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It is commonplace for medical device manufacturers to “li-
cense” technology to allow them to either manufacture, sell
or develop a product. Licensing of patents, trademarks, copy-
rights or trade secrets (collectively, intellectual property or IP)
from third parties is governed by a special kind of contract
called a license agreement that is unique to each licensing rela-
tionship. This article will generally discuss many of the critical
provisions that should be included in such an agreement.

According to the Merriam-Webster Online Dictionary, the
definition of a license is “permission to act” or “freedom to act.”
Typically, a license will be granted by one party (the licensor)
to a second party (the licensee) to allow the second party to use
the licensed IP for a period of time period to do certain things
with that IP.

To create a long and mutually-beneficial
relationship, a successfully-crafted license
agreement will clearly define what is covered
by the license, the length of license terms and
amounts to be paid.

Team Formation

Before pen is put to paper on the license agreement, each
party must determine their corporate objectives for the license.
The fundamental question is, why are you trying to obtain the
license, or if you are on the other side, why are you granting the
license? Do you need the technology to produce a product, or
do you need to raise cash? With these answered, you are then
in a position to move to the next step, which is to form the in-
house team that will be tasked with negotiating the agreement.
The team may include a technology expert, a business devel-
opment executive, a C-level or equivalent executive who has
the decision making authority and an attorney who is familiar
with licensing agreements. The team should meet before start-
ing any negotiations to assess the strength of their company’s
license position, which may include looking at the company’s
current research and development abilities related to the target
technology, the competency of the marketing and sales depart-
ment and a review of the other side’s strength and weaknesses.
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Having a handle on your adversary’s abilities will determine
the degree of flexibility that you may need to show with any
proposed license provisions.

Term Sheets

When two parties decide to move forward with a license
“deal,” the first step is to find out what each party wants before
drafting and negotiating the actual license agreement. How is
this accomplished? Usually, the two parties will try to draw
up a Term Sheet. This will list key terms and conditions to be
included in the license, and provides a framework for attor-
neys to draft corresponding clauses for inclusion in the license
agreement. Examples of Term Sheet items include the IP defi-
nition, term of the agreement, license category (i.e., exclusive,
non-exclusive, etc.), royalty rate, royalty rate calculation and
payment terms, minimum royalties, indemnification, warran-
ties and termination conditions. Term Sheets are signed by the
parties and are usually binding.

The License Agreement Itself

The license agreement spells out the responsibilities of the
licensor and licensee for the life of the licensing relationship.
However, as my Law School Contracts professor reminded us
almost every day in class, when a lawyer is drafting an agree-
ment, he must remember that usually at some point down the
road, one of the parties will want a “divorce” and you need to
do everything possible in the agreement to protect your client’s
interests when this divorce inevitably happens. This advice is
very important for licensing agreements because such arrange-
ments usually last for years, and circumstances will inevitably
change over this time.

License agreements comprise a series of provisions that
address the specific licensing relationship and objectives of
the parties. One must be careful to not fall into the “template”
agreement trap, because not crafting the provisions to meet
the uniqueness of the license relationship may cost one party
significantly over the term of the agreement or when the “di-
vorce” occurs.

The first part of the license agreement is an introductory
paragraph that states when the contract is effective and gives
names and addresses for the parties involved. Subsequent to
the introductory paragraph will be the “Whereas” clauses or
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recitals. These paragraphs are usually not binding to either
party, but rather provide background information on the li-
cense grant and reasons why the parties are entering into the
relationship. The content of these paragraphs may prove help-
ful to refresh the memories of the parties, or assist a court in
interpreting the intent of the agreement.

The main body of the license agreement is made up of a
series of promises that the parties are mak-
ing to each other. To help interpret these
promises, the first paragraph of the body
is usually a listing of definitions, includ-
ed to help the reader understand the full
meaning of the subsequent provisions. Ex-
amples of defined terms include net sales,
patented technology, improvements, affili-
ate and launch date.

The next series of paragraphs may be
classified as the grant provisions. These
paragraphs describe in detail the metes
and bounds of the license. The first para-
graph may describe the license rights
granted. This provision will indicate if the
license is an exclusive or non-exclusive
arrangement for the IP rights, define the
IP being licensed and indicate whether
know-how is included. The revocability
of the license may also be included. A sec-
ond paragraph may describe what license
restrictions exist. Such limitations could
include field of use, geographic territory,
subject to prior licensee rights, any restric-
tions on the ability to make, use, export,
import or sales of products using the IP
rights, etc. The third paragraph may state
what license rights are being reserved by
the licensor; for example, when a Univer-
sity is involved, they will reserve the right
to continue to use the licensed technology
for research or educations purposes. The
fourth paragraph may delineate the rights
to be able to grant sublicenses and any lim-
itations on those sublicense grants. Two
additional grant provisions that must be
included in the agreement are the specific
geographic territories (e.g., worldwide vs.
U.S. only) and how long (i.e., term) the
license will last. Most agreements have a
definitive effective date and an end-date;
however, the length of the agreement term
may be set by the life of the IP rights, the
annual amount of royalty amounts paid to
the licensor or the occurrence of a defined,
future event.

