exclusive patent LICENSE AGREEMENT (With Comments)
----------------------------

This sample agreement, M3, provides the basis framework for granting an exclusive license to exploit a patent right. 

The framework for the M3 agreement is one in which an R&D institution (university, polytechnic, R&D centre, among others, acting as legal entities) grants a exclusive license to exploit a patent right or a patent pending application to a individual or legal entity of a commercial nature.

The contents below illustrate some contractual aspects that must always be previewed by the parties (licensor and licensee), in view of their specific nature. This does not prevent them from regulating other aspects, depending on the particular context of the case in question.

We must always stress the need to seek appropriate legal advice when drafting an agreement of this nature in order to adjust it correctly to the case in question. 

----------------------------

Between

R&D, legal person no. …, with its head office at …, …-… …, represented by …, in his/her capacity as …, with powers for the fact, hereinafter referred to as the R&D, Licensor or First Party;

----------------------------

“R&D”, in the meaning used in this sample agreement, M3, may refer to a university, polytechnic, any other state or private education establishment or any other legal entity (provided that it has legal personality) that performs R&D activities and is the sole owner of a patent right or a patent pending application, thereby acting as the licensor.

This agreement can easily be customized to a context of joint patent ownership (especially joint ownership by R&D institutions, irrespective of their nature), though we recommend that it be preceded by an M7 agreement, “R&D Sharing Results Agreement”. 

----------------------------

And

COMPANY, legal person no. …, with its registered office at …, …-… …, represented by..., in his/her capacity as …, with powers for the act, hereinafter referred to as the COMPANY, Licensee or Second Party; 

----------------------------

In general, for all contractual instruments, the parties must be absolutely sure of the capacity and powers of the person signing in representation of any legal person.

In this case, both parties must check, if necessary by means of company commercial registry certificates, the capacity and powers of each one’s legal representative, avoiding their counterpart not being bound by this agreement.

----------------------------

Whereas:

a) The R&D is the sole owner of the PATENT RIGHT applied for in… under number … dated …, with the title “…”, granted by … (hereinafter referred to as the Office) on … (hereinafter referred to as PATENT XXX); 

[The R&D is the sole owner of a PENDING PATENT APPLICATION submitted in … under number … dated …, published in … under number … with the title “…”, to … (hereinafter referred to as the Office) (hereinafter referred to as PATENT XXX)];

----------------------------

The patent right or pending patent application must be clearly identified using all available bibliographical data and case identification.

----------------------------

b) The R&D, as the sole owner of PATENT XXX, shall bear all the costs of its preparation and submission to the Office, those incurred with all prior art searches, the remaining procedures needed for its grant and subsequent maintenance, including all Patent Attorrney fees and all other fees, charges and expenses and that said PATENT XXX is free of any encumbrances, third party rights and/or options and expenses;

----------------------------

The parties may define some other form of regulating this point, such as charging the licensee with the obligation to pay charges and other costs of protecting, defending and maintaining the right in question.

----------------------------

c) R&D, acting as owner of PATENT XXX, wishes to license the exploitation of the invention patented through persons or entities authorised by him;

d) The COMPANY wishes to obtain from the R&D an exclusive license for exploitation of the invention claimed in PATENT XXX;

e) It is necessary to settle the contractual terms of the license; 

The parties accept the following exclusive patent LICENSE AGREEMENT, which is subject to the Clauses:

ONE 

(Object)

Under this agreement, the parties establish the scope and conditions of the granting by R&D to the COMPANY of a license to exploit the invention claimed in PATENT XXX. 

TWO

(License General Conditions)

2.1. The R&D, as Licensor, grants to the Company, as Licensee, an invention exploitation license, which covers the manufacture, use, sale and lease of the artefacts or products claimed in and pertaining to PATENT XXX and the use or application of the methods, means and processes claimed in said PATENT XXX, subject to Licensee full compliance with the conditions and obligations set out below.

----------------------------

The framework for the M3 sample is a patent right that claims the product, process and application. Any change of the scope of the right regulated in this agreement must be reflected in this point, particularly restricting the license to this end.

