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MODULO 5 - INSTRUMENTOS JURIDICOS DE LA PROPIEDAD INDUSTRIAL Y

- NEGOCIACION DE PROYECTOS TECNOLOGICOS.
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1. ORDENAMIENTOS Y ASPECTOS JURIDICOS DE LA PROPIEDAD INDUSTRIAL, NACIONALES E INTERNACIONALES.
Ningun convenio se ejecuta en un "limbo" legal. Los acuerdos previos y del convenio entre las
partes tienen fundamento en las leyes de por lo menos un pals, y posiblemente de varios paises.

Podria decirse con cierta confianza gue las partes de un convenio cualguiera, incluidos 1os
relativos a transferencia de tecnologia, formalizan sus acuerdos con la finalidad de:

v Convenir con un tercero derechas vy obligaciones para obtener un beneficio gue por sus
propios medios no obtendria.

v Proteger su propiedad

v Delimitar su responsabilidad scbre agravios a terceros

En consecuencia, a continuacion se revisan los aspectos legales relevantes para esios intereses
basicos

1.1 LOS SISTEMAS LEGALES EN EL MUNDO _

Es imposible analizar todas y cada una de las leyes del munde, pero sin embargo, es posible
clasificar las leyes de ccuerdo a ciertos criterios, normalmente segun su origen o su
funcionamiento.

En lo que se refiere @ convenios en general, incluides los de transferencia de tecnologia, es de
gran importancia reconocer dos tipos de sisterna, a saber, los conocidos como Sistemas de
Dereche Civil o0 de Cadigos (Civil Law) vy los Sistemas de Derecho Comun o de Precedentes
{Common Law}.

Los sistemas de Derecho Comuin 6 de Precedentes, se originaron en la Gran Bretaia, y se
caracterizan por la importancia de las decisiones de los jueces, y por o tanto, en la autoridad
de los precedentes. Es comun que los sistemas de ley comuin tengan leyes muy antiguas con
escasos cambios con el pase del tiempo, pero una gran tradicién sobre la interpretacion que
de las mismas han realizado los jueces en sus resoluciones.

Los sistermas de Derecho Civil, o Dereche de Cddigos tienen su base en el Derecho Romano. Su
desarrollo se realizé en Europa confinental, v se extendié a muchos otros paises en América
Latina y aigunas paries del Lejono Oriente como Japon. El Derecho Civil o de Codigos se
caracteriza por tener leyes y codigos muy detallados y completos.

Aunque los paises de Derecho de Cédigos han modificado sus sistemas para incorporar algunos
aspectos del Derecho Comun, dada la importancia de los antecedentes de decisiones
judiciales, y que también los paises con sistemas de Derecho Comun han dado mayor
impeorfancia a los Cadigos v Leyes detallados, es precisamente en lo que se refiere a las leyes
sobre convenios en donde se hacen mds evidentes las diferencias entre estos sistemas.

Esto se debe a que en los Sistemas de Derecho Comun, los convenios son andlizados a la luz del
propio convenio, la voluntad de las partes v los precedentes sobre decisiones de jueces
relacichadas con convenios similares o equivalentes. La legalidad de una provision de un
convenio, pues, se determina fundamentalmente con base en los precedentes.

En los Sistemas de Derecho de Cédigos, por el contrario, los convenios son anglizados, antes que
ofra cosa, a la luz de ias leyes o codigos aplicables, y la determinacién de la legalidad de una
provision se determina en funcién del cumplimiento o no de tales leyes o coédigos. Los
precedentes se utilizan solamente cuando no existe una ley o codigo aplicable de manera
especifica a la confroversia.
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1.2 DERECHO PUBLICO Y PRIVADO

El Derecho Publico es la parte del derecho que regula las relaciones entre los gobernados y los
gobernantes, por lo que incluye la forma de organizacion de los estados vy las responsabilidades
de los servidores pGblicos. Entre otras ramas, el Derecho Publico incluye, entre otras ramas:

v H Derecho Constitucional, que son las normas que establecen los derechos vy
obligaciones fundamentales de los gobernadoes, asi como la esfructura de los drganos
principales de gobierno, sus relaciones v los poderes y funciones principales de cada
uno,

v' H Derecho Administrativo, que regula los derechos y obligaciones que se derivan del
gjercicio de las facultades ejecutivas de los nnsfrumemos de gobierno en relacion con los
individuos.

v El Dereche Penal, que consiste en las acciones derivadas de las ofensas reatizadas en
contra del Estado, y gue son perseguidas precisamente por éste y no por el particular
afectado por un crimen.

Por su parte, el Derecho Privado es el que regula las relaciones entre los particulares, y regula
derechos y obligaciones de los individuos con respecto a otros, o bien con el estado cuando
éste no actia en su calidad de autoridad.

El derecho privado incluye al Derecho Civil gue a su vez contiene regulaciones relativas a:
v Convenios, que deferminan si una promesa hecha es legaimente ccercible y sus
consecuencias legaies
v Agravios, que determinan si una victima de agravio puede responsabilizar por este a un
tercero. .
v Propiedad, que determinan la naturdleza vy alcance de los derechos que puede ejercer
una persona scbre bienes muebles o inmuebles de su propiedad.

1.3 LA FORMACION DE CONVENIOS

Un acte juridico es un tipo de acto legal. Un acto legal es el gue redliza cualguier persona
dentro del dmbito del derecho privado. Un acto juridico es ef que tiene efecto en el ambite del
derecho privado por gue el gue lo ejecuta asi lo quiere.

Por lo tanto, el convenio es &l acto juridico por excelencia, pues premsomeme las partes
voluntariamente lo gjecutan para crear derechos y cbligaciones.

Se dice que la relacidon derivada de.un convenio es "relativa”, puesto que solamente afecta a
las partes que adquieren los derechos y cbligaciones al firmarlo, y cuya proteccion selamente
tiene efectos sobre las partes que lo firman.

La libertad de convenir es la libertad de seleccionar y firmar convenios o no, y la libertad de
cada parte ara fijar los términos de sus propias promesas, sujetas al acuerdo de la ofra parte.
Por lo tanto, involucra la eleccion libre de concluir un convenio y como o en qué términocs. Esto
significa que, dentro del marco de las normas, las partes son libres de delinear sus convenios a
discrecion.

En general, cualquier persona, fisica o moral, puede ser parte en un convenio, pero existen
excepciones precisas a esa regla. Solo tienen capacidad de convenir las personas que han
alcanzado un nivel minimo de enTendmienTo vy de habilidad, normalmente ligada o la edad en
el caso de personas fisicas.

Para personas fisicas, todos los sistemas legales protegen a mencres de edad, lundticoes.

dementes o incapacitades mediante una negacion de su capacidad de convenir bajo ciertas
condiciones, haciendo cualquier convenio con ellos nulo o anulable.
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Por lo que se refiere a personas morales, exisien algunos paises, sobre todo de sistemas de
Derecho Comun, que hacen nulos los convenios celebradeos por personas morales cuyo
contenido impligue ohbligaciones que vayan mds alld de los objetos sociales y poderes de 1o
empresq, resiringiendo asila capacidad de convenir de las mismas.

1.3.1 Acuerdos Previos a ia Firma de un Convenio Definitivo

Se entiende por negociacion cualquier contacto o intercambio de puntos de vista orales o por
escrito, relacionados a una oferta especifica antes de la conclusion de un acuerdo. Durante Ias
negociaciones, las partes regularmente intercambian cartas, faxes, correo elecirénico v otras
comunicaciones escrifas en las gque manifiesfan sus intenciones de ofrecer o concluir un
convenio. Una vez que una oferta es aceptada, se concluye un convenio.

En principio, los negociaciones que preceden la formacién de un convenio no crean
obligaciones, vy las partes son libres para interrumpir las negociaciones en cualquier momento
antes de comprometerse finalmente. Sin embargo, existen jurisdicciones en las cuales adn las
negociacicnes pueden crear obligaciones, y en las que una persona sin intencidon de concluir
un convenio puede ser responsable ante la ofra parte por los dafios causados por al
comportamiento. Aunque no existen reglas, y cada documento debe analizarse caso por caso,
una carta de intencion solamente expresa la intencidn de concluir un convenio en algun
momento futuro.

Algunas veces las partes firman convenios en los que se obligan a negociar ¢ acordar en un
futuro. En ocasiones, en paises de Sistema de Derecho Comun, estos convenios no se pueden
hacer valer pues se consideran vages, mientras que en los de Derecho Civil o de Cddigos
depende de las leyes aplicables.

1.3.2 Oferta vy aceptacion

Una oferta se puede definir con una propuesta dirigida a una © maés persenas especificas para
entrar en un convenio, siempre que la propuesia contenga todos los elementos esenciales, y Si
se acepta, resulte en un convenio. Como reglia general, un convenio se cencluye cuando las
partes expresan su acuerdo mediante declaraciones correspondientes, respecto de una oferta
previa y una aceptacion subsiguiente.

Si ambas partes se encueniran en el mismo lugar, ¢ aun si estan separadas, se encuentfran en
posibilidades de comunicacién inmediata por telefonoe o algdn otre medio, la regla invariable es.
gue una oferta caduca si al que le ofrecen no la acepta en el momento. Cuando un convenio
debe ser concluido a distancia, existe el problema de determinar la duracion de una oferta,
dado que una oferta y su aceptacion deben realizarse sucesivamente.

En ciertas jurisdicciones, una oferta fiene un peso legal. sobre todo en sistemas de Derecho Civil
o de Codigos cuando constan por escrito y cumplen ciertas formalidades, mientras que en
sistemnas de ley comun, esto estd determinado por las circunstancias, fundamentalmente
‘interpretadas a la luz de la-existencia de reciprocidad, es decir, la aceptacion va vinculada a la
agceptacion de dar algo o cambio de otra cosa.

1.3.3 Reguerimientos de forma’

Especialmente en sistemas de Derecho Civil o de Cédigos, existen cierto tipos de convenio que-
deben tener cierta forma establecida por los codigos o leyes para que surfan efecto. No
cbstante, en general no se requiere alguna formaiidad especial para la formacién de un
convenio.

La formalidad mds comin para un convenio es que exista por escrito, y solamente en raras
ocasiones se requiere una formalidad especifica adicional. En ocasiones, para darle mayor
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formalidad a un acuerdo, se requiere el que el convenio sea rafificado por un funcionario
independiente con conocimientos legales, taf como un notario.

No obstante, el incumplimiento de las formalidades puede tener dos efectos, ya sea la invalidez
del contrato, o la imposibilidad de hacerlo valer ante las cortes. £n sistemas de Derecho Comun,
existen muy pocos casos en que la observancia de alguna formalidad es una condicién
necesaria para determinar la validez de una promesa. ’

Existen formalidades que las partes pueden acordar como parte del confrato. Regularmente
esto es que debe ser por escrito y firmado por las partes o sus representantes autorizados, lo cual
se utiliza normalimente para modificaciones a firma de convenios que se derivan a su vez de
convenios que ya fuercn firmados.

1.3.4 Interpretacidon de convenios

La esencia de un convenic es un acuerdo de voluntades. Sin embargo. las palabras utiizadas
nunca pueden expresar por completo la intencion de las partes. Mds adn, muchas veces las
partes de un convenio No pensaron en clertas cuestiones que posteriormente se mostraron
como relevantes, y sobre las que no huba por lo tanto acuerdo. En tal caso, los jueces vy drbitros
que deciden sobre controversias deben enfrentarse a decidir sobre derechos y obligaciones de
las partes que no se expresaron claramente o que se expresaron de manera incompleta. A esto
se le conoce como “interpretacion” ¢ "construccion” del convenio.

En consecuencia, la interpretacion se requiere cuando se sabe lo que las partes expresaron
pero que no s obvio lo que quisieron decir. La interpretacion puede tener dos enfogues:

v La intencidon de quien promete es la que cuenta. Se justifica en el principic de la
autcnomia privada, en relacién con la voluntad libre de las personas como fuente vy
medida de caonsecuencias legales,

v Lo importante es la expresion externa, es declr, las palabras como se maonifestaron, Este
enfoque se justifica sobre ia base de que el crden legal liene por objeto proteger las
relaciones comerciales. En este caso, 1a intencidn de quien promete es imporiante
solamente si coincide con el significado normal objetivo que una persona razonable le
atribuiria a la expresion del convenio que se interpreta.

A la discrepancia enlre esios enfogues se le conoce como conilicto entre las teorias de la
intencién y de la expresion.

Regularmente, en sistemas de Derecho Civil o de Cédigos, las leyes contienen algunas reglas de
interpretacion de convenios, sobre las cucales se apoyan los jueces y drbitros. En sistemas de
Derecho Comun, esias reglas de interpretacion se dan por las docfrinas que jueces han
aplicado en situaciones simiiares.

Aunque la interpretacion de convenios cambia de pais en pais, algunos criterios generalizados
son:

v Las palabras deben entenderse conforme a su significado plano ¥ literal.

v Lo interpretacion de un convenio debe ser tal que le otorgue efecto ala intencidn de las
partes considerando el convenio gloebalmente. Es decir, las partes tenian una infencion
principal, independientemente de cédmo lo hayan expresade finalmente, por lo que
cualquier interpretacion opuesta al objetivo general no es correcta. '

Errores gramaticales y de redaccidn obvios serdn corregidos por las cortes.

El significado general de las palabras puede ser limitado por descripciones especificas
sobre como se aplicard la misma en el contexio del convenio (definiciones propias)

<K
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v En caso de palabras que tengan mas de una acepcion, se dard la acepcidon que haga
el contrato vdlido.
v Palabras o frases ambiguas se interpretaran en contra de la parte que las use,

1.3.5 Convenios nulcs, anulables o ilegales

El consentimiento verdadero es uno de los factores orincipales en un convenio. Este
consenfimiento puede estar viciado, en particular, por factores como errores, falsedades o
ilegalidad. Sl existe aigun vicio, el contrato puede considerarse nulo o anulable.

Un convenio nulo no tiene efecto legal alguno, es decir no confieren derecho adigunc a las
partes. Regularmente, un contrato es nulo cuando es ilegal. En sistemas de Derecho Civil o de
Cddigos, normalmente esto estd determinado por alguna provision de alguna ley o codigo, de
manera que se considera nule un convenio que contravenga tal provision. En sistemas de
Derecho Comun se deben revisar los precedentes para determinar si un convenio es nulo.

Si el convenio es nulo solamente en clguna parte, puede prevolecer aun el resto de las
provisiones, en cuyo caso los jueces no aplicardn la parte ilegal.

Un convenio anulable es un convenio que por alguna razdn, una o ambas partes no pueden
hacer valer, es decir, puede ser nulo si aiguna de las partes asi lo desea. En otras palabras, ef
convenio podria ser nuio si la parte "afectada” asilo decide.

Probablemente el derecho de los errores es uno de los mas dificiles en materia de convenios.
Como regla general, un error debe serlo de facto. Un error respecto de una norma o ley no seria
considerado, en la mayoria de las jurisdicciones, como un error material, pues se presupone que_
todos conocen la ley.

Sobre los errores se podria establecer lo siguiente:

v Clasificacion

o De identidad de la materia del convenio - Cuando una de las partes pretende
convenir sebre una cosa diferente a la que busca la ofra.

o De existencia de la materia del convenio - Cuando ambas partes creen gque una
cosa particular refacionada con el convenio existe cuando en realidad no existe.

o De lg calidad de la materia del cenvenio - Cuando se presume una cierta
calidad de la cosa confratada y no existe tal.

o Deidentidad de la contraparte - Este error se da cuando, por ejempilo, la parie A
conviene con la parte B pensando que ésta Ultima es en realidad otra persona.

¢ De la naturdleza de un decumento - Aungue en general se establece que, al
firmar un documento, una persona se obliga en los términos del mismo, esto
puede ser exceptuado cuando la persona firma un documento bajo error. al
tener el entendido de que se trafaba de otro documento.

v Efectos
El efecto del error puede variar segun la jurisdiccidon de gue se trate. No obstante, como
se menciond anteriormente, el error debe ser de facto y no sobre alguna regla general
de derecho, pues como se comentd, gqueda entendido que la ley la deben conccer
ambas partes.

v Datos falsos
Existe una categoria especial de errores cuando éste fue causado por una declaracion
inexacta o datos falsos hechos antes de ¢ en el momento de la firma del convenio. Los
datos falsos se consideran como un a deciaracion falsa que contribuyd a que la parte
afectada entrara en el convenio,. Cuando ésta se hace con el conocimienio de la
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falsedad, se considera fraude. Quien se ve afectado por esto, usualmente puede
reclamar los dafos, cancelar el convenio, repudiar el convenio y negarse a ejecutar otra
de sus obligaciones, y/o reafirmar el convenio, normaimente segun lo desee,

1.3.6 Condiciones o términos de un convenio

Las cldusulas o términos de un convenio son las promesas de las partes. Aungue se frate de
actoes. futuros, usualmente toma la forma de una declaracién de hecho, por ejemplo, en una
licencia de una patente, & licenciante puede afirmar que "la patente es valida". Esta
afirmacién se convertird entonces en un término del convenio y serd tratada como promesa.

Los términos expresos son los que estan expresamente contenidos en el convenio. Sin embargo,
existen términos impilicitos, cuya naturaleza esté considerada como un acuerdo iacito entre las
partes. Generalmente este acuerdo tacito se deriva de cumplimiento de usos y costumbres
comerciales ¢ regionales. Algunas obligaciones también son implicitas por ley, es decir, existen
provisiones legales que establecen ciertas chiigaciones que, en caso de gque los convenios sean
omisos al respecto, se considerardn como acordadas por las partes en un cierto sentido, como
puede ser la no-exclusividad de una licencia de patentes en México, o bien, la facultad del
licenciatario para demandar a infractores de la patente licenciada,

En paises con sistemas de Derecho Civil o de Coédigos. una condicion significa un evento futuro,
incierto, cuya ocurrencia o falta de ocurrencia puede disparar(iniciar) o suprimir una cierta
consecuencic legal. De necho, condiciones precedentes son las gue se dan antes del evento y
condiciones subsecuentes son las que se dan a partir del mismo.

Adicionalmente, en sistemas de Derecho Comun, el concepto se utiliza para denotar cuando
una parte estd obligada a cumplir el convenio si la ofra cumple primero con sus obligaciones.
lguaimente, también se refiere a un término del convenio que le da a una parte ia {acultad de
rehusarse a cumplir sus obligaciones y reclamar dafos por la falta de cumplimiento del
convenic en su totalidad,

En sistemas de Derecho Comun, las condiciones son términos de mayor importancia que forman
la base principal del convenio, y el incumplimienio de esta condicién le otorga a la parte
agraviada el derecho a demandar dafios v, bajo ciertas condiciones, a repudiar el convenio.
Las garantias son términos de menor importancia, v un incumplimiento de garantias otorga el
derecho solamente a reclamar dafos.

En paises con sistemas de Derecho Civil o de Cédigos, usualmente se distingue a las provisiones
de gorantias de titulo vy de calidad para cosas, de las provisiones genercies de incumplimiento
de convenios. Un defecto en el cumplimiento de un convenio le cotorga derecho a la parte
afectada a reclamar cen base Unicamente en la garantia provista por I ley para el figo de
contrato especifico, usualmente relacionada con una reduccién en precic ¢ la rescision del
contrato,

1.3.7 Representacion legal

Las personas que no pueden o no quieren actuar por si mismos, pueden recibir la asistencic de
personas que redlicen transacciones "en su nombre". En este contexto la palabra
"representacién” dencota una sifuacion en la que un principal {o la ley misma) ha autorizado a
ofro, su representante o agente, para entrar en transaccicnes legales con terceros o .para
redlizar declaraciones en su nombre, con la fuerza vinculante que tendrian si las hubiera
realizado éi mismo. En la practica en México. al representante se le conoce como apoderado
pues el documento por el que se le confieren las facultades de representacion del principal se
conoce como carta poder.,
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En paises de Derecho Civl o de Cddigos, un tercero debe saber que estd tratando con el
apoderado para que el irato surfa efecic a nombre del principal, pues de ofra manera, las
obligacicnes las adquiriria el apoderado a tituio personal y no a nombre de quien representa.

En los paises de Derecho Comun basta con que un apoderado actle a nombre del principal
aun si éste actud sin revelar que de hecho actuaba a nombre del principal.

v Representacion por estatutos
o De personas fisicas
Los paises de Derecho Civil ¢ de Cddigos, tienen provisiones de representacion determinadas
por alguna ley que le permiten a personas legalmente incapaces de adquirr obligaciones por §i
mismos, como los menores de edod o los debiles mentales, que en efecto las adguieran
mediante un representante, como pueden ser l0s padres © tutores. Esto no existe en paises de
derecho comun.
o De personas morales
Las personas morales solo pueden actuar por representacion. Normalmente estas facultades se
encuentran en las leyes internas de o compafia. En el caso de sistemas de Derecho Civil o de
Codigos. estas leyes infernas pueden requerir ciertas formalidades como ser avaladas por
alguna entidad que de fe respecte de las mismas, cuestion gue en paises de Derecho Comdn
No se requiere.
¥ Representacion contractual
La autoridad o poder que otorga el principal a su representante para contratar, como reglo
general, debe ser por escrito, de palabra o por salvoconducto, salvo que exista una formalidad
especial en el pais, como el caso de sistemas de Derecho Civil o de Codigoes. El representante
debe actuar sclamente dentro de los limites que el poder que le fue otorgado por el principal.

1.3.8 Convenios y Dereche internacional POblico

Comeo teda relacion legal, incluyendo las relaciones internacionales, las relaciones de convenios
tienen sus raices en la ley de un pais. No es facil determinar la ley de qué pais es aplicakle ¢ un
acuerdo internacional. A lo large de siglos, v con {fundamento en la nocidn de la libertad de
convenir, las leyes de muchos paises han permitido que las partes de una fransaccion no
solamente determinen sus derechos y obligaciones dentro del marco legai, sino también o
escoger y acordar el sistema legal que desean que se aplique a una transaccién particular.

En convenios internacionales, por lo tanto, se encuentra regularmente una cléusula que
determina la ley que las partes escogen. Es importante determinar tan temprano como se
pueda la ley que serd aplicable, toda vez que fodas fas demds provisiones del convenio
deberdn cumplir con lo establecido en la legislacion que se escoja.

Bl derecho internacional privadeo. también conocido como de “conflicte de leyes”, se refiere a
ia ley que se aplica para determinar el pais cuyas leyes deben aplicarse en una corte en casos
que involucran un elemento “fordneo” y en casas de convenios en los que las partes no
acordaron una ley para interpretar ef convenio. Par ejemplo, si se tiene una Compaiia A con
base en Taiwdn, gue hace un convenic en Leondres con una Compaiiia B, francesa, para el
suministro de cierta maquinaria a su planta en Filipinas, si la compania A toma accidn contra B
en una corie, esta corte debe determinar si es aplicable la ley de Filipinas, de Taiwdan, de
Francia © de Reino Unido, lo cual deberd hacer de acuerdo con las leyes de déerecho
internacional privado vigentes en el pais en e que se encuentre ia carte.

La complejidad de estas determinaciones hace evidente la conveniencia de una clausula de
definicidon de ey aplicable en cualguier convenic internacional.
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1.3.9 Cumplimiento de contratos

Quien entra en un convenio espera gue la contraparte haga lo que prometid, es decir, que
cumpla el convenio. Si una parte incumple, la otra fiene la obligacion de ir primero con la
cutoridad para forzar a la parte que incumple a que cumpla. de ofra manerg, el agraviado se
estaria haciendo "justicia por propia mano'.

Hecho esto, la parte que sufrio la perdida puede ver cumplido su interés mediante el pago de
una compensacién, o bien, mediante e cumpiimiente de la obligacidén no cumpiida. Por
ejemplo, si una parte no entregd un producto, la parte afectada puede ver su expectativa
cumplida si la parte en incumplimiente paga la diferencia que se requiere para obtener el
producto de ofra fuente. No obstante, si no existe ofro proveedor, ademdas del dafio causado
por la falta de entrega, el afectado puede exigir el cumplimiento de la entrega.

a) Cumplimienfc en especifico.
En los sistemas de Derecho Civil o de Cédigos, usualmente el afectado puede exigir la
gjecucion del convenio por parte de gquien incumplié. Posteriormente puede demandar el dafo
por el tiempo que persistid el incumplimiento, pero se puede forzar al que incumple para que
cumpla.

Sin embargo, en sistemas de Derecho Comun, cuando una parte incumple el contrato, se
considera que la parte que incumple estd rompiendc el acuerdo de voluntades, por lo que no
se le puede forzar a que cumpia con sus obligaciones, sino.que el Unico remedio posible es el
pago de los dafios gue el incumplimiento causa. los cuales pueden ser millonarios si se
consideran los conocides como perjuicios o dafos consecuenciales.

b) Penalizacién y dafios por liquidacion de convenio.

Para evitar litigios, muchas veces las partes acuerdan penas convenciondles o cantidades «
pagar en caso de incumplimiento, lo cudl evita la determinacion del monto real del dafio. En
sistemas de Derecho Civil o de Cdédigos estas clausulas pueden ser legales, pero en sistemas de
Derecho Comun estas deben redactarse como una compensacion por 1os danos causadoes por
determinado incumplimientc, estimados por las partes de antemano, y nunca comoe unda pend
per se, pues este fipo de pencs no pueden hacerse valer y son ignoradas por las cortes, pues en
tal case se debe determinar de todas maneras el dano sufrido. La ventaja de este tipo de
provisiones es que pueden limitar la confingencia causada por el incumplimiento a quien
incumple y aseguran la recuperacion de un cierto monto por dafios a quien es afectado.

Debido a la variabilidad de interpretacion de este tipo de clausulas en cada pais, es necesario
analizar estas cldusulas a la luz de g legislacidén que resultard aplicable para la interpretacion
del convenio.

c) Efecto de eventos supervenientes.
Se consideran eventos supervenientes los que ocumen de manera ajena a las parles que eran
imprevisibles o inevitables, y que por alguna v otra razén, le impiden cumplir con sus
obligaciones convenidas contra su voluntad. En estos casos, no se le puede exigir a la parte que
incumple el cumplimiento de la obligacion porgue se considera gue le es imposible hocerlo en
{_Ias condiciones originaimente convenidas debido al evento superveniente.

Esios eventos pueden variar segun la legislacion, perc entre otros se encuenfran los siguientes:
v Fuerza Mayor
Un evento o causa de fuerza mayor debe interpretarse caso por caso, pero en general

se frata de un evento que ocurre sin confrol de la parte que incumple y que le impide
cumplir con sus obligaciones o modifica las circunstancias originales de contratacion. En
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paises de Derecho Comun lo determinard un juez, en algunos paises de Derecho Civil o
de Cdédigos lo puede establecer algun ordenamiento legal.

v Frustracion
Esta es una doctring de Derecho Comuin, en la que se hace mds especifica la
interpretacion de eventos de fuerza mayor. En el caso de la frustracion solamente se
consideran eventos en los que no se revisa el efecto de cambios crrcunstancicles que
cambien las condiciones que prevalecian al momento de la contratacion y tengan un
efecto adverse en la parte que incumple.

v Endurecimiento

En esta doctrina también de Derecho Comun, se entienden eventos gue se dan
posteriormente a la entrada en vigor del convenio pero que a pesar de gue no hacen
impaosible el cumplimiento, fuerzan a una de las partes a asumir mucho mayor riesgo que
el contemplado originalmente por el convenio. No es aplicable en muchos paises.
mientras que en otros se considera una causa de fuerza mayor. En cualquier caso, este
tipo de eventos normclmente son resueltos mediante una renegociacion de |as
condiciones originales.

v Calamidades
Normalmente aparece este términce como gpoyo a tas causas de fuerza mayor, aungue
suU interpretacion se da como una provision del tipe de la doctrina de frustracion. Una
calamidad o "act of God" se define a un eventc por causas naturales que no habia
podido ser previsto, como son huracanes, inundaciones y ofros fendmenos similares. No
obstanfe, algunas jurisdicciones incluyen eventos como manifestaciones populares,
vandalisme, y otras cuestiones similares.

1.4  REGULACIONES SOBRE LA PROPIEDAD

Por su naturalezag, un convenio crea una relacion legal solamente entre las partes contratantes y
surte efectos solamente enire ellas. En confraste, el duefic de un cbjeto no tiene relacién
directa con cualguier ofra persona, pero fiene el derecho sobre el objeto, un derecho de
dominio, un derecho protegide confra cualquiera, y por lo tanto, particularmente en sistemas
de Derecho Civil o de Cddigos, se conoce como un derecho aksoluto.

1.4.1 Dominio : .

Ei ddminio s la totalidad de los poderes que permite una ley parg utilizar o disponer de un
objeto. Quien tiene el dominio de algo, tiene por o tanto una serie de derechos agregadoes de
goce, disfrute, destruccidn o disposicion del objeto.

Quien tiene dominio sobre un objeto puede hacer cualquier cosa que quiera con &l cbjeto. No
obstante, esta libertad no es absoluta, pues estd sujeto a los limites sefalados por las leyes y al
respeto de los derechos de terceros.

El dominio de ¢lgo puede adaquirirse:
v Originalmente, mediante la creacion del objeto, o por la ocupacion, cuando una
persona reclama algo no poseido por alguien mas, por gjemplc, un ave salvaje.
v Derivadamente, mediante la venta, donacidn u orden judicial.
v Por sucesion. medianie la designacion de quien muere de un beneficiario.

Usualmente la ley de agravics protege muy bien los derechos de dominic, y permite tomar

acciones contra guien lo afecta de manera adversa, incluyendo el Estado en casos de
expropiaciones.
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142 Posesion

Lo posesidon usuaimente no se considera un derecho por si mismo, sine mdas bien una relacicn
con un determinado objeto, retlacionado con el conirol fisico del mismo v la faculiad de evitar
que otros lo posean o usen,

La pesesion es por muchoe una cuestion de hecho, sila persona A le presta a otra persona B una
pluma para su examen, A fiene el dominio de la pluma, pero B la posee. La posesidn por fanto
puede ser legal. si es consenfida por quien tiene el dominio. ¢ ilegal, por ejemelo por robo

1.4.3 Propiedad

La palabra propiedad tiene varios significados. Puede significar el dominio de algo, pero
tambien puede significar el mismo objeto que es susceptible de dominio. Es decir, si alguien es
propietario de un reloj, tiene et dominio del reloj. Sin embargo, el retoj en si mismo consfituye una
propiecad.

En esta ultima acepcién, la palabra incluye cualquier objeto que una persona pueda poseer v
obtener, y como tal la propiedad puede dividirse en tangible o intangible.

La propiedad tangible se puede dividir en bienes muebles e inmuebles; los bienes muebles
siendo aquellos que se pueden fransferir fisicamente de lugar, como los libros, autemdviles o
mohbiliario, en contraposicion a los inmuebles gue se encuentran en una ubicacion fisica Unica.

La propiedad intangible es propiedad que no estd constituida por cbjetos fisicos, e incluye por
ejemplo debda o acciones en una compadia. Los derechos de dominic de este tipo de
propiedad no pueden ser aprovechados mediante fa posesion fisica, sino Unicamente por
medio de la reglizacion de ung accion. Entre esta propiedad intangible se encuentra lo
propiedad intelectual.

1757 REGULACIONES SOBRE LOS AGRAVIOS -
Un agravio implica provocar un “mal” a atguien. Los agravios, aungue estdn relacionados, son
diferentes a los crimenes y a los incumplimientos de convenios.

Un crimen es un mal que el estado inhibe por algun medio. Un agravio es un mal civil que le
otorga a la persona agraviada et dereche a reclamar dafios por su perdida, ya sea mediante la
sola reparacion del dano o para exhibir a guien agravid por la nafuraleza antisocicl de su
agravio,

Aungue un incumplimiento de convenic es un mat civil, las obligaciones incumplidas surgen del
un acuerdo enfre las partes, mientras que en un agravio &l mal civil estd determinado por el
incumplimiento de una obligacidn de una ley general.

Asi, en jurisdicciones de Derecho Civii o de Coédigos, el derecho de agravios estd

fundamentade en el principio general de la responsabilidad delictiva, en virtud de la cual los

casos que caen deniro de los principios generales de agravio se dividen en caiegorias dentro

de una ley v la responsabiiidad del dofo depende del texto de la ley y del cumplimiento de las
condiciones que ésta marca para que un acto se considere agravio.

En juriscicciones de Derecho Comun, por principio tos agravios se separan en diversos tipos, fales
como difamacidn, decepcion o negligencia, cada uno considerado de manera independiente
y Con sus correspondientes elementos constitutivos y defensas.

