled by arbitration to occur in [City, State], said arbitration

 to be administered by the American Arbitration Association in accordance with its Commercial

Arbitration Rules in effect at the time of the arbitration and the laws of the State of
- goveming such arbitrations. Such arbitration must be filed within twelve (12) months of the first
accrual of the cause of action and the parties agree that the statute of limitations for any cause of
action bronght pursuant to, in connection with, or relating to the provision of the Services or any
 other subject matter of this Agreement shall be twelve (12) months from the first accrual of the

cause of action.

30.4 General Rules. The arbitration shall be heard and decided no later than seven (7)
months after the notice of arbitration is filed with the American Arbitration Association. The

arbitrators shall hear and determine any preliminary issue of law asserted by a party to be
dispositive of any claim, in whole or in part, in the manner of a court hearing a motion to dismiss -

for failure to state a claim or for summary judgment, pursuant to such terms and procedures as the - .

arbitrators deem appropriate. No witness or party may be required to waive any privilege
recognized under [State] law. The hearing shall not last longer than four (4) days unless all parties
agree otherwise, with time to be divided equaily between Licensor and Customer. In the event of
- such arbitration each party shall select an impartial arbitrator and the parties’ impartial arbitrators

- shall select a chief arbitrator from a list prowded by the Amencan Arbltratlon

Association. :

30.5 Discovery. For good cause shown, the arbitrators may permit each side to serve no -
more than fifteen (15) document requests (including subparts) and ten (10) interrogatories
(including subparts) on the opposing parties. For good cause shown, the arbitrators may permit

each side to subpoena no more than two (2) third party witnesses for testimonial depositions (each

deposition not to exceed two (2) hours of examination by and not to exceed two (2)
hours of examination by } if the witnesses cannot be compelled to attend the

- arbitration, and no more than two (2) current (at the time of the subpoena) employees of each
opposing party for testimonial depositions (each deposition not to exceed two (2) hours of -
examination by and not to exceed two (2) hours of examination by . if
the witnesses cannot be compelled to attend the arbitration. Any discovery as set forth above shall
be governed by the Federal Rules of Civil Procedure and the precedents applicable to cases
brought in the United States District Court for the - District of [State]. No other
‘discovery shall be permitted except by written agreement of all parties. The parties and the -
arbitrators shall treat all aspects of the arbitration proceedings, including, without limitation,
discovery, testimony, and other evidence, briefs, and the award, as strictly confidential and not

- subject to disclosure tc any third party or entity, other than to the parties, the arbitrators, and the

American Arbitration Association. The arbitrators must give full effect to the applicable law and

to all terms of this Agreement, and are speczﬁcally d1vested of any power to- 1ender decmons in-

derogation thereof or ex aequo et bono., :

30.6 Decision. The arbitrators shall issue written findings of fact and conclusions of law,
the decisions of the arbitrators will be binding and conclusive upon all parties invoived, and
‘judgment upon any decision of the arbitrators may be entered in the hlghest court of any forum
" federal or state, having jurisdiction thereof. : : - : :

'31.  WAIVER OF BREACH
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No waiver of breach or failure to exercise any option, right or privilege under the terms of -
this Agreement or any order on any occasion or occasions shall be construed to be a waiver of the
same or any other option, right or privilege on any other occasion.

o This provision states that if Licensor fails to enforce any of its rights now, Licensor
is not prohibited from enforcing such rights at a later date.

' 32. FORCE MAIEURE

Neither party shall be responsible for any delay or failure in performance of any part of this
Agreement to the extent that such delay or failure is caused by fire, flood, explosion, war, .
embargo, government requirement, civil or military authority, act of God, act or omission of
carriers or other similar causes beyond its control. If any such an event of force majeure occurs
and such event continues for ninety (90) days or more, the party delayed or unable to perform
shall give immediate notice to the other party, and the party affected by the other's delay or
inability to perform may elect at its sole discretion to: (2) terminate this Agreement upon mutual
agreement of the parties; (b) suspend such order for the duration of the condition and obtain or sell
elsewhere Software or Services comparable to the Software or Services to have been obtained
under this Agreément; or (c) resume performance of such order once the condition ceases with the
option of the affected party to extend the period of this Agreement up to the length of time the
condition endured. Unless written notice is given within thlrty (30) days aﬂer the affected party is
notified of the condition, option (c) shall be deemed selected . .