The next provision of the agreement
will address what amount of consider-
ation is being paid for the license. Pay-
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ment to the licensor will vary depending upon the licensee’s
financial standing and the technology development timeline.
Examples of payment arrangements to the licensor may in-
clude a streaming royalty based on a percentage of net or gross
sales, specific development or regulatory approval milestone
payments in combination with royalty payments, an upfront
one-time license fee payment with subsequent streaming roy-
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alty payments, or in a very rare case, a single license fee. The
types of currency accepted and the royalty payment terms
should also be included in this provision.

A separate aspect of the consideration being paid for the
license is the inclusion of an “anti-shelving” provision which
usually takes the form of a minimum royalty payment re-
quirement. Including such a provision protects the licensor
from having their technology “shelved” or not commercial-
ized. This requires the licensee to pay the licensor a threshold
amount (usually based on an annual amount). If the streaming
royalty payments made by the licensee do not meet or exceed
the threshold amount, then the licensee must pay the differ-
ence or risk certain consequences, such as having the license
agreement terminated, the license rights changed from exclu-
sive to non-exclusive or having some of the licensed IP rights
“clawed” back by the licensor.

A subsequent agreement provision should describe what
financial reports must be provided by the licensee to the licen-
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sor. Generally, these reports will verify and detail to the licen-
sor the basis for the streaming royalty payment calculation.
Most reports are provided to the licensor on a quarterly basis
with the licensor having the right to perform an audit of the
licensee’s records upon notice. Penalties for inaccurate royalty
payments by the licensee should be included, as well as a set
time limit for record retention.

A key provision for license agreements involving patents is
how to address improvements that may be made to the licensed
invention or patent during the term of the agreement. Such im-
provements could be made by either the licensor or the licensee.
This provision must explain the obligations for the party that
has developed the improvement and whether the improvement
is merged into the current agreement or is deemed to fall to the
licensor under the reservation of rights paragraph.

Other than the amount of consideration being paid for the
license, the provision listing the representations and warran-
ties being made by each of the parties is always the most hotly
negotiated. If a party fails to satisfy one of their “reps” or “war-
rants,” then they will typically have to indemnify the other
party for any damages that have been caused by the failure.
This section should be broken down into two parts: one for the
licensor and one for the licensee. The listing of possible reps
and warrants can be very extensive, but the key items typi-
cally include that both parties have the authority to enter the
license agreement and that both parties will comply with all
pertinent laws. As for the licensor, one critical rep is that it has
full rights and title for the IP rights being licensed and has no
knowledge that the IP being licensed infringes upon any third
party’s rights. Additionally, it is advisable for the licensee to
get the licensor to warrant that they will maintain the standing
of the IP and pay all necessary fees.

The section that describes the obligations of the licensor and
licensee in case of infringement of the IP is usually broken down
into three parts. The first will detail the responsibility of each of
the two parties for enforcing the licensed IP. In most cases, this
duty will rest with the licensee. The second part may describe
the obligations of the parties if the licensed IP infringes a third
party’s rights. The third part may then describe how any recov-
ery of damages for infringement is divided between the parties
and any indemnification obligation on the part of the licensor to
the licensee, if the licensee is sued for using the licensed IP.

Due to the complexity of the technology, some license
agreements will define the licensed IP using a separate pro-
vision rather than being covered under the above definitions
section. Typically, this only occurs if the license covers an ex-
tensive listing of patents, applications, know-how and trade
secrets that must be more completely described. Along this
same line, a separate provision may also be included to define
and address how “Confidential Information” is to be treated.
Specific carve-outs must be included for information that is
not to be treated as confidential and for information that may
be developed or disclosed during the term of the agreement.
If preexisting non-disclosure agreements or confidentiality
agreements are in place between the parties, these should be
suspended by the terms of the license agreement.



Two more key provisions include the termination and
assignment paragraphs. The assignment provision will state
that the licensee is not allowed to assign the license to any-
one unless prior approval is received. The licensee will try to
avoid this required step, as they will want to treat the license
agreement as a saleable asset. The termination provision can
be either very complicated or quite simple. The purpose of
this paragraph is to lay out how either party may end the
relationship. Some agreements allow only the parties to end
the agreement for material breach. If material breach is the
basis for termination, then usually the breaching party will
be given an opportunity to cure the breach. Some agreements
only terminate when the licensed IP expires, which may be
problematic if the licensee is not performing. Generally, ter-
mination provisions are hybrids, in that the licensor can ter-
minate for uncured material breach, while the licensee can
terminate for uncured material breach or for no reason upon
30 days written notice. Many agreements include the ability
of a party to terminate if the other party is deemed insolvent
or files for bankruptcy protection, but beware when you see
this, because in most cases the Bankruptcy Courts will take
over and such termination action will likely be prohibited.

The balance of the provisions in a license agreement is
not any less important; however, most will fall under the
description of “boilerplate” language. These will address
patent marking responsibilities, disclaimer of agency/Inde-
pendent Contractor status, post-termination clause survival,
waivers and modifications to the agreement, notice require-
ments, compliance with the law, venue and choice of law,
entire agreement definition and force majeure requirements.

In conclusion, one must remember that although li-
cense agreements may look very similar, they are not cre-
ated equal. Great care must be taken by both the licensee
and licensor to craft a workable document that accurately
reflects the licensing relationship between them and clearly
defines what is covered by the license, how long the license
will last and what amounts must be paid. If these goals are
met, then the licensee and licensor may enjoy a long and
mutually-beneficial relationship.

This article has been written for informational purposes
only and should not be interpreted as legal advice.
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