Por ofro tado, un agravio puede cometerse intencionalmenie o por negligencia, es decir, por
incumplir una obligacién legal de responsabilizarse u ocuparse de clgo. No obstante, para
considerarse agravio, no sclamente debe probarse la negligencia, es decir, la omisidn de la
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obligacién legal de responsabilidad, sino fambién que derivade de tal negligencia se causd un
dano, :

En cualquier caso, quien sufre un agravio tiene derecho a su reparacién, para lo cual el
agraviado debe probar por io menocs lo siguiente:

v Que sufrié un dafo

v Que el responsable del agravio cometio una falia

v Que el dafec es de alguna manera el resultado de dicha falta

Los dafios pueden incluir lesiones fisicas, dafos a propiedad y ofros similares que dafen g
propiedad o la integridad de una persona. No obstante, en algunas jurisdicciones danos taies
como perdida econdmica pura o pérdida de ganancias no se puede recuperar como un
dano, :

1501 ~ Responsabilidad por otros

Porregla general, las personas no pueden ser responsables de [0s agravios cormetidos por otros.
No obstante, pueden exisiir numerosas excepciones a esta regla segun las circunstancias vy la
jurisdiccion. Por ejemplo, un patrdn puede ser responsable de los agravios cometidos por un
empleado en el desempefio de sus funciones, perc no por los agravios de un proveedor sin
relacién laboral directa. Igualmente, el padre o tutor es responsable de los agravios cometidos
por sus hijos.

1.5.2 - Responsabilidad en sentido estricto

La responsabilidad de un agravio generalmente se basa en el principic de no-responsabilidad st
no hay faita. La responsabilidad en senfide estricto es un concepto que se desarrolld para cascs
de agravio que sufre una persona respecto de algo de lo que otra persona es responsable pero
"Que, en sentido estricto, no cometio una falta. Especialmenie esto adquiere gran importancia
en materic de transferencia de tecnologia en lo que se refiere a fallas de productos.

En muchos sistemas legales las leyes determinan responsabilidad en sentido estricto para casos
en los que un producto defectucso causa un agravio a quien lo compra, y en este caso la
determinacion del responsable puede ser directa. No obstante, en casos de licenciamiento de
tecnologia es fundamental determinar quién serd responsable de este tipo de agravios, pues el
defecio puede ser derivado de a tecnologia que se licencia.

1.6 ENTORNO LEGAL EN PAISES INDUSTRIALIZADOS — LEYES ANTIMONOPOLIO

Existen tres dmbitcs legales que se aplican reguiarmenie en paises industrializados en matena de
transferencia de tecnolegia. B primero es la legislacion sobre propiedad intelectual que regula
la proteccién legal de la tecnologia, que ya ha sido explicado en otro mdédulo. Ef segundo es la
legislacion de contratos y comercial, que regula Ias relaciones de negocios y de acuerdos entre
las partes, que fueron ya revisados en la seccidn anterior.

En esta seccién se pone especialmente énfasis en un fercer ambito relacienado con @
legislacion en materia de competencia econdmica, que precisamente representa uno de 1os
mas importantes en paises desarrollados, tomando como referencia las legislaciones de los EUA,
‘a Unidn Europea y Japdn como representativas.

1.4.] Las leyes antimonopolio de los EUA

El antecedente mds antiguo de leyes ontihnonopoﬁo en los EUA es el Acta Sherman de 1890, la
cucl, junto con ofras leyes postericres subsecuentes tiene un enfoque aientador a la
competencia considerada como la mejor manera de localizar recursos eficientemente y de
asegurar el méximoe beneficio a los consumidores. Precisamente esios conceptos rigen la
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intferpretacion de todos las practicas comerciales a la luz de las leyes de competencia en los
EUA.

En los EUA, el andlisis de estas provisiones es realizado por las cortes directamente, aungque el
Departamento de Jusficia emite guics de aplicacion que en muchas ocasiones fienen
influencia en |gs decisiones de la corte.

aj Principios de aplicacion de leyes antimonopolio
v Lareglade larazén

La regla de la razdn implica una interpretacidn del Acta Sherman, la cud! si se tomara de
manera literal haria todo contrato ilegal, pues su naturcleza es precisamente restringir el
comercio enire dos personas bajo las provisiones del mismo. La regla de la razén es una
practica de las cortes que precisamente considera que la intencion de las leyes antimonopolio
no puede ser que todo contrato sea ilegal, sino sclo aquellos que restrinjun el comercio de
manera "“iracional”.

Aplicada esta regia a fransacciones de tecnologia, se aplican los siguientes elementos
principaies:

v Una restriccion o limitacidon en un convenio de tecnologia debe ser inherente a un objetivo
principal legal. Por ejemplo, solicitar un pago sobre productos producidos por una
tecnologia licenciada es inherente al objetivo legal, cobrar regalias sobre todos 10s
productos, sean © no producidos por la tecnologia licenciada, no lo es.

v Bl dlcance y duracion de lg restriccion no deben ser sustanciclmente mayores a lo
necesario para clcanzar et objetivo principal legal. En este caso estd el pago de regalias
por fiempo mayor a la patente y el pago de regalics por patentes no presentadas en el
territorio.

v El propdsito y efecto de la restriccion en un mercado relevanie deben ser razonables segun
las circunstancias. Aqui se debe tomar en cuenta el efecto que tiene la limitacién en et
mercadao relevante. El mercado relevante se define como fedos los productos para los que
exista elasticidad cruzada de la demanda, es decir, todos los que un consumidor podria
comprar para sustituir el producto en cuestion,

v Laregladel "perse”
Despues de mucho tiempo de revisidn de muchas situaciones kagjo las leyes antimonopolio, 1as
cortes encontraron que ciertos acuerdos o practicas siempre tienen un efecto adversc en la
competencia y deben presumirse como no-razonables y por lo tanto ilegales. Es decir, tales
acuerdos v practicas son considerados ilegales “per se” bajo [as leyes anfimonopalio,

Dentro de estas practicas se encuentra el control de precios, boicots de grupo. division de
mercados entre competidores, y arreglos condicionados.

No cobstante, dade que un acuerdo de transferencia de tecnologia puede considerarse en
general como en pro de la competencia, puesto que transfiere conocimiento a un tercero
diferente al que desarrolld la misma, en la practica existe renuencia a considerar cualquier
provisién de un acuerdo de transferencia de tecnologia bajo el criterio "per se”.

1.6.2 ' Las leyes de competencia de la Unién Eurcpea

La transferencia de tecnclogia hacia la Unién Europea involucra tanto las leyes de los estados
individuales como ciertas provisiones del Tratado de Roma, cuyo enfoque principal es evitar
barreras al comercio entre los estados. No obstanie, la mayoria de las provisiones se refieren al
flujo interno de tecnologia, habiendo provisiones muy diferentes para paises externos a la
comunidad.
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1.6.3 Las leyes antimonopolio de Japdn

El acta sobre Prohibicién de Monopolios Privados y Mantenimiento del Comercio Justo
{Conocida como Acia Antimonopolio) entrd en vigor en 1947, Originaimente era equivalente al
Acia Sherman de los EUA salvo que era mds especifica y ha sufrido modificaciones con el
tiempo. . ,

1.6.4 Provisiones de transferencia de tecnologia que potencicimente presentan
consecuencias antimonopolio.
a) Acuerdos de dependencia
b) Dependencia externa
c) Licenciamiento obligatorio de paquetes
d) Regalias sobre ventas totales obligatorias
e} Regdaiias post-expiracion
f) , Retorno automdtico de derechos exclusivos o cesiones
gl Poder de veto sobre licencias futuras
h) Fijacion de precios
- ) ' Restricciones de cantidad o volumen
i) Restricciones de campo de uso
k) Restricciones terriforiales
f) Licencias cruzadas y canastas de patentes
m) Restricciones parg reventa
n) Provisiones de regatlias
o) Monopolizacion de mercados
p} Restricciones para atacar la validez de una patente
1.7 ENTORNO LEGAL EN PAISES EN ViaS DE DESARROLLO

En general se debe anadlizar el entono legal de ias dreas que afectan a la fransferencia de
tecnologia, como las leyes de inmigracion, de licenciamiento. de aduanas y de competencia.
No obstante, el énfasis mas importante estd en las provisiones legislativas de gran influencia en
las transacciones de tecnologia, las de inversion extranjera directa y las de propiedad
intelectual.

1.8 REVISION DE LAS REGLAS EN MATERIA DE TRANSFERENCIA DE TECNOLOGIA

Durante los anos 60's y 70's muchos paises en desarrollo de Africa, Asia vy Latinoamérica
adoptaron leyes con el objelivo de confroiar diferentes aspectos de los contralos de
tfransferencia de tecnologia, leyes que tuvieron su fundamente en la experiencia japonesa de la
posguerra, los acuerdos de la comunidad andina y posteriormente el trabajo redlizado por
UNCTAD sobre transferencia de tecnologia. Estas legislacicnes sirvieron como instfrumentos para
mejorar la posicién negociadora de las empresas locales v parg desarrollar industrial v
tecnolégicamente algunos paises, pues regulaban en algunos casos montos: de regalias y en
ofros aspectos fiscales. Aunque las leyes no son eguivalentes, tenian las siguientes cosas en
comun,

18.1 Alcance

Generalmente tenian cormo chjetivo regular confratos de transferencia de tecnologia de todo
tipo. desde acuerdos de licencia, contratos de know-how y de servicios iécnicos. En muchos
casos se extendieron las reglas a contratos de proyectos llave en mano, franquicias y otras
modalidades de procura. Las licencias de marcas también se incluyen en general aungue con
provisiones especiales. Normaimente son aplicables a relaciones enire extranjeros y nacionales
aungue en algunos casos también se aplican entre nacionales.
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1.8.2 Registro y aprobacion previa

La base de los sistemas en general es el registro y aprobacién previa a la firma del contrato. La
entidad encargada de registrar el contrate, para proceder con el registro, regularmente pedia
modificacicnes ya fuera en costos o en provisiones restrictivas.

1.8.3 Seleccidn de tecnologia

Algunas legisiaciones imponian restricciones inclusive en funcion de la seleccion de g
tecnologia, exigiendo que fuera adecuada alas condicicones del pais.

1.8.4 Remuneracién

Este es el punto critico de las legislaciones restrictivas sobre transferencia de tecnologia,
especialmente en las regalias y pagos a licenciantes extranjeros.

a) Limites superiores de precio

Muchos paises establecen un 5% general come regaiia mdxima, mientras ofros establecen
topes segun el secfor o componente del conirato. México, Brasil y Argenting, en lo gue se refiere
a marcas, solian admitir méximo 1% de regalia. (Ya no es mas aplicable por cambios en 1as
legislaciones que se discutiran posteriormente}

b) ' Formas de pago

Algunas legislaciones han regulado si ciertas formas de pagoe son aceptables para
determinadas transacciones. Por ejemplo, para servicios. técnicos no se acepta pago de
regalias. Reguiarmente se exigia que las regalias fueran sobre venias netas vy se admitian solo
para patentes y marcas.

c) Remisiones corporativo-subsidiaria
Algunos paises imponen restriccicnes sobre pago de regalias enfre corporativos vy sus subsidiarias
para evitar que se beneficiaran por algunas provisiones fiscales aplicables a este tipo de pagoes.

d) Evaluacion

Generalmente habia una discrecionalidad absoluta de la autoridad para fijar condiciones y
valorar las transacciones para corregir 1o praviamente acordado por las partes. Esto se valoraba
caso por caso en funcion de factores como la anfigledad, la complejidad, el impacto en
empleos y economico y los precios de tecnologias comparables.

e) Duracién ‘

Normalmente limitaban la duracion con entre 5 y 10 arios, particularmente en licencias, con la
jusiificacion de "limitar los pagos” a un tiempo razonable al tiempo que fuera un “fiempo
prudente para permitir la asimilacién adecuada” de la tecnologia por el licenciatario.

f) Clausulas restrictivas

Estas clausulas son entendidas como provisiones que inhiben el desarrollo econdmice vy
tecnoldgico, tales como las siguientes:

Asignacion de derechos de mejoras de manera inherente al contrato
Restricciones de exportfaciones

Uso de ia tecnologia al terminar el contrato

Precios y volumenes fijos por el licenciante

Clausulas limitativas de acciones por el licenciatario [no competencia, compras a
proveecdores especificos, etc.)

RN NN

o)) Garantias .
La mayceria de ias legislaciones exigian garantias respecto de la tecnologia. si ne por mandato
directo de la ley, por practica administrativa de la oficina de registro.
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h) Asimifacion

Algunas legislaciones fueron mds dlld y exigian no solamente ciertas garantias sino el
aseguramiento de una transferencia y asimilacion efectiva de la tecnclogia, exigiendo
provisiones de capacitacion o acceso a mejoras posteriores.

i) Ley aplicable y juriscliccion

Normaimente se exigia que la ley aplicable fuera la nacional, es decir la det pais de registro, y
alternativamente o adicionalmente (segun el pais) se exigia que la controversia se resolviera en
cortes también nacionales.

1.9 CAMBIOS E IMPACTG EN LAS REGULACIONES DE TRANSFERENCIA DE TECNCLOGIA

Lo globalizacién y la liberalizacion de restricciones de inversion nacional/exranjera en las
empresas en paises en vias de desarrcllo ha hecho que las regulaciones en materia de
transferencia de tecnoiogia evolucionen hacia un sistema mds liberalizado vy flexible,
especiamente en tres puntos principales que se explican a continuacion.

1.9.1 Hacia una base mas flexible

Las legisfaciones de diversos paises se han modificado. Bl nivel de modificacion de los diversos
paises podria agruparse en 3 grupos.

Un primer grupo que maniiene sustancialmente sus provisiones como Nigeria vy Filipinas, con
modificaciones leves en los topes de regalias v con un enfoque mds promocional hacia
cenvencer a licenciantes de ofrecer tecnologias para use en el pais.

Un segundo ‘grupo introdujo cambios maés significativos, relajando los requerimientos para el
registro de contratos y eliminando restricciones de topes de regalias v de pagos corporativo-
subsidiaria, en olgunos casos aun aceptando jurisdicciones y leyes extranjeras en la ley
aplicable. A este grupo pertenecen la mayoria de los latincamericanos como Brasil y |a
comunidad Andina, asi como algunos asiaticos como Corea,

Un tercer grupo es el de paises que liberalizaron por completo el régimen, como México, en
donde se abrogd la legislacidn en esta materia y se incorpord al régimen de la propiedad
industrial, ’

19.2 Un proceso evolutivo

Se reconocen tres etcpas de desarrollo de la legistacion de los paises, que denota un proceso
evolufivo observado en paises tanto desarrollados como Japdn, Espafia y Portugal come en
desarrollo, como México, Argentina, Brasil y Coreq,

Este proceso consiste en una primera etapa en la que se tiene un desarrollo industriat suficiente vy
aumenta la demanda de fecnologia extranjera, v las condiciones contractuales tienden o
mejorar con respecto a los costos ¥y pagos, lo cual puede tener un efecto negativo
especialmente en las expertaciones.

En la segunda etapa, los gobiernos establecen objetivos explicitos de politica tecnoldgica v se
enfocan en la seleccion y asimilacién de tecnclogias adecuadas, protegiendo la balanza de
pagos y favoreciendoe las exportaciones. .

En la tercera etapa, ya ha ocurrido un proceso de aprendizaje y el pais adguiere un nivel mayor
de desarrollo tecnoldgico y experiencia en la negociacien de tecnologia, procediendo a und
sustitucién de la legislacion restrictiva sobre contratos de tecnologia por legislacion en materia
de prdacticas contrarias a la competencia.

193 Impacto

El impacto de los regulaciones en materia de transferencia de tecnologia es dificil de separar
de otros efectos econdmicos. En algunos paises, se encontrd gue las empresas encontraron
adecuado un ogpoyo legal vy del gobiemo cl negociar ante empresas econdémica y
tecnoldgicamente mdas fuertes, mientras que en otros casos, se considero sclamente un trdmite
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burocrdtice cbsoleto ala luz de acuerdos privados no registrados que se firmaban por las partes
para evitar la legislacion.

No obstante, se asume un efecto importante en la decision de un desarrollador de tecnologia
sobre poner disponible ésta en un pais o no.

al Licencias obligatorias y ofras medidas

La obligacién de explotar una invencién patentada ha esiado presente en diversos grados en
las legislaciones de paises desarrcllados vy en vias de desarrollo. En paises desarrollados, el
conirol de la explotacidn se ejerce mediante las leyes antimenopolio, mientras que en los paises
en vias de desarrollo, al tener leyes anfimonopolic deficientes para su agpiicacién en
transferencia de tecnologia, el control se ejerce mediante licencias obligatorias.

b} Duracion

- Recientemente se ha estandarizado et tiempo a 20 afios a partrr de la fecha de concesidn,
gracias a los Acuerdos sobre los Derechos de Propiedad Intelectual en el Comercio (ADPIC, ©
TRIPS por sus siglas en inglés) aunque histéricamente los paises en vias de desarrolle tienden o
buscar duraciones de derechos de patentes menores y sin extensiones de plazos.

1.10 ENTORNO LEGAL EN MEXICO.

En nuesiro pais existid en las décadas de 1970 y 1980 un marco legal restrictivo para todo lo
relacionado con fransferencia de tecnologia, pues condicionaba los monfos de regalias y las
condiciones contractuales para ta transferencia. No obstante, se logrd un nuevo marco juridico
mediante ley de Prepiedad Industrial en Junic 28 de 1991, I cual fue modificada el 1° de
ociubre de 1994 y en cuyas medificaciones se incluyd un articulo transitorio que derogaba
todas las leyes y reglamentos antericres relativos a Propiedad Industrial y Transferencia de
Tecnologia. Con esto, se dejdé en absoluta libertad a las partes para negociar sus condratos de
transferencia de tecnologia.

Con la ley actual ya no es obligatorio registrar los contratos ni presentar ninguna declaracion
como las gque se requerian anteriormente. Lo Unico que se hace realmente necesario 25 que,
aquellos contratos de tecnologia que involucran la licencia de una marca o de una patente,
deben registrarse ante el IMP! [Instituto Mexicano de la Propiedad Industrial) con el unico
propdsito de hacer valer la licencia contra terceros infractores y evitar el otorgamiento de
licencias cbligatorics.

El Unico efecto de no registrar una licencia ante el IMP] serd gque el licenciatario no podrd hacer
valer la patente en contra de terceros que infrinjan el derecho licenciado vy la tecnologia podrd
ser susceptible de licencia obligateria, pero la licencia continuard siendc perfectamente vdlida
enire las partes contratanies.

No obstante, el uso de las leyes antimonopclio (Ley Federal de Competencia Economica) en
nuestro pais no estd generalizado, por lo que podricmos decir que México aun se encuentra en
una transicion en la que, conforme las operaciones de licenciamiento y activos intangibles
incrementen su- volumen, debera haber una mayor intervencion de las outoridades
antimonopolio para evitar practicas monopdlicas con base en derechos de propiedad
intelectual, tal y come existe en sistemas legales de paises desarroilados.

2. ATRIBUTOS DE LA TECNOLOGIA E IMPORTANCIA DE LOS DERECHOS DE PROPIEDAD INDUSTRIAL
2.1 ATRIBUTOS DE LA TECNOLOGIA
El manual de UNIDO define tecnologia como: "Un sistema de conocimientos, iécnicas,

habiidades, pericias. y organizacion utilizados para producir, comercializar y utitizar bienes y
servicios que satisfagan demandas sociales y econdmicas’. De ahi, podremos entender que [a
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tecnologia no tiene las caractersticas de los bienes tangibles, v por lo tanto, tiene
caracteristicas propias determinadas por su naturaleza intangible.

No obstante, para que.una persona o empresa pueda transferir una tecnologia tal y como 1o
hacen con ofros productos y servicios, debe tratarse de una tecnologia debidamente
apropiada, es decir, debe ser conocimiento gue una empresa puede CONTROLAR, en su
mayoria protegido legalmente mediante los sistemas de propiedad industrial e intelectual en
diversos paises. Por lo tanto, este conocimiento se comercializa en todas las formas en que se
puede fransferir, ya sea que esté incorporado a productos tangibles como manuales de
operacion, patentes, etc.. o bien, conocimiento o know-how que se encuenira inherente a las
habilidades o pensamientos de personas o en culturas organizacionaies.

Asi, la tecnologia tiene las siguientes caracteristicas que la hacen Unica en lo que se refiere a su
negociacién y transferencia:

v El conocimiento es INTANGIBLE, por lo que imparta Unicamente su capacidad de hacer
posibles las cosas, pues no tiene propiedades fisicas.

v El conocimiento es ACUMULATIVO, por lo tanto no se puede distinguir faciimente qué
parte causa el efecto final. ) .

v" El conocimiento NO se puede CONSUMIR, por lo que su reemplazo se determina por su
conveniencia econdémica solamente y no por su estado fisico, pero se puede transmitir
un numero infinito de veces porque no se deteriora. ]

v El conocimiento se TRANSMITE FACILMENTE, y es cada vez mas fécil a medida gue los
medios de comunicacion se hacen mds eficientes.

v El conocimiento NO tfiene FRONTERAS, practicamente cuclguier tecnologia estd
disponible para cualquier empresa con el dinero y habilidades necesarios, ya sea para
comprarla © para copiarla.

2.2 IMPORTANCIA DE LOS DERECHOS DE PROPIEDAD INDUSTRIAL

Las patentes vy registros, segun su naturaleza, proveen derechos de monopolic temporal a los
desarrolfadores de invenciones. Visto en un contexfo mayor, brindan proteccién a tecnologia.
Por lo tanto, las patentes y registros, y en general, el sistema de propiedad industrial, son o
herramienta mediante [a cual una persona se hace "duefa” de una tecnologia, ¢ por o menacs
de parte de ella. Este sentido de “propiedad" de la tecnologia es lo que hace posible su
transferencia.

Bojo esta optica, el sistema de propiedad industial estd disedado para fomentar la
fransferencia de tecnologia de los individues hacia la sociedad, transferencia que se realiza
mediante una negociacion de derechos de monopclio con el estado, y cuyos derechos vy
conservacion estan determinados por las leyes. Por su puesto, la transferencia de este
conocimiento de un individuo a ctro durante el tiempo de moenopolio es afectada en gran
medida por esias prerogativas que otorga el estado a los inventores.

Como se comentd en la introduccion, una patente o registro que otorga el estado a un inventor
por su aporte al estado de la técnica mediante el desarrollo de una invencion, tiene como
principio un intfercambio de beneficics entre el individuo v la sociedad.

Para entender bien el fondo de los derechos que confiere una patente, es imporiante recordar
que conforme a la Ley de la Propiedad Industrial {LPI) una invencion es “toda creacién humana
gue permita transformar la materia o la energia que existe en la naturaleza, para su
aprovechamiente por el hombre vy satisfacer sus necesidades concretas”. -

Por lo tanto, este intercambio de beneficios entre el individuc vy la sociedad es una situacion
ganar-ganar. El inventor recibe del estado un derecho de monopolio temporal que le permite
explotar su invencion de manera exclusiva durante un tiempo limitado e improrrogable. A
cambio, la sociedad recibe |la satisfaccidn de sus necesidades concretas, pero scbre fodo,
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recibe informacién sobre la invencidn mediante una publicacidn que hace el estado de los
detalles de la invencion, de manera que otras individuos pueden generar nuevas invenciones Q
partir de los conocimientos para mejorar la calidad de vida de los individuos.

En esfe contexto, se puede considerar a las patentes © registros come contratos de
transferencia de tecnologia entre un individuo vy la scciedad representada per el estado. El
contrato tiene un término que depende de la apertacion de la tecnologia a la sociedad, su
objeto es fransferir la tecnologia del individuo a la sociedad. y la contraprestacion de la
sociedad por tal transferencia de un dereche de monopolio sobre lo reivindicado o protegido.,

En ctras palabras, el estado hace temporalmente “duefo” de la tecnclegia al inventor
mediante el otorgamiento de un fitulo o registro que avala esta “propiedad” industrial. A este
procedimiento de obtener la propiedad indusirial o intelectual de una tecnologia se le conoce
como “apropiacion de tecnologia”.

La siguiente tabla presenta en resumen de los figuras juridicas disponibles en México para
proteger desarrollos fecnoldgicos, sus requisitos, ventajas y tiempo de monopolio otorgado por
el estado.

Figura Juridica Requisifos Caracleristicas Tiempo de
monopolio
Patente Novedad, Actividad [Sujeto a  habilidad  de |20 chos a partir de
Inventiva y Aplicacién |negociacion de la redaccion | la presentacion
industrial de las reivindicaciones del
individuo con el estado
Registro de |Novedad vy Aplicaciéon|Sujeto o  habilidad de |10 afos a partir de
Modelo de | Industrial negociacion de la redaccién | la presentacion
Utiidad ' de las reivindicaciones del
individuo con gl estado
Registro de | Novedad (criginalidad) |Sujeto a la forma o figura | 15 arfos a partir de
Disefio Industiial |y Aplicacion industrial especifica de unos dibujos la presentacion
Registro de | Originalidad v|Sueto a la forma especifica| 10 anes a partir de
Esquema de { Aplicacion Industrial del tfrozado del circuito la presentacidn
Trazado de
Circuito
Integrado
Titulo de [ Novedad [ventas), |Sujeto a las caracteristicas | 15 o 18 anos a partir
Obtentor de | Distintividad, Estabiidad|genotipicas  y  fenotipicas |del  otorgamiento,
Variedad y Homogeneidad especificas de la variedad dependiendo  del
| Vegetal tipo de variedad. |

De un andlisis de la tabla, resulia evidente que el estado premia de diferentes maneras de
acuerdo con el esfuerzo del individuo v su contribucion a la sociedad. Es decir, una patente
puede incluir conjuntos de invenciones en las reivindicaciones, las cuales resuelven necesidades
de la sociedad y su oforgamiento supone requisitos mayores. Un modelo de utilidad tiene menos
tiempo de proteccion porque tiene menos requisitos, mientras que un disefo industrial tiene mas
tiempo gue el modelo de utiidad porque su aporte es meramente ornamental pero el margen
de negociacion del individuc con el estado es practicamente nulo. En confraste, las Variedades
Vegetales se premian con més tiempo por la dificultad que tiene la caracterizacidn y por la
restriccion que tiene el derecho del monopolio al fenotipo y genotipo especificos de la
variedad.

Como contraposicidn, cuando un individuo no quiere compartir su conocimiento con la
sociedad y lo guarda para si mismo mediante un secreto industrial, el estade lo reconoce como
propietario del conocimiento, pero no le oforga derechos de monopolio porgue el individuo no
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transfirio la tecnologia a la sociedad. En virtud de esto, el estado Unicamente le permite al
individuo defender su propiedad persiguiendo a la persona que sin autorizacién robd el
conocimiento, pero ef secreto una vez revelado, automdaticamente es transferido a la sociedad
sin beneficios adicionales.

Ahora bien, la naturcleza del dereche de monopolio lo divide la Ley de la Propiedad Industrial
{Art. 25) en dos, segun el tipo de invencion, Si se trata de invenciones de producto, modelos de
utilidad o disefios industriales, el derecho conferido ai individuo es a impedir a otras personas
que fabriquen, usen, vendan, ofrezcan en venta o impeorten el producto patentado. §i se trata
de invenciones de procedimiento o proceso, el.derecho es a impedir a otras personas que
utilicen el proceso o que usen, vendan, ofrezcan en venita o importen el producto obtenido con
el proceso patentado.

Es muy importante sefalar ademds, que el estado Unicamente puede negociar en funcién de
sus representados, es decir, los ciudadanos de cada pais. Esto explica el principio de
territorialidad de los derechos de propiedad industrial, en donde el individuo tiene que negociar
con cada estadoe los derechos que se le conferirén, puesto que el estado Mexicano no tiene
facultades para obligar a los ciudadanos de paises extranjeros, salvo que esto lo acuerden los
representantes de diferentes estados y lo plasmen en tratados internacionales. Agui también es
importante enfatizar que existen traiados que facilitan las negociaciones de los individuos con
los estados al establecer formatos estandar, pero el resultado de la negociacién depende de
cada estado. Tal es el caso del Tratado de Cooperacion en Materia de Patentes (PCT), que
facitita la framitacidn de patentes y registros en el dmbito internacional, pero no otorga
derechos de monopolio a nombre de los estados, siendo esta la razén de ser de ias fases
nacionates dentro de dicho tratado. '

Por otro lado, como parte de la negociacién de tecnologia con el individuo el estado
establece limitaciones en el derecho de monopolio, para evitar que éste abuse de tal derecho.
Estas limitaciones estdin contenidas en el articuio 22 de la Ley de la Propiedad Industrial, y tienen
el objetivo de permitir & la sociedad que en efecto satisfaga sus necesidades por medio de la
invencion y genere nuevas invenciones con base en la invencion patentada. Entre ofras cosas,
la sociedad puede redlizar actividades de investigacion y desarrollc mediante el uso de la
invencion del individuo, siempre v cuando tales actividades no iengan fin comercial, y también
debe tener derecho a utilizar la invencidn, en cualguier forma, una vez gue el individuo se
beneficid econdmicamente de esta al ponerla en el mercado.

Toda tecnclogia tiene una proteccion contfra la copia inherente a su naturaleza, pues una
empresa que quiera tener acceso a la tecnologia de otra requiere realizar un esfuerzo muy
grande para copiarta, pues incluye habilidades y conocimientos que son de dificil acceso
porgue normalmente la empresa que posee la tecnologia ios esconde. Adicionalmente. los
derechos de propiedad intelectual ponen una segunda barrera aun cuando la tecnologic
hubiera sido copiada exitosamente. Esto significa que para una transferencia de tecnologia
exitosa debidamente apropiada, se requiere no solamente la transferencia de la informacion
por parte del poseedor de la tecnologia, sino un contrato formal de autorizacion de su uso.

En otfras palabras, una tecnologia que no tenga proteccidén por patente o registro tiene valor
por la naturaleza monopdiica inherente de la tecnologia, pero ésie es menor al que tendria sifo
iuviera precisamente poraue las patentes y registros proveen una segunda barrera monopdlica
Por lo tanto, una tecnologia pretegida medianie los sistemas de propiedad industrial fiene una
doble proteccion del moncpolio.

3. MECANISMOS DE TRANSFERENCIA DE TECNOLOGIA

Joint Ventures Bojo companias en copropriedad el socic que se  esta

{Riesgo compartido) industrializendo tiene acceso directo a capacitacion y tecnologia. La
empresa  extranjera asegura el bajo costo de produccidn., La
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empresa en el nuevo sector industrializado es socio minoritario v
receptor de tecnolegia.

Licenciamiento Una empresa local paga peor € dereche de fabricar un producto
bajo la licencia de una empresa extranjera. Estos normalmente
requiere mds capacidad técnica de parte de la empresa local gue
la que requiere un "Joint Veniure".

imitacion Una empresa local imita la actividad de la compania extranjera
transnacional [por ejemplo en la produccién de bienes de consumo
electrénicos).

Subcontratacion Una empresa local fabrica un componente o sub-ensamble para un
fabricante extranjero localizado ya sea en el pais que se industrializa
o en el extranjero.

Compradores Un comprador extraniero contrata una empresa lecal para que le

exiranjercs provea productos para distribucion en mercados superiores [pot
gimplo J.C. Penney en los Estados Unidos y Mitsui en Japon).

Manufaciura de Equipo La fabricacién de equipo original es una forma especifica de

Criginal {OEM] . subcontratacién. Como un "Joint Veniure" requiere una conexion
cercana con €l secio extranjero. En un convenio de OEM, la empresa
local produce un producto con la especificacion exacta de Ia
empresa exfranjera. La empresa exfranjera venderd el producto @
través de sus propios canales de distnbucion, bajo su propia marca.
OEM comunmente involucra cl sccio extranjero en ia seleccion de
equipo, capacitacion de gerentes, ingenieros vy frabagjadcres. Se
conirapone al disefo y fabricacion propia, (ODM), donde a

_ empresa local disena el producto para su venta por la fransnacional.

Medios informales Los mecanismos informales incluyen la contratacion de ingenieros y
gerentes extranjeros clave, la capacitacién en universidades del
exfranjero, copiado, ingenieria inversa, y reclutamiento local de
ingenieros capacitados en companias exfranjeras, _

Adquisiciones de Empresas en NEAS recientemente han comprado companias

companias extranjeras para adguirir trabagjadores experimentados, gerentes,
equipo y puntos de distribucidn [por ejemplo, la compro de
pequenas companias de Sillicon Valley en California).

Alianzas estratégicas Estos son acuerdos en los que la empresa en el NIE desorrollo una
tecnologia en una sociead equitativa (o casi equitativa) con una
compadia extranjera.

