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ADMINISTERING THE LICENSE AGREEMENT 

by 

Homer 0. 8lair 

Vice President, Patents and Licensing 

Itek Corporation 

Lexington, Massachusetts 

Who is Responsible: Once the license has been executed, a 

number of steps must be taken and someone must be assigned 

this responsibility. If either the licensor or licensee, 

employs people dealing with the licensing activity, th ese 

employees should be responsible for .administration of the 

licen~e. · Licensing operations might be located in any of 

several different parts of companies including the patent 

department, a new technology department, :the research area 

o r , i f i n t e r n a. t i o n a l a c t i v i t i e s a re i n v o 1 v e d , t h e i n t e r n a -

tional organization. 

1 If the company has no licensing acti~ity as such but 

does have a patent department, this may be the place for the 

licensing administration activity--but only if specific 

administrative responsibilities are clearly ident{fied. If 

the company is too small to support inside licensing or 

patent people but does use outside patent counsel, that 

counsel ' should assist in setting up and monitoring .the 
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administration activity. All too often the executed license 

is left in a· fU.e with payments or receipts handled by accounting 

people who know nothing of the'11cense, what it covers and, 

particularly after a few years of normal turnover, whether pay-

ments should be made. 

A licensor frequently finds that he must remind licensees 

that royalties are due or point out to them what is covered by 

the license--not because they object to or deliberately omit 

payment, but be~ause they do not have a license administration 

gr o u p and. · t ~ _e .Pe o pl e i n v o l v e d know no th i rig of how 1 i c en s es 

should be administered. . . : . 

Three policies used by Itek Corporation are included at 

the end of th1~ . chapter. Although they may be regarded as 

typical of corporate policies in this area, some aspects may 

not be sJitable for the manner in which other companies operate . 

Appendix A is a~ Itek Corporate Policy relating to the 

licensing or selling of Itek patents and technical know-how 

which points out, among other things, that the Director of 

Corporate P~~e~~s and ~jcensing is, r~sponsible for the license 

administration. · 

Appendix B relates to handling license and royalty income 

and sets forth the responsibilities of the Corporate Patents 

and Licensing Department and certain accounting and auditing 

functions. 

Appendix C relates to internal licensing between the dif

ferent Itek divisions but the administration policies set forth 

.,, , : 
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therein are similar to those whe r e third parties are involved 

in a license agreement with Itek. 

Actions After Execution of the License: As soon as the license 

has been executed, an abstract of the agreement should be pre

pared. This abstract should incl ude pertinent information 

such as the type of license {exclusive, non-exclusive, etc.), 

the field covered, the royalties involved, if any, speci.fic 

·· pbligations of ·the party involved, and, in general, items of 

which the pe?pl7 receiving the abstract should be aware. 

These abstracts should be distributed to appropriate 
'. 

corporate personnel including corporate accounting, division 

accounting if divisions are involved, management personnel 

who wi]l hav~ ~esponsibilities in the area of the license, 

and others who have a "need to know". With the abstracts . ' 

copies of the eritire agreement are sent to cert~in selected 

people with the original going to the Corporate Secretary for 

retention in ~h~ corporate files and with copies of the entire 
' 

agreement (ind~cating that it is the executed agreement and not .. . ..... .; 

o n e o f th e ma n y d r a ft s u s u a 11 y p re pa re.~ d u r i n g n e g o t i a t i o n s ) 
~ • ' • I 

being distributed, at least to corporate accounting and 
• ,•' I I 

appropriate 9ivisional accounting personnel. 

You will note that Appendix C, page 5, sets forth the 

form for a quarterly royalty report which includes information 

on each license as well as dates by which some acti.on must be 
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taken such as payment of royalties, receipt of royalties, · 

etc. ,. Information and dates for this quarterly royalty report 

should be prepared at the same time as the abstract. Al so , the 

appropriate financial people should be notified as to which 

part of the company the royalty should be credited or debited 

as the case may be~ 

At Itek, royalties are credited to the part of the ~ompany 

from which the · technology came. It is fe1t that this encourages 

divisions to license their technology, if appropriate, and 

encourages cooperation with the licensees in an effort to make 
I 

the license successful. 

Often a license agreement involves exchange of know-how 

or other information from one party to the other. It may 

include . ~rawings and written technical information as we11 as 

the use of technical people of the other party for certain 

periods of time, etc. This information must be gathered and 

sent to the other party and arrangements must be made for 

, whatever assis~ance is required . Responsibility for doing 

this must be clearly set forth. 

All contact with the other party should be channeled 

through the licensing activity so that continued technical 

exchange may be maintained as called for by the agreement and 

that assistance of the liensor may be used as appropriate to 

encourage the licensee and to make the operation as successful 

as possible. It may be that often the licensing people will be 
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involved with establishing the initial contac t with later 

contact being between the appropriate technical people them

selves. However, the licensing people should be kept informed 

of the nature and extent of this contact and should make it 

their business to see that the agreements are being li ved up 

to and everything reasonable is being done to ensure the 

success of the license. 