----------------------------

2.2. The R&D, as the Licensor, grants to the COMPANY, as Licensee, an EXCLUSIVE EXPLOITATION LICENSE, with the following general conditions:

----------------------------

Clause 2.2 summarises the essential characteristics of the license. All the points mentioned here, but not excluding others applying to the particular case in question, can be negotiated by the parties, therefore it is not a compulsory example to be followed in any scenario.

----------------------------

2.2.1. Scope – This license covers the patent right of PATENT XXX “…”, number …, all subsequent international extensions of the same patent application and all subsequent national phases validated in the meantime. Its scope or extension cannot therefore be divided or split by either party;

----------------------------

This point is intended to safeguard the possibility of an international extension of the patent or patent application.

----------------------------

2.2.2. Exclusive – The R&D undertakes, for the entire period granted for the license, not to grant any other license to a third party, as set out in Clause Four below;

2.2.3. Temporary – This license shall be granted for a period of … years, possibly extendible, in accordance with Clause Five below; 

2.2.4. Under Payment – The Licensee undertakes to pay, in return for the exclusive use of the Technology, the amounts due accordingly with Clause Six below;

----------------------------

The obligation that the license privilege must be paid for is set out in cases of the granting of rights from a public body, taking into account EU Laws and Regulations on State Aid Rules to the private sector, which forbids the granting of rights to private organisations free of charge. 

----------------------------

2.2.6. Without the possibility of sublicensing by the Licensee, in accordance with Clause Eight below;

----------------------------

Sublicensing may be authorised by the licensor and his agreement should regulate the conditions governing the granting of this faculty to the licensee.

----------------------------

2.2.7. Performance Clause – The Licensee undertakes to actually exploit the licensed Technology, under the sanction of agreement termination by the Licensor, as set out in Clause Twelve;

----------------------------

This is a safeguard mechanism to guarantee to the licensor the “real” exploitation of the patent right by the licensee and the resulting financial compensation, while also preventing the acquisition of exclusive licenses for the purpose of a “desk-drawer veto”, i.e. a company’s acquisition of exclusive rights on a rival technology to prevent it from taking a market share from its own technology.

It is also to safeguard the general mission of R&D institutions of disseminating knowledge and seeking to ensure that patented technology really reaches the market and society.

----------------------------

2.2….. Restricted to a specific field of use – This license entitles the Licensee to exploit the aforementioned Technology with a SPECIFIC RESTRiction to the field of …, as set out in Clause Eight;

----------------------------

This OPTIONAL clause allows the licensor to restrict the licensee’s exclusive rights to a particular field of use and/or application of the patented invention. On the other hand, it reflects the licensor’s obligation not to grant other licenses to third parties for said patent within a particular field of application.

However, the licensor is entitled to grant other licenses, exclusive or not, provided that they are limited to other fields of application.

Note that this field of application must be clearly identified in view of its relevance within in this agreement, if this clause is introduced by the parties.

----------------------------

2.3. This license does not cover any other patent rights or other industrial property rights owned by R&D. 

2.4. No use of R&D´s commercial name, trademark or other distinctive signs owned by R&D is allowed, except on the conditions set below.

THREE

(Patent rights maintenance and registration)

3.1. The R&D undertakes to keep PATENT XXX fully valid, along with any extensions licensed under this agreement, on pain of immediate agreement termination thereof.

[…, which will also occur should PATENT XXX, while pending, be refused or not granted for any reason.]

----------------------------

This clause is suitable for two possible scenarios: when the license covers a patent right that has already been granted and when it is based on a patent pending application (in which case the final, optional part should be added).

The effects of agreement termination are set out in Clause 9.6 below.

----------------------------

3.2. The Licensee undertakes to proceed with the register of the license at the designated Patent Offices at its own expense and to inform the R&D immediately of these acts in writing, considering the provisions of Article 30.1.b) of the Portuguese Industrial Property Code.

----------------------------

The formal registering of the license right at Patent Office (INPI for PT applicants) is an ESSENTIAL condition so the license can produce effects against third parties. It is therefore an advantage for both parties to demand fulfilment of this formality.

----------------------------

FOUR

(Exclusivity; Improvements by the Licensee)

4.1. The R&D, as Licensor, shall refrain from granting other licenses for the Technology to any third party or from performing any other acts that may encumber, compress or limit the rights granted for the length of this agreement and in any extensions, without prejudice to the following paragraph.

