PROFESSOR'S NOTES

 TAISP Software Licensing Agreements

Checklist of Terms

I. Basic information

a. Identify the parties

b. Identify the subject matter 

II. Negotiated terms

a. Identify the nature and scope of use of the  software. 

b. Limitation on any use other than what is specifically set forth. 
c. License or assignment of what rights.
d. Use for  commercial purposes outside of the scope of the agreement.   

e. Percentage interest in TAISP and any derivatives to the University.
f. Exclusive vs. Nonexclusive basis, usually nontransferable

g. Compensation via Royalties: One-Time vs. Recurring Basis for commercial derivatives. 

h. Minimum number of hours  per week of his time for the term of the agreement to upgrade TAISP upgrade and any other assignments given to him by the Government or University.
i. Extent to which Harry is bound by the University’s policies.
j. How to restrict Harry’s  Internet  access to University premises. 
III. Standard Language

a. Ownership- Trademark shall be displayed

b. No reproduction  or reverse engineering of any  software.

c. Licensee has no right to license to third parties without approval

d. Licensed use shall not affect Licensor's continued rights in patent.   No assignment of any rights.

e. Include standard indemnities (e.g. Licensee shall indemnify and hold Licensor, all corporate affiliates,  agents harmless of all loss, cost, damage, liability and expense; including attorney fees.)Only rights given are set forth herein. No other rights are given
f. Entire agreement.
g. Integration clause.
h. Include arbitration, choice of law, and/or venue provisions
Licensing Intellectual Property, Evelyn Sommer

I. Exploiting  IP Rights

A. General considerations

1. Ultimate objective of the owner is to exploit them for direct financial gain or to further other business objectives in a manner which maximizes their value.

2. A product may be for a market that is too small to be interested to a large company or large for a small company. A university is usu. Without the resources to exploit the technology. Sometimes, the product is not viable without combined with a third party. If the owner does not exploit it directly, then assign or license to a third party to do it:  the lower the risk to the owner re development, manufacture, and commercialization the lower the financial return to owner.

QUESTION:  WHAT IS HARRY’S MARKET FOR TAISP? NOTE: THE SUCCESS OF TAISP IS BASED UPON THE NATURE AND TYPE OF INFORMATION THAT IS ENTERED AND THE PROCESSING POWER.

ANS:  INSTITUTION THAT HAS A SUPERCOMPUTER, OR GOVERNMENT; COMMERCIAL MARKET WOULD BE A LOW-END GAME THAT WOULD HAVE ONLY BASIC FUNCTIONALITY.

QUESTION: WHY  WOULD  THE  GOVERNMENT BE THE BEST LICENSEE OF THE TAISP? ANS:  THEY HAVE THE NEED AND THE RESOURCES TO MAXIMIZE THE POTENTIALS OF THE PROGRAM.

3. Licensing vs. assignment:

a. Assignment transfers the right to exploit technology by a transfer of ownership.  Can assign for a fixed fee, in installments, or royalties.   

b. License conveys the right to exploit technology without a transfer of ownership. Can be exclusive or non-exclusive, w/ or w/o a reservation to the owner to exploit the technology.  Can assign for a fixed fee, in installments, or royalties based upon sales or profits, units produced, savings involved or some other measure. Nonexclusive License of a patent means licensor will not sue for acts that otherwise constitute infringement.  

QUESTION: WHEN WOULD YOU SELECT AN ASSIGNMENT OVER A LICENSE?

Ans: If the owner does not want to exploit the rights directly. In the hypo,  Harry has to be concerned about the secrecy order and the potential that the government could “take” TAISP and pay below market for it.  To the extent it may create a national security interest, Harry would probably be in the best position to license it to the government.