If the license involves trademarks, the agre ement must 

include provis i on for quality control of the product being 

licensed _ and a specific procedure must be set up to implement 

this quality control. Such control is necessary in the United 

States and a number of other countries in order to prevent 

loss of the trademark. 

For example, Section 5 of the Lanham Ac t (15 U. S. C. 1055) 

points out that ~here a registered trademark is used l egitimateJy 

by related companies . this use shall inure to the benefit of 

the registrant and such use shall not affect the validity of 

the mark or its registration provided the mar~ is not used in 

a manner as to deceive the public . 

Section 45 of the Lanham Act (15 ~ . S. C. 1127 ) defin es 

related companies as any person who legitimately controls or 

is controlled by the registrant with re spect to the natur e or 

quality of the goods or services in connection with which the 

trademark is used. This definition clearly includes li censees . 

Thus, if the nature and quality of the goods or services 

is not actually controlled, the use may affect the validity of 

the mark and in certain instances the mark can actually be l os t. 
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Quality control must be maintained and products using the 

trademar~ must be inspected on a regular basis and must conform 

to certain quality specifications. This can be done by sub-

mission of samples of the licensee to the licensor for inspection, 

periodic visits including inspection, etc. Thus, procedures 

must be established to do this and records should be kept 

clearly indicating that inspections were made and that quality 

specifications were enforced. 

Royalty Payments: All royalties should be paid or received 

through one conduit, preferably the license administration 

people. This is necessary to ensure that correct amounts are 

being paid or received. For each license a form of payment 

should be established so that accurate control may be main-

tained. 

For example, in .one of our agreements at Itek we pay 

certain royalties which are based on a percentage of sale s 

but which are to be paid to a certain maximum total which is 

specified in the license agreement. A form has been designed 

to reflect this (Appendix D}. The use of this form clearly 

establishes the royalty amounts and the period involved as 
? 

well as the total royalty previously paid. Thus, we will be 

sure to know when the maximum has been reached and will not 

make 'unnecessary payments. Also, knowing the maxim~m called 

for by the license agreement, we can estimate the length of 

time during which royalties must be paid and can take this 
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into account for financial purposes. We use the comment 

sectio~. of this form to inform the licensor of activity, 

such as stepping up sales campaigns, new products introduced 

under the license, etc., which would be helpful to and of 

interest to the licensor . 

Similar forms can be designed when an annual minimum 

royalty is involved, if the royalty involves different pay~ 

ments at different quantity levels in different fields, etc. 

Often, particularly with smal l companies, a check arrives 

at the company not addressed to anyone in particular with no 

reference to the agreement, the amount of sales, royalties 

involved, etc. Therefore, we usually prepare a royalty trans

mittal form even when we are the li censor and often include 

it as an attachment to the agreement itself. 

In determining the amounts that should be paid, the 

division people should be thoroughly familiar with what the 

license covers and on which sales royalties must be paid. Again, 

the use of a form, such as Appendix E, from the appropriate 

division to the licensing people is very.useful. Often the 

controller of the division is the person responsible for keeping 

track of the sales involved and he must be educated in some 

· detail as to what is includ ed in the license. The way he 

determines the royalties must be checked regularly to ensure 

accurate compilation and allocation of royalties. 
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While it may sound obvious that the licensee's people 

should know what is covered by the license, there have been 

many occasions in which a licensee had paid substantial royal ties 

which were not required by the license because of lac k of know-

ledge of the people involved in making payments on an ugreement 

which had been negotiated some years before. For example, a 

friend of mind took a new job at a company which had not previously 

.. had internal patent or licensing people, and after reviewing ·the 

company's license agreements , found that they had been paying 

many thousands of dollars under license agreements wl1ich did 

not require the payments of these amounts. In some in s tances 

royalties had been paid under patent appl ications which had been 

abandoned and thus had not matured into patents. Royalties had 

also been paid under a trademark lic ense when the trademarks 
'. 

were not being used on the goods involved. Other items which 

must be checked include whether the patents inv olved cover the 

products which may have changed through the years, . 1-Jhe th e ,~ the 

patents have expired and neither party realiz es it, or whether 

royalties are to be paid only for a certajn period of time and 

whether this time has expired. '' 

If the license agreement is properly administered , including 

regular review of the payment of royalties, unnec~~sary payments 

of the type mentioned above can be eliminated . 

When payments are received by the licensor, they should be 

checked for the correct amounts (minimums, maximums, etc .} with in 

the 1 icense agreement. The payments are then sent to the uppropriate 
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accounting operation with copies to others, such as division 

controllers, who should be notified of receipt of the royalty. 

It is often the case, particularly with small companies 

or individual inventors, that the parties involved with the 

license itself are not aware of what the license covers speci

fically because of a lapse of time, change of jobs, or the 

complexity of patents and licenses in general. To prevent .this · 

the attorney involved in drafting and negotiating the agreement 

should assist in setting up the administration of the license 

agreement. 