Inversion Extranjera Beneficios otorgados por el gobiermo para que lg empresa

Directa poseedora de |la tecnologia se instale en &l pais con recursos propios.

Ahora bien, por fo que se refiere a los tipos de convenio de fransferencia de tecnologia, éstos se
pueden dividir en:

4, NEGOCIACION DE PROYECTOS TECNOLAGICOS EN EL CONTEXTO REGIONAL Y GLOBAL

4.1 ELUSO DE LAS PATENTES — ADMINISTRACION DE ACTIVOS INTANGIBLES

Como se comentd en el andiisis de la importancia de la Propiedad Industrial en la Transferencia
de Tecnologia, los derechos de propiedad industial, v mds especificamente las patentes,
otorgan derechos de exclusividad a.su poseedor, a diferencia de los secretos industriales que
Unicamente proveen profeccién contra robo.

En consecuencia, su importancia ne radica solamente en su obtencion, sino en su uso. Es decir,
tiene sentido obtener una patente si se va a utilizar para proteger las ventajas competitivas de
quien la posee, ya sea mediante la exclusion de terceros haciendo valer el derecho de
patente, o bien, mediante el otorgamiento de licencias.
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No cbstante, obtener patentes en todo el mundo puede costar del orden de 500,000 USD, por lo
menos, y conforme una empresa hene una base fecnoldgica mas amplia y su necesidad de
obtener y mantener patentes en todo e! mundo crece, se hace necesario administrar
adecuadamente las patentes en funcidn de los intereses del negocio. De ahi la importancia de
fratados internacionales como el PCT que facilitan la framitacion de las patenies, por lo menos:
en su etapa formal.

En consecuencia, lo gque comunmente se concce como Administracion de Activos Intangibles,
tiene su componente principal en la administracion de las patenies, y en la toma de decisiones
sobre cudando demandar, cudndo presentar una solicitud, cudndo mantener vigente una
patente, y en qué paises presentar la misma desde el punto de vista de la explotacion que
debe hacerse del derecho.

Probablemente el modelo mas aceptado y generalizado scbre administracidn de patentes es el
desarrollado por la descparecida Andersen Consulting o fravés de Julie L. Davis. v utilizado
comoe herramienia de negocios para incrementar el valer de las acciones de las empresas ¢
traves de la Propiedad Indusirial.

A continuacion se presentan los principales aspectos de dicho modelo.

4.1.1 Las Jerarquias de Valor

Segun Julie L. Davis, las jerarquias de valor de la Propiedad Industrial son una especie de
piramide de necesidades satisfechas en materia de Propiedad Industrial, similar a la propuesia
por Abraham Maslow para la redlizacién del ser humano. Bajo esia 6ptica, una empresa no
puede pasar al siguiente nivel en Ic jerarquic a menos que vea satisfechas sus necesidades de
propiedad indusirial del nivel previo.

En las secciones que se presentan a continuacion, se revisardn las caracteristicas principaies de
cada nivel de las Jerarquias de valor gue se presentan a continuacion:

VISIONARIO

/ INTEGRADO \

GENERADOR DE UTILIDADES

CONTROL DE COSTOS \

DEFENSIVO

4.1.2 Nivel Defensivo

El nivel defensivo es el mas fundamental y por eso constifuye la base de la pirdmide. £n este
nivel, la gestion de la Propiedad Industrial provee un escudo que protege a una empresa o
institucién de fitigios. Enfre mayor ndmero de patentes tenga, mayor serd su posibilidad de
negociar licencias cruzadas en lugar de entrar en litigios. Los objetivos fundamentales de las
empresas en este nivel deben ser:

v Generar un numero significative de patentes para su portafolios de Propiedad Industrial

¥ Asegurar que su actividad principal de negocios estd debidamenie protegida

v Iniciar los procedimientos bdsicos para faclitar la obtencién y mantenimiento de
patentes
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¥ Iniciar los procedimientos bdsicos para hacer valer sus patentes
v Asegurar que su personal técnico tiene libertad para innovar

Para ello, las practicas que debe seguir una empresa en este nivel son:

¥ Inventaric sobre lo que se posee. Para ello, se debe identificar por lo menaos 5 niveles de
conocimiento: Secietos Industriales, Patentes, Publicaciones Deiensivas,
Documentaciones Operativas, Contratacion de Seguros de Propiedad Industrial.

v Obtencidén de propiedad intelectual asegurando la libertad para disenar. Esio se logra
mediante politicas claras respecto de las innovaciones de empleados, al tiempo que se
administra qué cosas publicar y en qué foros y qué cosas patentar. Las publicaciones de
tecnologia que no es de interés en el momenio para la empresa deben usarse pard
evitar gue otros obtengan exclusividad sobre éstas € impidan posteriormente su uso.

¥ Mantenimiento de las patentes, evitando la caducidad de patentes valiosas.
v Respeto a la Propiedad Intelectual de otros.
v Disposicion a hacer valer la Propiedad Intelectual. Si no se estd dispuestc a hacer valer
fas patentes, no vale la pena ni siquiera molestarse en patentar. -
4.1.3 Nivel de Control de Costos

Este es el segundo nivel de jerarquia en la evolucidén de las empresas que administran su
propiedad intelectual. Las empresas que pasan a este segundo nivel se centran en cémo
reducir los costos de presentacién y mantenimiente de sus portafolios de Propiedad Intelectual.
Los objetivos fundamentales de las empresas en este nivel deben ser:

v Reducir los costos asociados a sus portafolics de Propiedad intelectual.

v Refinar y fecalizar la Propiedad Intelectual gue debe permitirse dentro de sus portafolios.

Para que una empresa logre el control de costos, debe seguir las siguientes practicas:

v Correlacion del portafolios de patentes con su uso en el negocio. Independientemente
de la clasificacidon, una empresa en este nivel debe tener diferenciadas las patentes que
debe tener, las que seria bueno tener v las que no vale la pena tener, siempre en
funcidn de las estrategias globales del negocio.

v Establecimiento de un comité de Propiedad Intelectual integrado por personas con
funciones cruzadas. En este nivel se tiene conciencia de que la presentacion de una
patente es una inversion considerable, por lo gque debe involucrar gente de unidades de
negocio, de investigacién y desarrcllo, de mercadotecnia, del depariamento legal y del
departamento de fingnzas.

v Establecimiento de procedimientos y criterios para el tamizado de patentes. £ comite
precisamente debe definir estos criterios vy delegar en alguien su evaluccion,
considerando principalmente su importancia estratégica de negocios, 1os mercados, 1as
posibiidades de que existan producios competitivos o de construir nuevas innovaciones
a partir del desarrollo, asi como la posicion financiera de la empresa.

v Establecimiento de guias detalladas para la presentacion de patentes y su renovacion.
Principalmente debe establecerse el criterio que se tomard para determinar en qué
paises presentar las patentes, consolidar precios mds ventajosos con los agentes que
presentardn las patentes en cada pais y finalmente establecer la frecuencia con que se
revisara cada patente para decidir su renovacion © no, pais por pais.

v Revisidn sistematica y regular del portafolios para eliminar patentes que no vale la pena
mantener. Preferiblemente debe considerarse la importancia técnica y la importancia
pard el negocio.

4.1.4 Nivel de Generacion de Ulilidades

Este tercer nivel en la jerarguia de valor corresponde a empresas que han podido controlar sus
costos y pueden ahora buscar estrategias proactivas para, no solamente evitar que el costo de
los derechos de Propiedad Intelectual crezca, sino que mas bien se conviertan en una fuente
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de generacion de valor econdmico. Este es posiblemente el cambio de nivel mas dificit de
fodos. En este nivel las empresas comienzan a considerar a la Propiedad Intelectual come un
activo del negecio, y no simplemente como una herramienta legal. Los objetivos fundamentales
de las empresas en esie nivet deben ser:
v Extraer valor directamente de su Propiedad Intelectual tan rapido como sea posible vy al
menor costo posible.
v Enfocarse en Propiedad Intelectual que tfiene un valor tactico {en contraposicion a
estratégico) sobre aspectos que no son fundamentales o estratégicos para el negocio.

Las practicas que las empresas de este nivel utilizan para generar valor son:

v Obtencién del compromiso de la aita direccién. La alta direccion de la empresa debe
considerar ala Propiedad Intelectual como un aclivo del cual se puede extraer vaior.

v Inicio de una organizacién proactiva de licenciamiento. Se debe establecer la
estructura administrativa necesaria para BUSCAR las oportunidades de licenciar
tecnologia que no es indispensable o Utit para el negocio., pero si para alguien mas.

v"  Consideracién de donaciones de Propiedad Intelectual y auditar el cobro de regalias. Es
posible que desde el punto de vista fiscal, una universidad o institucion no tucrativa
pueda beneficiarse de propiedad intelectudi, y se le pueda asignar un valor monetaric
como donacion para fines fiscales. Asimismo, es importanie verificar que las licencias
que en efecto se otorgan en efecto estén operando adecuadamente en cuanto a los
ingresos que deberian reportar por el page de regalias, pues con frecuencia se
descuida este pago y no se realiza un seguimiento constante de este.

¥ Organizacién para extraer valor. No solamente el drea encargada del licenciamiento se
involucra. Todas las areas operativas deben estar al tanto de lo que significan las
icencias de la tecnologia de la empresa, precisamente para evitar la pérdida de
propiedad infelectuai gue s seaq esfro’reglco ¢ parte del negocio principal de la
empresa.

v Desarrollo de criterios de seleccion avanzados. Lo anterior da lugar a la generacidon de
criierios mucho mas avanzados que en el nivel anterior para tomar decisiones de
negocios que involucran derechos de Propiedad Infelectual, considerando no
solamente el costo v el beneficic para la empresa. sino el valor que puede tener la
tecnclogia para tercerocs.

4.1.5 Nivel de Integracién

El nivel cuatro de desarrollo organizacional respecto de la Propiedad Intelectual implica un
cambio cultural en toda la organizacidn. Tal comoe ocurre en los sistemas de gestién de calidad,
todas las personas dentro de la organizacion deben conocer ia importancia de la Propiedad
intelectual de la empresa y condribuir a maximizar el valor que se puede cbtener de ella. Esta
funcidn no es mas inherente @ un solo departamento, Sus objetivos en este nivel son:
v Extraer el valor estratégico de su Propiedad Intelectual
v Integrar la conclencia en la Propiedad Intelectual v sus operaciones en todas las
funciones de la empresa.
v Aumentar la sofisticacién e innovacion en la administracion v la extraccion de valor de
la Propiedad Intelectual de la firma.,

Para ello, las empresas que integran la Propiedad Intelectual a su filosofia realizan las siguientes
practicas:

v Alineacidén de la estrategia de Propiedad Intelectual con la estrategia corporativa. A
diferencia del nivel 3, estas empresas tienen un enfoque estratégico de fa Propiedad
Intelectual, y no simplemente tactico.

v Administracién de la Propiedad Intelectuai y otros actives intangibles tocando multiples
funciones. Realizar andlisis FODA completo en relacion con la Propiedad Intelectual.

v Conducir estudios de competitividad. Conocido también comeo inteligencia Tecnolégica
Competitiva, que debe ayudar a decidir si la Propiedad Intelectual se manejard de
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manera ofensiva o defensiva en funcidn de la posicidbn competitiva tecnologica que se
guarde,

v Codificar el conocimiento de la Propiedad Intelectual y compartirlo con otras unidades
del negocio. Hay un conocimiento tdcito, es decir no documentodo o revelado,
inherente a las personas que operan las fecnologias. Solo se puede aqprovechar al
maximo si el conocimiento explicito, 0 documentado, se comparie entre todos los
actores dentro de la organizacion parc generar mayor innovacion. Recordar que en
este nivel la Propiedad Intelectual es ya una funcién generalizada en la organizacién.

v Enfocarse en la extraccién estratégica de valor. Para estar en este nivel, kas empresas
tienen la capacidad de verificar el valor que tiene su propia Propiedad Inielectual, pero
también la de otros, de manera que las decisiones de negocio sobre adguisiciones,
coniratos, fusiones, etc., consideran plenamente también el valor de los activos
intangibles y de la conveniencia estratégica de entrar o0 no en un determinado negocio.

4.1.6 Nivel Visionario

Muy pocas empresas tienen la capacidad de llegar a este nivel de desarrollo. En este nivet el
reto es identificar tendencias a futuro en la compania vy las oportunidades a futuro dentro de la
industria y de fos consumidores. Asi, puede anticipar las revoluciones y convertirse en lider en su
campe adguirnendo ¢ desarrollando la Propledad Intelectual que en el futuro requerird para
proteger en el futuro el mercado y las utilidades de la empresa. En este nivel, las empresas
buscan:

v Hacerse de un lugar en el futuro

v Promover tecnologias de vanguardia, rompiendc paradigmas

v Embeber los activos intelectudles y la administracidn de activos intangibles dentro e o

cuttura organizacional

Para ello, las practicas que realizan estas empresas son:
v Identificar brechas tecnoldgicas para generar tendencias en su propia industria,
estableciendo “nuevas reglas del juego.
v' Patentar estratégicamente, creando patentes que posicionen a la compaiia en el
camino de la evelucion industrial.
v Medicion y reperte de la administracion de activos intangibles, vinculando los activos
intangicles con sus flujos de efectivo.

42  TECNICAS DE NEGOCIACION

Un convenio de transferencia de tecnologia que tiene como resultade una relacién satisfactoria
de largo plazo entre dos 0 mds partes es aquél en el que las partes reconocen que el acuerdo
DEBE proveer beneficios para cada una de las partes.

Generalmente esto se logra por uno de dos caminos: proponiendo un convenio para revision o
realizandoc negociaciones hasta alcanzar un texto final que cumpla con las expeciativas de
derechos y obligaciones de las parfes.
\

La manera de conducir las negociacicnes es igualmente importante. Los negociadores deben
obiener y dominar los infereses v opciones de negociacion; desarrollar comunicaciones infernas
para que los integrantes del equipo negociador realicen su trabajo vy facilitar la comunicacion
entre las partes para lograr confianza y seguridad.

En todo momento, durante la planeacion y la ejecucion de las negociaciones se debe tener en

cuenta la cultura de la ofra parte y el aprendizaje de todo cuanto sea posible respectc de la
ofra parte.
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421 Objetivos

La regla mds elemental antes de ir @ una negociacion es determinar los objetivos propios para
concluir un acuerdo. Normalmente una parte hace una oferta con base en sus propios
objetivos, ya sea de compra o venta de tecnologia, v la otfra la evalla.

Al recibir una propuesta, la parte que la recibe también debe determinar los propios objetivos
para poder evaluar la propuesta adecuadamente. .

La falta de definicidn de los objetivos lleva a malentendidos v ambigUedades, v aun a
presuncicnes de mala fe v encjos entre las partes. ’

4272 Andlisis de propuesias

Lo primero que se debe hacer al recibir una propuesta es escribrr todas las preguntas e
inquietudes que genera la misma, asi como identificar y solicitar a la parte gque sometid Ia
propuesta cuaiquier informacion adicional requerida.

Adicionalmente, se debe complementar la informacion y verificarla de fuentes alternativas, Este
proceso debe confinuar hasta que se tenga toda la informacion necesana para poder
estructurar el tipo de relaciéon que se busca de manera prefiminar.

423 -Estructura preliminar de la relacidn

Una vez que se tiene la informacion necesaria, se deben evoaluar una o varias estructuras
preliminares para la relacion con la otra parte, sebre todo en funcién de cdmo se pueden lograr
los objetivos planteados.

4.2.4 Sugerencias para la etapa de planeacion

v Determinacion de la mejor alternativa diferente al acuerdo que se negocia (MAPAN o
BANA) _

v Consideracion de beneficios de largo plazo, no dande demasiada importancia a las
implicaciones de corto plazo

¥ BUsqueda de &reas de acuerdo entre las partes, no de conflicto

¥ Planeacion de asuntos mayores como unidades independientes, no secuenciales.

v Establecimiento de intervalos de valores en los objetivos, no puntos especificos.

4.2.5 Composicion del Grupo Negeciador

Este se debe formar una vez que se establecio la estructura preliminar de la relacion. Deben
existir dos equipos, uno de planeacion y uno de negociacion.

En el equipo de planeacion debe estar por lo menos un negociador en jefe, un experto técnico.
un experto financiero y un experto legal. Si el acuerdo es complejo, fambién deben participar
representanties de ingenieria, operacion, compras y ventas. El equipo de planeacion debe
proporcionar al equipo de negociccion toda la informacion que requiera para presentarla
cdecuadamente a la ofra parte, aun si requiere la contratacion de un consuitor para ello.

El equipo de negeciacion real debe ser tan pequeic como sea posible. Por ejemplo, una
negociacion gue unicamente esté relacionada con una patente o know-how requiere solo una
perscna. Entre mayor sec la complejidad, el grupc puede hacerse mas grande.

El equipo debe integrarse con tiempo suficiente para hacer su tfrabajo, y no de manera urgenie
y muy cercana al comienzo de Ias negociaciones.
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4.2.6 El lider del Grupc Negociador

El negociadoer en jefe tiene el rol mds imporiante, pues debe no solamente conocer a la

perfeccion el irato, sino que ademds debe conoccer bien la cultura de la contraparte.

Adicicnalmenie, debe tener capacidad para confrolar una reunion y ganarse el respeto de los

representantes de la confraparte.

En ofras palabras, precisamente debe tener un perfil de lider, con confianza en si mismo y con la

mente abierta para escuchar opiniones conirarias a la suya y a escuchar y apreciar las
necesidades de la otfra parte.

~ Al lider, sobre todas las cosas, se le debe dar la facultad para tomar las decisiones cuando se

requiera.”

En muchas ocasiones se comete el error de darle el liderazgo a la persona que fiene el cargo

mds alto en fa organizacion, y no a la persona idénea de acuerdo con lo anterior.

427 Los miembros del Grupo Negociador

El experto técnico debe conocer a la perfeccion las tecnologias alternativas y sus costos.

Bl experio financiero debe poder calcular el impacto de targo plazo de cualquier cambio en las
condiciones financieras negociadas, y estar enterado de los riesgos financieros nacionales e
internacionales, asi como de las fuentes de financiamiento.

Bl experio legal debe tener expenencia en la redaccion de contratos y conocer los terminos y
condiciones de los convenios de transferencia de tecnologia, Existen muchas discusiones sobre
et rol que debe jugar el experto legal en la negociacion, unos le dan demasiada y otros muy
peca. No obstante, & rob indispensable es proveer la estruciura de un convenio que refleje
adecuadamente los intereses de Ias partes.

4.2.8 La disciplina de equipo

Un equipo negociador debe tener una scla voz. Usualmente el negociador lider es el que debe
llevar la voz del equipo. Otros miembros del equipe deben hablar Unicamente cuando el lider
los invita @ hacerlo, y debe evitarse a toda costa cualquier desacuerdo entre el mismo equipo.
ya sea mediante lenguaje verbal o no verbal. Si existen diferencias, deben focarse hacia
adentro del equipo abierfamente y tomar una decisidn comin y soportada por todos.

Un gesto abierto de desacuerdo con respecto a lo que plantea el negociador lider provoca
desconfianza en la ofra parte.

Para ello, deben realizarse reuniones de preparacidn anfes y después de una sesion de
negociacion, de manera que iodas las asperezas se limen a tiempo y se acuerden las
posiciones y argumentos a utilizar adecuadamente y no al calor de la negociacion, y que
después se evalle el resultado de una sesidn de negociacion para evaluar fortalezas y
debilidades.

4.3 PREPARANDOSF PARA LAS NEGOCIACIONES

Antes de iniciar las negociaciones formales se deben redlizar las siguientes aclividades:
¥ Desarrollo de informacion clave. Esto inciuye informacion técnica, financiera y legal.
v Definicion de objetivos clave

v Obtencion de informacion acerca de la contraparte

v Obtencion de objetivos de la ofra parte

4.3.1 Redacciones de Contratos - Bl punto en el'que entran al proceso

Cuando se trata de una tecnologia que hasido licenciada previamente, normalmente se toma
como base el documento que ya ha sido fimado anteriormente para establecer a pariir de ahi
los puntos de negociacion.

Cuando una iecnologia nunca ha sido licenciada anteriormente, el proceso implica
normalimente una presentacion de la informacidén por parte del duefic de la tecnologia y un
planteamiento de las condiciones generales sclicitadas (pago por el otorgamiento de la
licencia, regalias, derechos, territorio, eic.).
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Posteriormente, una vez que se acuerdan estas condiciones generales, el gue ofrece la
tecnclogia normaimente redacta un contrato que servird para negociar posteriormente los
detalles mds especificos de la relacion.

432 Redacciones de Contratos - Preparando el primer borrador

Se dice que la parte que redacta inicialmente et primer borrador tiene una ventgja. En general
es clertc porque de esta manera se establece la agenda, aunque en una negociacion
correcta, esto no se cumple del todo porque el convenio final debe cumplir con las
expectativas de ambas partes.

433 Arreglos fisicos

El estado fisico y psicoldgico de los negociadores durante una sesidn afecta la dinagmica del
proceso. Los arreglos fisicos son importantes tanto afuera (hoteles, transporiacion, servicios de
fax, teleéfono, etc.) como adentre del cuarto de negociacién (tamafio, ubicacién en la mesa de
negociacién, etc.) :
Debe evitarse que los arregios sean inadecuados ¢ poco amigables, pues esto puede dar lugar
airmtabilidad e impaciencia, lo cual hace la negeciacién mas dificil. Lo mismo ccurre cuando se
estd sustancialmente en superioridad numeérica o se estd forzade a negociar en cuartos muy
pequenos por mucho tiempo, y mds si existen fumadores en el cuarto. Es importante considerar
ademds que precisamente algunos negociadores usan este tipo de incomodidades como una
manera de presionar en unda negociacién, por lo que en cualquier caso es importante estar al
tanto de ello.

4.3.4 Frecuencia y duracién de reuniones

En negociaciones muy dificiles se pueden tener reuniones hasta por 10 horas. Mdas tiempo no es
recomendable, pues tal como en el caso de los arreglos fisicos, la fatiga también afecia el
estado mental de los negociadores. Lo mdas recomendable es tener sesiones de maximo 8 horas
con descansos intermedics para relgjar {a tensidon de |la negociacicn. Para evitar reuniones
fargas, es importante primero tener sesiones intensivas de revision global preliminar de las
condiciones del acuerde, para posteriormente establecer agendas de reuniones posteriores
para discutir en detalle punios especificos.

43.5 Reuniones informales

Es recomendable tener reuniones informales como comidas o cenas entre los equipos de
negociacion, pues esto facilita la comunicacion. No obstante, es importante mantener Ia
disciplina del equipo y evitar "discusiones alterncas” entre integrantes del equipo de negociacidn
a espaldas del negociador lider. También se pueden dar estas reuniones entre los negociadores
lideres cuando existen puntos muertos en la negociceién para fratar de buscar soluciones sin la
presidn del equipe en una atmodsfera mas relgjada.

4.3.6 Diferencias en el lenguaje

Normalmente las negociaciones internacionales se redlizan en inglés, y usualmenie los
negociadores lo dominan razonablemente. En ocasiones, sin embarge, la informacidn se
fraduce al equipo negeciador por traductores simulidneos. Si este es el caso, es importante
considerar que los fraduciores simultdneos usualmente no estdn bien enferades de la
negociacion, y que adicionalmente, existen expresiones culturales gue en ocasiongs son
traducidas literalmente perc que pueden tener significados diferentes seguin el contexto del pais
o regidén de que se frate. Los negeciadores experimentados tratan de mantener un lengugje
simple y utilizan sinénimos para evitar al maximo malentendidos.
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4.3.7 Publicidad prematura

Se debe evitar a toda costa que las partes hagan declaracienes publicas ¢ que sus ejecutivos
mencionen en enfrevistas los avances de las negociaciones cuando éstas no han terminado vy
No s& han resuelto todos los puntos de negociacion.

438 Rol y objetivos de las negociaciones

Aunque cada negociacion tiene por supuesto objetivos diferentes, el rol de toda negociacién
es proveer un fore de discusion y un proceso que logre fos siguientes resultades:

v Una estructura mutuamente satisfactona.

v Un convenio o acuerdo firmado.

v Una relacion de large plazo.

439 Conducta durante las negociaciones

Existen diferentes formas de comportarse en una negociccion, ya seq mediante un enfeque de
posiciones en donde cada quien defiende sus infereses hasia gque se logran posiciones
aceptables para amboes, o bien, mediante un proceso mediante el cual se consideran los
infereses mutuos como enfoque principal.

4.3.10 Modalidad de acdversario

Esta modalidad se desarrolld mucho en paises de "ley comun" porque en procesos judicicles es
la manera naiural de llegar a una decision o a la "verdad”. Sin embargo, esta es la peor forma
de negociar porgue da lugar a perder de vista los intereses del otro v deja la negociacion en
manes de la capacidad de regateo de cada parte.

4.3.11 Negociacién con base en principios

Este tipo de negociacion, o negociacion “sobre los méritos”, es el método mdas acepiado. E
‘método se basa en ef Proceso de Negociacidn de-Harvard, disefiado por Roger Fisher y William
Urey {"Getting to Yes"). El método se basa en cuatro principios;

Gente - Separa a las personas del problema

Intereses - Enfoque en intereses y no en posiciones

Opciones — Aperfura ante diversas posibilidades para decidir mejor

Criterios - Buscar un resultade con base en estandares objetivos

NSNS

4.3.12 Difefencios culturales

Durante las negociacicnes, es Importante estar al tanto de diferencias culturales entre grupos
de negociadores, y reconocer que estas diferencias pueden afectar la manera en que Ila
contraparte entiende vy asimila la informacion proporcioncda. Para evitar estas diferencics, se
debe hablar claro y despacio, asi como hacer pausas para obtener una retroalimentacion de
la contraparte respecto det entendimiento de o transmitido.

4313 Reglas generales

Este es un listado de normas de comportamiento durante una negeociacidn tomado de “"Getting
to Yes™:

¥" Fije el tono rdpidamente, acalle malos rumores y sea afable,

v Utllice factores humanos y esté abierto a sentimientos y motivos, esto aumentard la
confianza

Evite presentar demasiados puntos, enfatice los mdas fuertes

Evite plazos maximos, evitando asi tas posibilidades de hacer concesiones innecesanas
Resuma frecuentemente, esfo mejora el entendimiento

Presente argumentos calmadamente, sin personalizar y con soporte ldgico

Evite el uso de opiniones personales en los argumentos

SNANENENEN
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v
v

Evite un ultimdatum y ofras formas de demandas "no negociables”
Admita, cuando se pueda, la validez de los argumentos de |a otra parte

4.3.14 Técnicas

Técnicas son herramientas positivas para resolver justamente controversias:

v Diferir aspectos dificiles para el final, creando una dindmica conciliadera al acerdar los
aspectos coincidentes primero

v Discutir y acordar proposiciones generales anies que condiciones especificas.

v Uso de comités para resolver aspectos dificiles. ’

v Mantener un registro de concesiones, va sea "quid pro que" (una por ofral o de
intercambio de paquetes de concesiones.

v Utilizar el argumento de “calle de doble sentido". Si una proposicidn parece poco
razoncable, proponer que apligue de igual manera para ambas partes. Si es poco razonable
la parte que la propuso no la aceptara.

v Aplicar el argumento de "nacidn mas favorecida”. Esto significa incorporar una provision
que garantice que el licenciatario obtendrd las condiciones mds favorables que el
licenciante haya otcrgado a cualquier ofro licenciatario.

v Atomizar fas concesiones. Cuando se sabe que la otfra parte debe hacer una concesion
enorme y se tiene poca probatilidad de éxito, se debe dividir en multiples aspectos gue se
puedan ir negeciando sobre concesiones mucho mdas pegquefas.

v Estructurar las negociaciones. Debe evitarse negociar cada punto que aparezca de una
leciura de un primer borrador de convenio. Es mejor hacer una lista de puntos sobre los que
se tienen comentarios y entonces fratarios de manera ordenada posteriormente.

43.15 Tacticas

Tacticas son herramientas negativas para presionar o crear falsas impresiones y obiener un
acuerdo mediante engafos. Se deben tener presentes para evitarlas:

v

v

El bueno y el malo, Esta tdctica consiste en hacer ver a un negociador como el que no estd
de acuerdo con nada y a ofro como el que estd de acuerdo con todo y hace propuestas
muy razonables, El cuidado que debe tenerse es que esta tactica juega con las emociones,
y las propuestas del "bueno” pueden ser fodavia menos razonakles que las del “malo™ pero
debido a la manera en gque se hace el "bueno”, en ocasiones se aceptan sin pensar.
Divide vy vencerds. Esta estrategia consiste en darle mayor importancia a un miembroe del
equipo gue al negociador lider, generando conflicto.

La cortina de humo/el sefiuelo/espantapdjaros. Estas son tdcticas para distraer a la otra
parte con argumentos sin importancia o faciimente rebatibles, gue tienen el objetivo, ya
sea de obtener informacién, o bien, de distraer con algo poceo importante para después
sorprender con algo sustancial.

Amenazas de retirarse de la mesq. Esta tdctica se utiliza normalmente para lograr una
concesién importante, Regularmenie esta tGctica es usada cuando a una parte le urge
llegar a un acuerdo. Sin embargo, como en el caso dellobo v el cordero, solo puede usarse
una o dos veces maximo, pues su uso indiscriminado genera conflictos vy perdida de
credibiiidad.

Demandas de "dlfimoe minute”. Esta tdctica consiste en presionar sobre una concesion una
vez que ya se habia lograde un acuerdo, para tratar de que la otfra parte ceda a una
demanda con tal de terminar el negocio. v

4.3.16 Términos estandar, practicas nacionales / establecer precedentes

El usc de términos estandar, practicas nacionales o precedentes es una técnica vy una tactica
dependiendo de cémo se ulilice, pues en muchas ocasiones en efecto son razonables y en
otras no son aplicables al case especifico, o bien, es posible cambiarlos ¢ ya han cambiado. En
cuclquier caso, es importante considerar los términos estdndar, las practicas nacionales v los
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precedentes, como la existencia de otras licencias, para poder establecer condiciones de
equidad en las negociaciones.

Se ha observado que se obtienen mejores resultados en el largo plazo cuando se realiza una
negociacion abierta y se alcanza un ccuerdo que es equitativo, mediante un proceso en el
que las paries reconocen sus intereses y optimizan los beneficios de ambos, es decir, son
negociaciones ganar-ganar

La negociacion por posiciones usualmente lleva a una situacion ganar-peder. en la gue alguna
o ambas partes sienten que perdieron lo que cedieron, © se sienten victoriosos por lo que no
cedieron, y rara vez logra acuerdos de largo plazo sin conflictos.

5. CONVENIOS Y CONTRATOS DE COLABORACION ¥ TRANSFERENCIA DE TECNOLOGIA = NORMAS OFICIALES
5.1 ESTRUCTURA DE UN CONVENIO

52 PROCURA DE TECNOLOGIA ¥ LICITACIONES PUBLICAS

Cuando un inversionisia no posee tecnologia y decide por cualquier motive invertir en un nuevo

producto o proceso. la tecnologia debe "“procurarse”, es decir, debe confratar a un tercero

para que redlice todo el frabajo, mediante una de las siguientes formas: ’

v Lo compra de ‘un paquete tecnoldgico completo llave en mano, parcialmente llave en
mano, de producto enla mano, de transferencia operativa construida, de planta completa
o de planta casi completa.

v La divisién del paguete en partes, adquiiendo de diversos proveedores los elementos
{ingenieria compuesta) ‘

Las subastas competitivas, o licitaciones, son un sistfema que permite obiener a un inversionista
propuestas (ofertas vinculantes) de diversos proveedores. Los proveedores potenciales someten
sus propuestas en una fecha fijada por ef comprador e idéntica para todos los postores.

Las propuestas deben cumplir con requerimientos técnicos, comerciates y formales, incluyendo
el pericdo de evaluacion de la propuesta, asi como los criterios de evaluacién, que debe estar
disponible a todos los postores en condiciones idénticas. Los contenidos de las propuesias
permanecen desconocidas para el comprador hasta que se recliza una apertura de
propuestas publica en la presencia de todos los postores. Los contenidos de las propuestas se
leen en voz alta.

Los postores deben aceptar gue no se reembolsardn los costos por la preparacion de su
propuesta, ganen o pierdan, asi como aceptar gue, en caso de que se les asigne el contrato,
aceptaran las obligaciones que de éste se originen. Los posiores pueden presentar propuestas
alternativas si se justifican por ser mds favorables al cliente.