B. Exclusive vs. Nonexclusive license: What is the scope and territory of the license

1.   Nonexclusive license: Merely a covenant not to sue.

2. Exclusive license: Usu. carries the right to  grant sublicenses to allow the technology to be exploited to the maximum extent possible. 

a. Implies that licensee will  diligently exploit the technology and there may be a right to terminate if certain benchmarks in terms of sales, marketing are not met. Benchmarks include: specific amount of money to be spent in developing, marketing and/or selling the product, size of sales force, achieving defined objectives by a specific time.  This assumes that the license will be recurring and not on a one-time basis.

b. If the licensor want to get capital gain treatment on process, then need to use an assignment or exclusive license. If the licensor retains any rights, it might defeat the expectation.  See Section 1235 go IRS re "substantial rights"

c. Define the territory, field of use, or other limits for use of the IP based upon the objective to maximize the value of the asset. The objective will dictate if the use is exclusive or nonexclusive.

QUESTION:  SHOULD HARRY LICENSE TAISP ON AN EXCLUSIVE OR NONEXCLUSIVE BASIS?

ANS: THE GOVERNMENT WOULD INSIST ON EXCLUSIVE AGREEMENT.

d. Exclusive license requires a higher royalty since they eliminate competition, there is also increased risks that the product will not be successful. It also will narrow the scope of the rights to exploit. The key will be  licensee's ability to be successful with the product. Look at the track record, affiliations, distribution mechanisms, capitalization etc. May want to include benchmarks that are time sensitive or sales so that as long as there is performance of benchmarks, license will remain in effect.  The tradeoff is whether there is sufficient economic interest in the product without the exclusive license. The licensee must be able to recover their costs and get a reasonable rate of return. 

e. Considerations in evaluating economic viability is to look at size of the market, and market share of the licensee. If the licensee is  a major player in the market, then  a nonexclusive license may be okay because he already enjoys market share, or will not be adversely affected by other licensed competitors.  If the licensee is small but has the promise of gaining market share or with the backing of the licensor, allow the licensor to expand into a new market, there is great value both ways to having an exclusive market.

BOTTOM LINE:  GOVERNMENT WOULD HAVE AN  EXCLUSIVE RIGHT TO USE. UNIVERSITY WOULD HAVE SOME SHOP RIGHT OR  JOINT INTEREST AS A LICENSOR. 

C. Joint venture vs. License for on-going relationship

1. Joint venture is creation of a new enterprise jointly owned by at least two other partners that share in the profits and losses of the enterprise. Motivation is that neither partner can do it alone and that both have something indispensable to the enterprise. One may have money, the other technology, or complementary technology. Effect is to spread the risk. 

2. Intent is to divide the research and development costs, create a joint sales and marketing organization or allow one partner to contract with the entity to provide service as part of contribution.

3. Joint ventures are best suited for companies with substantial financial and technology resources since they have to fund it until it is profitable. Usually not desirable at an early stage, or for unprofitable companies such as start-up.

4. Structure is two companies each create a wholly owned subsidiary that they form a general partnership with equal interests. Parents  license technology to the  joint venture partnership and share in costs. They may contract with parents for specific services. Make cash calls as products enter development pipeline. Have the option to opt out or ask the other to advance monies, which means that money would be returned out of proceeds prior to any distribution. Entitlement to royalties will be based upon transfer of technology solely, not upon the development if they opt out.  Possible for in lieu of money, stock from the company not putting up any money can be transferred, with a deduction out of sales for any costs.

QUESTION: SHOULD HARRY GO IN AS A  JOINT VENTURE WITH  UNIVERSITY? ANS: UNIVERSITY HAS THE COMPUTER RESOURCES AND THE ABILITY TO CONTINUE R&D. IT IS ALSO A GOOD RECIPIENT OF FUNDS TO FINANCE COSTS.