Continuing Contacts with the Other Party: In a naked patent 
' 

license under one specific patent in which the licensee needs 

no help or assistance from the licensor, it may be that no 

further contact except for royalty payments is necessary. Hov1-

ever, it is usually desirable and often necessary to have periodic 

and regular communication with the other party. Often the licensee 

may .have problems with the technology licensed and if the licensor 

is not readily , available for help and assistance, even of the 

"brain picking" variety, the licensee may become discouraged 

and not be able to make full use of the technology. This, of 

~course, is to the detriment of both the licensee and the licensor. 

It is often useful to have technical people from the licensor 

visit the licensee on a regular basis to see whether they can be 

of any assistance. It is possible that the licensor's experience 
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might be useful in solving problems which have come up in the : 

licensee's. operation or the licensor's comments would be he lpful 

if the licensee desires to design and improve models of t he 

licensed product. 

This continuing regular contact has proved to be very 

valuable ·on a number of occasions. For example, if a licen se e 

has operated successfully under a license, he may be eage r to 

accept another license from the licensor because he had had 

excellent experience with the first license. 

Often the agreement calls for a continuing discl osur e of 

technical .information from the licensor to the licensee and 

it often includes a flow of information from the licens ee to 

the licensor. Each party may receive rig hts under i mpr ovement 

inventions and it may be necessary for the licensor or lic e ns ee 

to file addit1onal patent applications. Also, the licen see 

may have operating data which can be helpful in assisting t he 

licensor to obtain a patent. Regular contac t wi ll uncover this 

information. 

It is not unusual for licensors to have meetings or 
. . 

semi.nars involving their licensees to fufther disseminate 

technical informa tion. For exampl e , Bell Telephone Laborat ori e s 

·has technical seminars to which licens ee s are invited if the 

technol ogy involved is related to th e ir lic ens e . Thi s is a 

means .of information flow from Bell to their licensees a nd , of 

course, it encoura ges the licensees to continue the relati onshi p 

with Bell or to ta ke lic enses in additional fields. 

l 

-H-10-



-

-
.. , 

--... 

l 
'--

...., 
I 
I .._...,, 

-, 
( -

1 
' 

Jt 

I 

·• 

In another examp l e Celanese Corporation has license 

agreements with a number of foreign companies on a certain 

product which includes provisions for the granting of non-

exclusive licenses on improvements to Celane s e and to th e 

Ce1anese l icensees who were willing to grant licenses to t he 

first licensee on their improvement inventions . Celanese 

sponsor~ regular technical meetings at either Celanese facj-

1 ities or at licensee facilities to assist in the flow of 

technical information. 

Agree~ents such as those which Bell Labs has with a nu mb er 

of other companies include rights under all the Bell pa t e nts 

in certain fields. Thus, it is worthwhile for Bell lic ens ees 

to review Bell .·publications such as the Bell System Techni cal 

Journal and the Bell Telephone Laboratories Record for av a il ab le 

t e c h n i ca 1 i n f o rm a t . i o n a s we '11 a s i s s u e d B e 1l pa t e n t s i n t he 

fields of interest. The patents and technical information of 

interest can be made available to the appropriate peopl e of 

t he licensee. 

· It is not unusual in 1 icenses with .foreign licensees to 

include clauses whereby the licensee is forbidden to export 

products to certain countries which ar e on the U. S. Government 

list of proscribed nations under the Exp ort Control Regulations. 

Because this list is modified periodically to reflect chan ge s 

in int ernational politics, the license agreement may very we ll 

call for the licensor to be responsible for notifyin g the 

licensee of changes in the list of countries . This mus t be done 

r egularly so that the lic ensee is informed at an earl y date . 

. 
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The necessity for notifyi~g the lic ensee of these changes 

can be appreciated if one reviews the countries which may appear 

on the list of proscribed countries. For example, Southern 

Rhodesia is on the list and th e general U. S. Government policy 

is to deny applications to export or re-export commodities or 

technical .. data to Southern Rhodesia unless the commodities or 

technical data are intended strictly for: . 

(a) medical purposes; 

(b) use in schools and other educational institution s; 

(c) the essential needs of recognized charitable insti-

tutions; or 

(d) food stuffs required in special humanitarian circum-

stances. 

It is also the general U. S. Government policy to deny 

applications to export or re-export commodities or technical 

data to the Republic of South Africa where there is a lik eli

hood of military end-use. Countries li ke Czechoslovakia and 

Pol~nd are treated in a different manner from Yugoslavia and 

Cuba is treated still differently. ' ' 

License Revision: Each party to a license shoul.c:l regularly 

review the licen se agreement with respect to the actual operation 

of the license to see whether the agreement should be revis ed in 

a number of possible ways. Often it may be desirable to re

define the field of the license in order to broaden it to cover 
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new products, re-designs of old products, etc. Cert a inl y , ·if 

one of ~he patents involved in the license is held invalid, t he 

lic ense needs to be re-examined. 

It may be that a royalty cha~ge is called for. For example, 

if a patent does not issue on one or more patent applications which 

was the basis of the license agreement, the royalty should be 

changed. If a patent is held invalid or if certain claims we re 

lost in an inte~ferenc~, the royalty rate should be adjusted. 