. “ ‘T he Licensee shauld ensure that the list of “force majeure “events” is narrowly
v drawn such that the Licensor can not invoke the clause to avoid meefing its service
- 2 level agreements or other obligations. . Usually, the agreed upon events only pertain
.- . to the entity’s day to day operations. If possible, the parties should agree upon a
«~specific list that will excuse non-performance. The Licensee should specifically
" exclude the licensor’s subcontractor’s non-performance. Given the nature of the
contract, it may be appropriate to have dt[ferent Jorce majeure clauses for dszerent

: evems

* All force majeure clauses must be carefully reviewed to ensure that the Customer
- cannot automatically terminate the Agreement. 1t is preferable that the Agreement
“be put on hold until the force ma_]eure dissipates. - : - :

33. SEVERABILITY

If any of the provisions of this Agreement shall be invalid or unenforceable under the laws -
of the jurisdiction where enforcement is sought whether on the basis of a court decision or of
arbitral award applicable to the entire Agreement, such invalidity or unenforceability shail not
invalidate or render unenforceable the entire Agreement but rather the entire Agreement shall be.
construed as if not containing the particular invalid or unenforceable provision or provisions and
the rights and obligations of Licensor and Customer shall be construed and enforced accordingly.

34. NOTICES

All notices, demands, or other commumcatlons herein prov1ded to be given or that may be
given by any party to the other shall be deemed to have been duly given when made in writing and
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_delivered in person, or upon receipt, if deposited in the Unlted States mail, postage prepald
certified mail, return receipt requested, as follows : Lo

35.

Notices to Licensor: Notice's to Customer: -

Atin: Attn:

With a required copy to:

- 'Attn General Counsel
- or to such address as the partles may prov:de to each other n wntmg from. tlme to time.

'All notices should be effecuve n receipt not mailing because tke notice may get

lost in the mail or delayed, potentmlly allowing the one party to terminate the.
Agreement without the other party ever knowing it was in breach.

- Always include the business person and the legal department in the notices to avoid
- anynotice “falling through he cracks”. By requiring a second copy be delivered to.
- .the General Counsel Ltcensor limits the risk that a notice could be misplaced or

v Iost

3 DISASTER RECOVERY [IF APPLICABLE]

Llcensor shall prowde the telecommumcatlons connecnons, data back up-and disaster

recovery services set forth in Appendix 35.

36. -

o ~The ‘Customer should make cerfain that the Licensor - provides reasonable
‘assurances as to the Licensor’s disaster recovery.plans. : These plans should be set
forth in detail in an exhibit. If the LICEDSOI‘ is unwﬂlmg to do so, the Llcensee

shonld retain another vendor.

BACKGROUND, ENUMERATIONS AND HEADINGS

The “Background,” enumeration’s and headings contained in this Agreement are for s

convenience of reference only and are not mtended to have any substantlve sl gmﬁcance in
1nterpret1ng this Agrecment IR :

37.

INCORPORATION OF APPENDICES AND EXHIBITS

Appendices [list] referred to in this Agreement and attached hereto are mtegral parts of -

thls Agreement and are incorporated herein by this reference

Copyright 1996 — 2002 H. Ward Classen. Al Rights Reserved. T ST . B2 .




38. INSURANCE

Licensor shall maintain in effect at all times during the term of this Agreement insurance
with a carrier with an A.M. Best rating of A XII or better. Such insurance shall include, without
limitation, worker's compensation ‘in statutory amounts, and products/completed operations
liability, errors and omissions, business interruption, comprehensive general Hlability and -
automobile insurance in amounts not less than $10 million per occurrence and $25 million annual -
aggregate for all claims against all losses, claims, demands, proceedings, damages, costs, charges
- and expenses for injuries or damage to any person or property arising out of or in connection with

Licensor's performance or non-performance under this Agreement and shall designate Customer -
and its Affiliates as "additional insurers" on such insurance policies. Licensor shall, on or before
the Effective Date and thereafter upon Customer's reasonable request, provide Customer with
-certified copies of all applicable endorsements and certificates of insurance, both evidencing such
coverage, which shall also state that Customer shall be provided a minimum of thirty (30)
calendar days prior written notice of any proposed cancellation, or expiration without renewal, and
five (5) business days prior written notice of any proposed change in carriers or material terms of -
coverage. Upon Customer's request, Licensor shall also provide Customer with certified copies of
the involved insurance policy or policies within fifteen (15) calendar days of such request.
Licensor shall obtain or otherwise arrange for appropriate levels of insurance coverage for all
subcontractors.- Licensor shall maintain, in its files, evidence of all subcontractors' insurance
coverage and shall provide proof of such coverage to Customer upon Customer's request, In the -
event coverage is denied or reimbursement of a properly presented claim is disputed by the carrier
for insurance provided as described above, upon written request, Licensor shall provide Customer -
with a certified copy of the involved insurance policy or policies within ten (10) business days of
- receipt of such request. Customer may withhold an amount equal to fifty percent (50%) of all