El contrato debe adjudicarse al postor que mejor responda a las condiciones establecidas en fa
documentacion de la subasta ¢ licitacion. Una notificacién simple se entrega al mejor postor y
también se puede declarar desierta la licitacion sin explicaciones mayores,

Normalmente este sistema se ullliza en compras del sector publico v para uso de préstamos de
instituciones financieras, las cuales comunmente tienen sus propias reglas de licifacion.

Existen varios métodos de Procura, a saber:
Licitacion internacional competitiva
Licitacion local competitiva abierta
Licitacion selectiva {de propuestas limitadas)
Compras internacicnales o locales
Procura de una sola fuente (contrafo directo o adjudicacion negociada). Regularmente
esta es aceptable cuando:
e Los bienes son de naturaleza exclusiva y pueden obtenerse solamente de una
fuente

NSNS S S
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v Procur

o]

o]

Un coniraiista debe comprar una o mas piezas de equipc crifico especializado @
un proveedor especifico para garantizar la operacioén
Se requieren partes de reemplazo de equino o instalaciones existentes
Existen casos de emergencias excepcionales en los que el tiempo de entrega
deba ser corte o inmediato
Ya se asignd un contrato a un proveedor y se desea firmar un contrate adicional
por trabagjos relacionados con la misma obra

a negociada.

Ahora bien, los pasos que se deben seguir para redalizar una licitacion piblica internacional son:
Conclusion de un acuerde fingnciero para page del proyecto con ung insfitucion de
crédito o financiera

Seleccion de una firma de ingenieria consultora para preparar disefio y documentos de
licitacion

Preparacion de diseno formal con estudio de factibilidad

Nofificacion a parficipantes potenciales por publicidad o anuncio. Normalmente se
requiere que contenga:

v

v

o]

O 0 0 0O 0 0 0 0

<

Nombre de la organizacién gue organiza la licitacion

Obijetive de la invitacion (precadlificacion o invitacion a presentar ofertal)

Breve descripcion de ios requermientos en cuanto a productos o trabajos
Tiempo de enirega o terminacion

Domicilic y tiempo en el gque la documeniacién de la licitacién se podrd obtener
Precio de los documentos y forma de pago-

Fecha, hora y lugar para someter las ofertas.

El monto y forma de la fianza de subasiq, si se requiere

Criterios de elegibilidad, si existen

Fuente del financiamiento

v Calificacion de oferentes — capacidad técnica, financiera y administrativa. Se puede

hacer

antes (precalificacion para depurar) y/o despues [postcalificacion  para

seleccionar) de la licitacidn.

Los documentos de licitacién deben proveer a los oferentes toda la informacidn necescria para
preparar la oferta. Bl inversionista puede pedir un pago modesio y razonable por los

documentos.

Aunque los documentos varian en complejidad y extension dependiendo del proyecto,
normalmente contienen la siguiente informacion:
v Carta de invitacidn (IFB, invitation for bids) debe incluir lo siguiente:

o]

O
o]
o
o}

o

Nombre v descripcion breve dei inversionista {comprador)

Breve descripcidn y localizacidon del proyecto.

Referencia de ia licitacién v titule

Lista de decumentos de licitacidn

Forma de recibo/aceptacion, para ser devuelta por e! receptor, acusando
recibo del jJuego compieto de documentos de licifacién e indicando su intencion
de participar o no en la subasta,

Referencia a cualesquiera requerimientos importantes como aseguramientos de
licitfacion, sin los cuales una propuesta serd considerada como invdlida.

Fecha, hora, lugar y manera de someter las propuestas

Una declaracién para el efecto de que el comprador/inversionista no estd
obligado ¢ aceptar cualguier oferta, o la oferta mas baja.

Cualguier ofro detalle de consideracion, tal como la realizacién en dos etapas
(oferta teécnica ~ oferta econémica)

¥ Instrucciones a los oferentes
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Las instrucciones a los oferentes (ITB, instructions to bidders) establecen las reglas de Ia
licitacidén competitiva. Deben explicar el proceso para someter las propuestas y los
requerimientos de confenido de las mismas.

No deben solicitarse mds de 3 copias de la oferta, mas copias son un gasto innecesario
para et oferenie y limitan el control de lo confidencialidad.

De igual manera, deben quedar claros los criterios de evaluacion de las propuestas, tales
como caracteristicas de desempeno técnico como valores de consumo en operacion
{calidad, productividad. cantidad. etc.), requerimientos de proteccion ambiental, etc.
Asimismo, se deben incluir las bases de cdlculo de precios para hacerlos comparables entre
propuestas, y cémo se realizard la comparacion, un exhorto a visitar el sitio de la planta, si
se permitirdn asociaciones de riesgo compartido de firnas de ingenieria o coniratistas, y un
periodo de validez de la oferta.

Especificamente en cuante a los precios, es necesario establecer claramente precios
unifarios, cantidades, calidades y condiciones de entrega. Normalmente se pide que los
precios sean firmes y sin ajustes por inflocién o por cuclquier otra razdén. Los precios deben
expresarse en lo moneda especificada. Si un oferente quiere pagos en otra moneda debe
especificarlo en su oferta.,

Forma de la licitacion

Lista de requerimientos

Hoja de Resumen Técnico

Hoja de Resumen Comercial con lista de precios ,

Forma de confratacion

Condiciones generales del contrato

Condiciones especiales del contfrato

Especificaciones técnicas

Lista de Gienes o relacidn de cantidades

Dibuios

Formas de los aseguramientos necesarios

Forma de aceptacidn del oferente

Existen formatos de guio de documentos de licitacion del Banco Mundial, el Banco de
Desarrollo  Asidtico vy el Banco de Desarrolle Inter-Americanc. Son obligatorios para estas
instiftuciones pero proporcionan una guia para cualquier persona que prepare documentos de
licitacidon. Normalmente estos documentos se envian a la institucidn de crédito parg su
aprobacion.

SN N N NENE NN

5.2.1 Asignacion del contfrato

El comprador le notifica al ganador a través de una notificacidon de asignacién via remota
dentro del periodo de validez de la oferta. En ella lo puede invitar a una reunién para firma del
contrato. o bien, avisarle que le serd enviado el contrato para su firma.

El ganador debe acusar recibo de la nofificacion de asignacion denfro de los 15 dias a partir de
la fecha en gue lo reciba, vy si le fue enviado el centrato para firma, debe devolverlo junto con
los documentos que se especifiquen dentro de los 10 dias calendario a partir de que lo reciba.
En ambos casos, el ganador debe informar al comprador la recepcién.

La fecha efectiva.del contrato es normalmente o fecha en que recibe [as dos copias firmadas
por el ganador. St el ganador no cumple con las fechas, el comprador puede hacer valer Ja
fianza y otargar et contrato al mejor segundo postor, o convocar a nuevas ofertas.

5.3  CONVENOS DE TRANSFERENCIA DE TECNOLOGIA
Los convenios de transferencia de tecnologia son el Unico medio legal para que una persond
utilice la tecnologia protegida por derechos de propiedad intelectual a nombre de otra
persond, sin cometer una infraccion a la ley.
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Por esta razdén también se les dice convenios de licencia, pues la persona que posee los
derechos de propiedad intelectual (licenciante} otorga un permise (licencial a un tercero
(licenciatario) para que este Ultimo utilice la tecnologia.

A confinuacion se discutird solamente uno de los mdas complejos, el de patentes y know how,
para presentar las bases de ia mayoria de los convenios de transierencia de tecnologia
relacionados con ofro tipo de derechos o provisiones.

5.4  PANORAMA DE UN CONVENIO DE TRANSFERENCIA BE TECNOLOGIA
Un convenio es un registro de una transaccion y debe especificar lo siguiente:
La identidad exacia de los contratantes
La materia de la licencia
Las obligaciones del licenciante
Las obligaciones del licenciatario
Las obligaciones comuneas de las paries

RN N NN

Regularmente, un convenio incluye tres secciones:

v Declaraciones preliminares. Estas contienen la identidad ‘de las partes, el propdsito del
acuerdo, los antecedentes que dan lugar al mismo, la fecha efectiva y las definicicnes o
declaraciones clave enrelacidn con el mismeo.

v Materia del convenio. Esto es el corazdn del convenio. Contiene el otorgamiento de los
derechos respecto de las patentes y contiene los t&rminos y condiciones de los derechos
de know-how, incluyendo secretos industriales, asistencia tecnica, mejoras de lQ
tecnologia, pagos y el término de ta licencia.

v Condiciones estdndar. Regularmente en esta seccidn se inciuyen obligaciones
operativas de las partes y obligaciones comunes, tales como la ley aplicable,
responsabilidades de reportar, formalidades de notificaciones, facultades para ceder la
licencia, etc.

5.5  ESTRUCTURA DE UN CONVENIO DE TRANSFERENCIA DE TECNGLOGIA

5.5.1 Declaraciones preliminares

a)  Identificacion de las partes
Regularmente el pdrrafo de apertura o proemio identifica a las partes con sus nombres oficiales
y sus domicilios, y si es necesario, el lugar en que se constituyd. Las empresas deben identificarse
en su cardcter de subsidiarias ¢ corporalives, segun sea el caso, asi como respecic de Id
capacidad legal para obligarse.

b} Proposito
El propdsito del convenio debe establecerse en un parrafo que capture la esencia del porqué
se firma el convenio. Esto es fundamental pues permite su interpretacion.

c) Fecha efectiva del acuerdo
La fecha en que el convenio surte efectos se puede peoner en un parrafe separado. No
necesariamente coincide con lg fecha de firma. Esta fecha puede definirse en una variedad de
lugares deniro del convenio. En paises que requieren aprobacion de los convenios, usualmente
ia fecha de aprobacion se convierte en la fecha efectiva.

d) Deciaraciones
Las declaraciones proveen un antecedente y base racional para el convenio. Deben clarificar
a guien lee el acuerdo las intenciones de cada una de las partes, por lo que deben contener
de manera precisa estas intenciones. Usualmenie se utilizan para interpretar el convenio en
caso de confiicto. :
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e) Declaraciones del icenciante
Debe incluir una declaracion en que se declare gue el licenciante es el poseedor de Ia
tecnologia v sus derechos correspondientes y que puede oforgar licencia.

f) Declaraciones del licenciatario
Ceben senalar que el licenciatario desea adquirir fos derechos de licencia, y cuando sea
aplicable, como en el caso de dcuerdos de fransaccion, &l porque.

g)  Antfecedentes del convenio
St existieron acuerdos previos entre las partes que puedan estar relacionados con el convenio
que se firma, éstos deben mencionarse también como antecedente en las declaraciones.

h) Definicion de términos
Para evitar malos enfendidos, muchos convenios tienen una definicion de términos para les fines
del convenio. Entre los mds comunes se encueniran;

v Patentes licenciadas — Todos los derechos de patenies gue amparardn la licencia.
Pueden referirse a un Anexo.

v Know-How o Secreto Industrial licenciado - Informacion confidencial que se ransferird
con la licencia. Puede referirse a un anexo o a un documento confidencial posterior

v Mejoras licenciadas — Si el licenciante estd obligado a transienr mejoras futuras, debe
definirse su significado.

v Asighacion automatica - Si habrd © no una asignacien automatica de las mejoras que
haga el licenciatario, deberd definirse el alcance de la misma, en el sentido del tipo de
mejoras.

v Producto, proceso o aparato licenciado — Esta definicién constituye la base para el
pago de regalias. y por lo tanto, debe establecerse claramente Ic que significa "la
cosa" licenciada, de manera que se vinculen claramente con las patentes licenciadas.

v Ventas netas - Al igual que el producto, esta definicidon forma parte de la base de
cdlculo de las regdlias. Por tanto, a pesar de parecer un nimero concreto, debe
decidirse si serdn las ventas menos descuentos, comisiones, impuestos u cfros valores que
sumen o resten al valor.

v Territorio - El drea geogrdfica de efecto de la licencia debe ser puesta muy
especificamente. considerando el territorio de validez de los derechos de patenie.

v Subsidiaria - Cuando el licenciante o licenciatario tienen empresas que dependen de
ellos mismos y éstas reaiizardn alguna accién durante la licencia, debe definirse el
criteric sobre el que se consideraran a tales empresas dependientes come subsidiarias,
asi como los derechos y obligaciones que adquieren coemo tales en virtud del convenio.

v Otras definiciones — Se pueden incluir tantas definiciones como sean necesarias para
entender mejor el convenio. No obstante, solo deben incluirse en la seccion de
definiciones las que sean de cardcter general y afecten a todo el convenio. Otras
definiciones que afecten solo una cléusula se pueden definir en tal clausula afectada. -

5.5.2 Materia de la licencia

al  OQtorgomiento de la licencia
Es probablemente |la parte mas importante de la licencia. Debe incluir todos y cada uno de 10s
derechos que se otorgan especificamenie. y que se describen en las siguientes seccicnes.

b) Derechos de patente
La licencia se otorga por los derechos de patente en funcidn de la definicion de las patentes
licenciadas, si existe. De lo contrario, aqui se deben definir lgs palentes licenciadas
especificamente, territono por teritorio. :
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c)  Exclusividad
La exclusividad de una licencia es normalmente uno de los punios mdas importantes de
negociacion y esta intimamente relocionada con el territorio. Por un lado el icenciatario busca
terer exclusividad en su zona de influencia, pero busca una exclusividad todavia mayor para
prever futuros crecimientos. Por su parte, el licenciatario desea limitar tantc como sea posible ia
exclusividad para poder sacar el mayor provecho de sus derechos mediante otfros
licenciatarios.

Para encontrar un balance, se pueden plantear los siguientes cuestionamientos:
sEl licenciante usard la tecnologia por si mismo?

3Qué tan amplio s el mercado de aplicacion dei producto?

z:La patente aln estard vigente mucho tiempo?

sExisten varios licenciatarios potencialess

3QuUEé permiten ¢ prohiben las leyes antimonopolio?

RN NN

d) Territorio
Usualmente queda definide en el capitulo de definiciones, y solamente requiere una mencidn
en el parrafo de oforgamiento de la licencia para establecer que los derechos licenciados
tendrén efecto en el Teritorio.

e) Derechos conferidos
Especificamente se debe definir si los derechos serén para fakvicar, vender, usar, distribuir, etc.

f) Limitaciones
Dependiendo de la cobertura de las patentes, el licenciante podria imponer limitaciones sobre
tipos de mercado, sobre campo de apiicacion, volumen de ventas u ofras.

]

gl  Mantenimiento y tramitacion de patentes
Usualmente el licenciante mantiene el control scbre la tramitacién v mantenimiento de las
patentes, estando impaosibilitado el licenciatario para realizar cuclguier accidn al respecto.
Asimismo, patente otorgadas con posterioridad deben incorporarse @ ia licencia, €n cuyo caso
debe ponerse aiencidn en el efecio que tendrén en la fecha de terminacion para convenios
cuya vigencia depende de la expiracion de las patentes licenciadas.

h) Infraccién
Los derechos del licenciante y licenciatario d demandar a terceros que infrinjan la patente
varian de pais en pais. Por lo tanto, se recomienda establecer las condiciones que prevalecerdn
en caso de que un tercero copie la invencion y afecte al licenciante y licenciatario.

Regularmente se busca que el licenciante tenga el control del litigio, o menos que en su
momento renuncie expresamente a ello vy le transfiera Ia libertad de demandar al licenciatario.
Esto tendrd un efecto en la recuperacion de los danos y perjuicios, cuyo porcentaje de
participacion en caso de ser recuperados, deberda también estar definido.

Por lo que se refiere a las obligaciones por infringir una patente, usualmente el licenciante se
deslinda de lo responsabilidad. No obstanfe, en ocasiones se logra negociar cierta
responsabilidad del licenciante en casc de que el licenciatario sera demandado.

i) Efiquetado sobre patentes
Es comun que el licenciante exija al lcenciatario que marque el producto con el nimero de la
patente. Esto puede ayudar en pctenciales infracciones.

i Informacion confidencial.
En convenics de know-how la informacidon confidencial puede ser la base de la licencia, y de
hecho, el know-how puede incluir informacion pdblica que sea Util para llevar a la practica ta
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invencidén {show-how). Por lo ianto. deben considerarse cuidadosamente los derechos que el
titular adquirird en funcién del marco legal prevaleciente.
v Otorgamiento de know-how
Si se definié el Know-How en Ias definiciones bastard con sefialar el fipo de derecho que
se otorga sobre el mismo como fue definido. Regularmente se estipulan que todo tipo de”
intercambio de informacién de know-how debe ser por escrifo, para tener una mayor
fuerza para comprobar la enfrega de la informacién.
v Confidencialidad
Se discutié ya la importancia de mantener ia confidencialidad de a informacion para el
caso del Know-How, vy que puede haber algunas excepciones. Las excepciones a la
confidencialidad, deben considerar: Informacion que ya poseyera por escrito el
licenciatario, informacion gue esté o caiga con posterioridad en el dominio publico,
salvo que esto sea por incumplimienio del convenio, se reciba por un tercero sin vinculo
con las partes, y en ocasiones, aunque controvertidamente, que se desarrclle por
esfuerzo propio segun se demuestre en bitdcoras.
v Uso del know-how
En ocasiones, es importante también establecer la manera en gue se manejard el know-
how, respecto de las personas que pueden tener acceso a él, los lugares en ios que se
usarg, vy las medidas que el licenciatario debe adoptar para mantener la
cenfidencialidad.
k) Asistencia técnica
La asistencia técnica tiene el fin de reducir el tiempo de asimilacidn de la tecnofogia por parte
del icencigtario, Normalmente incluye:
v Visitas ala planta y capacitacion
v Asistencia directa
v Consultoria

I} Mejoras
Como se menciond anteriormente, las mejoras ¢ la tecnolocgia deben negociarse para
determinar si estardn incorporadas o no en el convenio, ya sean desarrolladas por €l licenciante
o el licenciatario, segun sea el caso. Para ello, se debe considerar una seccion en la que se
otorguen los derechos sobre las mejoras, incluyendo también ias limitaciones que sean
aplicables, asi como el plazo para comunicar las mismas y la titularidad de la propiedad
intelectual de éstas.

m)  Derechos de sublicenciar
Es importante establecer si el licenciante tendrd la facultad de, a su vez, otorgar licencias a
teceros, y en su coso, las condiciones en que podrd hacerlo, generalmenie sobre una base no-
exclusiva. Aqui se deben incorporar también aspectos sobre el pago de regalios por los
sublicenciatarios, inclusive pudiendose inclur el convenio de sublicencia que se deberd utilizar
en suU caso.

n) Pagos
Los pagos deben ser claros respecto del tipe (pago fio, por alcance de objetivos, por regalias ©
combinaciones). El monto depende del andlisis de! mercado, de la naturaleza exclusiva o no de
la licencia, del balance entre las diversas formas de pago que se seleccionen y del tiempo
sobre el que serdn pagaderas las regaiias. Los mds usuales son:
v Page inicial - Por la asignacién de la licencia, justificado por la adquisicion del derecho

de licencia.
v Regalias - Usualmente % sobre ventas. Debe establecerse el periodo de page {mensual,
frimestral, semestral, anudl.. ), la base de cdlculo (ventas netas). y forma de pago (lugar.

moneda v forma). En ocasiones se puede fijar un monto de pago minimo por regalias,
para obligar al licenciante a un minimo de ventas,

v Bienes tangibles — Formas de pago sobre maquinaria o materiales suministrados por €l
licenciante cuando sean parte de lalicencia.
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v Servicio técnico -~ Base de cdlculo y concepto de pago por servicios como programas
de capacitacion, servicios técnicos en las instalacicnes del licenciatario, consultoria de
expertos, etfc.

v Falla en los pagos — Incorporar penas y procedimientos aplicables ante la falta de pago

v Oblicacién de reporte y redistro — Usualmente se obliga al icenciatario a mantener los
registros de ventas y a permitir el accese a los mismos por parte del licenciante con la
finalidad de verificar que los pagos de regalias sean correctos.

o) Plazo de fa licencia

v Patentes — Usualmente por el plazo de vigencia de la patente, o en casce de multiples
patentes, hasta la fecha en que la Oltima patenie esté vigente. Si las patentes estan
en iramite se puede fiar un plazo especifico para el caso en el que la patente se
niegue.

v Know-how — En algunos paises la ley limita los convenios a 5 o 10 afos (0 menos —
Brasil, por ejemplo] mientras que en otros el plazo es totalmente indeterminado.
Regularmente esto depende de una negociacion. No obstante, existen dos
posibiidades. Una en la que el licenciatario podrd seguir utilizando el know-how con
posterioridad a la licencia sin pago de regalias y otra en la que no, en cuyo caso, €l
uso estard sujeto a renovacion del convenio, aligual que el pago.

553 Condiciones esténdar

a)  Termingcidn

Las provisiones de terminacion son muy variadas. Pueden tener diversas causas, amarradas por
ejemplo a la validez o vigencia de patentes, o bien, al incumpiimiento del acuerdo por alguna
de las partes. En ocasiones se otorga un plazo de gracia al que incumple para que subsane €l
incumplimiento. Las causas de terminacion mds comunes son:

v Falta de pago

v Bancarrotq, insolvencia o compromiso de ofros activos

v Cambio de control {venta, adquisicion, fusidn, etc.)

En cada caso debe negociarse el efecto que tendrd la terminacion, y si sobrevivirdn algunas
provisiones. Algunos efectos son: )
Chbhligacion de pago inmediato independientemente de la terminacion
Retorno inmediato de la informacidén técnica transferida
- Cese de uso de la tecnologia
Retorno de la mequinaria comprada sujeta a compensacion especifica al licenciatario
Danos por liquidacion - Por ejemplo pagoe de regalias minimas de ventas futuras del
licenciatario que ya no se rediizardn
Supervivencia — Provisiones que seguirdn teniende efecto aungue termine el convenio,
como kas de confidencialidad. no uso de informacidon y no uso de patentes.

ANENENENEN

~

b)  Mejor esfuerzo
En ocasiones se usa una clausula en la que se establece que el licenciatario realizard su "mejor
esfuerzo” para expiotar la tecnologia licenciada. No obstante, €5 una cldusula vaga, por lo que
de usarse, se recomienda definir especificamente lo que se considerara "mejor esfuerzo” en
términos de volumen de ventas o alcance de objetivos mesurables.

c)  Trato delicenciatario mads favorecido
En licencias no exclusivas, se utiliza una cldusula obligando al licenciante a darle al licenciatario
un trato equitativo respecto de otros licenciatarios, obligdndolo a otorgarle cualquier beneficio
que le otorgue a cualguier otro licenciatario de la misma itecnologia. Aqui también es
conveniente delimitar los alcances, puesto que algunas condicicnes pueden depender de los
mercados especificos y de los territorios y provisiones legales de los mismos. En este casc deben
establecerse por lo menos dos aspecios:

Profr. Héctor Elias Chagoya Cortes Paging 41 de 53



Diplomado en Gestién de Tecnologia vy la Propiedad Industrial UNAM, 2005

v Los términos gque serdn igualados con los otfros licenciatarios

v Lamanera en que se debe realizar la natificacion
Usualmente el licenciatario debe autorizar la aplicacion de los terminos de la otra licencia. No
obsiante, el licenciante puede requerir lo aceptacidn de TODOS los términos sefialados en esta
clausula o ninguno. Por ello es importante el procedimiento de nofificacién del licenciatario al
licenciante sobre la existencia de las nuevas condiciones del convenio.

d} Garantias e indemnizacion

En muchaos ocasiones un licenciante evitard cualquier tipo de garantia. mieniras que el
licenciatario buscard las mayores posibles. Esto debe negociarse detalladamente y debe ser
redactado muy cuidadosamente. Las garantias deben redactarse v negociarse en funcion de
los dafnos potenciales que se puedan causar a terceros por el uso de la tecnologia, incluyendo
danos por demandas de infraccidon a terceros que se pierdan. Usualmente el licenciante debe
solicitar garantias por lo menos respecto de:

v La fitularidaed de la patente

v Lafacultad de licenciar del licenciante

v La ausencia de litigios pendienies en relacion con la fecnclogia

v Laentrega de la informacion o conocimiento transferido - desempefio, suficiencia, etc.
Usualmente en proyectos "llave en mano” se exige una garantia de desempefo y operacion,
enlos demds casos s muy dificil gue el licenciante acepte una garantia de este tipo.

e) Control de exportaciones
Se pueden inclurr provisiones para obligar al licenciatario a cumpir con las legislaciones
aplicables a la exportacion de productos, sobre todo en el caso de paises en los que la
exportacién de un deferminado producto sea ilegal. o bien, tratdndose de licencias exclusivas
dentro de un territorio limitado.

f) Arbitraje y ley aplicable
El arbitraje se utiliza cada vez mdas como medio para resolver contfroversias en convenios de.
licenciamiento, pues presenta ventajas en fiempo y costo. Para ello se requiere una cldusula
que establezca claramente que las partes desean resolver sus coniroversias por medio del
arbitraje. Adicionalmente es deseable que se estabiezcan las reglas de arbitraje que utilizardn, o
bien, si las reglas seleccicnadas no lo establecen, el idioma, ia manera de seleccionar a los
arbitros v el lugar en el que se llevard al cabo el mismo.

En cualquier caso, la ley bajo la que se interpretard el convenio debe definirse, pues esta es la
gue aplicardn los drbitros o los jueces en caso de que se decida resolver por la via judicial
normal. En este Gltimo caso, tambien debke expresarse por escrito en el convenio o gue las
partes acuerden sobre la jurisdiccion.

o] Ofras provisiones generales

v Cesién — Condiciones bajo las cuales se podrén ceder los derechos de la licencia para
ambas partes. Usualmente sujeto a autorizacién por escrito de la contraparte.

v Vdlidez — Usualmente se incluye una cldusula en la que se establece que en caso de
que una provision del acuerdo sea nula o no pueda hacerse valer por cualquier razon,
las provisiones no afectadas permanecerdn en vigor.

v Cabalidad - Esta provision usualmente hace claro que lo acordado por las paries en €l
convenio es o que prevalecera a la fecha del convenio. Esto es de vital importancia
sobre todo cuando existen otros acuerdos preexistentes. Asi, la cldusula debe senalar
que el convenio gue se fima refleja el entendimiento cabal de las partes respecto del
obyjeto det convenio, y que cualquier ofro arreglo previo en conirario no serd valido.

v Fuerza Mayor y contingencias — Regularmente se exime a las parfes de cuaiquier
responsabilidad por eventos ajenos a su conirol, En este caso, se pueden establecer las
maneras en que se repartirdn los dafos entre las partes, lo que pasard con dafios A
eqguipos ¢ infraestruciura en caso de que ésta sea provista por el licenciante.
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Normalmente respecto de los pagos se hace expreso que este fipo de eventos modifica
las fechas pero no exime del pago al licenciatario.

v Nofificaciones - Se establece en una cldausula especifica la manera en que se deben
realizar lags comunicaciones enfre las partes en relacion con el convenio.
Especificamente se debe sefalar a una persona de contacto con sus datos completos,
asi como el lengugje de comunicacion.

5.6 MARCAS ¥ DERECHOS DE AUTOR
Existen particularidades respecto de las marcas y derechos de autor, las cuales fueron discutidas
en aspectes fundamentales en el capitulo anterior.

5.7  LICENCIAMIENTO CRUZADRO
Una licencia cruzada es aguella en la que ambas partes se otorgan licencia por el uso de
propiedad intelectual de la otra en el mismo convenio. Usualmente esto se observa en
convenios en los que un preducto incorpora tecnologia desarrollada por diferentes partes, ©
bien, en casos en los gue una tecnologia estd dominada por otra. El término "licencia cruzada”
No se Usa en convenios, sino mds bien es una forma de referirse a ellos.

. FACTORES DE EXITO.

Existen dos maneras para evaluar una tfransterencia de tecnologia. Una de esas maneras se

basa en obtener lo mayor cantidad de tecnologias, esperando que por volumen se obtenga un

beneficio. La segunda manera es un poco mds racional, considera factores de éxito y por o

tanto determina los objetivos buscados con la transferencia de tecnologia antes de entrar en

negociaciones con posibles socios.

La perspectiva que se utiliza para evaluar la tecnologia determinard el criterio para juzgar su

exifo. Los propietarios y los adgquirentes de la tecnologia podrdn tener diferentes metas a

realizar, pero deben de trabajar junios para lograr dichas metas. Tambien existen algunas otras

partes involucradas gue pueden influenciar o verse afectadas por o tfransterencia de

tecnologia, que pueden ser:

¥ Propietarios de Tecnologia qgue buscan socios en ofros paises porc colaborar en la
comerciakizacion de productos. :

v Personas o companias en un pais desarollado gue buscan licencias para [os propositos de
crecimiento y diversificacion.

v Personas o compafios que se encuentran en paises desarrollados que buscan formar

) negocios basados en tecnologias adquiridas en el extranjero.

v Gobiermnos que buscan influenciar en la fransferencia de tecnclogia creando beneficios
para su economia o regulando aguellos que no los favorezcan.

Se debe de considerar la complejidad del proceso de licenciamiento, que depende de varnas
formas de transaccioén, de la situacion gue presenten Ios partes involucradas, sus relaciones, su
fuerza financiera y de marketing, etc.

También se debe de considerar la situacion de los asuntos de propiedad industrial. Se debe de
saber si existen patentes, secretos industriales y st es necesaria una extensa capacitacion o kien,
se tienen los conocimientos y pericia necesarios para transferir adecuadamente la tecnologia.
Por lo tanto, el éxito depende de un empleo racional de tos factores positives, evitando los
negatives, El resultado de'que todas las partes involucradas salgan ganando, no es facil de
obtener, pero se puede llevar a cabo con paciencia, sensibilidad a las debilidades, fuerzas y tos
intereses de las partes, asi cormo conraspeto porlos dereches de propiedad intelectual.

é.1 OBJETIVOS DE LOS PROPIETARIOS DE TECNOLOGIA

El desarrollo exifoso de una invencidn en un producto comercialmente viable es un logro
importante. Dicho éxito nc es comun, pero cuando se logra, el objetivo fundamental de un
propietario de tecnologia es maximizar los beneficios economicos de ese logro en una escala
global, tanto para recuperar |a inversién en el proyecto exitoso, como los costos de aquellas
iniciativas que fueron fracasos.
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Una estrategia optima para lograr dichos resultados depende de muchos factores, por gjemplo,
una compafia fransnacionatl con una familia existente de subsidiarios alrededor del mundo,
puede decidir si restringir la explotacién de su tecnologia sélo a sus companhias relacionadas. Si
dicha comparia relacionada no posee una presencia fuerte en el mercado, la transnacional
podrd transferir la tecnologia a una tercera parte siempre que no provoque la creacidn de
competencia, gue inferfiera con su compahia relacionada.

Una compadia grande que tenga los medios econdmicos para obtener los derechos de

propiedad intelectual, solicitard la proteccion por patente en todos los paises en donde se

pueda producir el articulo o ufilizar el proceso. Para los paises a los que se exporten los
productos, sera necesario también dicha proteccién, pero no tendrd tanta prioridad.

Si el propietario de ka tecnologic es una compania pequena que no cuenta con los recursos
para hacerse de un mercado glokal, deberd valerse de varias formas de licenciamiento para
poder maximizar el retorno de su inversién. Para poder sostener su posicién de negocios, deberd
obtener la mayor proteccidn de su propiedad intelectual. Sin embargo si no tiene los recursos
para lograr esto, se deberd de proteger en paises como Estados Unidos, Europa. los paises de la

Convencién de Patenies de Eurcpa y Japdn, para provocar condiciones mas estrictas al

licenciar en paises menos desarrcliados (PMD's)

Las diferentes formas de transferir tecnologic para una compadia pequena se lisian a

continuacion:

v Agencias de ventas, en donde personas vy companias buscan clientes para producios de
una nueva tecnologia. Los productos se venden directamente por el propietario ¢ una
fuente de produccién licenciada, y el agente de ventas recibe una comision.

v Redes de distribucién, en donde una parte no relacionada puede comprar los productos
para luego revenderlos, a un precio estipulado por el distribuidor, en un territorio definido.

¥ Acuerdos de ensamble, en donde un ensamblador obtiene el producto en partes, ias
ensambla para venta y las revende.

v licencias ordinarias, caui el propietaric da derechos bajo sus propics derechos de
propiedad intelectual y revela al licenciatario toda la informacion necesaria para poder
producir el articulo o venderlo.

v Riesgo Compartido, donde el propietario y el ||cenC|oTorlo comparten los infereses de g
licencia en porcentajes que ellos negocian.

v Subsidiarias completas que se limita a la cantidad de subsidiarias que el propietaric pueda
financiar directamente ¢ con ayuda de una tercera parte, como ios gobiernocs,

Mediante el uso comrecto de esias herramienias de licenciamiento, un propietario puede
maximizar las ganancias de su iecnologia, asi como enfocar de manera correcta las
actividades de los usuanos de dicha tecnologic.