Often a license agreement may include clauses relating to 

change in royalty rate if competition enters. For exampl e , a 
' .. 

c:lause that ·is used occasionally calls for a reduction in th e 

royalty rate if certain specific competitors sell products in 

the licensed fi'eld in excess of a certain percent of the s a les 

of the licensee in that field. If the license agreement does 

n\1t include such a·· clause and th e re are competitive pres s ures, 

it .may very well be reasonable to re-negotiate the royalty rat e 
' II 

to take this into account and this should be kept in mind. 
ft • I • 

Changes in the law or in Government attitudes may warrant 
ti : ~ . . . • 

r eview of the license. For example, betause of the recent 
.· ·· .. ' 

Lear v. Atkins case (395 U. S. 653, 162 U. S. P. Q. 1) and 

because of the attitude of the Department of Jus~ice, some corn-

• pa nies have · revised their license agreements by voluntarily 
. . 

deleting clauses in which · the licensee was es topped to deny 

the val i dity of the patents licensed. Some licensors f eel it 
, .. I 

. , .. 
. . .. 
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is better to eliminate such a clause rather than risk the 

possibility .of the entire. license ~greement being challenged 

for that reason . 

The attitude of the Department of Justice in the area of 

field-of-use licenses may, if the license has such a res triction 

included · in it, be the basis for revision ·of the agreement in 

this respect. As license agreements may last for a number of 

.years, actions which were perfectly proper in accordance with 

the law and Government attitudes at the time when the license 

is executed may _become tainted at a later time and it may be 
j \ t I ~ t •' o1 , 

desirable t~ revise the license to avoid such items. 
' . . ' . ,, , , • 1 , ' 

, . , ... . 
Assignment: .. qt- co·urse, if one of the parties to the 1 icense is 

.; ,• , 1 . ' . , I I , : . 

merged with a third party, the other party should be no tified 
•' ; · ' I 1 1 .; •• 

of this at t~fr appropfiate time and, depending on the terms of 
I . . . 

the agreement, other appropriate action may be taken. 
:, ' ,1 I' 

Also, if one of the parties sells the business to which the 
... . 

license relates, the agreement may require certain actions which 
:· ··.: $1 • 

must be taken. 
I • · • 

I n. gene' r a l , there s ho u l d be a · co n t i 11 u i'n g e v a l u a t i o n o f th e 
,. . , ., 

I ' 

entire license situation.· · It musi be determined whether products 

sold are within ·the license, whether minimum payments should 
,, . 

still be paid · to maintain exclusivity, or even whether the 
·• i I 

license is still necessary. If the license agreement calls for 
• • ' ' I 

paym~nts to · be made to maintain the license and if the lic ensee 
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is no longer usi~g the technol~gy involved and does not have any 

plans to use the technol~gy in the future, the license should 

be terminated. 

Termination: In the continuing review of the license situation 

if it becomes desirable to terminate the license, often such 

termination can only take place if certain events happen or at 

certain times. For example, it is not uncommon to have a license 

agreement which may be terminated only during a 60-day period 

before the· end of each license year. If this period passes 
. , ; . 

without the party taking action, the license may be automatically 
... ' : 

continued for another year. It should be the duty of the li cense 
I' 1, . ' 

administration ,people to notify management at an appropriate date 

so that consideration may be given to the desirability of termin-
.. 

a t i n g th e l i c e n s e i n a t i me l y f a s h i o n . · .: 

Some license agreements may call for a positive notification 

by the licensee in order to maintain the license in effect. If 

su~h notification is not made, the license automatically terminates. 

This situation must be properly controll~d by the license admin-
' t l l I 

istrators. 

Some agreements provide for the · return of ~€rtain data or 
• • I • 

- equipment upon termination of the agreement and these acts will 

not occur unless the license administrator sees that th ey ar e to 

be done. 
• t •• •••• 
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~E-iriltion: Many license agreements call for the pil.ymcnt of 

r o y a 1 t i e s f. o r a c e r ta i n p e r i o d , a ft er w h i c h th e 1 i c e n s e b e c o fi1 C! s 

royalty-free, but the license itself docs not e:~pire. 'fhr~ lic1 :ri ·: ,· 

ad111inistrators should make sure that royalties are not puiri p ;~; i 

the royalty expiration date. Also, if the a9r0.em e nl its~lf ~>-: · 

r i res , i t rn a y be n e c es s a r y to n cg o ti ate a new a g re em en t i f U 1 :.• 

1 i c e n s o r s t i 11 h a s p a t e n t r i g h t s o r k n ow - how to \•1 h i c h t h e 1 i c e 11 <.. , . !~ . . I . . . . 
desires access. · 

F o r e x am p 1 e , o f t e n w i t h a J a p a n e s e l i c e n s c e t h ~ J a p il n c !; '~ 

r,.wc r ·1111lelll: req.uirP5 a comparatively Shu1·t time (SUCh aS five (ll .. 

: . .,, , y<:<n"} t .· be the length of the ·license. If the licenso1· st ill 
.. 

has wur·tln'41ii .IP. patent protection after the expiration of the eui·lir.r 

agreement , an ad cJ i ti on a 1 1 i c ens e can be neg o t i a t e d w i th th c t e rin c; , .. . 
royalty rates, etc. being determined by the extent of the pate nt s 

or know-how available. 