- monies due and to become due to Licensor under this Agreement should Licensor not -
comply with any terms of this Section. The terms of this Section shall not be deemed to limit
the liability of Licensor hereunder, or to limit any rights Customer may have including, without
limitation, rights of indemnity or contribution.

e Most Customers require Licensor to provide a certificate of insurance evidencing Licensor

“has the required insurance from an qcceptable company. Language should also be included
that Licensor has the right to self-insure. Do not waive Licensor’s/Licensor’s insurer’s
right of subrogation (the right of Licensor or its insurer to sue any co-tortfeasor for their

- pro-rata portion of any damages award) as the waiver of this right may raise Licensor’s
insurance rates. This paragraph should be mutual if the Licensor is working on the
Customer’s property as the Licensor’s employees may be injured by the Customer’s
employees, agents or contractors. The Licensor should never accept language that allows
the Customer to purchase insurance for the Licensor or allow the Customer to offset money
due Ltcen sor for the Licensor’s failure to obtain insurance. :

39. THIRD PARTY SOFTWARE

Customer shall have sole responsnblllty to obtain and pay for any third party
software necessary or desirable to operate the Software or ABC System.:
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e Licensor will not provide any third party safiware unless the cost of third party

~ software was included in Licensor’s pricing.
o

40. THIRD PARTY BENEFICIARIES

~.'This Agreement is entered into solely for the benefit of Licensor and Customer. No third -
party shall have the right to make any claim or assert any right under it, and no third party shall be-
deemed a beneficiary of this Agreement. The foregoing notwithstanding, the Parties acknowledge .
and agree that [list exception] is the intended third-party beneficiary of this Agreement and, as . ..~
~such, [list exception] is entitled, subject to the terms and condltlons of this Agreement to all
remed1es entitled to th1rd-party beneﬁelanes under law. :

e A hcensor must be careful to disclaim any third party beneficiaries to avoid a third
' party claiming the benefit of a warranty granted under the license. This is especially
" important when the software will process information or tasks: for a third party.

AND/OR

The pa:rtles acknowledge that the Soﬂware may include software hcensed by Llcensor
from Licensor’s licensors. Licensor’s licensors may be direct and intended third party -
beneficiaries of this Agreement and may be entitled to enforce it directly against Customer to the
extent-(a) this Agreement relates to the licensing of Licensor’s licensors' software products, and - ..
- (b) Licensor fails to enforce the terms of this Agreement on their behalf. :

41. NO CONSTRUCTION AGAINST DRAFTER

_ ~The parties agree that any pnnclple of eonstruetlon or rule of law that prov1des that an °
. agreement shall be construed against the drafter of the agreement in the event of any inconsistency.
or ambiguity in such agreement shall not apply to the terms and conditions of this Agreement. .

42. BONDS.

- Licensor shall provide Customer with the bonds set forth i this Section. The bonding
companies providing such bonds must be acceptable to Customer, in its sole discretion, and be
authorized to do business in the State of . . In the event the bonding company providing
such bonding does not have an A.M. Best rating of A or better, Customer may require Licensor to
obtain bonds required under this Section 42 from another bonding comnany The premium for all
bonds required below shall be paid solely by Licensor. :

42.1 Performance and Payment Bonds. Licensor shall obtain, or cause to be obtained,

a performance bond (a "Performance Bond") and a payment bond (a "Payment Bond'). The
Performance Bond shall continue through the term of the Agreement and the Payment Bond shall
~ continue until the earlier to occur of the following: (a) when Licensor has obtained all applicable
- releases from all subcontractors (and provided copies of such releases to Customer); or (b) when -
- Licensor has satisfied in full any and all obligations and amounts due and owing to all
subcontractors for work performed pursuant to this Agreement and provided Customer with
satisfactory evidence of such payment.: Licensor shall secure a Payment Bond and Performance
Bond, each in an amount equivalent to the value of the Agreement. Licensor shall deliver such
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Performance Bond and Payment Bond to Customer on or prior to the Effective Date hereof and
such Performance Bond and Payment Bond shall be attached as Schedule 42,

42.2 Requirements. Unless otherw1se agreed to by the parties, the Performance Bond
- and Payment Bond shall: (a) name Customer as obligee; (b) be in a form and be issued by a
licensed surety satisfactory to. Customer, its sole discretion, and not subject to medlatlon or
arbxtratlon and (c) be in the amounts described in Sectmn 42.1 above. '

43, COUNTERPARTS.