6.2 (OBIETIVOS DE LICENCIATARIOS POTENCIALES EN PAISES EN VIAS DE DESARROLLO

Ademds de las consideracicnes anteriores, se deberdn tomar en cuenta también la
infraestructura vy el interés que existe en el pais donde se quiere comercializar el producto. En
algunos casos, en paises desarrollados, muchas instituciones se toman en cuenia para el
licenciamienio de tecnologia y en ciertos paises en vias de desarrollo esas instituciones no
existen, por lo que se deberdn tomar en cuenta las siguientes consideraciones:

6.2.1 Necesidad de |la tecnologia v su grado de apropiacién

Los recursos en los PMD's son escasos v por le tanie deberdn enfocarse a proyectos gue
mejoren la economia nacional vy la calidad de vida de los ciudadanos.

6.2.2 Urbanizacion y Alto Desempleo

El arribo de la industrializacion a les PMD's, ha provocado que se centralice la poblacion en
areqas urbanas, dejando practicamente vacios las dreas rurales. Pero al mismo fiempo, la
produccion en masa, ha provocado que la oferta sea mayor a la demanda y por o tanio haya
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una mayor tasa de desempleo, aunque una ventaja que se presenta es el bajo costo de mano
de obra, que permite mantener los costos reducidos y mantener una competitividad en el
mercado. '

Por lo tanto cuando un PMD guiere adquirir tecnologia, deberd decidir si debe de ser auténoma
© con neceasidad de mano de obra gue puede dar frabagjo a los ciudadanos.

6.2.3 Capacitacion e Infraestructura

Muchos recursos que existen en los paises desarroilados, escasean o simplemente no se

encuentran en los PMD’s, por lo que se debe de considerar esta caracteristica para la creacion

de lgs licencias.

Sin embargo, las licencias de manufactura, normaimente necesitan que el propietario se

involucre mds: entrenamiento adicional, procedimientos mds elaborados de calidad asi como

resolucidn de problemas durante el inicio de produccion vy operacidn. Hay algunos riesgos

finaoncieros con respecto al licenciante, pero que pueden reducirse al establecer ciertas

condiciones:

v Oportunidad de vender componentes clave al licenciatario.

v El derecho a comprar componentes producidos en masa por el licenciataric en términos
favorables

v La oportunidad de invertir en un negocio innato bajo condiciones preferentes, con la
aprobacion del gobiernc local.

6.3 OBJETIVOS DE LOS GOBIERNOS EN LOS PAISES EN VIAS DE DESARROLLO

Aunque el proceso de licenciamiento de una tecnologia cae normalmente en el sector

privado, el gobierno de un pais en vias de desarrollo puede jugar diversos roles:

v Creacidon de un ambiente legal para la adquisicion y de cumplimiento de los derechos de
propiedad industrial v para los contratos comerciales en general,

¥ Promocién la inversion en infraestructura.

v Regulacién cambiaria v fiscal para evitar el abuso en los contratos internacionales.

v Especificacién y mantenimiento de prioridades nacionales, que evitan la mala utilizacion de
los recursos.

v Permisos de importacion.

6.4  CONSIDERACIONES ESPECIALES EN CONVENIOS DE COLABORACION

Probablemente los aspectos mas relevantes de un convenio de colaboracién se reduzean a 3:
Propiedad Intelectuai del desarrcllo final

Remuneracion algs inventores

Especificacidn técnica del resuttado de la colaboracion

Derechos de uso sobre la fecnologia desarrcllada en colaboracion

AN A

6.4.1 Propiedad intelectual del Desarrolio Final

Es importante revisar la relacion laboral o contractual que sostienen los inventores, como
personas, con la parte que firma el convenio de colaboracidn, pues precisamente ld
determincacion de la propiedad intelectual en muchas ocasiones se determina en funcién de
quién es el inventor de las reivindicaciones finalmente concedidas. En el caso de México, la Ley
Federal del Trabgjo establece en su articule 163 que las invenciones de los trabajadores
redlizadas dentro del horano de frabajo © con recursos del patrén, le pertenecerdn al patron.
Las desarrclladas independientemente por el empleado. deberdn ser ofrecidas primero al
patrén. -

Los criterios sobre Ig tifulanidad de invenciones de trabajadores, varian de pais en pais, por lo

gue para evitar conflictos posteriores respecto de la colaboracion, generatmente las partes
acuerdan en el mismo convenio de colaboracion a quién le pertenecera la propiedad
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infelectual, independientemente de los inventores, de manera que una parie se obliga a ceder
los derechos gue le correspoendan por los inventores que sean sus empleados ala ofra parte.

La negociacion de propiedad intelectual conjunta, es decir, a partes iguales o proporcionales
de las partes, si bien es politicamente una salida “correcta” en casos de conflictos al negociar
ta propiedad intelectual del desarrolio conjunto, representa mds problemas que ventajas.

Esio se debe a que la legislacion sobre propiedad conjunta puede variar enormemente de pais
en pais. Mientras en unos paises ambas partes tienen derecho a explotar por igual la patente sin
permiso de la ofra parte, en ofras jurisdicciones podria considerarse la cesién parcial de ciertas
reivindicacicnes, lo cual complica enormemente el manejo de la propiedad intelectual como
tal.

En consecuencia, es recomendable que una sola de las partes sea el tiiular, y que ia ofra reciba
a cambio una licencia exclusiva para el uso de la tecnologia, o alguna ofra consideracion
sobre el uso de los derechos en funcidn de su aportacion a la colaboracion.

Es importante sefalar ademds que siempre es necesario revisar la legislacidn especifica
aplicable a la tecnologia de que se frate, pues por ejemplo. los derechos de auior son
manejados de manera distinta o las patentes, Para derechos de cutor, coma puede ser un
programa de coémputo, debe tenerse cuidado al definir al colaboracién para establecer que
los derechos de autor seréin considerados okra por encargo, y determinar especificamente
quién serd el titulor, toda vez que bajo la Ley Federal de Derecho de Autor, el fitular de un
derecho de autor cuando se trata de una obra por encargo es quien encarga la obra. En
cualquier otro caso los derechos de autor ne ceder permanentemente, v en el caso de 10s
realizados por empleados, la ley sefala que ésios le pertenecerdn al patron en conjunto con el
empleado, salvo pactc en contrario.

6.4.2 Remuneracién a inventores

Independientemente de quién sea el fitular finalmente de los derechos. es muy importante
ademds tomar en consideracidon lo que las leyes nacionales estaiblecen respecto del
reconocimiento y la remuneracion que se debe dar alos inventores que desarrollan tecnologia.

En el caso de México. esto se encuentra sefialado en el Articulo 163 de la Ley Federal del
Trabagjo, que establece que los inventores tienen derecho a ser reconocidos como tales,
ademds de tener derecho a que les sean compartidos los ingresos cuando sus salarios no
guarden una relacion congruente con el ingreso obtenido por el patron. No obstante, la Ley
Federal del Trabagjo no establece criterios para esta determinacion, sine que establece a la
Junta de Conciliacion y Arbitrgie como la entidad encargada de establecer estos montos,
unicamente si las partes no lo acordaron previamente.

Por todo lo anterior, es de suma importancia de que empresas e instituciones cuenten con
politicas especificas respecte de la remuneracion a inventores, para evitar conflictos posteriores
que puedan afectar los ingresos a la institucidn, o inclusive que puedan afectar la celaboracion
debido a inventores inconfarmes.

6.4.3 Especificacion Técnica del Resultado de la Coiaboracién

Siempre en toda colaboracion debe quedar perfectamente claro cudl €5 &l objetivo de la
colaboracion, pero sobre todo, cudl serd el resultado técnico tangible de ésta vy todo lo que las
partes aportarén v entregaran al final de ta colaboracién. La vaguedad en este tipo de
convenios puede dar lugar o gue no se puedan hacer valer, pues el resultado de la
colaboracion no se podria medir. Agui es importante retomar el contenide de un Paguete
Tecnoldgico. vy verificar qué parte o partes son las que se desarrollardn o entregardn al final de
la colaboracién.
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b.4.4 Derechos de Uso sobre la Tecnologia Desarrollada en Colaboracion

El resultado final de unc colaboracion puede, por lo regular, usarse por alguien. No obstante,
cuando no se llega a un acuerdo final posterior a la colaboracion, puede haber prototipos que
se hubieran desarrollado, o bien, ofra informacién Ut para alguna o ambas partes. Por esta
razon, y para evitar conflictos postericres, debe definirse desde un principio qué derechos
tendrd cada una de las partes respecto de los resultados de la colaboracion, ya sea de uso o
de licencia de una tecnologia, o bien, respecto del uso y disposicion de los matericles que se
generen de esta una vez ierminado el proyecto.

4.5  UN ACERCAMIENTO A LA REDACCION DE CONVENIOS

6.5.1 Introduccion

En este punto se revisardn los aspectos de filosofia y actitudinales de la redaccién de convenios
mds que los principios de contenido de las cldusulas.

Regularmentie, un convenio permanece encerrado en un cajén hasta que un conflicto surge
entre las partes. Es en ese momento en el que el convenio sea tan claro Yy preciso como seq
posible para identificar a las partes, el cardcter o naturaleza del convenio, sus limitaciones, el
otcrgamiento de derechos, lcs posibles defectos v los derechos y abligaciones de terminocion.
Enire menocres sean las posibilidades de interpretaciones alternativas, mejor,

Siempre se debe tener en cuenia que un convenio es un documentc legal. En el caso de la
transferencia de tecnologia un convenio es iécnico vy su propadsito es econdmico. El convenio es
un documento complejo con aspectos técnicos, econdmicos y comerciales (o de negocios)
ensamblados y expilcados en un lenguagje que tiene un impacto legal.

6.5.2 Caracteristicas de los convenios

al  Recftifud, equidad y balance.
Un convenio debe presentar correctamente los intereses basicos de las partes y exhibir equidad
y balance &n los derechos y obligaciones que se acuerdan. Normalmente los licenciantes estéan
preocupados por obfener condiciones favorables para hacer un negocio exitoso. Los
licenciatarios buscan proteger su tecnologia, evitar uses No autorizados y asegurar los pagos. El
convenic debe cumplir con el objetivo de mostrar el balance entre tales expectativas.

La equidad se logra so0lo si s& lee el convenio en retrospectiva y se verifica que las expectativas
de las partes se cumplan desde una mirada imparcial, de la mane con una filosofia ganar-
ganar.

b} Homogeneidad
Un convenio es un documento homogéneo y no una ccleccion de cldusulas desarticuladas. Las
provisiones de un convenio estan interrelacionadas v deben ser consistentes unas con otfras. En
conunto forman un sistema de control de ciclo cerrade, en el gue una maodificacion en uno de
los elementos del sistema tendrd un efecto en los ctros elementos. Un cambio en una fecha de
entrega de materia prima provoca un cambio en la fecha de entrega del producto terminado
y € su vez provoca un cambio en las fechas de penalizacién.

c) Proposito de un convenio
El propdsito de un convenio es poner en claro el entendimiento al que llegaron las partfes
después de una negociacidn, y proveer una base de coercibilidad del mismo ante una corte.
Por lo tanto, el convenio final debe surgir después de que se realizaron actividades como una
negociaciéon cara a carag, la preparacion v envio de un borrador por la parte designada para
ello en la negociacion. una revisién de la parte receptora para verificar sus propios intereses,
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confrapropuestas de redaccion, y una Ultima reunion cara a cara para ratificar la aceptacion
de las partes respecto del documento.
d) Unidad de concepto y plenitud

En un convenic bien pensado. existe de manera inherente una légica de desarrollo que
interrelaciona los elementos diversos v lo lleva a un estado pleno. Por lo tanto, las declaraciones
siven de base para los acuerdos e intenciones de las partes, las definiciones clarifican los
términos del acuerdo para reducir la ambigledad, etc. De esta manera, el concepto de la
relacién se vueive Unico y completo, de manera que todas las partes del convenio estén
relacionadas entre si para lograr un propésito Unico.

e) Cambio de roles
En un convenio de transferencia de tecnologia, las partes adquieren roles de cumplir
obligaciones (obligado) o de exigir obligaciones (acreedor). Asi, si una parte es obligada a
cumplir con clgo gue le serd exigido por su contraparte, ¢! acreedor, debe considerarse en g
redaccidon gue el cumplimiento de esta obligacion puede depender a su vez de gue la parte
ahorg acreedora haya cumplide con una obligacion.
Es decir, el cumplimienio de la entrega de un producto por una de las paries puede depender
de gue la contraparte haya entregado una materia prima. Para la entrega del preducte, ia
parte que fabrica el preducto es obligada vy la parte que lo recibe es acreedora, mientras que
la parte que recibird e! producto es obligada al entregar la materia prima y quien fabrica el
producto es acreedora para fines de entrega de la materia prima.
Por lo tanto, el cumplimiento de wna cbligacion final puede depender a su vez del
cumplimiento reciproce de ofra serie de obligaciones que deben ser identificadas
adecuadamente parc ser redactadas como condiciones de cumplimiento acumuladas ©
anidadas.

fl Establecimienfo de requerimientos y condiciones minimas
Una vez clarificado el objeto del convenio v su implementacién respecto de las obligaciones,
quien redacta debe clarificar los requerimientos y condiciones minimas del convenio, es decir,
identificar cudles son los derechos y obligaciones que deben cumplirse como minimo para
asegurar el éxito de la relacién.

gl  Anficipacion de problemas
Una de las preguntas que se debe hacer constantemente quien redacta un convenio es, pqué
puede salr mal? Esto permite prever condiciones del convenic para permifir salidas
preconcebidas a conflictos previsibles en el corto, mediano y largo plazo. sQué pasa si cambia
el mercado? zQueé pasa §i se encuentran nuevas aplicacicnes de la ’recnolog:cﬁaQue pasa si
las patenies son anuladas?, etec,

h) Originalidad
Cada convenio es Unico vy no es reproducible. Aungue muchas veces por simplicidad vy costo
de consultoria muchas personas sugieren tener un convenio modelo para hacer en él pequenas
maodificaciones, nunca debe ser copiado un convenio anterior parg una situacién nueva.
Cuando se usan convenios modelo se debe tener en cuenta lo siguiente:

v Las condiciones del entorno cambian constantemente, tante en lo que se refiere al
mercado como a la legisiacion, Lo que anteriormenie pudo ser legal puede no serlo
actualimente, vy lo gue anteriormente era justo en términos de mercado puede no serlo
en el contexioc actual. .

v Un convenio firmado anteriormente es el resultado de compromisos. posiciones y
condiciones diferentes, y scbre fortalezas v debilidades de ias partes diferentes, vy en
consecuencia, la redaccion del mismo responde a los deseos particulares de las partes
en ese convenio especifico. Las nuevas necesidades y acuerdos no necesariamente
estardn reflejados en ese convenio.

En consecuencia, los convenics modelo y las listas de verificacion debe uftilizarse con ccutela y
deben ser estudiados cuidadosamente para verificar que sus provisiones en efecto reflejen el
contexto actual y la situacién de negocic que prevalece para la relacién gue se busca entre
las partes.
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i) Tiempo suficiente
La redaccién de un convenio no debe tomarse a la ligera y no es una actividad rdpida. Un
convenio bien redactado, aungue tomard mas tiempo que utilizar un formato predisenado o un
convenio modelo, a futuro serd mucho mas efectivo y tendrd mejores resuttados para las partes
que un convenio firmado con errores o con una redaccion ambigua que las partes en su
momentc no entendieron correctamente.

6.5.3 Puntos a Clarificar antes de Redactar

a) Ley del convenio y procedimiento de redaccion
La redaccidén de un convenio es un proceso multidisciplinario que implica un equipo de
personas con experiencia profesional en negocios, tecnologia, finanzas y aspectos legales,
guiados por un lider. En pequefas y medianas empresas, un emprendedor capaz o un gerente
principal es capaz de generar un borrador y verificar su iegalidad a través de un abogado con
experiencia en el campo del convenio.

El convenio siempre tiene dos dimensiones, una dimension técnico-econdmica y una dimension
de marco legal, ambas siendo clave para el éxito del convenio. La imporiancia de cada
dimension puede ser diferente segin el objetivo del convenio. Si el objetivo es la construccidn
de una planta, el aspecto técnico-econdmicc dominard por mucho al legal, mientras que en
un convenio de licencia de marca, dominard el aspecto legal sobre el técnico econdmico.

En general, debe acordarse primero la cuestion técnico-econdmica para poder definir después
el marco legal. En el marco legal, debe considerarse las leyes aplicables en materia de”
patentes, de marcas y derechos de autor, asi como la legisiacidn general aplicable a convenios
en el pais que cotresponda.

b) Estructura del convenio
En convenios que serdn interpretados bajo sistemas de Derecho Civil o de Cddigos, muchas
cosas se pueden simplificar por estar ya incorporadas. en la legislacidon. Los convenios de
sisternas de Derecho Comun ¢ de Precedentes son mucho mds largos y reguiarmente incluyen
mayores provisiones para deferminar algunas obligaciones gque no estdn determinadas por
codigos.

En general. es importanie siempre contar con una asesoria tegal para el desarrolle de la
mayoria de los convenios. Sin embargo, siempre debe estar fundamentado en las expectativas
técnico-econdmicas especificas. y por lo tanto, solamente se espera que se le brinde soporte
legal a tales expectativas.

La ley general que gobernard el convenio debe ser escogida mutuamente por las partes. Si se
escoge una ley de un pais neutral, esa serd la ley bajo la cual se interpretard el convenio. No
obstante, debe fenerse en cuenta la jurisdiccion que habrd en el pais en el que se hard valer el
convenio sobre su capacidad o facultad de estudiar un convenio conforme a una ley
extranjera.

c) Idioma del convenio
Si las partes fienen idioma oficial comuin, ese es el idioma que debe utilizarse. Si por ef confraric.
scn diferentes, el idioma deberia ser escogide en funcién de la jurisdiccion que elijan las partes
para hacer valer el contraio, por ejemplo el idioma del centro de arbitraje electo, o bien, el
idiema del pais en cuya corte se interpretard el convenio.

d) Preparacion de una lista de verificacion

Existen ||sTos de verificacidon propuestas por diversos autores que sirven para determinar si un
convenio contiene todas las provisiones necesarias o si se dejé pasar por alto algun aspecto. Asi,
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existen listas de lo que debe de considerarse en el convenio vy listas de las secciones y cldusulas
principales.

el Uso del sisterna decimal para la numeracion de subdivisiones
Es importante utilizar un sistema de numeracion adecuado para ideniificar faciimente las
provisiones del convenio, asigndndoles ademds de un nUmero o un conjunto de nimeros con
sub-decimailes, un titulo representativo de la provision que se describe.

f) Lenguaje claro y consistente

El lenguaje utilizado en un convenio debe ser tal que sea entendible no solamente por
abogados, sino por cualguier persona que esté involucrada en el negocio desde el punto de
vista tecnico, operativo, econdmico o financiero. Una vez seleccionada la terminoclogia, Ia
consistencia en el uso de los términos es de vital importancia, pues el mismo término debe
usarse para referirse a lo mismo, y no utlilizar sindnimos para referirse a la misma cosa, por ello
una clausula de definiciones ayuda mucho para la interpretacion, pues siempre se usard el
mismo término para referirse al misme concepto duranie todo el convenio.

6.5.4 Definiciones

Las definiciones, como se explicd anteriormente, tienen el objetivo de establecer o que una
determinada pclabra significa para las partes en el contexto del convenio, v no es aplicable
mds que para ese convenio en especifico. Si las definiciones son pocas como en convenios de
licencia de marca o de franquicia, pueden ponerse como parte de las declaraciones generales
del convenio, perc si las definiciones son muchas, como en convenios de licencia de know-how
o de ingenieria. las definiciones pueden ser muchas y pueden dar lugar a una seccion
especifica para ellas.
a)  Declaraciones

Las definiciones son importantes para iniciar un convenio e informar a terceras partes como los
jueces o darbiiros sobre las intenciones y naturaleza de las partes del convenio. No forman
obligaciones contractuales comeo las cldusulas del convenio, pero son fundamentales para la
interpretacion de éstas af definir los intereses fundamentales de las partes.

Las declaraciones incluyen los antecedentes de los negocios, la experiencia de las partes, los
deseos o disposicion de las parfes para convenir v 10s objetivos generales gue se buscan del
convenio, el compromiso muiuo de las partes para comprometerse y otras declaracionss scbre
las intenciones futuras de las partes, sus capacidades y sus facultades para obligarse en los
terminos del convenio.

6.5.5 Pasos del Proceso de Redaccion

) al  Seleccion de ley
Considerando que la ley es aplicable sobre todo lo que no diga el convenio, y que las leyes
pueden invalidar algunas provisiones del convenio que sean contfrarias a esta, un paso
fundamental y primario es seleccionar la ey antes de iniciar la redaccion, de manera que todos
sepan cémo se deberd interpretar cierfa provisién convenida a la luz de la legislacidn gue serd
aplicable para la interpretacion del convenio,

b} Identificacion de las partes
Los nombres y direcciones oficiales de ambas partes deben ser claros y exactos, asi como las
facultades de sus representantes, sobre todo en paises de Derecho Civil ¢ de Codigos.

c) Formulacidn de los objetivos del proyvecto

Las pregunias basicas que un convenio debe contestar es: quién se obiiga. a qué se obliga,
cudndo se obliga, dénde se obliga y por cudnto se obliga.
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o} Declaracion de las provisiones objeto de convenio
E siguiente paso es declarar el objeto del convenio, es decir, si el objeto es otorgar una licencia,
transferir tecnologia, proveer equipo, supervision, servicios, etc.
Posteriormente debe incluirse el alcance de lo que se otorga, como el tertorio, ia exclusividad,
los mercados, y cualguier otra limitacién que sea necesaria para evitar problemas futuros sobre
el alcance del convenio. -

Posieriormente se deben describir las garantias sobre defectos legales y problemas de
infraccion por parte de tercercs.

Enseguida se inician las clausulas relacionadas con ia transferencia de la tecnolegia en lo
técnico, es decir, si se enftregardn materiales, documentacién, ingenieria, entrenamiento,
supervisidon, asistencia fécnica, etc., bajo qué condiciones v si existen garantias. Aqui se deben
incluir tiempos de entrega, especificaciones, transporte, empaques, etiquetado, comisiones,
pruebas, controles de calidad, garantias mecdnicas, etc.

Lo anterior debe tener clausulas subsecuentes que se relacionen con las condiciones financieras
como precios, condiciones de pago, documentos vy formas de pago, compra de seguros y
similares. Aqui se pueden incluir fombién condiciones de inicic de obligaciones, férmino del
convenio, pasibilidades de terminacién, derechos qgue sobrevivirdn a la terminacion y cémo se
resolverdn posibles disputas.

Adicicnalmente se deben incluir provisiones sobre eventos que ocurrirdn como consecuencia
de la implementacion del convenio, tales como intercambio de resultados de actividades de
desarrolle, consultas, investigacion y desarrolle conjunto, derechos y obligaciones derivados de
tales actividades vy ios tiempos y gastos relacionados con estas aclividades.

e)  Revision de la redaccidn
La redaccién debe realizarse en dos etapas, primero del propic redactor y después de ofros
miembros del equipo de negociacion.

La revisidn debe realizarse para determinar:

Vaguedad de términos o de definiciones

Secuencia de las definicicnes & independencia de las mismas
Consistencia de términos empleados

Obligaciones mutuas de prestacion y contraprestacion
Cronologia de la implementacidn

Plazos y fechas, consistencia y factibilidad

Repeticion de ejercicios de lo que podria salir mal
Contenido y posicion de los anexos

Sistema de referencicas cruzadas en el texto

Estructura del acuerdo (Hitulos y numeracion)

Cualquier aspecto que pudiera haberse pasade por aifo

N N N . Y N L N

Cuando el redactor revisé el convenio, lo debe pasar al resto del equipo para que, cada uno
con su propia perspeciiva, hagao los comentarios pertinentes para que, finalmente, el abogado
pueda dar el toque final y medfique sclamente lo gue sea necescrio.

f) Negociaciones y lo Redaccion
Un convenic revisado cuidadosamente estard listo para ser enviado ¢ la coniraparte para su
negociacién. Ccmo el convenio debe basarse en las expectativas previamente entendidas del
acuerdo, podria considerarse razonakblemente que no serd rechazado por completo. Sin
embargo, habra siempre objeciones al lenguaje y negociaciones sobre condiciones que en la
negociaciéon no se tocaron. En este caso, si el equipo completo revisd el convenio, serd mucho
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mds senciilo construir argumentos, aceptar propuestas ¢ proponer nuevas redacciones mas
rapido una vez que se reciban comentarios de la confraparte.

7.
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Prudencial, México

DINERO EN LOS LADRILLOS

EN MEXICOQ. la estreila de los inversionistas son los
bienes raices. Especialmente para Prudencial, que a
pesar de su nombre es considerado un inversionista de
riesgo que ha peesto un ojo especializado en el real
estale mexicano. "En México. el sector vivienda nunca
estuvo tan activa”, dice Roberto Charvel, director de

—

poriafolio para México de Prudencial Real Estate. Hoy Precursor. Chile
Prudencial poses un fondo industrial de 3 millones ’
de pies cuadrados de edificio y uno de residencial de EMERGIENDO
75.000 viviendas. “El pais es una referencia para los
administradores”, dice:[.J P DQRMIDOS er@ ios 90, los VC
EFANSIIN/IORGE GIAL W, c'hllenos desplfertan en estos
tiempos, motivados por un
™~ cambio en la normativa que
Citigroup Venture Capital, Nueva York apoya sus inversiones. Uno de
Pnincupnnu Pu“ ln snllnn los mas nuevos es Prec.UrSDr.
“Los emprendedores chilenos
AUNQUE ASIA es un mercado donde Citigroup Venture Capital ve mayares oportunida- no tenfan a quién acudir a
des para crecer, América Lating tiene presencia en su mapa. Pero “hoy estamos muy falta de capital”, dice Patrl-
selectivos”, dice Bruce Catania, su director para 1a region. En 2004, invirtié US$ 80 clo Arrau, gerente general de
millones en cinco proyectos, aungue principalmente en el drea del private equity. “Hoy Precursor, en Santiago. "Stlo
miramos con fuerza a México, Brasil y Chile”, sefiala. crecia el apoyo & las medianas
empresas con un .mercado
consolidade”. En pocos meses
x\ de funcionamiento, Precursor
Actis, regional ya ha anatizade unos 60 pro-
El nl“ﬂ“n“"n yectos, El fondo cuenta con
US$ 15 millones e invertird
NO TODO es Brasil y México. “En los paises mds pequefios ¥ pobres con escasez de ¢a- entre US$ 500.000y US$ 1.5
pital se encueniran buenas oportunidades”, dice Michael Till, socio gerente de Acus Latin millén por empresa, con un
America. Con sede en Bolivia. su fondo de unos USS 200 millones concentra esfuerzos en plan de permanencia de tres
Centroamérica y 1a Regidn Andina. Han tenido buenas experiencias, como en lu cadena de a cuatro afios. La férmula de
cines peruana Cineplanet. Pero pronto apuntardn también a Brasil y México. ksalida: vender a un tercero.
S
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DGF, Gestio de Fundos, Brasil \
INTERES POR INVERTIR

LA ADMINISTRADCRA brasilefia
DGF, que administra un fondo de
US$ 8 milipnes y que fanzara préxi-
mamente otro cercano a los US$ 12
millones, confia. Pero sin perder los
estribos. “Sélc analizamos em-
presas econdmicamente viables”,
dice Frederico Greve, socio de DGF,
en 530 Paulo. La administradora,
apoyada por el BID, ABN Amro Bank
y Sistema Sebrae, invierte entre
US$ 1 millén y US$ 2 millones en start-ups ¢ en firmas que va
estdn en una etapa mas avanzada. Sus focos: tecnologia de punta,
determinadas éreas de negocios tradicionales y reestructuraciones
de empresas.

(
OTROS JUGADORES 1

REGIONALES: Darby Technology Pariners,
Southern Cross, Exxce! Group, Hicks, Muse,
Tate & Furst, Intel, Morgan Stanley VC, Deutsche
Bank Capital Partners, Goldman Sachs Capital
Partners, Bain Capital. ARGENTINA: ADV Capital
Partners, ASFE, Inverpyme, Dolphin Fund, Coin-
vest, Irsa, BRASIL: Aig Capital Partners, Draxer
Investimentos, Dymano, Eastman Ventures,
Eccelera {Grupo Cisneros), Fir Capital, IdeaCapi-
tal, Invent, Latin Valley, Mifactory, CVC Opportu-
mity, Orbe Investimentos, Pactual. CHILE: Celfin
Capuital, Chiletec, CMB Prime, Columba, Las
Américas Emergente, Haledn, Prme Infragstruc-
tura, Toronto. MEXICO: Nafta Fund, Discovery,
Sinca Inbursa, Visionario, MIF/WAMEX. PERU:
Investment Perd.
kNexus Seaf Value __,/
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T0S AVENTURERO

A(lvent Internationa’], regional w
SOL0 BRASIL, MEXIGO Y ARGENTINA

EN LAS oficinas regionales de Advent Internatio-
nal se respira optimisma, Con sedes en México,
Argentina y Brasil, invertird unos US$ 300 m-
flones en {08 proximos meses en empresas de
estos tres paises. “Este es el tercer fondo de
Advent en Latinoamérnca y comenzara a operar
a mediados de 2008", dice Mario Malta, de
Advent en S&o Paulo. La multinacional ya colo-
¢d dos fondos —en 1996 y 2002-, recaudando

USS 500 millones para la regién. “Desde 2004
se ve un marcado apetito de extranjeros por lle-
gar a la region y elip explica la creacidn del tercer
fondo”, dice. Advent es uno de los pocos fon-
dos gue han logrado rentabilidades positivas en
estos 10 afios de existencia de la industnia en
Ameénca Latina. ¢ Como? “Se huscan empresas
con planes de negocics claros, buena gerencia y
posibifidades de crecimiento a corto plazo”. J

:
§

Nexxus Capital, México
CON SALIDA

CON ARGENTINA y

Brasil desdibujdndose en la
mente de los inversionistas a
comienzos de 2000, México
aparecid como la nueva pro-
mesa regional. Asf lo vivié
Arturo Saval, socio director
de Nexxus Capital. uno de
los mayores fondos mexi-
canes. Las cifras lo avalan:
si los fondos recandados

por las empresas mexicanas
promediaron 10% entre 1993
y 2004, ese porcentaje escald

a 34% sdlo en 2004, segin

el estudio de Vela. Sume a
ello 1a firma det Nafta con
EEUU. y Canadd. Fi efecto
de todo esto es muy simple
para el VC: “Hoy es mds ficil
vender empresas mexicanas

a grandes jugadores extranje-
ros”, dice. "Y en un mercado
financiero poco profundo,
ésta es una estrategia de
salida que garantiza buenos
retornos”.

_/

Fal e HT L ave ghor I
AMERICAECONOMI

L YS SR W RN e e el ¢ T P Sl g

30 DEMAYOE

ke ol

S T T e

R

CRP Companhia de Participacoes, Brasil
- A LRS INDUSTRIAS TRADIGIONRLES

CRP COMPANHIA de Panticipacoes es una de las ma-
yores empresas de fondos de capital de desgo de Brasil.

Y estd optimista. “El mercado vuelve a estar activo™, dice
Dalton Schmitt Jr., su gerente de inversiones. quien sabe
que la tecnologia es sélo un activo méds y hoy brillan las
compahias de agrobusiness. el sector metalirgico v aeroes-
pacial. “Se supo cémo explotar las ventajas competitivas™,
agrega. Sume a ello que Brasil posee un marco legal que
protege a la indusria desde 1994, cuyo eje es fomentar la inversidn en empresas emer-
t\ gentes. Sin embarego. no todo son buenas noticias: 1os emprendedores que no tenen un

plan de negocios definido "no tienen acceso al venture capital”, concluye.’

Mercuries Ventures, Colombia
EL ANDINO SOLITRRIO

CERO DESARROLLO de la industria. Asi describe al mercado de capital de riesgo en
Colombia Juan Diego Fajardo, representante de Mercuries Ventures, inico fondo de
esta naturaleza en el pais, Las razones son simples; escasos incentivos por parte del
gobierno y legislacion poco clara, “Adn no se logra que el Estado entregue exenciones
tributaras o proteccién a los inversionistas minorrtarios”, dice Fajardo. En este esce-
nario, 1os emprendedores colombianos estdn cruzados de brazos. Seglin Fajardo, serd
dificil ver cambios en ¢l corto plazo. Pero él estd dispuesto a invertir.