' ' 

t'2.l.i c i 119.: I n the abov e di s cu s s i on of l i c eh s i n g a cl mi n i s tr a ti on : 

one of the objectives of the recommended gnocJ comm11nicat.ion and 

; 11 form a t i o n tr a n s fer i s µ o 1 i c i n g t. h e l i c ens e . I·\ o s l: l i c e n s e 

a g r e e m e n t s h a v e p r o v i s i o n s f o r i n s p e c t i n g t h e b o o k s o f t h c I ·i c !? n ~~ ~ .. P. 

b u t , u n l e s s t h e re a p p e a r s to b e s om e th i n y o u l o f 1 i n e \ol i t It t Ii e 
v 

1 i censee 's statements, this provi s ion is rarely impl eme nt ed. 

11 o v1 e v e r , i f i t i s d e c i d e d to i n s p e c t t h e b o o k s o f t: h e l i c e n s c c , 

t he inspection is usua1ly don e by the licensor's fin11n c i a l 
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people or by an outside · financial organization . These peopl e 

should be thoroughly briefed on what the license covers, wha t 

to look for, what questJons to ask, etc. Only after this has 

been done can the licensee's records be adequately reviewed. 

The licenso~ shoul~ always be on the alert for stateme nts 

by the license~ and others .which may help him in determinin g 

the size of the. market for . the licensed product and the licens ee's 

portion ·bf that market • . It is usually _ good practice to revi ew 

the licensee's annual report, any pros~ectus issued by the . li ce ns ee 

and other publications r~lating to the market involved. Of ten it 
• • : , I ' ( ' I I •j • 

' 
may be useful for the licensor to alert hi s sales peo pl e and hi s 

1·· , · .• f ! i . .... 

commercial int~lligence organization, if he has one, t o be on the 
I' , • " 

lookout for information about the l i censee, the lic ensed produc t 
I I • i ; I I • • ~. • I 

and the market ·' involved . 
( ; t . • • • i ·" ; "' 

Most licensees, particularly if they are publicly-own ed 
1 : I t ', I , : : • I 

corporations, . make· accura~e royalty pa~m.e nts, as signific an t 
1 •• l ~ • • • • 

va.riations from the licensee's statements are bound to beco me 
.. I ' ' • • I ' i 

known sooner or later. 
' ! ! I 

f''' t: I 

Di s put es Betwe en th e Part i es : If one o.f the part i es fail s to 
• t i •. . ' · 

1 ive up to hi ~ ·' obl igations und e r the l ic.ens e , the 1 icense ag r ee -
I •• I I 

ment usually contains provision s und e r which the agreement may 
;, 1 Ct 

be terminated .' · Many !lgreements provide for arb1tration if th ere· 
• 'I · i 

are di s putes· between the ·licensee and licens or. · Some at t or neys, 
1 I 11 : ' I , , , 

Howev~r, prefer ~at to "include arbitration clauses in thei r 
. , •. j ., ; i : .. . 

I • ' • 

,,.,, .. 
; •' ' . I 

11' 

• . • t 
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license ~greeme~ts because they feel that some pa~ties will not 

make a r~al attempt to settle a matter but will routinely go to 

a.rbitration. If there is no arbitration clause, these attorneys 

fe~l the parties may be forced to work harder to settle their 

dispute rather than go to court which is a drastic step and may 

become very expensive. 

However, if there has been. good communications betwe e n the 

parties, the likelihood of disputes between them is markedly 

reduced. 

Litigation Against Third Parties: Unless the license agreement 

specifically provides otherwise, the . licensor is not requir ed 

to proceed against third party infringers. However , a licensee 

under an exclusive license may be able to bring suit himself 

against the infrin~er, if an exclusive license is of the type 

that the cou.rt might regard, in effect, as an assignment. 

Often, of course, the agreement provides for one or the 

ot~~r or both of the parties to bring action against third 

party infringers. The agreement may also provide for appropriate 

sharing of the costs and returns under the suit. In such a case 

the parties to the license may wish to have close contact and 
) 

free flow of information between them so that a complete picture · 

of the facts may be gathered. For example, if the licen s e 

involves technology of the type which ·the licensor had not 

fully developed, the actual operating practice of the licens ee 
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may be involved in the infringement action as well as the cir

cumstances surroundi~g the act of invention by the licenso~. 

If each party · retains its own counsel, they must work clo se ly 

togethe~ to present the best case possible under the circumstances . 

It may also happen that a licensee is sued for infring eme nt 

of the pa~ent of a third party and this may require assi s tance 

from the licensor or in some cases the licensor may take over 

defense .of the suit, altho~gh this latter situation is rare. 

·. , . 
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LICENSING OR SELLING ITEK PATENTS AND TEOINlCAL KNO\~-llOW 

An important role in both cUvision and corporate planning i s the genera
tion of profits anJ penet:ratjon of new markets through licensing or selling 
of Itek patents, technical know-how, trademarks , copyrights and similar 
proprietary assets . 