II. Licensing Strategy (Bieniek, Software Licensing)

A. Evaluate business opportunity: 

1. Harry

a.  No license of copyright to the government unless it is going to do upgrades.  Give Gov right to use the program and entitlement to any upgrades. License to use under patent. Program is still a trade secret. You are required to be present or oversee the running of the program.

b. Need to maintain confidentiality with University and government; probably will be mutual among all of the parties. “Need to know basis only”

c. Employees who deal with TAISP must also sign confidentiality. No third party license unless confidentiality and prior approval.

d. Strict limited access to the source code with use and disclosure requirements. Limit to object code, not source codes. Probably give University access on similar restricted basis. 

e. University minimally has a shop right so less concern, although only a small team of programmers have access to source code. 

f. Covenant from gov and university not to reverse engineer.


2. Government

a. Want exclusive License access to  the codes with  restricted access to gov. databases without permission.

b. Restrict number of copies and account.

c.  Worldwide use and ability to tap into other installations.

d.  Access on any government system capable of supporting processing speed.

e. Perpetual term

f. Irrevocable

g.  Use limited to government

h. Harry cannot license to any other country; subject to export controls related to security sensitive software. 

i. Confidentiality and security clearances for university and personnel. 

j. Ability to provide specifications for upgrades, scenarios

3. University

a. Confirm shop right and negotiate  joint ownership rights in the entire program or only to upgrade and enhance in exchange for access to facilities

b. Want rights in both patent and access to source and object codes

c. Mutual confidentiality agreement

d. Covenant not to compete

e. First option on any new product derivatives

f. Irrevocable

g. Perpetual term

h. Use for both government and commercial (commercial is harder to justify when none of university resources would be required for a game-oriented version)

i. Consent required for all approvals in the same way and entitlement as is given to Harry

III. Critical Issues


A. Defining what is licensed and scope of rights: to use, copy, derivative




1. Copyright- source and object code, designs




2. Patent – black box





3. Trade secret- source and object code




--Need to describe performance and functionality of the program.



--Include any future modifications, enhancements and the like. 



--Approval of persons who use or work on program, right of rejection of member of development team and the basis for exercising such rights. 



--Duty to train others on operation


B. Scope of rights (determines if assign or license)




1. Internal use- ok for gov and university




2. commercial use- problem for the government, unless commercial game is without all AI components
;  university has an interest if can be used for instructional or training purposes. 




3. separate agreements for source and object code; more restrictions in source code K re access to specifications, modify or create derivative works. 


C. Access to TAISP and Development tools




1. CD-Rom, Web and what security measures




2. Ability to customize and adapt to Gov. systems 




3. Access to development tools on “as needed basis”




4. Restricted access  by third parties. May except contractors or agents licensee, however, must be specifically subject to the same terms and must specifically so state. 


D. Testing and confidentiality




1. Restricted to few persons



2. Performance guarantees tied to minimal base requirements that should be provided by the licensor. ? is whether the licensor shall provide, install all systems



3. Relative rights to make modifications or priority functional enhancements  

E. Acceptance terms



1. Right to work with software before obligating (Lor wants short time, Lee wants longer) Mutual covenants not to reverse engineer



2. Delivery terms



3. Fixing bugs



4. Free from viruses and effect if violation



5. Warranties (express, statutory and implied) for limited term; if perpetual then want to have a maintenance or service agreement 




a. Service K – 10-20% of license fee for each year




b. Put In place as part of license agreement, not wait ‘cause lose leverage. 




c. Include time frames for responding to issues


F. Effect of Breach or Termination



1. What actions entitle either party to terminate the agreement and what opportunities to cure



2. If agreement includes other conditions that are subject to terms of another agreement, then what is the effect of breach of one agreement on the other.



3. Effect of death, incapacity or incompetency


G. Indemnification



1. How will liability be allocated and right to indemnification



2. Any limits on liability, e.g. consequential, incidental, and punitive may be excluded; limit on direct liability through liquidated damage clause. 