\— . _/

KLatinldea, México ' w
NO SE BUSGAN IDEAS -

A PESAR del momentum mexicano, el venture capital de ese pais observa aqueltas que
adems de poseer buen management y un plan de negocios defendible, ya tengan merca-
do conquistado. Tal como lo hace Latinldea. Su férmala le permitié levantar en 2000 un
fonda por US$ 3,5 millenes. Y lanzard en los proximos meses uno por USS 35 millones.
A pesar del nombre del fondo, Humberto Zesati aclara que “no buscamos ideas; esta-
mos tras compaiifas que ya lengan ventas”. Los intentos por financiar a proyectos mds
embrionarios son un desafio que tomé el gobiemno nacional: 1a estatal Nacional Finarciera
—Nafinsa- busca la formula para apoyar a los emprendedores mexicanos a ravés de su
inversidn en fondos locales.




dedicados al rubro han debido confundirse con sus colegas del
private equity, una especialidad dedicada a invertir en empresas
mas maduras que los VC, pero en potencial de crecimiento. “El
riesgo implicito en Latinoamérica explica gque los limites entre
ambos negocios sean confusos”, dice Kappaz, de Lavea,

Ademds hay un reenfoque. “Hay un retomo a los origenes,
a las industrias tradicionales de la regién”, sefiala Arturo Saval,
socio director del mexicano Nexxus Capital, Para los VC hoy
la tecnologia es sélo un activo mds y sus principales apuestas
van a la agroindustria, la construccion, las manufacturas, ¢l
turismo y metalurgia.

Tampoco crea que es para todos. Brasil y México, que aca-
pararon el 819 de los montos levantados en la regién en 2004,
¥ en menor medida Chile v Argentina, serdn los privilegiados.
En el resto de los paises, la presencia de los VC es nula. La

Ombu, Argentina:
EL SOBREVIVIENTE

ALGUNOS dicen que toda inver-
sidén que se hace hoy en Argentina |
es de riesgo. No obstante, séle que-
da un inversionista de riesgo pro-
piamente tal y activo en Argentina.
Se trata de Ombu, fondo creado
en 2003 y basado en Buenos Ai-
es. “Hay mucha necesidad de in-

Sassdn, su director. “Aunque los |-
inversionistas cambiaron de carge- ¢
ter, si hay proyectos viables”, En un
mercado donde las pymes no tienen

g pafias consolidadas, y no en el nesgo™. Y eso que el pais tiene una reglamenta-
yeccién de capital”, dice Alberto g ¢ién clara, lo que no sucede en otros paises. Por 1o mismo, el gran desafio de la
industria —en Chile y el resto de la regidn- es demaostrar que fos inversionistas

si pueden obtener rentabilidades, “Cuando ef mercado vea gue los retornos son
kbuenc:s. los fondos buscardn empresas mas riesgosas”.

‘

razon s simple: la estrategia de salida. La debilidad de los mer-
cados financieros latinos hace dificil apostar a una IPO como
mecanismo para liquidar una inversidn. Ante eso, la venta a una
empresa 1nternacional surge como el camino mas apropiado.
“Lamentablemente, las empresas internacionales s6lo ponen
sus 0jos en esos cuatro pafses”, dice Mario Malta. de Advent
International.

Salvo un par de excepciones, la regién andina y Centroamé-
rica han buscado alternativas en otros fondos. La Corperacion
Andina de Fomento ha hecho serios esfuerzos de fomentar el
peguefio emprendimiento, al igual que Fondo Multilateral de
Inversiones del BID, el que ha invertido unos US$ 170 millones
en €l desarrolio de la industria de capital de riesgo en América
Central. Asf que es cierto: estdn de vuelta. Pero esta vez no
espere regalos. .

Moneda Asset Management, Chile
TODAVIA NO TAN ARRIESGADOS

AFORTUNADAMENTE para Moneda Asset Management,
Chile es ung de los pocos que reciben algo del capital

de la regidn. Pero con prerrogativas, pues ya se aprendid
gue Invertir en empresas nacientes era un mal negocle,
“Hoy se buscan compaiias que puedan salir al mercado
o venderse en un perfodo de tres afios”, dice José Miguel
Musalem. “En Chile sdlo crecen quienes invierten en com-

acceso al sistema financiero y cero

ayuda estatal, aumenta la necesi-
dad de capitalistas. Pero ojo: nada

GP Investimentos, Brasil

-

se regala. “Se buscan negocios con
proyecciones regionales, como
en el sector agroindustrial”, dice.
“Nuestra labor es entregar el sopor-
1e financiero y administrativo”,

JUGADOR EXPERIMENTADO

LA BRASILERA GP Investimentos es uno de los mas tradicionales fondos de Brasil.
Y sigue creciendo. “Estamos por levantar un nuevo fondo en los mercados extemos
de US$ 300 millones para invertir en Brasil”, dice Fersen Lambranho, socio de GP
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“LOS AVENTUREROS

Entre 2001 Y 2003, un tornado dejoé a Ameérica Latina pric-
ticamente vacia de capitalistas aventureros. Los venture capital,
aquellos financistas dispuestos a invertir en pequefias empre-
sas recién creadas, transformados en Pop Stars durante los 90,
se hicieron humo tras la explosién de la burbuja puntocom. El
efecto fue claro: mientras que en 1998 se invirtieron USS$ 3.700
millones en capital de riesgo v private equity en América Latina,
en 2003 esa cifra sdlo llegd a US$ 400 millones.

Pero hoy se ven sonrisas. El afio pasado los fondos levan-
tados por la industria de venture capital (VC) y private equity
(PE) enfocados a América Latina llegaron a US$ 1.000 millo-
nes, segldn un estudio de Venture Equity Latin America (Vela),
de EE.UU. “La regidn vuelve nuevamenie al mapa de los in-
versionistas”, dice Judy Kuan, de Vela. No es la dnica; “El
mercado vuelve a tomar el rumbo y unos US$ 1.000 millones

serdn recaudados en 20057, dice Christina Kappaz, directora
ejecutiva en Chicago de la Asociacién de Capital de Riesgo de
las Américas (Lavca). Las razones no son sélo 1a recuperacidn
de los mercados financieros latinoamericanos. También se debe
a la existencia de reglas mds acordes con la industria, empre-
5as a precios atractivos y mejores condiciones para establecer
estrategias de salida capaces de generar buenos retornos para
es10s inversionistas.

Pero ojo: no crea que los VC de hoy ser:dn tan dilapidadores
como los de ayer. Los de dhora son mds realistas. Y es que en los
diez primeros afios de la industria del capital de riesgo en la re-
gién, han debido aprender lecciones a la fuerza. “En América La-
tina, invertir en compafiias nacientes generd retornos negativos”,
dice José Miguel Musalem, presidente ejecutivo y fundador del
fondo chileno Proa, en Santiago. Por eso, los gestores de fondos
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“EL CAPITAL de riesgo despertd”, dice Nick Wollak,
director socio de Axxon Group, entidad apoyada por el grupo
francés Natexis. Con oficinas en Rio de Janeiro y Sio Paulo,
su fondo invierte enre US$ 5 y USS 15 millones en starr-ups
brasilefios. Es también optimista sobre 1a estrategia de salida.
“Las empresas brasilefias tienen hoy grandes posibilidades de

ser compradas por jugadores estratégicos”, sefiala WoHak. _)

o

Pegasus, Argentina
MARGANDO LA PAUTA

PEGASUS, experta en el private equity en Argentina, tambign
pone noy atencidn a emprendedores con alto potencial de
crecimiento. La compafifa busca proveer el “eslabon per-
dido" en el espectro de inversiones latinoamericanas, dis-
poniendo hasta de US$ 10 millones por ronda de financia-
miento. Su salida: el mercado financiero o a través de sus

relaciones con jugadores en el mercado interno o externg. j




Negotiating Complex Licensing

greements

BY WESTON ANSON*

INTRODUCTION

In this overview of licensing
negotiations we will address three
areas: In Part One of the article, our
focus is on the art and artistry, the
issues and interests, the options
and opportunities, and the alter-
natives and end-games that occur
in a complex licensing negotiation.
In Part Two, we briefly review op-
portunities to extend a licensing
program during the renegotiation
process. Part Three is a case history
of a complex negotiation.

PART I—THE PROCESS AND
ART OF NEGOTIATION

art One is applicable to all
?licensing negotiations (and

most other negotiations, in
fact). The second part is aimed at
extsting licensors and licensees—
those with both mature and grow-
ing programs in renegotiation—and
is meant to stimulate some creative
thinking on-the part of program
managers as they face a new nego-
tiation with a key licensee. We also
deal with the single most impor-
tant concept for any negotiation:
the BATNA--best alternative to a
negotiated agreement. Finally, we
conclude with a brief case history of
two large companies negotiating a
new license in the food industry.

The Process and Art of
Negotiation _

There are a variety of viewpoinis
written on negotiating a license, but
the most important element may be
sensitivity towards the other side
and its positions. In this section
we look at some considerations
and techniques for managing the

tiating process and bringing

. a successful conclusion. Much

of this is based on our own experi-
ence over the last two and one-half

les Nouwvelles

decades, as we have engaged in li-
cense renegotiations for trademarks,
technologies, brands, copyrights and
software; and have engaged in those
negotiations in North America, Asia,
Eurcpe and Latin America.

We in the licensing business often
think that the problems of negoti-
ating are unique, particularly the
problems of coming to a fair and suc-
cessful agreement. Licensing people
all agree that the licensing business
is very interesting and very different,
and in some ways is unique in the
service that it sells. However, we are
certain that the negotiation process
that one goes through in licensing,
while complex, is not unique.

Whether the issue is a successful
negotiation of a merger or acquisi-
tion deal, a reorganization under
Chapter 11, a personal appearance

-contract, or a major licensing agree-

ment, there are great similarities in
the process. The essence of the nego-
tiating process is basically the same,
the core motivations of the parties
are the same, the types of self-interest
can be categorized into a few groups,
and common negotiating techniques
canbe made effective across all types
of negotiations.

What is a Successful
Negotiation?

In an ideal world, a successful
negotiation is one where both par-
ties get everything they want. This,
however, never happens. Each li-
cense agreement that is negotiated
calls for givebacks and takeaways
on the part of each party. A success-
ful negotiation then is one in which
each party feels that on balance their
goals and interests have at least been
advanced through joint decision and
joint action on the negotiations. Even
if those goals have not been fully

met, each party must feel that they .
have attained a meaningful portion
of their goals.

Perhaps the best way to define a
successful negotiation is as a means
to advance the full set of your own
interests through joint decisions and
actions of the two parties in the ne-
gotiation. The key is to understand
your own interests and those of the
other party, and then to identify
alternatives that will address both
sets of concerns. In addition, it is
important to understand what is
happening away from the negotiat-
ing table. While the facts and issues
being negotiated face to face at the
table appear to be of paramount
importance, oftentimes the behind-
the-scenes plans, processes, posi-
tions and postures can be equally
important as internal in-fighting
and /or jockeying for position may
be taking place behind closed doors,
on one side of the table.

Identify, Assess and Prioritize
Interests of Both Parties

Success in negotiating an agree-
ment is to understand completely
the interests of your own team and
those of the other negotiating team.
We not only need to understand
what those interests are, we have to
assess them and then prioritize them
as a reality check. However, under-
standing the key interests of the other
side is, if anything, more important
to a successful negotiation.

*Weston Anson is Chairman of CON-
SORSM, an intellectual asset consulting
firm specializing in trademark, patent and
copyright licensing, valuations, and ex-
pert testimony. The firm is headquartered
in La folla, California, and has offices in
New York and London.

September 2003 107



There are both tangible and intan-
gible interests on the table, some vis-
ible and some invisible. The tangible
interests are obvious and include
such things as a longer term, more
frequent renewals, broader product
definition, a higher royalty rate or
greater guarantee of royalties. Per-
haps better advertising allowances
or other marketing considerations
come into play. On the other hand,
the intangible interests, while less
obvious, may be equally important.
They can include reducing tensions
between the two parties, building a
relationship of mutual trust with an
established licensee, ensuring that
the licensor’s reputation is main-
tained at the highest level, and help-
ing to see that there is a friendly, if
not cordial relationship between the
two parties as they move through the
negotiations into implementation.
Each- of these intangibles can have
as much bearing on the negotiating
process as the tangible and specific
financial interests and goals.

It is important to understand that
when negotiating, the interests of
your side are both objective and
subjective. There are objective stan-
dards such as an absolute royalty
percentage below which you will
not go. On the other hand, a subjec-
tive interest might be a requirement
for a creative commitment to the
licensing program by the licensee
that is more difficult to measure and
negotiate. It is also important not to
allow the hard or tangible issues to
drive out these critical soft issues.
For example, objective negotiating
goals in terms of dollars or time can-
not totally push out considerations
such as reputation, quality, creativity
and emotional commitment.

Interests drive specific issues and
positions. Each party in a negotiation
has specific interests and these form
the bases that drive the negotiating
process. If one can distinguish core
interests from specific issues or posi-
tions then one has taken the first step
toward ensuring that an effective
negotiation can follow. Too often,
one of the negotiating parties will
focus solely on a specific issue such
as maximizing percentage royalty
rates. [n fact, what the overail inter-
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est may represent is a need to maxi-
mize early cash flow as opposed to
the specificissue of high-end royalty
rates. Recognizing this key interest
can then lead to many different solu-

. tions to address it.

It is important that the parties at
the table be able to identify the im-
portant differences in their interests.
In other words, if one party has a key
interest to keep early cash flow to a
minimum and the other party can
recognize this, then they are well on
their way to addressing the underly-
ing issue of royalties, advances and
guarantees to satisfy that interest.
The key concept is interests versus
issues; Identifying the underlying
interests and reconciling the various
issues that flow from then.

Negotiation is a Means to an
End—The Concept of BATNA

Often, the process of negotiating
appears to become the end in and
of itself. In fact, we believe that in
the licensing industry parties often
allow the negotiations themselves to
become the object. Too often people
Jose sight of the fact that negotiat-
ing is a means to solve problems for
both licensor and licensee. When in
negotiations, ask yourself a question:
What1s my BATNA? BATNA means
The Best Alternative To A Negotiated
Agreement. Ask yourself: If we can’t
negotiate an agreement here, what
are my alternatives? Do [ have alter-
native licensees? Are there product

lines I can add to existing contracts?
Can I wait a year to introduce this
product line? Can I contract and
manufacture it myself, or perhaps
import it?

The BATNA becomes the mini-
mum threshold that the negotiated
deal must exceed in order for it to
be acceptable. With the concept of
BATNA in mind while negotiating,
vou realize that there are a range of
possible agreements. BATNA allows
you to focus on the key alternatives,
and when necessary, actually change
the game; instead of negotiating a li-
cense agreement, for example, con-
sider bringing in more pariners on
your side. Or, away from the table,
find a way to diffuse or spread
the risk, or enlist others in a joint
venture. Considering any of these
alternatives gives a new view of the
negotiating process. Remember that
moves and changes away from the
negotiating table can improve your
BATNA.

Assuming that you understand
your alternatives, and have iden-
tified the best of those, then it
becomes time to look at the other
side’s alternatives. The more one
can identify feasible and viable al-
ternatives for the licensee or other
party facing you across from the
negotiating table, the better one
can understand the maximum ad-
vantage to be gained at the table. In
other words, if the party on the other
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side of the table has relatively few
alternatives then your negotiating

ion becomes much stronger.
=« the other hand their BATNA
has a high degree of attractiveness,
it will mean that the relative incli-
nation to negotiate more favorable
termns will decline, as the other side
looks at the possibility of moving to
that best alternative.

Their Problem is Part of Your
Problem: The Art of Concession
Management
.One of the most important con-
cepts to bring to the table when
negotiating a license agreement is
to understand that the opposing
side’s problem really becomes yours
if you are going to have a successful
negotiation. You must put yourself
in their shoes. Far too often | have
heard the statement made in a nego-
tiation, “Well, that’s their problem.
I am not going to worry about it.”
In fact, that problem becomes both
your problem and theirs, because
if you can’t help them solve their
problem, they cannot solve yours.
sequently, it is important to the
. atest extent possible, to under-
stand the other side’s egos, needs,
pressures, marketing strategy, and
internal organization. The classic
error we most often see in negotia-
tions is for one side to focus on its
own position without understand-
ing the position or problems of the
other side.

The best illustration of an ef-
fective way to handle the issue of
“their problem is your problem” is
found often in Japanese negotiations
and contracts. Oftentimes when the
. Japanese negotiate a complex agree-
ment that spans multiple years
with multiple permutations, they
put in a paragraph known as the
Otawara clause (there are other de-
scriptive terms for this clause). The
so-called Otawara clause addresses
the following issue: Should relative
conditions between the two parties
that are negotiating the agreement
change substantially, then that

y which has accrued greater
er than the other has a com-
mitment to renegotiate and make
things fair. While this is a common
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approach and philosophy in Japan,
it is a virtually unknown cencept in
American negotiating.

Someone once described nego-
tiation to me as: “The art of letting
them have their own way. To our
advantage.” We agree. It fully im-
plies that making their problems
part of your problem brings you
to successful conclusion. The es-
sential task becomes to get them to
see their problem in your terms. In
other words, get them to focus on
their problem and encourage thern
to-do so, but within the context of
your terms, conditions, mobility,
and alternatives. Each side tries to
optimally advance their own inter-
ests, which (hopefully) then leads
to agreement. However, in order
to reach that agreement, the art of
concession management comes into
play. Make the licensee see that your
need or problem is their opportunity
to advance their own economic and
other business interests.

The art of concession manage-
ment is straightforward. It is the
ability, while negotiating, to play
key elements against each other:
Time versus dollars, now versus lat-
er, lower royalty rates versus higher
minimums, and exposure versus
obscurity. Sometimes, however,
concession management becomes
the end play in a negotiation and,
unfortunately, too many people see
it as the process of negotiation itself,
Concession management is simply
the means that one uses during the
negotiation to get to an agreement
that best addresses the most impor-
tant issues. Concession management
is an art form in many negotiations.

Summarizing The Art of
Negotiation

Let’s return to our original ques-
tion: What is a successful negotia-
tion? It is that negotiation that best
advances the interests of both parties
through joint decisions and actions.
The key first step is for each party to
identify, assess, and prioritize their
full set of tangible and intangible
interests. Once the parties under-
stand their real interests, they can
then move on to the specific issues
and positions that each needs to ad-

dress. It is important not to let the
hard issues drive out the critical soft
issues that can be equally important
over time. Remember too, that ne-
gotiations are a means to an end,
not an end in and of themselves. In
negotiating, both parties’ BATNA
must always be kept firmly in mind.
If there is no BATNA for one party,
the rules of the game change.

Most importantly, remember that
their problem is part of your prob-
lem. Understand what their needs
and pressures are, and do not make
the classic error of thinking that “It's
their problem, they have to solve
it.” Part of the process is the art of
concession management, and effec-
tively using some of the techniques
we have described here.

PART II—OPPORTUNITIES
TO EXTEND A LICENSING
PROGRAM IN THE RENE-
GOTIATING PROCESS

In this brief article we take a mo-
ment to identify ways to best extend
the life of a successful licensing
program. In today’'s constantly
changing society, and in a licensing
industry faced with increasing com-
pression and competition, the abil-
ity to hold licensees and renegotiate
successful agreements with them
becomes increasingly important. In
the face of the pressures within the
licensing industry (and within con-
sumer goods in general), the rising
importance of successful renegotia-
tion cannot be overestimated.

Time is the enemy of most licens-
ing programs. With more rapid tech-
nology change, shorter and quicker
product introductions, shorter retail
lead times, smaller retail orders,
shorter attention spans among con-
sumers, the faster pace of societal
change, and greater licensing com-
petition, one must continuously
adapt—and adapt more rapidly:
As a general rule, the life span of a
licensing program is continually go-
ing to shrink, with few exceptions.
The average licensing program cycle
time is substantially shorter today
than it was 10 or 20 years ago.

When a corporation is trying to
revitalize and extend its licensing
program it is important to brain-
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storm, identifying and discussing
alternative ideas and concepts prior
to entering a critical negotiation.
Conceptually, the management
team starts with a broad scope so
that many ideas will be considered
and discussed. From this point, it is
important to narrow the scope so the
strategy will be focused.

Alternative Negotiating Strate-
gies and Techniques

There have been many books
written on the negotiating process.
This brief article is intended to be
a helpful guide when negotiating
license agreements, whether for
trademarks, technology, character
licenses, celebrities, patents or mu-
sic rights. Some of the negotiating
techniques to be aware of include
the following:

* Bulwarism — Bulware, the infa-
mous GE Labor Relations Manager,
is the father of this technique, based
on the principle that the first offer
given is the best and only offer that
will be given. However, a more real-
istic way to look at it is the refusal to
bargain in good faith. Clearly, itis a
bankrupt technique, and one that is
rarely successful although it is still
seen occasionally in negotiations.

¢ The unbundled approach to ne-
gotiating a license agreement is one
that we often use. In this approach
we break the agreement into two
or three sections; each is treated as
a separate piece. When the sepa-
rate piece is fully negotiated, then
the next piece of the agreement is
brought to the table. While the ad-
vantages of the technique are that
it breaks down the negotiations
into more manageable pieces, it can
artificially separate integral parts of
a single negotiation.

* The components of value ap-
proach to negotiating a license
agreement is a technique that we
helped pioneer in licensing. The
underlying principle states that in
any negotiation there are three, five,
or ten primary items that have to be
negotiated. These items can include
the term, royalty rates, guarantees,
separate fees for product design, ad-
vertising, etc. This approach is use-
ful when there is a hybrid agreement
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to be negotiated; one that involves
perhaps a trademark, a technical
process, copyright and/or patent.
{See Part I1T)

* The final technique we always
use is: Nothing is agreed upon until
everything is agreed upon. In other
words, as one goes through the ne-
gotiation process, addressing specif-
ic issues, the two parties may agree
{(for example) on minimum annual
financial guarantees. However, later
in the negotiating process that agree-
ment on minimum guarantees may
have to be readjusted in order to get
agreement on other issues such as
length of the contract or number of
product categories involved.

There are, of course, other nego-
tiating techniques or postures that
we often see.-Among those is “the
unique market syndrome,” and “the
sky is falling” doomsday technique.
In the first case, “the unique market
syndrome,” the position is basically
the following: You can’t work this
market without us. The one party
takes the position that they are the

" only alternative in the negotiation

and that the other side should rec-
ognize this immediately. This is a
form of brinkmanship (although it
is also often a form of hubris). The
second, “the sky is falling tech-
nique,” is seen quite often. In this
scenario, typically put forward by
the licensee, the blackest possibie
picture is painted—this technique
is based on the hope that by paint-
ing such a black picture, the other
party at the negotiating table will
immediately lower its sights and
become more flexible in its negotia-
tions. There are permutations and
combinations of all these techniques
and combinations that can be used
in any negotiation.

In sum, the licensing industry has
become more complex over the last
decade, and has gone through a pe-
riod of consolidation, retrenchment
and decline. As a consequence, the
negotiating process is more impor-
tant today than it ever has been. As
one sits down to renegotiate with
existing licensees or to bring a new li-
censee together in a negotiation, each
party must be far more critical and
concise in assessing their interests,

issues and realistic solutions—the
process of negotiating a license
agreement is not becoming simpler,
it is becoming more complex.

Creative Re-negotiation

In the face of these facts, then, the
most critical issue facing a licensing
manager is how to extend a success-
ful but mature program. However,
a mature program doesn’t mean a
stagnant or static program. The fol-
lowing outlines some suggestions
on how to renegotiate and extend a
mature, successful program so that it

" remains viable—and profitable.

* Add new licensing elements
(sub-brands, new technology, etc).

* Try co-branding or co-licensing.

* Extend licensee product lines
with new designs, logos, etc.

* Modify existing terms and restric-
tions. In other words, if you need to
be flexible, do so.

¢ Add parallel licensees. If you
have a retail licensee, add a direct-
mail licensee. If you have a mass-
market licensee, find a specialty
market licensee.

* Modify the definition of your
licensee’s product lines.

» Extend retail distribution up,
down or sideways, go up the chain,
down the chain or expand sideways
with direct marketing.

* Modify pricing strategies and
Price points.

* Begin working with the licens-
ee’s distribution channel and retail-
ers. Involve them in timing, product
selection and off-peak promotions.

* Expand geographically. Go to
China. Go to Europe. Export.

¢ Reduce dependence of the pro-
gram on its core vehicle. If the core
vehicle is a patent or single logo
element, find ways to make the pro-
gram live beyond its lifespan.

* Encourage sub-licensing. At
the beginning of the program, you
may not want much sub-licensing,
but when you are in the fourth, fifth
or tenth year, you may want a lot of
sub-licensing.

* Help your licensees when they
get into trouble. If they have poor
products, help them dispose of them.
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.aturity does not have to mean
stagnation. Remember, in licensing
and in the consumer marketplace,
the only constant is change. The
final thought is to remember that
the licensee always has a BATNA
(Best alternative to a negotiated
agreement). Therefore, an analysis
of their alternatives, their interests,
their issues, their needs and their
positions is of paramount impor-
tance prior to beginning the rene-
gotiating process. If this analysis is
undertaken by a licensor in advance,
then the chance of renegotiating
and extending a mature program
increases dramatically.

PART III—HYBRID LICENS-
ING: A CASE HISTORY

We were involved as consultant
and advisor in a complex licensing
deal between two multinational food
companies. The deal would affect
both companies’ basic business for
perhaps the next 50 years.

mmpany A, our client, is a pub-
L.y traded manufacturer and mar-
keter of consumer and commercial
food products. Well known for its
corporate name and brand, along
with other trademarks and brands
it controls, it is also respected for its
consumer marketing abilities in a
highly competitive environment.

Company B is a very strong pub-
licly traded multinational focused
on consumer foods. The parent
company has several strong divi-
sions and this deal involved its
snack foods operations. The divi-
sion is well known and thoroughly
respected for its ability to deliver, to
distribute and to merchandise in tens
of thousands of outlets.

This complex deal had five key
elements: use of the trademark and
brand name, production and tech-
nology know-how, manufacturing
capabilities, physical distribution
and delivery, and finally, merchan-
dising and marketing of product.

e five core elements were then
Jded into two distinct agree-
ments and two sets of negotiations.
The first agreement covered the
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manufacturing elements including
plant construction, testing, product
development, etc. It also covered
the basic elements of marketing,
merchandising and distribution.
The second agreement, the licens-
ing agreement, covered the use of
the brand name and of packaging
and other production technology,
all provided by Company A.

There was substantially more than
simply a trademark and patent in-
volved: First, the marketing bundle
of rights along with the brand name
and trademark. Second, the technical
intangibles licensed in the technol-
ogy section of the agreement.

(See Table 1)
General Background

The two companies had mutually
identified a product category that
was ripe for a new competitor. The
category had been in existence for
several decades and was dominated
by a handful of competitors who
were strapped by high production
and distribution costs combined
with low efficiencies. Consequently,
Company B saw an opportunity to
build a market quickly that offered
annual sales volume between $300
million and $1.5 billion. However,
they lacked the product know-how
and suitable brand franchise which
Company A had. ’

There was a good marketing
match. Company A does an effec-
tive job of consumer advertising and
promotion and is superb at pulling
product through the distribution
channel via consumer advertising
and promotion. Company B, on the

other hand, is superb at pushing
product through multipie channels
via merchandising and pricing.
Jointly, therefore, they would decide
on and control effective trade and
consumer marketing programs. Fi-
nally, there was good.use of Compa-
ny A's general product technology.
However, it meant that in addition to
negotiating the manufacturing and
distribution deal, it was necessary
to put together a license agreement
to cover the trademark and brand
name, along with the technology.

We were hired to help our client
review some of its alternatives,
including the possibility of having
a joint venture with Company B, a
pure licensing agreement, simply
private labeling and packaging for
them, or a combination of the above.
In the final analysis, we believed that
a combination deal of manufactur-
ing agreement and licensing agree-
ment was best. Company A agreed.
We used the set of key factors that
helps predict success in a licensing
environment like this. As shown in
Table 2 there are 10 key factors we
considered in this licensing deal. The
match appeared to be exceptionally
good in this case.

Company A had broad goals or
primary issues they needed fulfilled
from this licensing agreement. The
first was to generate incremental
income from all of the assets em-
ployed in the license agreement,
both trademark assets and technol-
ogy assets. The second key interest
was to broaden their consumer and
trade franchise, increasing distribu-
tion and production while, third,
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ensuring that their image was not
cheapened or damaged.

Company B had four interests
that were clear to us. First, and most
important, was to better utilize its dis-
tribution capabilities. The second was
to spread distribution costs over prod-
uct lines. Third, was to launch a new
product line that it could not make.
The fourth and final interest was maxi-
mum cash flow and income,

The issues, which are secondary
to the key interests, also differed for
the two companies. The key issues
for Company A were:

* Potential damage to the name.

* The danger of a short-term
arrangement.

* The loss of proprietary technology:
* The need for market-based
royalty rates.

* Annual rovalty guarantees.

» Effective escape clauses.

For Company B, the issues included:
* Use of unique technology.

* That new products were con-
tinuously developed.

* That the costs of promotion and
royalties remained manageable.

* That this not be a short-term affair.

¢ That the total cash paid to its part-
ner not be excessive in any given year.

¢ Effective escape clauses.

Finally, there was a key difference
in overall corporate philosophy,
operating style and management.
Company A is a production and
marketing-driven company. Com-
pany Bis distribution driven and has
a distribution mentality. Those two
diverse points of view and corporate
strategies had to be reconciled in the
license agreement, at the juncture
where sales and distribution inter-
cept manufacturing and marketing.
With these key thoughts in mind we
moved to establish a framework for
negotiating the deal.

Negotiating a Framework for
the Deal

We identified as many comparable
licensing transactions as were appro-
priate, and determined that a royalty
rate for use of the brand name and
other marketing intangibles would
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be between.2.0% and 6.0%. We
then undertook a similar exercise
for food technology licensing and
determined the royalty rates were
somewhere between 0.5% and 5.0%.

After further research, we provid-
ed Company A guidance as to trade-
mark royalty rates and technology
royalty rates. We suggested royalty
step-ups with price increases and
royalty rates with volume discounts.
We helped establish minimum sales
levels and minimum royalties. We
recommended proportionate pric-
ing formulas, and addressed the is-
sue of branded product sales versus
unbranded product sales. We also
created a framework of approvals
over marketing, packaging, label-
ing, etc. And, finally, we provided to
each company a number of unique
escape mechanisms or exit clauses
that could be exercised in five-year
intervals—with a substantial fiscal
penalty should the escape-clause
mechanism be exercised.

By reducing the key terms and

conditions of the proposed license
agreement to a common deal memo,
we were able to help Company A
and Company B reach an agreement
on the following;:

* Term and renewals

¢ Royalty rate scales

* Options

* Minimum sales clauses

¢ Minimuimn rovalty clauses

* Test market details

¢ Channels of distribution

¢ Product definition

In essence, by reducing the nego-
tiating process to address the key
interests and issues, we were able
to condense the wanted result intg
a one-page deal memo, from which
a fuil-fledged license agreement was
structured. )
Conclusions

What conclusions do we draw
from this long bu't ultimately syc-
f:essful process? First, that complex
issues can be resolved and unified
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via a licensing agreement. Second,
that trademarks and technology
: e married in one deal. Third,
N ombination or hybrid deal will
play an ever-larger role in the future
of corporate licensing and corporate
transactions in general. Finally,
when negotiating, get the parties

to separate their key interests from'

the more minor issues. And, make
sure that each party understands
its BATNA.
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Negotiating Complex Licensing

..greements

BY WESTON ANSON*

INTRODUCTION

In this overview of licensing
negotiations we will address three
areas: In Part One of the article, cur
focus is on the art and artistry, the
issues and interests, the options
and opportunities, and the alter-
natives and end-games that occur
in a complex licensing negotiation.
In Part Two, we briefly review op-
portunities to extend a licensing
program during the renegotiation
process. Part Three is a case history
of a complex negotiation.

PART I—THE PROCESS AND

ART OF NEGOTIATION

art One is applicable to all
Plicens‘mg negotiations (and

most other negotiations, in
tact). The second part is aimed at
existing licensors and licensees—
those with both mature and grow-
ing programs in renegotiation—and
is meant to stimulate some creative
thinking on the part of program
managers as they face a new nego-
tiation with a key licensee. We also
deal with the single most impor-
tant concept for any negotiation:
the BATNA-—best alternative to a
negotiated agreement. Finally, we
conclude with a brief case history of
two large companies negotiating a
new license in the food industry.