It is Itek policy to consider licensing or selling patents or other 
proprietary assets if the asset is not in a business area which Itek intcq<ls 
to fully explore, or when Itek resources are not available to penetrate the 
market. 

Itek Division Managers and the Director of Corporate Patents and 
Licensing are jointly responsible for the development of licensing oµportuni ties. 
This responsibility will include a periodic review of the potential for l icen
sing or selling Itck's proprietary assets and the definition 0£ tenns and 
conditions to be · obt.ained from prospective licensees . 

All ag:-eements to license or sell Itek patents or other proprietary 
assets will be negotiated by the Director of Corporate Patents and Licens ing 
anc.l wil l be fin.ally approved and executed for Itek in accordance with Coqiorate 
Policy Statement 14, Approvals. 

Under this policy the Director of Corporate Patents and Licensing will 
also be responsible for: 

- Maintaining Itek's official contact with licensees. 

Ensuring that license and royalty payments ~md supµort i ng 
activity reports are :remitted promptly to Itek and in accord
ance with the terms and conditions of the agreement,. 

- Providing abstracts of agreements to concerned individuals. 

- forrnu l ating the necessary procedures re la ti ve to license anc.l 
royalty agreement activity. 

·n1e allocation of license and royalty income to operating div is ions 
will be determined by the cognizant Corporate Vice President(s) and the 
Corporate Controller based on a division's contribution to the proprietary 
asset licensed. 

-H-20 -
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SUflERSEOES t1u 11r.r.n 2--l /1 
Issue date 9/20/68 R[VtStON 1 

COHPOHATE OFFICES 
POLICY ANO PROCEDURE 

JI 2/70 
PREPARED BY 

r.orpne:i t~ 
Policies & Proce<lurcs 

EFFECTIVE SUBJECT 

LICENSE AND ROY.ALTY INCOME APP.2EL'--, 1-0-,s-·T-P R-A-,:-:-JT-,-o-
1
N_·_o_F--

3
---1 

~ 

A. 

B. 

P. S . Ped u 11 il 
Ma nual llo ldcrs 

.. 

Scope 

All divisions. 

Definition 

License and Royalty Income includes all royalty payments from outside 
companies or individuals under agre ements for use of ltek p.1tents, 
trademarks, copyrights, technical know-how, and similar proprietary 
asset.s. 

C. Objectives 

To establish the procedures for the contro l and recording of license 
and royalty income and the responsibilities for administration of 
license and royalty agreements . 

D. Policy and Procedure 

1. Under the .groundrules established for licens ing containe:tl .in 
Corporate Policy Statement No. 21, the Division Manager and the 
Director of Corporate Patents and Licensing are jointly rcsronsible 
for the development of licensing opportunities. This responsibility 
will include a periodic review of the potenti.al for licens ing 
the division's proprietary assets and the definition of terms 
and conditions to be obtained from prospective licensees. 

2. 

3. 

All license and royalty agreements w~ll be negotiat ed and admin
istered by the Director of Corporate Patents and Licensing and 
finally approved and executed for Itek in accordance with Approvals 
Policy No. 1-14 contained in this manual. License Agreement 
Sign-off Checklist, Form ADM-2611, will be used for obtaining 
appropriate division and corporate approvals . Abstracts of license 
agreements will be furnish ed by the Director to concerned corpo
rate and division management. 

The Director of Corporate Patents and Licensing wi.11 receive a11 · 
remittances for royalties and technical services under lic ense 
agreements directly from lic ensees. He will monitor and approve 
the remittances for reasonableness and conformity with terms of 
license agreements, and will follow up receipt of reports and 
remittances which become overdue. 

AOM 1.6 ~/67 -Il-21-



NUMBER 
2-14 PAGE 2 OF 3 LICENSE AND ROYALTY INCOME 

4 . Accounting Treatment 

a • . All remittances from licensees with accompanying royalty 
reports will be forwarded by the Director of Corporate 
Pa t ents and Licensing to Corporate Accounting-Operations 
with copies o f invoices fo r technical services for which 
payment is included in the remittance amount. 

b. The Director of Corporate Potents and Licensing will advise the 
'Manager, Corporate Accounting-Operations, on the division allo
cation of license or royalty income after prior review with the 
Corporate Controller and cognizant Corporat~ Vice President(s). 

c. License and royalty income will be credited to the appropriate 
operating ·divisions and reflected in their License and Royalty 
Income Account. For external financial presentation purposes, 
this account will be reclassified to Other Income and Expense .. 

d. D~visiona l unbilled expense incurred in meeting Itek 's obli
gations under an income bearing lic ense agreement will be 
charged to the division's License and Royalty Income Account . 

e. Income received fro~ t echnica l service s old to licensees under 
a license agreement will be reflected as sales or revenu es of 
the performing division. The cost of such services will be 
reflected as cost of sales of the performing division. 

The Corpo~ate Patents and Licensing Department shall be a 
party to all negotiations for t echnical services of this 
nature and invoices of the performing division will be 
forwarded to th e licensee through the Director of Corporate 
Pat ents and Licensing. 