H. Reporting & Audits



1. Technical problem management

IV. Pricing Considerations


A. Modes of payment: 



1. fixed price



2. Period of service payments 



3. Payments per milestones in development  (although you may not  be able to predict all or need to  put in some flexibility in timeframes) (Pro for licensee)



4. Time and materials, (include cap or some mechanism for approval above a certain amount (pro for developer)



5. Cost or cost-plus (pro for developer)

C. Operating Expenses for Site Maintenance: $42,000 fixed costs; $ 84,000 annual costs for outsourcing site management

1. Considerations in estimating costs

a. Bandwidth: tied to number of people, traffic retrieving or access, shared

 ---less than 10,000 hits low

    10K-100K moderate hits

     500K big




--5-10% of hits may result in buys




--1000 users/hour will likely result in 100 interactive users at one time




--128 K or 256K DSL lines will be adequate for low traffic




--Windows NT Server Box can handle up to 500 consecutive users runs $6,000

-$7,000 include  OR




--Linux can handle 2000 simultaneous users and runs $3,000-$4,000



b. Redundancy: having redundant systems to avoid

--2-3 Server boxes for redundancy

--2 servers min (with shared client) w/ 2 computers for database. Consider a pyramid in terms of hardware: many web servers, few application servers, fewer database servers

--TOTAL COSTS: $21,000 amortized for hardware



c. POP: collocation on carrier facility such as Exodus or Verity ($3-5K/month) 

--includes 1/2 rack located at the POP,  can handle up to 40 computers w/ 25 hours operator w/ T1 connection to the Internet

--TOTAL COSTS: $60,000/yr

d. Technical support of Web site for modifications: $50-75/hr for HTML programmer on contract basis @4-8 hours assuming that the site is maintained by the developer


--TOTAL COSTS: $ 400/mo or $4,800/yr

e. Database Server: $8,000 plus license (Linux would be lower)

--License: (one-time license fee) Microsoft sequel: $10K-20K; Informix or Oracle: $50K-100K; Access: no fee

--Admin Costs: $100/hr for 4 hours database administrator = $1,600/mo or $19,200/year

--TOTAL COSTS: $20,000 Fixed costs



     $19,200 Recurring costs

D. E-commerce Costs: Payment Processing * vs. Shopping Cart

1. Payment Processing  (8-10 payment processors

a. Billing: OUTSOURCING: Connection software costs-- $1,000 one time cost + .$40/transaction = $50/month=$600 OR

--ALT 1: $1,500 component + 3,000 software for in-house system that eliminates per transaction cost.

--Economy of scale is based upon volume of transactions: if 100 or less then outsource; if 1000 or more then ALT 1

--ALT 2: Credit cards processing--3 1/2 % + $.30/ transaction for Master Card and Visa; 5 1/2% for American Express

--ALT 3: Check debit--less than 1% or $.50/transaction

 TOTAL: $1,000 + $11,500/year

b. Security: Secure key=$180/yr.

     2. TOTAL COSTS: $1,000 + $11,680/year

III. Negotiating Posture

A. Flat fee:  

1. Factor tied to development costs

2. Higher fee for exclusive and/or brand name

B. Royalty (7-17% of net sales)

1. Factor tied to revenue stream

2. Term: 1 -5 years, assume that in 3 yrs. There will be upgrade to software

3. Tied to net sales: Total sales-allowances (discounts and returns only applicable for CD-Rom) but will have promotional; Should promotional and marketing costs be included or excluded (variable cost that can vary depending upon commitment); alt is to agree in advance on min. Promotion costs; (Licensor of trade name will want it higher budget; licensee will want less)

4. Royalty Period- pay within 30-60 days after end of the period

5. Submit statements (Lor--audited vs. no audit--Lee) Who pays cost if there is a discrepancy; select a % cap or floor; e.g. Lee pays if discrepancy is more than 5%; Lor will assume cost up to 2%

6. Benchmarks: Tied to # of subscribers; # units sold, # multi-users tied to computers

IV.  Pricing Considerations: Flat licensing fee or Royalty 

A. Revenue models from Websites

1. Subscriber-additional info other than product or access to content  15%

2. Direct Product Sales-Downloads of content

3. Advertising-other complementary products  5%

4. Sale of user profiles-2%