----------------------------

This clause should be in accordance with any mention of a restriction of the license to a particular field of application.

----------------------------

4.2. The R&D shall maintain the right to use the licensed technology in its own non-commercial research activities, provided that it does not infringe the rights granted or the confidentiality provisions set out in this agreement.

----------------------------

Taking into account Article 102.a) and 102.c), of the Portuguese Industrial Property Code:

“Limitation of rights conferred by a patent

The rights conferred by a patent do not extend to:

a) Acts performed in private and not for commercial purposes;

b)(…)

c) Acts performed exclusively for trial or experimental purposes, …

(…)”

Whereas, the granting of exclusive rights to exploit a given patent right or registration application does not prevent the owner (or a third party) from performing these activities, with full respect to the indicated restrictions. 

----------------------------

4.3. Should the Licensee or any employee, in compliance with an employment agreement or as a service provider, perform modifications to the licensed technology that constitute an improvement to its performance or make an invention for which it obtains a patent depending on PATENT XXX, it undertakes to grant the R&D a free license with no territorial restrictions and extending to all applications of a non-exclusive nature for the exploitation of said patent and/or associated or dependent know-how.

----------------------------

This clause can be adjusted to the particular interests of the parties, from an essential minimum entailing the licensee’s fulfilment of the duty to report improvements to the licensor, considering the status of an R&D institution that it normally has (and which, as mentioned before, is the model followed in these agreements).

The clause under which the licensee is obliged to grant the licensor an exclusive license – or the right itself – for dependable and continuous improvements or new applications of the technology (Regulation (EC) no. 772/2004 of 27.04.2004) is null and void.

----------------------------

 4.4. In the case provided for in paragraph 4.3, the Licensee also undertakes, if granting paid licenses for the dependent patent, to give the R&D … % (… percent) of the gross profits obtained from these licenses.

----------------------------

See previous comment.

----------------------------

FIVE

(Duration)

5.1. This license has temporary nature and is granted for a period of … years, as of the date of signing of this agreement.

5.2. The license may be extended by unanimous agreement of the parties.

5.3. This license shall always have a maximum limit of 20 (twenty) years as of the date of submission of the first application for PATENT XXX.

----------------------------

The reason for this statement is that in the end of this period, the patented invention can be exploited by any interested party as it becomes part of the public domain.

----------------------------

SIX

(Licensors Financial compensation)

----------------------------

This is a crucial aspect in the negotiation of an agreement of this nature.

We refer again to the imperative provisions of EU Laws and Regulations, under which any public body, in processes leading to technology transfer to any private organisation, as we actually observe in this case, must be compensated financially at the time of the transfer. 

Therefore, the transfer of intellectual assets to companies free of charge, in light of these provisions, constitutes indirect state aid and is not allowed in the European Union Legislation.

----------------------------

The compensation scheme set out in the following paragraphs is one of the many possible schemes, and so the parties can negotiate a different way of compensation, provided that the technology transfer is not free of charge.

The most common schemes are simple or complex in nature and use the following forms of financial compensation for the licensor: initial (front) payment, minimum royalties, royalties (in fixed or variable amounts) or amounts indexed to compliance with development results or milestones). 

----------------------------

6.1. The Licensee undertakes to pay to R&D as direct, necessary compensation for the use and exploitation of the Technology, in the form of an initial payment, together with a minimum quarterly royalty independent of any exploitation, plus periodic royalties indexed to gross profits from exploitation, all as set forth in the following clauses. 

6.2. The R&D, as Licensor of the patent right referred to in the first part of 2.2.1, is entitled to receive from the Licensee an initial upfront payment of €… (… Euros).

6.3. The payment referred in 6.2 shall be made to the R&D by the Licensee on the date of signing of this agreement.

6.4. The payment due in 6.2 is totally independent from the remaining royalty obligations that the Licensee accepts in the following paragraphs.

6.5. Without prejudice to the previous paragraphs, the R&D is also entitled to receive from the Licensee periodic royalties indexed to the gross profits obtained by the Licensee in the exploitation of the licensed Technology, at a fixed percentage of … % (… percent), to be reported quarterly in writing in a document certified by an official auditor by the Licensee to the R&D. It shall always owe to the R&D as a minimum quarterly royalty the amount of €… (… euros). 