NOTE: Sales or services not covered by a license agreement 
will be nego t ia ted, billed and r emi ttances handled 
directly between the perform~ng division and the 
licensee 

5 . The Director of Corporate Patents and Licen s ing will furnish 
the following to Corporate Accounting-Operations and concerned 
Division Controller: 

a. Copi es of all licens e agreements when executed, including 
agreement abstracts where required. 

b, Copies of quarterly schedul es summarizing terms, conditions 
and due dates for payments from licensees. 

6. Corporate Accounting-Operations will : 

a. Reconcile r emittance amounts and royalty r epor ts with t erms 
and conditions of license agreements, and with the performing 
divi sion's invoice(s) if payment for technical s e rvic es are 
included. ·· 
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b. Deposit remittances in the company General Fund account, credit 
the appropriate interdivisional account and forward the :credit 
to the division for recording of royalty amounts in its 
License and Royalty Income Account, and technical service 
amounts in its Sales or Revenues Account. 

c. Follow-up delinquent remittances through the Corporate 
Patents and Licensing Department. 

7. The Corporate Internal Auditing Department will: 

a. Periodically audit in-house licensing activities to determine 
that appropriate remittances have been received and recorded 
on a timely basis. 

b. Audit licensee's records when deemed necessary to validate the 
amount of remittances, conducting such audits in accordance 
with arrangements made by the Corporate Patents and Licensing 
Department. 

-H-23-
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APPENDIX C 

SUP£RSEDES NUH8ER 1-006 rr;:kJ INTERDIVISIONAL -CORPORATE/DIVISION 
~ TRANSACTIONS MANUAL REVISION 

SUBJECT PREPARED 8Y C t orpora e 
Policies & Procedures 

INTERNAL LICENSING 
APPROVED BY 

EFFECTIVE 

11/3/69 

PAGE l Of 5 

OISTRIBUTIO,.. 

Hanual Holders 

Itek divisions transferring inventions arid other developments f or mar
keting exploitation by another division may do so under an internal. 
licensing agreement. Objectives of such arrangements are to: 

- Provide profit incentive to seek opportunities for exploita- · 
tion of developments within Itek. 

- Encourage sustained interest and cooperative assistance by 
the licensor division after transfer of the invention. 

- Relieve demands on corporate funding by establishing a 
mechanism which identifies and encourages the use of Itek 's 
existing technological resources to generate income. 

Respons ibility 

Licensor · Division 

Corporate Patents 
and Lie ens ing 

Procedure 

1. With assistance from Corporate Patents 
and Licensing, present developments 
being considered for internal licensing 
to Division Managers having the poten
tial to exploit the developments. 

2. Negotiate internal licensing agree
ment with interested divisions with 
assistance and guidance on terms 
and conditioris provided by Corporate 
Patents and ~icensing. 

3. Serve as the coordinating activity in 
the id entification of candidate inven
tions for internal lic e nsing and subse
quent negotiation of licensing agree
ments. 

4. Assist the Division in insu ring that 
timely dec isions will be made with 
respect to licensing any given item. 

-H-24-
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ADM 1.7 

1-006 PAGE 2 OF 5 

Res pons ibi li ty 

Corporate Patents 
and Licensing 
(Continued) 

Licensee Division 
Accounting 

INTERNAL LICENSING 

Procedure 

5. Prepare and have Jnternal licensing agree
ment signed by concerned divisions. Pro
vide copies to Corporate Accounting
Operations Department and concerned Divi
s i on Control l ers. 

6 . Prepare and send abstracts of internal 
license agreement to: 

a . Cognizant Di vision Managers 

b . Cognizant Corporate Vice 
Presidents 

c . Chief Financia l Officer 

d . Corporate Counsel 

e, Treasurer 

f , Corporate Controller 

g. Manager, Corporate Accounting
Operations 

h . 

i . 

j . 

Manager, Corporate Accounting
Consolidations 

Concerned Division Controllers 

Other concerned division and 
corporate management, as re
quired, 

7 . Include terms, cond itions and due 
dates for reporting royalties to the 
licensor division under internal 
license agreement on Quarterly Li
cense Report (Exhibit A)~ r egularly 
distributed to corporat~ and division 
management in accordance with terms 
of internal lice nse agreement . 

8. Report sales and royalties based 
thereon to Corporate Patents and 
Licens ing in accordance with terms 
of the int e rnal licensing agr eement 
on r eporting dates agreed to with 
Corporate Patents and the Licensor 
division. 

-H-25-



. .. 

NUMBER 

INTERNAL LICENSING PAGE J OF 5 1-006 

Responsibility 

Corporate Patents 
and Licensing 

Licensee Division 
Accounting· 

Licensor Division 
Accounting 

Procedure 

9. As required by internal Licensing 
agreement, report sales and royal
ties to Corporate Accounting
Operations Department and licensor 
division Accounting. 