This Agreement may be executed in one (1) or more duplicate originals, all of which
together shall be deemed one and the same instrument. .

44, TIMEIS OF THE ESSENCE

The Parties hereto acknowledge that the performance by Licensor and Customer of thelr -
obligations hereunder is to be done on a "time is of the essence" basis. This expression is B
understood to mean that Licensor and Customer are to deliver their respective Deliverables no

- later than the Delivery Dates therefor and that any delay in connection therewith will cause the
other Party damage; it is for this reason that the Parties have agreed, pursuant to Section 3.C
hereof, that liquidated damages will be imposed if delays are experienced.

o This clause provides that Licensor will deliver the Software on time. If Licensor is ..
. even one minute late, the delay is considered material allowing the Customer to
terminate the Agreement and collect damages from Licensor. Consequently, the
- Licensor should think carefully before including this language. Licensor should

clearly state that any times lines are good Jaith estimates and contingent on licensee
timely meeting all of its obhgatwns At a mtmmum, the language should be made

_ mutual,
45.  EXPORT

Licensor and Customer each shall comply with the provision of all applicable federal,.
state, county and local laws, ordinances, regulations and codes including, but not limited to, _
Licensor's and Customer's obligations as employers with regard to the health, safety and payment

of its employees, and identification and procurement of required permits, certificates, approvals
and inspections in Licensor's and Customer's performance of this Agreement. Customer and
Licensor acknowledge that the Software and all related technical information, documents and -
~ materials are subject to export controls under the U.S. Export Administration Regulation.
~ Customer and Licensor will (i} comply strictly with all legal requirements established under these
controls, (ii) cooperate fully with the other party in any official-or unofficial audit or inspection -
that relates to these controls and (iii) not export, re-export, divert, transfer or disclose, directly or
- indirectly, any Software or related technical information, document or material or direct products
“thereof to any country so restricted by the U. S. Export Administration Regulations, as modified
from time to time, or to any national or resident thereof, unless Customer has obtained the prior
* written authorization of Licensor and the U.S. Commerce Department and any relevant local
governmental authority. Customer agrees to execute and provide to Licensor a Letter of
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Assurance substant:ally in the form of Appendix C attached hereto. Customer agrees L1censor h k

shall have no liability for the failure to obtain a United States export license to export the
Software to.

. ".' Both parttes sIzould insure that their license agreement provides the necessary- -

~ protections under the U.S. export laws. The U.S. Commerce Department has taken -
an aggressive position to insure compliance. The failure to include the appropriate -

language, especially an agreemetn with a foreign entity, may expose the Licensor to
to significant liability. :

- 46. PUBLICITY

Both parties hereby agree to make best endeavors to issue a mutially agreed pressrelease -

or similar publicity statement within six (6) weeks of the date of this Agreement. Thereafter,
neither party shall issue a press release or other similar publicity of any nature regarding this
Agreement without the other party's prior written approval, which shall not be unreasonably
withheld. Notwithstanding the foregoing, each party hereby agrees the other party may use its
- name, URL and logo on its’ web31te and in 1ts customer and partner hsts for corporate and
ﬂnanmal presentat:ons ' : :

OR

Neither party shall issue or release any statement, article, advertising or other publicity

- 1material relating to this Agreement or any Software, Services or Deliverables to be provided under

~ this Agreement, and neither party shall use the name or any. trademark or logo of the other party

w1thout the prior written. consent of the other party

47. WAIVER OF RIGHT TO JURY TRLAL

THE PARTIES HEREBY UNCONDITIONALLY WAIVE THEIR RESPECTIVE
RIGHTS TO A JURY TRIAL OF ANY CLAIM OR CAUSE OF ACTION ARISING
DIRECTLY OR INDIRECTLY QUT OF, RELATED TO, OR IN ANY WAY CONNECTED
WITH THE PERFORMANCE OR BREACH OF THIS AGREEMENT, AND/OR THE
RELATIONSHIP THAT IS BEING ESTABLISHED AMONG THEM. The scope of this waiver
. is intended to be all encompassing of any and all disputes that may be filed in any court or other-

tribunal (including, without limitation, contract claims, tort claims, breach of duty claims, and all.