6.6. The payments provided for in 6.5 shall be made within a maximum of 60 (sixty) days as of the end of the quarter that generated the obligation to pay.

6.7. “gross profits” are any income received by the Licensee arising from:

· Technology incorporation in its own products and processes, in its own or subcontracted production and irrespective of its commercial efforts;

· The manufacture, use and sale of products incorporating the Technology;

· Commercial exploitation of any process belonging to the Technology.

----------------------------

We observe the previous comment to say that the mention of “gross profits” as a royalty criteria is one of the possible for determining relevant earnings, without prejudice to others that both parties accept as reasonable. 

----------------------------

SEVEN

 (Information duties and audit clause)

7.1. The Licensee shall submit to the R&D, within a maximum of 90 days of the end of each calendar quarter, a written, hard-copy report with reasonable accounting detail, billing and gross sales reflecting the actual exploitation of the licensed Technology and subject to the calculation criteria for royalties set in Clause Six.

7.2. The quarterly report described in paragraph 7.1 shall contain gross sales data and the result of the application of the calculation criteria for royalties.

7.3. The Licensee shall keep in its possession certified accounting data in reasonable detail on the production, use, distribution, sales and other acts pertaining to the Technology.

7.4. Provided that it gives 30 days prior notice, the R&D is entitled, at its own expense, to conduct, or to commit a third party appointed by it, an audit of the records kept by the Licensee, in order to check the relevant accounting figures and thereby certify the compliance with the royalties plan that the Licensee undertook to follow.

7.5. Any audit based on the previous paragraph shall be conducted within office hours and in such a way to disrupt the Licensee’s activities as little as possible. The Licensee may not refuse an audit or deny access to any accounting documents or others such as agreements, contracts, promissory or option contracts, invoices, receipts, shipping notes, letters, commercial bids, estimates and electronic communications, access to premises, vehicles, IT resources or media, be they hardware or software, contact with workers, customers, agents or suppliers, physical checks of inventory or any other form of check and audit that the Licensor and/or the appointed auditors see fit.  

7.6. If the results of an audit diverge materially from the data provided by the Licensee, it shall be responsible for returning the royalty amount difference and all audit costs borne by the R&D.

----------------------------

The information and audit clause is an international standard good practice in relations between R&D institutions and companies in this regard.

The content and strictness of the proposed measures can be “tempered” by negotiation, provided that the right to audit fixed in the licensor’s benefit is not jeopardised or peremptorily ruled out.

----------------------------
Clause …

(Restriction to a specific field of use)

….1. The license granted by this agreement entitles the Licensee to exploit the aforementioned Technology with a SPECIFIC RESTRIction to the TECHNICAL field of …

….2. The Licensee is strictly forbidden to exploit other possible applications of the Technology in areas other than that mentioned in 8.1, as is any other legal person in which the Licensee or any of its members own any direct or indirect shareholding.

Clause …

(Mandatory mentions)

On every products or packaging, as well as in any promotional materials such as brochures, catalogues, leaflets, commercial bids and stands at trade or other fairs, in public presentations such as conferences or others, presentations or interviews in newspapers or magazines or on radio, television or the internet referring to the products or processes protected by PATENT XXX, the COMPANY, as Licensee, undertakes to make express reference to “PAT NO. …under R&D LICENSE” [or “PATENT NO. PENDING … under R&D LICENSE] and make explicit verbal, sound or audiovisual reference to it.

----------------------------

 The actual format of the mentions to be made by the licensee can also be negotiated by the parties, though the licensor should not waive them altogether.

----------------------------

EIGHT

(Agreement Assignment)

The Licensee may not assign its position in this agreement without the R&D’s written consent.

NINE

(Agreement Termination) 

9.1. This agreement may be revoked at any time upon Parties unanimous agreement.

9.2. The R&D has the right to terminate this agreement if the Licensee breaches or fails to properly fulfil any of the agreement accepted terms, conventions and obligations therein and in the specific case set out in the next Clause.

9.3. The Licensee has 30 (thirty) days after full acquaintance of the R&D’s intention to terminate the agreement to correct or remedy any fault committed or fulfil obligations not complied with. If this is not done in a timely fashion, R&D has the right to terminate this agreement.