10. Accrue royalty expense monthly or 
quarterly, depe nding on the sig
nificance of the amount involved. 

11. Record royalty expense amounts as 
cost of sales on the Operating 
Results and Income Statements in 
the Monthly Financ ial Reports sent 
to Corporate Accounting- Consolidations 
Department. 

12. Prepare and send credit billing to 
licensor division per reporting 
provision in the internal licensing 
agreement in accordance with 2-008, 
Interdivisional Billings, in this 
manual. 

13. Rep0rt year to date internal r oya lty 
expense amount on the Intercompany 
Transactions form in the Monthly 
Financial Reports sent to Corporate 
Accounting-Consol idations Department. 

14. Accrue royalty income monthly or 
quarterly, depending upon the sig
nificance of the amount involved. 

15. Report r oyaftY income on Royalty 
Income line on monthly Operating 
Results and Income Statements sen t 
to Corporate Accounting-Consolidations. 

16. Report year to date inte rnal r oya lty 
income amounts on Intercompany Trans 
actions form in the Monthly Financial 
R~ports sent to Corporate Accounting
Consolidations • 

17. Bill licensee division any r evenue 
producing service performed under 
interna l lic ens ing agreement via 
interdivisional bi lling . Record as 
sales and cost of sa l es . 
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Res pons ib i 1i ty 

Corporate Patents 
and Licensing 

Licensee Division 
Accounting 

Licensor Division 
Accounting 

Procedure 

9. As required by internal licensing 
agreement, report sales and royal
ties to Corporate Accounting
Operations Department and lice nsor 
division Accounting. 

10. Accrue royalty expense monthly or 
quarterly, depending on the sig
nificance of the amount involved. 

11. Record royalty expense amounts as 
cost of sales on the Operating 
Results and Income Statements in 
the Monthly Financial Reports sent 
to Corporate Accounting-Conso lidat i ons 
Department. 

12. Prepare and send credit billing to 
licens or division per reporting 
provision in the internal licensing 
agreement in accordance with 2 - 008 , 
Interdivisional Billings, in this 
manual. 

13. Rep0rt year to date internal royalty 
expense amount on the Intercompany 
Transactions form in the Monthly 
Financial Reports sent to Corporate 
Accounting-Consolidat ions Department. 

14. Accrue r oya lty income monthly or 
quarterly, depending upon the sig
nificance of the amount involved. 

15 . Report roya~ty income on Royalty 
Income line on monthly Operating 
Results a nd Income Statements sent 
to Corporate Accounting-Consolidations. 

16. Report year to date internal royalty 
income amounts on Intercompany Trans
actions form in the Monthly Financial 
Reports sent to Corporate Accounting
Consolidations • 

17. Bill licensee divis ion any revenue 
producing service performed under 
internal licensing agreemen t via 
int e rdivisional billing. Record as 
sales and cost of sa l es . 
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Responsibility 

Licensor Division 
(Continued) 

Corporate Accounting
Consolida~ions 

INTERNAL LICENSING 

Procedure 

18. Report year to date interdivision 
sales and cost of sales amounts 
per 17 on lntercompany Transactions 
form in Monthly Financial Reports 
sent to Corporate Accounting 
Consolidations 

19 . Eliminate offsetting internal 
licensing costs and income in 
monthly consolidations • 
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Llcenso r 
Date 

Concerned 
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8. ROYA LTY t::cmtf" 

C. SCHEDULE OF ROYALTY REPORTS DUE 
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Reports Due to Llcensor s from leek 

Reports Due to ttek f r om Licensees 

Rate Rova l ty Perlod 
Reoort 
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ROYALTY REPORT 
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APPENDIX D 

ROYAL RUBBER COMPANY 

Cambridge, Massachusetts 09999 

Royalty Payments 

28 Apri 1 1970 

D3vid J. Smith 
International Widget Company 
78 Davis Avenue 
New York, New York · 01111 

In accordance with the International Widget Company/Royal 
Rubber Cornpa~y Agreement of 19 February 1958 relating to 
the widget· field. 

Period: Quarter Fir s t 
~------~----~ Year 1970 - -------Month January, February, March 

United States Canada (U. S. Dollars ) 

Sa 1 e·s 

Royalty Due @ 1 % 

To ta 1 Royalty Paid Herewith 

Previous To ta 1 Royalty 

Total Including this 
Payment 

COMMENT: 

JWJ/xxx 

$278,503.67 

$ 

$ 

$ 

$ 

2,785.04 

2 !795.55 

10,777.77 

13,573.32 

Very truly yours, 

ROYAL RU BBER COMPANY 

J ames W. Jone s , Dir ec tor 
Patent s . and Li ce nsing 

- H-29-

$1,050.67 

1 0 . 51 



. • 

ROYAL RUBBER COMPANY 

Royalty Advice 

Period: Month of l 9 

Payable to: International Widget Company 

Payable on: Sales of widgets: 

United States 

Supplies 
$ _____ _ 

Equipment 
$ _____ _ 

Tota 1 $===== 

Royalty Que @ 1% $===== 

T o :· · J am e s W • J o n e s 

'' 
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Canada (Can $) 

$ ------
$ ------

$ ====== 

$====== 

' ' 