The Process and Art of
Negotiation
There are a variety of viewpoints
written on negotiating a license, but
the most important element may be
sensitivity towards the other side
and its positions. In this section
we look at some considerations
and techniques for managing the
otiating process and bringing
s a successful conclusion. Much
of this is based on our own experi-
ence over the last two and one-half
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decades, as we have engaged in li-
cense renegotiations for trademarks,
technologies, brands, copyrights and
software; and have engaged in those
negotiations in North America, Asia,
Europe and Latin America.

We in the licensing business often
think that the problems of negoti-
ating are unique, particularly the

. problems of coming to a fair and suc-

cessful agreement. Licensing people
all agree that the licensing business
is very interesting and very different,
and in some ways is unique in the
service that it sells. However, we are
certain that the negotiation process
that one goes through in licensing,
while complex, is not unique.

Whether the issue is a successful
negotiation of a merger or acquisi-
tion deal, a reorganization under
Chapter 11, a personal appearance
contract, or a major licensing agree-
ment, there are great similarities in
the process. The essence of the nego-
tiating process is basically the same,
the core motivations of the partes
are the same, the types of self-interest
can be categorized into a few groups,
and common negotiating techniques
can be made effective across all types
of negotiations.

What is a Successful
Negotiation?

In an ideal world, a successful
negotiation is one where both par-
ties get everything they want. This,
however, never happens. Each li-
cense agreement that is negotiated
calls for givebacks and takeaways
on the part of each party. A success-
ful negotiation then is one in which
each party feels that on balance their
goals and interests have at least been
advanced through joint decision and
joint action on the negotiations. Even
if those goals have not been fully

met, each party must feel that they
have attained a meaningful portion
of their goals.

Perhaps the best way to define a
successful negotiation is as a means
to advance the full set of your own
interests through joint decisions and
actions of the two parties in the ne-
gotiation. The key is to understand
your own interests and those of the
other party, and then to identify
alternatives that will address both
sets of concerns. In addition, it is
important to understand what is
happening away from the negotiat-
ing table. While the facts and issues
being negotiated face to face at the
table appear to be of paramount
importance, oftentimes the behind-
the-scenes plans, processes, posi-
tions and postures can be equally
important as internal in-fighting
and/or jockeying for position may
be taking place behind closed doors,
on one side of the table.

Identify, Assess and Prioritize
Interests of Both Parties

Success in negotiating an agree-
ment is to understand completely
the interests of your own team and
those of the other negotiating team.
We not only need to understand
what those interests are, we have to
assess them and then prioritize them
as a reality check. However, under-
standing the key interests of the other
side is, if anything, more important
to a successful negotiation.

*Weston Anson is Chairman of CON-
SORSM, an intellectual asset consulting
firm specializing in trademark, patent and
copyright licensing, valuations, and ex-
pert testimony. The firm is headquartered
in La Jolla, California, and has offices in
New York and London.
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There are both tangible and intan-
gible interests on the table, some vis-
ible and some invisible. The tangible
interests are obvious and include
such things as a longer term, more
frequent renewals, broader product
definition, a higher royalty rate or
greater guarantee of royalties. Per-
haps better advertising allowances
or other marketing considerations
come into play. On the other hand,
the intangible interests, while less
obvious, may be equally important.
They can include reducing tensions
between the two parties, building a
relationship of mutual trust with an
established licensee, ensuring that
the licensor’s reputation is main-
tained at the highest level, and help-
ing to see that there is a friendly, if
not cordial relationship between the
two parties as they move through the
negotiations into implementation.
Each of these intangibles can have
as much bearing on the negotiating
process as the tangible and specific
financial interests and goals.

It is important to understand that
when negotiating, the interests of
your side are both objective and
subjective. There are objective stan-
dards such as an absolute rovalty
percentage below which vou will
not go. On the other hand, a subjec-
tive interest might be a requirement
for a creative commitment to the
licensing program by the licensee
that is more difficult to measure and
negotiate. It is also important not to
allow the hard or tangible issues to
drive out these critical soft issues.
For example, objective negotiating
goals in terms of dollars or time can-
not totally push out considerations
such as reputation, quality, creativity
and emotional commitment.

Interests drive specific issues and
positions. Each party inanegotiation
has specific interests and these form
the bases that drive the negotiating
process. If one can distinguish core
interests from specific issues or posi-
tions then one has taken the first step
toward ensuring that an effective
negotiation can follow. Too often,
one of the negotiating parties will
focus solely on a specific issue such
as maximizing percentage royalty
rates, In fact, what the overall inter-
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est may represent is a need to maxi-
mize early cash flow as opposed to
the specific issue of high-end royalty
rates. Recognizing this key interest
can then lead to many different solu-
tions to address it.

It is important that the parties at
the table be able to identify the im-
portant differences in their interests.
In other words, if one party has a key
interest to keep early cash flow to a
minimum and the other party can
recognize this, then they are well on
their way to addressing the underly-
ing issue of royalties, advances and
guarantees to satisfy that interest.
The key concept is interests versus
issues: Identifying the underlying
interests and reconciling the various
issues that flow from then.

Negotiation is a Means to an
End—The Concept of BATNA

Often, the process of negotiating
appears to become the end in and
of litself. In fact, we believe that in
the licensing industry parties often
allow the negotiations themselves to
become the object. Too often people
lose sight of the fact that negotiat-
ing is a means to solve problems for
both licensor and licensee. When in
negotiations, ask yourself a question:
What is my BATNA? BATNA means
The Best Alternative To A Negotiated

Agreement. Ask yourself: If we can’t -

negotiate an agreement here, what
are my alternatives? Dol have alter-
native licensees? Are there product

lines I can add to existing contracts?
Can I wait a year to introduce this
product line? Can I contract and
manufacture it myself, or perhaps
import it?

The BATNA becomes the mini-
mum threshold that the negotiated
deal must exceed in order for it to
be acceptable. With the concept of “‘
BATNA in mind while negotiating,
you realize that there are a range of
possible agreements. BATNA allows
you to focus on the key alternatives,
and when necessary, actually change
the game; instead of negotiating a li-
cense agreemernt, for example, con-
sider bringing in more partners on
vour side. Or, away from the table,
find a way to diffuse or spread
the risk, or enlist others in a joint
venture. Considering any of these
alternatives gives a new view of the
negotiating process. Remember that

. moves and changes away from the

negotiating table can improve your
BATNA.

Assuming that you understand
your alternatives, and have iden-
tified the best of those, then it
becomes time to look at the other
side’s alternatives. The more one
can identify feasible and viable al-
ternatives for the licensee or other
party facing you across from the
negotiating table, the better one‘
can understand the maximum ad-
vantage to be gained at the table. In
other words, if the party on the other
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side of the table has relatively few
alternatives then your negotiating

‘tion becomes much stronger.

A'the other hand their BATNA
has a high degree of attractiveness,
it will mean that the relative incli-
nation to negotiate more favorable
terms will decline, as the other side
locks at the possibility of moving to
that best alternative.

Their Problem is Part of Your
Problem: The Art of Concession
Management

One of the most important con-
cepts to bring to the table when
negotlatmg a IICEI'ISQ agreement is
to understand that the opposing
side’s problem really becomes yours
if you are going to have a successful
negotiation. You must put yourself
in their shoes. Far too often I have

heard the statement made in a nego-

tiation, “Well, that’s their problem.
I am not going to worry about it.”
In fact, that problem becomes both
your problem and theirs, because
if you can’t help them solve their
problem, they cannot solve yours.

sequently, it is important to the
_ -atest extent possible, to under-
stand the other side's egos, needs,
pressures, marketing strategy, and
internal organization. The classic
error we most often see in negotia-
tions is for one side to focus on its
own position without understand-
ing the position or problems of the
other side.

The best illustration of an ef-
fective way to handle the issue of
“their problem is your problem™ is
found often in Japanese negotiations
and contracts. Oftentimes when the
Japanese negotiate a complex agree-
ment that spans multiple years
with multiple permutations, they
put in a paragraph known as the
Otawara clause (there are other de-
scriptive terms for this clause). The
so-called Otawara clause addresses
the following issue: Should relative
conditions between the two parties
that are negotiating the agreement
change substantially, then that

*y which has accrued greater
ser than the other has a com-
mitment to renegotiate and make
things fair. While this is a common
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approach and philosophy in Japan,
it is a virtually unknown concept in
American negotiating.

Someone once described nego-
ttation to me as: “The art of letting
them have their own way. To our
advantage.” We agree. It fully im-
plies that making their problems
part of your problem brings you
to successful conclusion. The es-
sential task becomes to get them to
see their problem in your terms. In
other words, get them to focus on
their problem and encourage them
to do so, but within the context of
your terms, conditions, mobility,
and alternatives. Each side tries to
optimally advance their own inter-
ests, which (hopefully) then leads
to agreement. However, in order
to reach that agreement, the art of
concession management comes into
play. Make the licensee see that your
need or problem is their opportunity
to advance their own economic and
other business interests.

The art of concession manage-
ment is straightforward. It is the
ability, while negotiating, to play
key elements against each other:
Time versus dollars, now versus lat-
er, lower royalty rates versus higher
minimums, and exposure versus
obscurity. Sometimes, however,
concession management becomes
the end play in a negotiation and,
unfortunately, too many people see
it as the process of negotiation itself.
Concession management is simply
the means that one uses during the
negotiation to get to an agreement
that best addresses the most impor-
tant issues. Concession management
is an art form in many negotiations.

Summarizing The Art of
Negotiation

Let's return to our original ques-
ticn: What is a successful negotia-
tion? It is that negotiation that best
advances the interests of both parties
through joint decisions and actions.
The key first step is for each party to
identify, assess, and prioritize their
full set of tangible and intangible
interests. Once the parties under-
stand their real interests, they can
then move on to the specific issues
and positions that each needs to ad-

dress. It is important not to let the
hard issues drive out the critical soft
issues that can be equally important
over time. Remember too, that ne-
gotiations are a means to an end,
not an end in and of themselves. In
negotiating, both parties’ BATNA
must always be kept firmly in mind.
If there is no BATNA for one party,
the rules of the game change.

Most importantly, remember that
their problem is part of your prob-
lem. Understand what their needs
and pressures are, and do not make
the classic error of thinking that “It's
their problem,. they have to solve
it.”” Part of the process is the art of
concession management, and effec-

. tively using some of the techniques

we have described here.

PART II—OPPORTUNITIES
TO EXTEND A LICENSING
PROGRAM IN THE RENE-
GOTIATING PROCESS

In this brief article we take a mo-
ment to identify ways to best extend
the life of a successful licensing
program. In today's constantly
changing society, and in a licensing
industry faced with increasing com-
pression and competition, the abil-
ity to hold licensees and renegotiate
successful agreements with them
becomes increasingly important. In
the face of the pressures within the
licensing industry {and within con-
sumer goods in general), the rising
importance of successful renegotia-
tion cannot be overestimated.

Time is the enemy of most licens-
ing programs. With more rapid tech-
nology change, shorter and quicker
product introductions, shorter retail
lead times, smaller retail orders,
shorter attention spans among con-
sumers, the faster pace of societal
change, and greater licensing com-
petition, one must continuously
adapt—and adapt more rapidly:
As a general rule, the life spanof a
licensing program is continually go-
ing to shrink, with few exceptions.
The average licensing program cycle
time is substantially shorter today
than it was 10 or 20 years ago.

When a corporation is trying to
revitalize and extend its licensing
program it is important to brain-
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storm, identifying and discussing
alternative ideas and concepts prior
to entering a critical negotiation.
Conceptually, the management
team starts with a broad scope so
that many ideas will be considered
and discussed. From this point, it is
important to narrow the scope so the
strategy will be focused.

Alternative Negotiating Strate-
gies and Techniques

There have been many books
written on the negotiating process.
This brief article is intended to be
a helpful guide when negotiating
license agreements, whether for
trademarks, technology, character
licenses, celebrities, patents or mu-

sic rights. Some of the negotiating

techniques to be aware of include
the following:

* Bulwarism — Bulware, the infa-
mous GE Labor Relations Manager,
is the father of this technique, based
on the principle that the first offer
given is the best and only offer that
will be given. However, a mare real-
istic way to look at it is the refusal to
bargain in good faith. Clearly, itis a
bankrupt technique, and one that is
rarely successful although it is still
seen occasionally in negotiations.

* The unbundled approach to ne-
gotiating a license agreement is one
that we often use. In this approach
we break .the agreement into two
or three sections; each is treated as
a separate piece. When the sepa-
rate piece is fully negotiated, then
the next piece of the agreement is
brought to the table. While the ad-
vantages of the technique are that
it breaks down the negotiations
into more manageable pieces, it can
artificially separate integral parts of
a single negotiation.

* The components of value ap-
proach to negotiating a license
agreement is a technique that we
helped pioneer in licensing. The
underlying principle states that in
any negotiation there are three, five,
or ten primary items that have to be
negotiated. These items can include
the term, royalty rates, guarantees,
separate fees for product design, ad-
vertising, etc. This approach is use-
ful when there is a hybrid agreement
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to be negotiated; one that involves
perhaps a trademark, a technical
process, copyright and/or patent.
(See Part HI)

* The final technique we always
use is: Nothing is agreed upon until
everything is agreed upon. In other
words, as one goes through the ne-
gotiation process, addressing specif-
ic issues, the two parties may agree
{for example) on minimum annual
financial guarantees. However, later
in the negotiating process that agree-
ment on minimum guarantees may
have to be readjusted in order to get
agreement on other issues such as
length of the contract or number of
product categories involved.

There are, of course, other nego-
tiating techniques or postures that
we often see. Among those is “the
unique market syndrome,” and “the
sky is falling” doomsday technique.
In the first case, “the unique market
syndrome,” the position is basically
the following: You can’t work this
market without us. The one party
takes the position that they are the
only alternative in the negotiation
and that the other side should rec-
ognize this immediately. This is a
form of brinkmanship (although it
is also often a form of hubris). The
second, “the sky is falling tech-
nique,” is seen quite often. In this
scenario, typically put forward by
the licensee, the blackest possible
picture is painted—this technique
is based on the hope that by paint-
ing such a black picture, the other
party at the negotiating table will
immediately lower its sights and
become more flexible in its negotia-~
tions. There are permutations and
combinations of all these techniques
and combinations that can be used
In any negotiation.

Insum, the licensing industry has
become more complex over the last
decade, and has gone through a pe-
riod of consolidation, retrenchment
and decline. As a consequence, the
negotiating process is more impor-
tant today than it ever has been. As
one sits down to renegotiate with
existing licensees or tobring a new li-
censee together in a negotiation, each
party must be far more critical and
concise in assessing their interests,

issues and realistic solutions—the
process of negotiating a license
agreement is not becoming simpler
it is becoming more complex.

Creative Re-negotiation

In the face of these facts, then, the
most critical issue facing a licensing
manager is how to extend a success-
ful but mature program. However,
a mature program doesn’t mean a
stagnant or static program. The fol-
lowing outlines some suggestions
on how to renegotiate and extend a
mature, successful program so that it
remains viable—and profitable.

* Add new licensing elements
(sub-brands, new technology, etc).

* Try co-branding or co-licensing.

¢ Extend licensee product lines
with new designs, logos, etc.

* Modify existing terms and restric-
tions. In other words, if you need to
be flexible, do so.

* Add parallel licensees. If you
have a retail licensee, add a direct-
mail licensee. If you have a mass-
market licensee, find a specialty
market licensee.

* Modify the definition of your‘
licensee’s product lines.

» Extend retail distribution up,
down or sideways, go up the chain,
down the chain or expand sideways
with direct marketing.

* Modify pricing strategies and
price points.

* Begin working with the licens-
ee’s distribution channel and retail-
ers. Involve them in timing, product
selection and off-peak promotions.

* Expand geographically. Go to
China. Go to Europe. Export.

* Reduce dependence of the pro-
gram on its core vehicle. If the core
vehicle is a patent or single logo
element, find ways to make the pro-
gram live beyond its lifespan.

* Encourage sub-licensing. At
the beginning of the program, you
may not want much sub-licensing,
but when you are in the fourth, fifth
or tenth year, you may want a lot of
sub-licensing. i

* Help your licensees when they
get into trouble. If they have poor
products, help them dispose of them.
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» Finally, a new look: New graph-
ics. new characters, new colors, new
o ‘Teatments.

aturity does not have to mean
stagnation. Remember, in licensing
and in the consumer marketplace,
the only constant is change. The
final thought is to remember that
the licensee always has a BATNA
(Best alternative to a negotiated
agreement). Therefore, an anal_vsis
of their alternatives, their interests,
their issues, their needs and their
positions is of paramount impor-
tance prior to beginning the rene-
gotiating process. If this analysis is
undertaken by a licensor in advance,
then the chance of renegotiating
and extending a mature program
increases dramatically.

PART III—HYBRID LICENS-
ING: A CASE HISTORY

We were involved as consultant
and advisor in a complex licensing
deal between two multinational food
companies. The deal would affect
both companies’ basic business for
perhaps the next 50 years.

mpany A, our client, is a pub-
s traded manufacturer and mar-
keter of consumer and commercial
food products. Well known for its
corporate name and brand, along
with other trademarks and brands
it controls, it is also respected for its
consumer marketing abilities in a
highly competitive environment.

Company B is a very strong pub-
licly traded multinational focused
on consumer foods. The parent
company has several strong divi-
sions and this deal involved its
snack foods operations. The divi-
sion is well known and thoroughly
respected for its ability to deliver, to
distribute and to merchandise in tens
of thousands of outlets.

This complex deal had five key
elements: use of the trademark and
brand name, production and tech-
nology know-how, manufacturing
capabilities, physical distribution
and delivery, and finally, merchan-
dising and marketing of product.

e five core elements were then
ded into two distinct agree-
ments and two sets of negotiations.
The first agreement covered the
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manufacturing elements including
plant construction, testing, product
development, etc. It also covered
the basic elements of marketing,
merchandising and distribution.
The second agreement, the licens-
ing agreement, covered the use of
the brand name and of packaging
and other production technology,
all provided by Company A.

There was substantially more than
simply a trademark and patent in-
volved: First, the marketing bundle
of rights along with the brand name
and trademark. Second, the technical
intangibles licensed in the technol-
ogy section of the agreement.

(See Table 1)
General Background

The two companies had mutually
identified a product category that
was ripe for a new competitor. The
category had been in existence for
several decades and was dominated
by a handful of competitors who
were strapped by high production
and distribution costs combined
with low efficiencies. Consequently,
Company B saw an opportunity to
build a market quickly that offered
annual sales volume between $300
million and $1.5 billion. However,
they lacked the product know-how
and suitable brand franchise which
Company A had.

There was a good marketing
match. Company A does an effec-
tive job of consumer advertising and
promotion and is superb at pulling
product through the distribution
channel via consumer advertising
and promotion. Company B, on the

other hand, is superb at pushing
product through multiple channels
via merchandising and pricing.
Jointly, therefore, they would decide
on and control effective trade and
consumer marketing programs. Fi-
nally, there was good use of Compa-
ny A's general product technology.
However, it meant that in addition to
negotiating the manufacturing and
distribution deal, it was necessary
to put together a license agreement
to cover the trademark and brand
name, along with the technology.

We were hired to help our client
review some of its alternatives,
including the possibility of having
a joint venture with Company B, a
pure licensing agreement, simply
private labeling and packaging for

them, or a combination of the above. .

In the final analysis, we believed that
a combination deal of manufactur-
ing agreement and licensing agree-
ment was best. Company A agreed.
We used the set of key factors that
helps predict success in a licensing
environment like this. As shown in
Table 2 there are 10 key factors we
considered in this licensing deal. The
match appeared to be exceptionally
good in this case.

Company A had broad goals or
primary issues they needed fulfilled
from this licensing agreement. The
first was to generate incremental
income from all of the assets em-
ployed in the license agreement,
both trademark assets and technol-
ogy assets. The second key interest
was to broaden their consumer and
trade franchise, increasing distribu-
tion and production while, third,
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ensuring that their image was not
cheapened or damaged.

Company B had four interests
that were clear to us. First, and most
important, was to better utilize its dis-
tribution capabilities. The second was
to spread distribution costs over prod-
uct lines. Third, was to launch a new
product line that it could not make.
The fourth and final interest was maxi-
mum cash flow and income.

The issues, which are secondary
to the key interests, also differed for
the two companies. The key issues
for Company A were:

* Potential damage to the name.

* The danger.of a short-term
arrangement.

* The loss of proprietary technology.

¢ The need for market-based
royaity rates.

¢ Annual royalty guarantees.

» Effective escape clauses. -

For Company B, the issues included:
* Use of unique technology.

» That new products were con-
tinuously developed.

* That the costs of promotion and
royalties remained manageable.

¢ That this not be a short-term affair.

* That the total cash paid to its part-
ner not be excessive in any given year.

* Effective escape clauses.

Finally, there was a key difference
in overall corporate philosophy,
operating style and management.
Company A is a production and
marketing-driven company. Com-
pany Bis distribution driven and has
a distribution mentality. Those two
diverse points of view and corporate
strategies had to be reconciled in the
license agreement, at the juncture
where sales and distribution inter-
cept manufacturing and marketing.
With these key thoughts in mind we
moved to establish a framework for
negotiating the deal.

Negotiating a Framework for
the Deal

We identified as many comparable
licensing transactions as were appro-
priate, and determined that a royalty
rate for use of the brand name and
other marketing intangibles would
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be between 2.0% and 6.0%. We
then undertook a similar exercise
for food technology licensing and
determnined the royalty rates were
somewhere between 0.5% and 5.0%.

After further research, we provid-
ed Company A guidance as to trade-
mark royalty rates and technology
royalty rates. We suggested royaity
step-ups with price increases and
royalty rates with volume discounts.
We helped establish minimum sales
levels and minimum royalties. We
recommended proportionate pric-
ing formulas, and addressed the is-
sue of branded product sales versus
unbranded product sales. We also
created a framework of approvals
over marketing, packaging, label-
ing, etc. And, finally, we provided to
each company a number of unique
escape mechanisms or exit clauses
that could be exercised in five-year
intervals—with a substantial fiscal
penalty should the escape-clause
mechanism be exercised.

By reducing the key terms and

conditions of the proposed license
agreement to a common deal memo,
we were able to help Company A
and Company B reach an agreement
on the following:

* Term and renewals

* Royalty rate scales

* Options

» Minimum sales clauses

s Minimum royalty clauses

¢ Test market details

e Channels of distribution

» Product definition

In essence, by reducing the nego-
tiating process to address the key
interests and issues, we were able
to condense the wanted result into
a one-page deal memo, from which
a full-fledged license agreement was
structured.
Conclusions

What conclusions do we draw
from this long but ultimately guc-
cessful process? Firs
- P t, that COrnp]ex
issues can be resolved and unified
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via a licensing agreement. Second,
that trademarks and technology
T ‘e married in one deal. Third,
ombination or hybrid deal will
plav an ever-larger role in the future
of corporate licensing and corporate
transactions in general. Finally,
when negotiating, get the parties
to separate their key interests from
the more minor issues. And, make
sure that each party understands
its BATNA.
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A Guide To Licensing
3iotechnology

BY KATRINA BILLS*

A discussion of the merits of licensing,
structire and elements of a licence, how
royalties are calculated and the issues
to be considered in drafting and nego-
tiation a licence agreement. This article
based upon an essay which won the LES
ANZ Prize.

1 Introduction

iotechnology by definition is
B the use of biological processes
to solve problems or make
useful products.’ Since the 1970’s
our understanding of biology has
expanded significantly. We now talk
about biotechnology as “‘a collection
of technologies that capitalise on
the attributes of cells, such as their
manufacturing capabilities, and put
iological molecules, such as DNA
and proteins to work for us.™

In 2001 in Australia there were.

an estimated 190 biotechnology
companies and 460 related bio-
technology companies generating
combined estimated revenue of
$1 billion.? Whilst publicly listed
biotechnology companies spent ap-
proximately $112 million on R&D,
an average of $3.2 million private
biotechnology companies spent
$1 million on R&D.* For the same
period, biotechnology represented
approximately 9% of the total gov-
ernment expenditure on R&D.?

In 2001 the Federal Government
allocated $20 million to the Biotech-

t. BIO 2003, “Editor's and Reporter's Guide

2003-2004: Biotechnology A New Link to

Hope,” avauable: wunuw.bio.org/er/BiotechGuide.

pif Accessed: 4/11/03, pl.

2. Ibid.

" Freehulls, Ernst & Young, 2001, Australian
otechnology Report 2001, Paragon Printers,

«ustralasia, Canberra, p7.

4. Thid,, pl0.

5. Ibid., p11.
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nology Innovation Fund which aims
to increase the rate of commerciali-
sation of Australian biotechnology
ventures. If an organisation meets
the programs eligibility criteria BIF
will fund up to 50% of the costs of es-
tablishing proof of concept to a maxi-
mum individual grant of $250,000.%
In parallel all state governments
have setup assistance programs for
biotechnology companies who are at
proof of concept stage.

But why are the governments so
keen to support this industry? The
United States Department of Com-
merce recently completed a survey
of more than 3,000 firms engaged in
biotechnology-related areas, they
reported that:’

* They employ more than 1.1 mil-
lion people;

* Have total annual net sales of
US$567 billion, operating income
of US$100.5 billion, capital expen-
ditures of US$29.5 billion and R&D
expenditures of US$41.6 billion;

* Have 33,131 pending patent ap-
plications for biotechnology prod-
ucts or processes and 23,992 current
portfolio biotechnology patents;

» Growth for biotechnology net
sales of just over 10%;

6. “Biotechnology Innovation Fund,” avail-
able: www.biotechnology.gov.au and www.
ausindustry.gov.au, accessed: 5/11/03.

7. Department of Commerce, Oct 2003, “A
Survey of the Use of Biotechnology in U.5.
Industry,” available: www.technology.gov/
reporis/Biotechnology/CD120a_0310.pdf, ac-
cessed: 5/11/03, p ix-xiii.

8. BIO 2003, “Editor's and Reporter’s Guide
2003-2004: Biotechnology A New Link to
Hope,” available www bio.orgfer/Biotech
Guide. pdf, accessed: 4/11/03, p9.

9. Gevurtz FA, Fall 2000, “Symposium:
Biotechnology and the Law: Biotechnology:
Business Organisation Issues,” Universify of
the Pacific McGeorge Law Review, 32, p238.

* They are investing about twice
as much in their biotechnology-
related lines of business as in their
businesses as a whole;

¢ Biotechnology related R&D
expenditure represents approxi-
mately 10% of total R&D expendi-
ture US.A.

In short, biotechnology business
is big business and is rapidly grow-
ing; the possibility of increased
employment, turnover, profit and
taxes is very real. The promise of
a cure looming for many diseases
which plague humankind is also a
powerful incentive. More than 325
million people worldwide have al-
ready been helped by more than 155
biotechnology drugs and vaccines
approved in the UJ.5.® whilst more
than 370 biotech drug products and
vaccines are currently in clinical tri-
als in the U.5.

However, organisations need as-
sistance to move from unprofitable
to being profitable, and that assis-
tance is in commercialising their
research, Many R&D organisations
do not have the skills, finance or time
to commercialise their research. Bio-
technology firms also have a need
for large investments of funds whilst
not being able to offer a return on
that investment for many years,” if
atall.

Why? Because biotechnology
companies are essentially selling
unproven technology, often with-
out an identifiable use or market.

*Katrina Bills is a lawyer with Clarke &
Kannr in Brisbane, Queensland, Australia;
and is the LES Australiz & New Zealand
Prize winner for the Queensland Univer-
sity of Technology 2003.
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Even if there is a known use and
market, it will still take many years,
to receive approval for the product
then produce it in sufficient quanti-
ties and quality for the end consumer
and provide a return on investment.
Added to this is a high-risk of unpre-
dictable catastrophic liability'® and
particularly in the area of human
health whether the use of technol-
ogy 1s “moral.”

This paper is to discuss the most
common commercialisation meth-
od in the biotechnology industry,
licence agreements!’ and offer
some advice on the factors to be
considered in drafting and negoti-
ating a licence agreement. Firstly,
it discusses the merits of licensing
then the structure and elements of
the agreement and finally provides
an explanation on how royalties and
other payments are calculated.

2 Why License?

A license is, according to Oxford
Compact dictionary, “a permit from
an authority to own or use some-
thing, do a particular thing, or carry
on a trade.” A licence agreement
may also co-exist with other types
of agreements such as to purchase
equipment, transfer employees,
provision of training or subsequent
technical assistance or to supply cer-
tain products or materials.?

Licensing did not gain favouras a
commercialisation method until the
1970s in western economies even
though it was used very effectively
by Japan to rebuild its industry,
develop dominance in a number
of fields including consumer elec-
tronics and modernise its chemical

and pharmaceutical industries after

World WarIl.? Today, licensing is the
most common method of commer-
cialisation in biotechnology.® Robert
Goldscheider attributes® the rise in

10. Tbid.

11. Medius Assoctations, 3 Oct 2001, “Roy-
alty Rates: Current Issues and Trends,”
available: hitp://pharmalicensing.com/features/
disp/1002119137 _3bbbife183dfe, accessed:
30/09/03.

2. Razgaius, R., Valuation & Pricing of Technol-
agy-Based Inteflectual Property, John Wiley &
Sons Inc., New Jersey, 2003, ’
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the use of licensing agreements to
four factors: .

1. Stronger patent protection;

2. Emergence of information tech-
nology (enabling the sharing, record-
ing and analysing of information);

3. Internationalisation of the mar-
ket place; and

4. The transient nature of many
workforces (has lead to an increased
focus on knowledge management).

Accompanying this is an in-
creased understanding of the value
of intellectual property (IP) and the
importance of realising a return on
their investment. Within the bio-
technology industry this is often
achieved by licensing their patents.
Many biotechnology companies do
not plan to commercialise patents
themselves. Instead they are sim-
ply interested in creating IP. Other
companies recognise that they do

not have the skills, resources or.

expertise to successfully commer-
cialise or can only do so in a specific
geographic area or field of use.

Licensing patents to other organi-
sations (licensing out) is a mecha-
nism which creates a revenue stream
which will support further R&D ef-
forts.’® It also allows them to retain
control over the use of the patent?”
whilst contracting with someone
who has the expertise to commer-
cialise the technology,'® ultimately
providing a better return than if they
attempted to do it themselves. The
licensee in return obtains products or
technology which would have been
more expensive and less efficient to
develop in-house.”

13. Goldscheider. Robent, ed., The LESI Guid:
to Licensing Best Pracnices, John Waley & Sons,
New York, 2002, p4

14. Medius Associations, 3 Oct 2001, “Roy-
alty Rates: Current Issues and Trends,”
available: http:/fpharmalicensing.com/features/
disp/1002119137_3bbb1fel183dfe, accessed:
30/09/03.

15. Goldscheider, Robert ed. 2002 The LES! Guide
to Licensing Best Practices, John Wiley & Sons
Inc, New York, p7.

16. Nielsen, ]., “Biotechnology Patent Li-
censing Agreements and Anti-Competitive
Conduct,” Regulating the New Frontiers: A
Symposium, Dec. 2001, p43.

17. Biotechnology Australia, Biotechnology [P
Management, Ausinfo, Canberra, 2001, p143.
18. Ibid.

A licence, if the terms are rea-
sonable and additional items such
as know-how are offered can also
discourage patent infringement.?
However, a licence does have some
disadvantages; ultimately what
these are will depend on the agree-
ment negotiated between the parties.
Commonly, these are:

¢ Difficult and time consuming
process of calculating license pay-
ments (royalties) which are intended
to recover for costs in developing
the IP*! and provide a reasonable
income stream for the licensor whiist
maintaining sufficient return for the
licensee;

* The licensor may be limited in
how they can use their own IP* once
the licence has been granted;

* Time and cost of ensuring the
performance of the licensee;”

* May end up negotiating with
more than one party;*

¢ Technology may not be able
to be commercialised or may be
superseded during the term of the
agreement.”

Many of these disadvantages are -
common to all methods of commer-
cialisation (e.g., acquisition, strategic
alliance, joint ventures) however,
none offer the flexibility afforded by
a licence, for both the licensor and
licensee. A licence agreement can en-
courage the use and dissemination
of technology, provide income and
avoid legal challenges to the patent,
if drafted carefully. In addition, all

19. Schreck PA & Simkin MM, “Licensing
and Intellectual Property concermns Relative
to Pharmaceutical and Biotechnology Col-
laborations,” available: wunw foleylardener.com/
FILES/tbl_s31Pubiications/FileUpload137/1412/
IPCollaborations1.pdf, accessed: 21/9/03.