-other common law and statutory claims).. THIS WAIVER IS IRREVOCABLE, MEANING. .
THAT IT MAY NOT BE MODIFIED EITHER ORALLY OR IN WRITING, AND THE . -
WAIVER SHALL APPLY TO ANY SUBSEQUENT. AMENDMENTS, RENEWALS, -
SUPPLEMENTS OR MODIFICATIONS TO THIS AGREEMENT, AND RELATED .
DOCUMENTS, OR TO ANY OTHER DOCUMENTS OR AGREEMENTS RELATING TO
THIS TRANSACTION OR ANY RELATED TRANSACTION. In the event of htlgatlon this .
_Agreement may be filed as a wr 1tten consent to a trial by the court. _ o

48. . ENTIRE AGREEMENT
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This Agreement, the appendices, and subordinate documents referenced in this Agreement
constitute the entire agreement between the parties with respect to the subject matter contained
herein, superseding all previous agreements pertaining to such subject matter, and may be -
modified only by an amendment executed in writing by the authorized officers of both parties
hereto. All prior agreements, representations, warranties, statements, negotiations, understandings
and undertakings are superseded hereby and Customer hereby represents and acknowledges
that in entering into this Agreement it did not rely on any representations or warranties
other than those explicitly set forth in Section 18 of this Agreement. Both parties hereto
represent that they have read this Agreement, understand it, agree to be bound by all terms and

“conditions stated herein, and acknowledge receipt of a signed, true and exact copy of this

Agreement.

o This statement prevents the Customer from trying to hold Licensor to any statements
by Licensor’s salespeople or those contained in Licensor’s RFP response that are
" not specifically included in the Agreement. :

“e  The acknowledgment that Customer did not rely on any representations or
warranties other than those set forth in Section 18, attempts to avoid any liability for
tort claims as well as contract claims.

s Avoid incorporating by reference the Customer’s RFP or the Licensor’s RFP
response as this may create an internal conflict with the terms of the Agreement
including the functional specifications.

" CONTINGENT AGREEMENT

The parties agree and acknowledge that this Agreement has been signed by an officer of |

‘Customer subject to the approval of the Board of Directors of Customer (the “Board”). The

parties agree that neither party will be bound by the terms of this Agreement until the Board
approves this Agreement and that upon such approval, this Agreement will be bmdmg against
both parties. Customer agrees to give Licensor prompt written 11ot1ce of the Board s approval or

rejection of this Agreement.

s This language may be used when one parly requires Board consent or the consent of
~ third party prior to their entering into the agreement, While such language may be
"acceptable, the other party must be careful to impose a strict time limit for receiving
such approval to ensure that such consent or rejection is quickly recetved and does
not interfere with the other party s business.

IN WITNESS WHEREOF, the parties have executed this Agreement under seal as of the
day and year first written above.

- An actual corporate “seal” is not ﬂecessary, as the word (seal) is legally valid
because many corporations no longer have actual “seals”. The use of a “seal” may

" have a beneficial impact. For example in Maryland, t]ze use af a “seal ” extends the :
statute of limitations from the three to twelve years ' S

ATTEST: ~_ CUSTOMER
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. By . (Seal)

T4

!.\
ATTEST: ... .. LICENSOR:
" By:  (Seal)
The performance of L'i_'censblr’s\Customer’s
: obligations under this. Agreement, including
- the Statements of Work, is hereby
guaranteed by
NAME OF COMPANY MAKING
GUARANTY
By:
(
. '_'_'Always sign the agreement in Non~black ink s so that the ongmal is clear{y R "
. identifiable. - S
- o Tobelegally bmdmg, persons s:gmng for the Customer ami Llcensar must be o
" authorized and have “signing authority”.’ o
o Always use “By” and your title to limit personal liability by indicating you are ~
.. .signing'in your corporate capacity. _
e “Attest” is used for a corporate lzcenSee, “Wztness » for an individual Ilceusee
e See the Agreement s preamble Jori issues as to when a carpomte guarantee may be
appropriate.
[05.28.02] S . .
e Check the date of the form to make sure the draft you begin with is the “original”
- form and not a negotiated contract,
 SCHEDULES
The Schedules are very zmportant as. they may contam the cruaal details of the Agreement ie.,
payment, deliverables, acceptance test pracedures etc. The deliverables should be very detailed
and not high level requirements documents. ' ‘ (

DO NOT UNDER ANY CIRCUMS TANCES FAIL TO READ OR UNDERSTAND THE

SCHEDULES.
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