9.4. The R&D has also the right to terminate the agreement, if any of the following events occur:

· The Licensee fails to make any of the payments that it undertook to make in this agreement, such as those in Clause Six, in good time and fails to do so even after being so ordered within 8 (eight) days, in written form, by the R&D;

· The Licensee is declared insolvent, requests credit protection or is declared bankrupt, under current legislation. In this case, the agreement shall be terminated immediately after the R&D informs the Licensee of its intention;

· During the exercise of the R&D’s right to information and auditing set forth in Clause Seven, R&D or a third party appointed by it finds a difference or discrepancy of more than 20% in the Licensee’s data relevant to the calculation of royalties in each 3 (three) month period.

9.5. In the event of the stoppage of the effects of this agreement, the Licensee shall, as of the date of said cessation, be forbidden to continue the invention exploitation, including the ability to sell, exchange or transfer free of charge any item of goods or service covered by this license.

9.6. This agreement may expire in the case set out in 3.1 above. In this case, the parties expressly and unconditionally recognise and accept the non-retroactivity of the effects of the agreement expiration and the nature of continued performance of this agreement. There shall therefore be no reimbursement of any amounts paid or owed by the Licensee under this agreement in return for the use of PATENT XXX.
----------------------------

The possibility of Clause 3.1:

“3.1.  The R&D undertakes to keep PATENT XXX fully valid, along with any extensions licensed under this agreement, on pain of immediate expiry thereof. […, which will also occur should PATENT XXX, if still pending, be refused or not granted for any reason.]”
Should the licensed patent right be declared null and void, be annulled by court order, be invalidated or even expire and, in the case of a license for a patent right still in the application phase, if it is not granted for any of the reasons mentioned, the agreement shall expire, though without retroactive effects. 

In this case, all amounts paid as compensation to the licensor by the licensee up to the time of extinction of the effects of the agreement will not have to be returned in view of the nature of continued performance of this agreement, according to which the licensee enjoyed the advantage of exploitation offered by the patent right over time (or by the application, if applicable) on the established terms. 

----------------------------
9.7. The obligation to maintain confidentiality set out in 12.4 shall survive any of the cases of cessation of the effects of this agreement and shall remain fully valid and effective.

TEN

(Performance Clause)
10.1. The Licensee undertakes to actually exploit the licensed rights in accordance with 2.2.7 above and shall initiate steps towards effective exploitation within a maximum of … days as of the date of signing of this agreement and give sufficient proof thereof.

----------------------------
The deadline for beginning exploitation can also be fixed by negotiation between the parties, taking into account the maturity of the technology, i.e. its time to market.

----------------------------
10.2. If the Licensee fails to respect the time limit set out in the previous section, the R&D has the right to terminate this agreement unilaterally, provided that it gives 30 (thirty) days’ notice.

----------------------------
In view of its severity, this effect may be altered or replaced by any penalty or effect that the parties deem appropriate.

----------------------------
10.3. If the Licensee begins or resumes exploitation of the licensed rights and provides sufficient proof of this exploitation before the end of the 30 (thirty) days’ notice of termination of the agreement by the R&D or submits to it, within the same period, a reprogramming of the exploitation strategy that is accepted by the R&D, the right to dissolve this agreement shall be automatically suspended.

----------------------------
 This is a safeguard mechanism to guarantee to the licensor the actual exploitation of the right by the licensee and the resulting financial compensation.

 It is also to safeguard the general mission of R&D institutions of disseminating knowledge and seeking to ensure that patented technology really reaches the market and society.

----------------------------
ELEVEN

 (Parties Responsibilities)

11.1. The Licensee is solely responsible for the licensed Technology before end users, for any reason, and in relation to any third parties and undertakes to compensate the R&D for any amounts that it may have to disburse due to lawsuits, complaints or legal action against it on the grounds of the Technology.

----------------------------
This aspect is of critical importance to the licensor, particularly if it is an R&D or higher education institution. It should therefore not be ruled out in this concrete case, as it is related to the application of the patented invention on the market, with all the inherent implications for interaction with customers or end users.

----------------------------
11.2. The R&D, in turn, does not by any means guarantee the operability or adaptability for any use, the safety, efficacy, approval by national and other regulatory authorities, the time and any costs of the development and/or opening of the Technology licensed in this agreement.

----------------------------
Here, the licensor is seeking to protect itself against any allegations by the licensee against the actual utility of the licensed invention with a view to terminate the agreement. 

This makes it clear to both parties that the risk posed by lack of utility of the invention is borne by the licensee, and the licensor cannot be held responsible for said lack.

----------------------------
11.3. Neither does the R&D declare or, as a result, guarantee that the Technology licensed by this agreement does not infringe other patent rights already owned by or pending for third parties or that there are no causes that may affect the validity of the right covered by this agreement.

11.4. The parties undertake to cooperate in the defence of PATENT XXX against any actions by third parties, such as violations of the right or lawsuits based thereon.  
----------------------------
Under Article 32.4 of the Portuguese Industrial Property Code, if the licensor does not wish the licensee to take action against third parties in case of breach of patent rights, it must say so expressly in the license agreement. Inferred stipulations or contractual silences are not suitable for ruling out the possibility of intervention by the licensee. In order to rule out this possibility, the parties must expressly stipulate that the licensee does not have the same legal rights as the owner of the patent.

TWELVE

(Confidentiality)

12.1. The Parties expressly undertake to treat and maintain absolutely confidential all information regarding this agreement or either of the parties that may come to their knowledge within the scope of this agreement or the preliminary negotiations prior to its signing and shall also refrain from any use of said information outside its scope and irrespective of the purpose, either to their own benefit or that of a third party.

12.2. Each Party is also obliged to treat in the way mentioned above all information regarding internal and/or commercial or business matters of the other party to which it has access in any way.

12.3. Information transmitted in the following ways is exclusively excepted from this duty of confidentiality:

· To the managers, consultants and other personnel belonging to the research teams of the R&D and Licensee, provided that they are directly involved in compliance with the agreement and the performance of the activities regulated by it. Said parties undertake to guarantee equivalent confidentiality commitments for all their employees involved in compliance with this agreement;

· Within the framework of the information to be provided by the R&D and/or Licensee to their corporate bodies for the purpose of fulfilling obligations laid down by law or their Statutes or the obtaining of the authorisations necessary for full performance of this agreement;

· All information belonging to the public domain or for which the transmitter has expressly waived the obligation set out herein.

12.4. The obligation set out in this clause shall be binding on the parties for a period of 5 (five) years as of the actual disclosure of the information, irrespective of the cessation of this agreement for any reason.

12.5. The burden of proof of the exceptions set out in 12.3 to the obligation to maintain confidentiality lies with the recipient of the information.

THIRTEEN

(Law and Dispute Resolution)

13.1. This agreement is subject to Portuguese Law.

13.2. The courts of the … District shall be competent to settle any disputes arising from it.

[the PARTIES may ESTABLISH an ARBITRAtion CLAUSE as an ALTERNATIVE to the common courts, an example of which is attached to replace paragraph 13.2 along with the following paragraphs:]

13.2. In the event of a disagreement or dispute between the Parties on the interpretation, validity or application of this Agreement that they are unable to settle by consensus, either Party may submit it to an arbitration court, expressly renouncing to the intervention of any other court.
13.3. The arbitration court shall be set up and function as established by the Voluntary Arbitration Law (Law no. 31/86 of 29 August with the amendments introduced by Decree-Law no. 38/2003 of 8 March) and shall consist of three arbiters, one appointed by each Party and a third by cooption by the Parties. If they are unable to agree on the appointment of the third arbiter, s/he shall be appointed by the Presiding Judge of the Lisbon Court of Appeal at the request of either Party.

13.4. The arbitration procedure shall take place in Portuguese, in Lisbon, unless otherwise agreed by the parties in the arbitration procedure.

13.5. Whenever there is a disagreement or dispute regarding industrial property, the ARBITRARE Arbitration Centre shall be competent to settle said conflicts, to the express exclusion of any other, in which case the Arbitration Centre’s regulations shall apply. 

13.6. The arbitration tribunal and/or arbitration centre shall appreciate the facts and rule in accordance with Portuguese law. Its decisions shall not be subject to appeal.

The parties declare that they are cognisant of and fully accept the terms of this agreement.

It shall now be signed by the legal representatives of the R&D and the Licensee and each of the Parties shall retain a signed copy initialled by all on each page.

Lisbon, … … 200… 

For the R&D
For the COMPANY 
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