2{). Tbid.

21. Schreck PA & Simkin MM, “Licensing
and Intellectual Property concerns Relative
to Pharmaceutical and Biotechnology Col-
laborations,” available: www foleyiardener.com/
FILES/thl_s31Publications/FileUpload137/1412/
1PCollaborations1.pdf, accessed: 21/9/03.

22, Ihad.

23. Middleton, G., “Licensing of Intellectual
Property,” ICCIR Iss 5 Sweet & Maxwell Ltd,
2000, p156.

24. Biotechnology Australia, Biotechnology IP
Management, Auslnfo, Canberra, 2001, p143.
25, Ibid.
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non-profit organisations were given
rovalty free licences and all licences
"ere non-exclusive.

A good example of this is the li-
cense agreement for the Cohen-Boy-
er patents which was held jointly by
Stanford and Columbia University
which expired in 1999.7 The terms
of the licence were deliberately®
designed to be generous to encour-
age the uptake of licences and as a
result, decrease the risk of litigation.
The licence required an upfront and
annual licensing fee of US$10,000.%
If the licence was executed within
five months of the first patent being
issued, five times the licence and an-
nual fees were credited back against
the earned royalties which were be-
tween 1-3% depending on the use
and products sold.® For example,
earned royalties were 2% of net
sales for use of the patented claimed
methods for transfected cells whilst
for recombinant proteins made by
the transfected bacteria (produced
using the claimed methods but not
covered in the patent) a royalty rate
of 3% of net sales applied.” The re-

lt was more than 350 companies
were licensed, no legal challenge was
made and US$225 million in royal-
ties were collected.>?

3 Key Components of the Li-
cence Agreement

The reason for licensing will often
affect the content of the licensing
agreement and, in particular, how
royalties are calculated. The most
common reasons for entering a li-
cense agreement are:

* Licensor (owner of IP) believes
it has the right and opportunity to
enforce its ownership of IP such
as an existing patent and seeks a

26. Thid,
27 Goldscheider, Robert, ed., The LESI Guide
to Licensing Best Practices, John Wiley & Sons
Inc, New York, 2002, p206.
28. Tbid.
29. Ibid.
30. Thid.

. Id.

.. Ibid.
33. Razgaitis, R., Valuation & Pricing of Technol-
ogy-Based Intellectual Property, John Wiley &
Sons Inc, New Jersey, 2003, p7-8.

Jure 2004

remedy against another party, who
if successful, will often become a
licensee. This is known as enforce-
ment licensing.

* Licensor has IP and other assets
which it believes will be of value to
the licensee. This is known as op-
portunity licensing.

* Licensor is exiting a particular
business area or redefining its role
in that area. This is known as dives-
titure licensing,.

* Licensor seeks a business partner
to provide certain resources to a joint
effort in further R&D. This is known
as partnering licensing.

* Licensor licenses to a new busi-
ness being formed expressly for the
purpose of commercializing the
technology by making and selling
products and services. This is known
as start-up licensing,.

* Licensee seeks out a licensor for
the purpose of securing rights to a
technology or preventing another
from doing so. This is known as op-
portunistic licensing.

The licence agreement itself is
made up of three parts: preliminary
information, terms and definitions
and the grant. It is important that all
parts are carefully drafted to ensure
that the licence agreement reflects
the wishes of both parties. Each
part will now be considered in turn
and wherever possible examples of
clauses will be provided to illustrate
the discussion.

3.1 Preliminary Information

Every licence agreement will con-
tain preliminary information that
will include identifying the parties,
the purpose and background to the
agreement (especially if prior agree-
ments between the licensor and k-
censee existed), and representations
by the licensor and licensee.

The licensor will be required to
state that they own the technology
referred to in the licence whilst the
licensee should state why they are li-
censing the technology and anything
else which is relevant.

3.2 Terms and Definitions

It is extremely important that
terms used in the licence agreement
are clearly defined. These will not
only be used by the Licensor and

\

Licensee but by the court, should a
problem occur. Some common terms
are discussed below.

3.2.1 Parties

It is important that the parties
are described fully, if the licence is
granted to a parent company and
its subsidiaries. It is prudent to
identify each of them, not just the
parent company.>
3.2.2 Licensed Property

This will typically include patents,
the licensors know-how and confi-
dential information.®*It may also in-
clude trade secrets and trademarks.
The property being licensed should
be listed in a schedule attached to
the main license agreement. This
schedule should include the patent
application or patent number, type
of patent, patent title, countries
where patent is issued or filed, fil-
ing and issued date.®

3.2.3 Improvements

Animprovement is “any modifica-
tion of a licensed product described
in a licensed patent, provided such
modifications, if unlicensed, would
infringe one or more claims of the
licensed patents.”™ Improvements
may include:

* “Anything that performs the
same function as the specifically
licensed invention in better or more
econormical way;

* Any beneficial modifications of
a component (or biological material)
useful in the licensed invention; or

34. “Structure of a Technology Transfer
Agreement (check-list),” available: www.
100ventures.com/technology_transfer/tt_con-
tract_checklist _byunido.html, accessed: 7/
11/03, sourced from Manual of Technology
Transfer Negotiation, General Studies Series,
United Nations Industrial Development
Organisation, Vienna 1996.

35. Biotechnology Australia, Bictechnology
Intellectual Property Manual, 2002, p149.

36. "Structure of a Technoiogy Transfer
Agreement (check-list),” available: www.
100ventures.com/technology_transfer/tt_con-
tract_checklist_byunido.html, accessed: 7/
11/03, sourced from Manual of Technology
Transfer Negotiation, General Studies Series,
United Nations Industrial Development
Organisation, Vienna 1996.

37. “Chapter 6A Government, University
and Biotechnology Licensing,” available:
www.lexisnexis.com/practiceareas/ip/pdfs/53/
CHbéa.pdf, accessed: 21/9/03.
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* Anything that performs func-
tions similar to those of the licensed
invention as described in a licensed
patentand infringes the claims of the
licensed patent.*2

In many cases the Licensor will
require that the Licensee provide
them with a right to use any im-
provements—this is known as a
grant-back. The Licensor will also
typically want the right to sub-li-
cence its right to use any improve-
ments to other licensee’s.

3.2.4 Field of Lise

This is used by a Licensor to nar-
row the uses of a licensed product by
the licensee. It may be using technol-
ogy for a particular purpose, deal-
ing with technology for or within a
particular industry. In biotechnol-
ogy and pharmaceuticals the field
of use is often based on a particular
medical condition.®

3.2.5 Net Sales

Net sales is often defined as gross
sales less discounts, commissions,
returns, taxes and other credits. It
is important to be clear on what is
included in net sales, particularly if
it will be used in calculating royal-
ties payable under the license agree-
ment.

3.2.6 Type of Licence

A licence can be exclusive, sole or

non-exclusive. Exclusive means that
the Licensee is the only party who
may make, have made, use and sell
the technology subject to any other
terms and conditions of the licence.

A sole licence, however, is similar
to the exclusive licence except that it

may include the right for the Licen-

sor to also carry out some or all of
these activities in the same territory
or field of use.* Whilst a non-exclu-
sive means that the Licensor may li-
cense to other parties in addition to
the Licensee. The Licensee may also
be granted the right to sub-licence.

38. Ibid.

39. Ibid.

40. Middleton, G., “Licensing of Intellectual
Property” ICCIR Iss 5 Sweet & Maxwell Ltd,
2000, p155.
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3.2.7 Licensed Territory

This is the geographical area
where the Licensor will be able
to make, have made, use and sell
the technology. Depending on the
agreement between the parties, this
may be a particular state, country or
worldwide. Often the Licensor may
also want to restrict the licensee from
selling to any entity who may sell
the licensed products outside their
licensed territory.*

3.3 Grant

This section of the licence contains
the details of the agreement between
the parties, such as the rights that
have been granted and restrictions
imposed.

3.3.1 Exclusive versus Non-Ex-
clusive

An exclusive licence is the highest
risk of the two types of licence. The
Licensor is banking on the licensee
being able to commercialise the
technology successfully and provide
the anticipated returns. An exclusive
licence can be tied to a particular ter-
ritory and/or field of use to lessen
this risk.

If the Licensee wants the Licensor
to continue research and develop-
ment on the technology then it may
request a sole licence. This allows
the Licensor to continue using the
technology in the same territory as
them but restrict it to a field of use of
research and development.

A non-exclusive licence allows
a Licensor to spread the risk of a
Licensee being able to successfully
commercialise the technology by
being able to licence to more than
one Licensee in a territory and field
of use.

3.3.2 Sub-licensing

If sub-licensing is allowed it is
important that the Licensor’s con-
sent be required. This has the dual
purpose of making the Licensor

41. Schreck PA & Simkin MM, “Licensing
and Intellectual Property concerns Relative
to Pharmaceutical and Biotechnology Col-
laborations,” avauable: wuw.foleylardener.com/
FILES/thl_s31Publications/FileUpload137/1412/
IPCollaborations1.pdf, accessed: 21/9/03,

aware of the existence of a sub-li-
cense and allows themn to determine
whether the grant of a sub-license
to that party is in its best interests.
Often, sub-licences will need to be
granted to enable the manufacture,
distribution and marketing of the
final product.®

Regardless of the reason, the
Licensor should require that the
Licensee use a standard license
agreement which will bind the
sub-licensee to the same terms and
conditions as the Licensee. Once the
sub-license has been granted, the Li-
censor should receive a copy of the
licence and regular updates from
the licensee.®® The Licensee should
also indemnify the Licensor against
any actions by the sub-licensee and
be required to collect any royalties
payable.®
3.3.3 Assignment

If assignment of the licence is al-
lowed, the Licensor’s permission
should be required before the licence
can be assigned. The Licensor may
also want to include a provision
which allows it to revoke the license
should the ownership of the Licens-
ee alter. This is to protect competitors
of the Licensor's obtaining access to
a license through acquisition.

3.3.4 Know-How & Technical In-
formation

In order to be able to make efficient
use of the patented technology, it is
often necessary that the Licensor
transfer its know-how (knowledge
of how to use it) to the Licensee.

Often some disclosure of know-
how and/or technical information
is provided prior to entering the
licence agreement. A formal agree-
ment, mirroring the requirements

42. McGinness, P., Intellectual Property Com-
mercialisation, p2.35,

43, Tbid.

44. “Structure of a Technology Transfer
Agreement {check-list),” available: wuww,
100ventures.com/technology_transfer/tt_con-
tract_checklist_byunido.html, accessed: 7/
11/03, sourced from Manual of Technology
Transfer Negotiation, General Studies Series,
United Nations Industrial Development

Organisation, Vienna 1996.
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in the licence to keep the know-how
and technical information confiden-
‘al should be entered into between
€ Licensor and prospective Licens-
ee before disclosure is made.

The know-how transferred should
be treated as confidential unless an
equitable exception ‘applies, that is:

¢ The licensee can prove, with
written records, is already known
to a licensee or is already in their
possession;**

* It was in the public domain prior
to disclosure by the licensor;*

* Becomes a part of the public do-
main by publication or by any other
means except an unauthorised act or
mission by the licensee; ¥

* Is received from third parties who
are under no obligation to maintain
such information in confidence;*

e Licensee can prove, with written
records, was developed by licensee
independent of disclosures from
licensor.®

Particular care is to be taken when
the patent has not yet been filed. The
usual practice is that the Licensor

7ill communicate the information
in their possession on commence-
ment of the agreement.®

Often the right to use the know-
how and technical information
under a licence agreement will not
incur the payment of an additional
fee®! although reimbursement of ex-
penses may be required. The licence
should specify:

45.%5tructure of a Technology Transfer
Agreement {check-list),” available: wwu.
100ventures.com/technology_transfer/tt_con-
tract_checklist_byunide.html, accessed: 7/
11/03, sourced from Manual of Technology
Transfer Negotiation, General Studies Series,
United Nations Industrial Development
Orgarnusation, Vienna 1996.

46, Ibid.

47. Ibid.

48. Tbid.

49, Ibid.

50. “Structure of a Technology Transfer

Agreement (check-list),” available: www.
I00ventures.com/technology_transfer/tt_con-
-act_checklist _byumdo. himl, accessed: 7/
1/03, sourced from Manual of Technology

Transfer Negotiation, General Studies Sertes,

United Nations Industrial Development

Organisation, Vienna 1996.

June 2004

(a) What information is regarded
as confidential? This should in-
clude any technical information
and know-how which is useful or
necessary to make use of the Li-
censed Product as specified under
the licence. If the know-how is not
already documented, then it is im-
portant that either at, before, or at the
time of making the licence or after
the know-how is transferred that
it is documented and confirmed in
writing., Any technical information
such as manuals, results, protocols,
etc., should be specified.

(b) Purpose for which it may be
used. This should be consistent with
the licence grant in a particular field
of use, territory and type of license
provided.

{c) Person(s} to whom and circum-
stances when it may be disclosed.
This should be consistent with the
licence grant in a particular field
of use, territory and type of license
provided.

(d) Require that all technical infor-
mation and any other written docu-
mentation relating to know-how of
the Licensed Products be returned
on expiration of the licence® and
that this extends to all employees,
suppliers and associated entities of
the Licensee.

3.3.5 Improvements

It is likely that the Licensee may
identify or discover improvements
to the Licensed Products during the
term of the license. As the improve-
ments will be owned by the Licensee
the Licensor will want to ensure that
Licensee is required to provide them
with a non-exclusive licence (with
the right to sub-license) any such
improvements.

51. Tbid.

52. Middleton, G., “Licensing of Intellectual
Property,” ICCIR Iss 5 Sweet & Maxwell Ltd,
2000, pl56.

53. “Structure of a Technology Transfer
Agreement {check-list),” available: www.
100ventures.com/technology _transfer/tt_con-
tract_checklist_byunido.html, accessed: 7/
11/03, sourced from Manual of Technology
Transfer Negotiation, General Studies Series,
United Nations Industrial Development
Organisation, Vienna 1996.

This allows the Licensor to of-
fer the improvements to any other
licensees for an additional fee and
may improve the value of the Li-
censed Products to potential licens-
ee’s and may extend the term of the
licence.

3.3.5.1 Restraints

A Licensor will want some control
over the way in which the Licensee
uses the licensed property. Usually
this will be that the Licensee must
obtain permission before sub-licens-
ing the technology and that they do
not use, make or sell a competing
product.®

The Licensor will also want to en-
sure that the Licensee, when selling
product using the licensed property,
does not sell it to a company which
exports or sells into a market outside
the Licensee’s territory. A Licen-
sor may also restrict the Licensee
production of products using the
licensed property according to a
minimum or maximum quantity or
volume of products sold or used.

3.4 Payments

Payments made under a licence
agreement can vary considerably,
however the most common way
payments are made are as either
a lump sum or a percentage of
sales (royalties) or a combination
of both.

An initial payment is usually
made when the licence agreement is
executed. Although it may be some
time before the Licensee can recoup
this cost, an initial payment serves
as a reminder of their obligation and
will encourage them to make their
best-efforts to commercialise the
technology. Milestone payments
may also be made—these are lump
sum payable on the occurrence of
specified events. Examples of these
are on filing or granting of patent,
commencing a particular stage of
commercialisation such as pre-clini-
cal development, obtaining govern-
ment approval or product launch.”

The type, amount and frequency

54. McGinness, P., Intellectual Property Com-
mercialisation, p245.
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of payments, will be determined by
a range of factors, including:

* Value of licensed property.

» Type of licence (i.e., exclusive or
non-exclusive).

» Whether sub-licensing is allowed?

¢ Whether royalties are paid in
advance or in arrears?

* Whether running royalties are
to be paid,

¢ The minimum amount of royalties.

* Length of the period for which
royalties are payable.

3.4.1 Royalties

Royalties are the most common
method of calculating payments
under a licence agreement. Royalties
are a fee paid for the use of the tech-
nology which is calculated according
to a base formula, and are usually
paid on a periodic basis. These are
often calculated with reference to the
Licensees net sales for products™ in-
corporating the licensed property”
or cost savings. Why? This is sim-
ply because net sales are a concept
which is understood by the general
community and the Licensee gener-
ally will be more willing to disclose
this information.®

Separate royalty calculations
can be used for use of the patented
technology and/or the know-how.
If know-how royalties are included,
they can often extend past the ex-
piration of the licence agreement.®
However, in biotechnology licence

55. Medius Associations, 3 Oct 2001, “Roy-
alty Rates: Current Issues and Trends,"
availabie: hitp-/fpharmalicensing.com/fentures/
disp/1002119137_3bbb1fe183dfe, accessed:
30/09/03.

56. McGavock, Haas & Patin, “Factors Affect-
ing Royalty Rates,” les Nouuvetles, Licensing
Executive Society, Jun 1992, p112.
57.Razgaitis, R., Valuation & Pricing of Technol-
ogy-Based Intellectual Property, John Wiley &
Sons Inc, New Jersey, 2003, pé4.

58. McGavock, Haas & Patin, “Factors Affect-
ing Royalty Rates,” les Nowwelles, Licensing
Executive Society, Jun 1992, pli2.

59. “Structure of a Technology Transfer
Agreement {check-list),” available: www.
100ventures.com/technolegy_transfer/tt_con-
tract_checklist_byurido himi, accessed: 7/11/
03 sourced from Manual of Technology Transfer
Negotiation, General Studies Series, United
Nations Industnal Development Orgamnisa-
tion, Vienna 1996.
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agreements more often than not,
only patent royaities are included
in the licence agreement.

There are also different types of
royalties, these are:®

* Wedding cake—these decreases
in rate with increasing sales.

* Escalating royalty—rate annu-
ally increases in-line with sales .

* Multi market royalty—differ-
ent, specified royalties are used for
individual products (fields of use)
and /or territories.

* Royalty free—as an aid to mar-
ket introduction, for goods that they
might anticipate selling as a result
of selling goods using the licensing
technology.

* Kicker—royalty premium paid
on occurrence of some milestone.
3.4.2 How do you find out the ap-
propriate royalty?

An appropriate royalty, is one that
is fair to both Licensor and Licensee.
Negotiations will often start ata rate
considered usual in that industry.®!

" The 25% rule is often referred to

amongst Licensing Executives.
Whilst an industry standard rate,
or range is a useful starting point
it does not offer any guidance as
to what should be contained in the
licence agreement or how the rate
should change depending on the
terms and conditions agreed.

Surveys show that where technol-
ogy is licensed in, the royalty rate
is generally lower than if the same
technology was licensed out.5? Ob
-taining quality information on
the actual range of royalty rates in
any given industry is difficult. A
number of companies in the United
States and United Kingdom provide
a subscription based service where

60. Goldscheider, Robert, ed., The LESI Guide
to Licensing Best Prachices, John Wiley & Sons
ine, New York, 2002, p32,

61. Marshal Lee, WM, “Determuning Reason-
able Royalty,” les Nouvelles, Licensing Execu-
tive Society, Sep 1992, p124.

62. McGavock, Haas & Patin, “Factors Affect-
ing Royaity Rates,” les Nouvelles, Licensing
Executive Society, Jun 1992, p109.

63. Goldscheider, Robert, ed., The LESI Guide
to Licensing Best Practices, John Wiley & Song
Ine, New York ,2002, p39

vou can search within industries
and technology groupings to find
out what figures have been used.
However, these are expensive and
the value is limited.

Licensing executives are often
guided by their client’s instructions
on what is acceptable to them; this
is often based upon ad-hoc inquiries
and personal knowledge of the in-
dustry. Whilst this suggests that the
rate is open to negotiation, in reality
both the Licensor and Licensee will
calculate the value of the technology
before commencing negotiation.
There are numerous methods for
calculating the value of technology.
The five most commonly used are:

1. Cost method.® This is how
much it cost the Licensor to cre-
ate the technology and is often the
minimum figure which will be ac-
ceptable to the Licensor. However,
Licensors typically do not keep
accurate records of how much the
research and development cost,
and as a result, this can often only
be an estimate.

The cost of development thus far
should not be used as the minimum
figure by the Licensor, as it does not
represent the cost to the buyer in
developing the same technology.
They may not have the same skills
and resources, the cost of their re-
sources may be higher and they may
not already be working in the field
of use or territory proposed.

2. Industry Standards.** As men-
tioned earlier, these are difficult to
ascertain and rarely have an exact
match to the type of technology
and particular arrangements of the
proposed licence. However, they are
a useful starting point.

3. 25% Rule.®® This is a rule of
thumb used by Licensing Execu-
tives as the starting point for nego-
tiations. It has been suggested that
for biotechnology the figure is lower
which represents the higher risk as-
sociated with that industry.

64. Goldscheider, Robert, ed., The LES] Guide
to Licensing Best Practices, John Wiley & Sons
Inc, New York (Ch 2: Technology Valuation,
Dr. Richard Razgaitis), 2002, p40.
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4. Discounted Cash Flow.* This
is where the projected cash flows

> buyer, net of all costs and invest-

2nts are used to identify the likely
profit of the Licensee in using the
technology. This is often combined
with a calculation of the net present
value of that return, the idea that
a dollar paid now is worth more
than a dollar paid at some time in
the future.

5. Monte Carlo Method.” This is
a statistical model, which will calcu-
late the range of possible outcomes.
It does not, however, consider the
effect of particular decisions along
the path to commercialisation.

3.4.3 What factors need to be consid-
ered in determining royalty rates?

In Georgia-Pacific v. United States
Plywood,®in 1970 the courts in the
United States listed 15 factors to
consider in determining a reason-
able royalty rate. These were sub-
sequently modified in Honeywell v.
Minolta, as follows:

* “Relative bargaining strengths
of the parties;

* Anticipated amount of profits
.nat the prospective Licensor rea-
sonably thinks they would lose
as a result of licensing the patent
compared to the anticipated roy-
alty income;

* Anticipated amount of net prof-

its that the prospective Licensee rea-
sonably believes they will realise;

* Commercial past performance
of the invention in terms of public
acceptance and profits;

» The market to be tapped;

* Any other economic factor that
normally a prudent business would,
under similar circumstances, take
into consideration in negotiating
the hypothetical license;

* Royalties received by the paten-
tee in licensing the patent, providing
or tending to prove an established
royalty;

65. bid., p42-44.
Ibid., p4d-45.
 Ibid., p45-6.
68. 318 F.Supp. 1116. 1120. 166 U.S.P.Q. 235,
238 S.D.NLY. (1970); modified 446 F 2.2d 295,
170 U.S.P.Q. 369 (2nd Cir 1971).
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* Rates paid by the licensee for the
use of other patents comparable to
the patent;

* Licensor’s established policy
and marketing program to maintain
their patent monopoly by not licens-
ing others to use the invention or by
granting the licenses under special
conditions designed to preserve that
monopoly;

* Commercial relationship be-
tween the licensor and licensee; and

* The effect of selling the patent.”

The courts have also accepted that
an infringer should pay more than
a willing Licensee.”™ However, from
a strategic point of view, a Licensor
and Licensee will consider a number
of factors, some of which are based
on those applied in Georgia-Pacific v.
United States Plywood 7 including:™

* Scope and strength of IP rights.

Generally, the stronger the IP protec-

tion available the higher the value

because it is easier for the Licensor

to enforce their rights. For example,
the licensing of a patent will attract
higher payments than the use of
know-how because the patent is
published and hence, the Licensor
is afforded a statutory right of ex-
clusivity of the patent for a specified
period.

¢ Territory and field of use grant-
ed. The value of the territory and
field of use will be determined in
biotechnology, by the potential ap-
plications of the technology. If itis a
technology which for example, will
treat Alzheimer’s, the potential for
its use is world-wide. With the cost
of commercialising a drug estimat-

69. Civil Nos. §7-8748, 88-1624 (D.N.]. Jan
28, 1992) as quoted in Cullern, ]G, “Panning
for Biotechnology Gold: Reach-through
rovalty damage awards for infringing uses
of patented molecular sieves,” IDEA: The
Journal of Law and Technology, PTC Research
Foundatton of Franktin Pierce Law Centre, 1999,
vol 39 at553.

70. Marshal Lee, WM, **Determining Reason-
able Royalty™, les Noupelles, Licensing Execu-
tive Society, Sep 1992, p125.

71. 318 FSupp. 1116. 1120. 166 U.S.P.Q. 235,
238 5.D.N.Y. (1970); modified 446 F 2.2d 295,
170 U.S.P.Q. 369 (2nd Cir 1971).

72. Medius Associations, 3 Oct 2001, “Royalty
Rates: Current Issues and Trends,” available:
hitp://pharmalicensing.com/features/disp/100
2119137_3bbb1fel183dfe, accessed: 30/09/03.

ed at more than 5200 million™ the
territory must be large enough to
not only recover the costs of taking
the drug to market, but also provide
an acceptable level of profit to the
Licensee.

* Type of Licence. An exclusive
licence has more value than a sole
or non-exclusive licence. This is
because the Licensee alone has the
ability to commercialise the technol-
ogy and hence, 100% of the return on
the technology, less any obligations
under the license agreement are re-
turned to them.

* How innovative is the technol-
ogy? If the technology represents a
great leap forward which will result
in large cost savings in production
of technologies or provides the
first solution to a problem which is
widespread, such as a cure for can-
cer, the value of the technology will
be higher than if it has simply made
a process more efficient.

¢ What is the useful life of the

technology? If the technology repre-

sents the first solution, the useful life

may be the same as the patent life.

However, if there is a lot of research

and development occurring in this

area, there is a real risk that at any

time, another organisation may pat-

ent a technology which supersedes’
the licensed technology.

* What is the risk of commerciali-
sation? This is not just the potential
liability if something went wrong for
the consumer, but also the likelihood
of being able to successfully com-
mercialise technology at or below
a particular cost. If the cost of com-
mercialising the technology exceeds
the potential returns, no matter what
advances it represents, the Licensee
will make a loss.

¢ Is the technology aligned with
the Licensee’s strategy? The closer
aligned the technology is with the Li-
censee’s strategy the more appealing
it will be. Thus, a willing Licensee
should pay a higher price than one
which needs to be convinced of the
worth of the technology.

73. Yamaski, M., “Determining Pharmaceuti-
cal Royalties,” les Nowwvelles, Licensing Execu-
tive Society, Sep 1996, p112.
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* What is the current stage of de-
velopment? Generally, the closer a
technology is to commercialisation the
higher the royalty rate.™ In a survey
completed in 2001 by Medius Associ-
ates, it was reported that the average
royalty rates by stage of development
were: pre—clinical 0-5%, Phase 1 5-10%,
Phase 1I 8-15%, Phase 3 10-20% arid
launched upwards of 20%.

* The financial stability and his-
tory of the Licensee. As with any
transaction, the Licensor will want
to ensure that the Licensee will con-
tinue to operate through the license
period and that they have a track re-
cord of successfully commercialising
similar technologies.

* Does a market already exist or
will it need to be created? This is
the classic technology push/pull
dichotomy. Technology is either
created in response to a demand
{technology pull) or must create a
demand in the market (technology
push).” This holds true for biotech-

nology. Often the technology pull

will be the need for a treatment
or cure for an ailment or problem.
Whilst applications which do not
solve a specified problem or do so
in a radical way will require the
market to understand the technol-
ogy and feel safe in using it before
the market will it accept it. A good
example of this is genetically modi-
fied foods. Whilst the idea is good,
the perceived risk by consumers is
high, until this is reversed, those
that commercialise in this area will
have to expend significant funds to
convince consumers to purchase
their products.

* Does the technology incorpo-
rate any third party IP? If so, will
additional royalties be paid to the
third party and what, if any, are the

74. Medius Associations, 3 Oct 2001, “Roy-
alty Rates: Current Issues and Trends,”
available: http:/fpharmalicensing.com/features/
disp/1002119137 _3bbb1fel183dfe, accessed:
30/09/03

75. Betz, F., Strategic Technology Management,
Mc-Graw-Hill Engineering and Technology
Management Series, Mc-Graw Inc: USA,
1993, p8, 14, 113-14, 132, 135 and Twiss, B.,
Managing Technological Innovation, 4th ed, Pit-
man Publishing: London, 1992, p9, 89.
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terms of their licence agreement.
This is known as reach-through
royalties. If additional royalties are
to be paid, the Licensee will want to
deduct these from the total royalties
to be paid to the Licensor and either
remit them to the third party directly
or require that the Licensor do so.

3.5 Patent Provisions

Generally, the Licensor has the
responsibility for prosecuting and
maintaining licensed patents, how-
ever, it is not uncormnmon to make the
Licensee responsible for prosecuting
and maintaining the licensed patents
in their territory, particularly if they
are an exclusive licensee.” This may
also extend to improvements to the
licensed patents, if specified in the
licence agreement.

If the Licensor is responsible, they
will want the Licensee to notify them
in writing of any potential infringe-
ment to the licensed patent that they
become aware of. The Licensor will
often reserve the right to decide
whether to prosecute an infringer.
If they decide not to prosecute,”
the Licensee may wish to have the
right to prosecute. The Licensee
should also request the inclusion of
a payment relief clause which comes
into effect if the Licensor does not
prosecute an infringer who is active
in their territory.”

3.6 Duration & Termination

A licence agreement which is
based on a patent will usually expire
when the last of the licensed patents
expires or if none of the licensed pat-
ents remain m effect.” In Australia, if
the term of the licence extends past

76. “Structure of a Technology Transfer
Agreement (check-list),” available: www.
100ventures.com/technology_transfer/tt con-
tract_checklist_byunido. htnil, accessed: 7/
11/03, sourced from Mmrual of Technology
Transfer Negotiniion, General Studies Series,
United Nations Industrial Development
Organisation, Vienna 1996.

77. “Structure of a Technology Transfer
Agreement {check-list),” available: www.
100ventures.contftechnology_transfer/tt_con-
tract_checklist_byunido.htmnl, accessed: 7/
11/03, sourced from Manual of Technology
Transfer Negotiation, General Studies Series,
United Nations Industrial Development
Organisation, Vienna 1996.

78. Tbid.

the actual expiry date of the licence,
regardless of the provisions within
the licence itself, either party upon
giving three months notice to the
other party may terminate the li-
cence agreement. This notice will not

represent a breach of contractevenif

contrary to terms of the contract.®

A licence agreement may also be
terminated because of a breach by ei-
ther party such as non-payment, late
payment, insolvency or receivership
or change of ownership.*! On termi-
nation, it is important that it is clear
what the continuing obligations of
both parties are, it is suggested that
at a minimum it should include:

* A requirement for prompt pay-
ment for all money due or accrued
including interest for the time in
arrears.

¢ Immediate return of all confi-
dential information, not only the
initial copies provided but any
subsequent copies made.

* A clause specifying that the use
of the licensed technology is no lon-
ger permitted,

* A penalty which is comparable
to the lost income whilst finding a
replacement Licensee and for that
Licensee to be returning to the Li-
censor the same level of income as
the previous Licensee.

* A clause reminding the Licensee
that confidentiality obligation sur-
vives the termination of the licence.

3.7 Most Favoured Licensee (MFL)
The purpose of a most favoured

licensee clause is to prevent a sub-
sequent licensee from obtaining a

79. “Structure of a Technology Transfer
Agreement (check-list),” available: www.
100veniures.com/technology_transfer/tt_con-
tract_checklist_byunido htmi, accessed: 7/
11/03, sourced from Manual of Technology
Transfer Negotintion, General Studies Series,
United Nations Industrial Development
QOrganisation, Vienna 1996.

80. 5145(2) Patents Act 1990 (Cth).

81. “Structure of a Technology Transfer
Agreement {check-list),” available: www.
100ventures.com/technology _transfer/tt_con-
tract_checklist_byumido.html, accessed: 7/
11/03, sourced from Manual of Technology
Transfer Negotwation, General Studies Series,
United Nations Industrial Development
Organisation, Vienna 1996.
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license on more favourable terms

than them. Whilst a simple concept,
ing a clause which works is not
Sy as it sounds.

The main problem is how to com-
pare licence agreements. What if the
licence is for different territories,
fields of use or is calculated using
different payment options? Should
it only be a comparison of financial
obligations or all the terms and con-
ditions of the licence agreement? In
drafting a MFL clause you should
consider whether it:

* Extends to all other licenses for the
licensed property or only future;2

* Applies to other licenses that
have the same/substantially the
same scope;®

» Applies to express licence or
extends to implied;*

* Applies only to royalties or other
consideration terms?®

It is also important to consider
to what extent the licensor has an
obligation to disclose terms of alter-
native licence. A simple compromise

'+ be to give the Licensee first

t of refusal for any subsequent
licences the licensor may propose to
give.® It is also important to consider
what, if any, rights the Licensee is
entitled to if the Licensor breaches
its obligations for example, non-
disclosure of a more favourable
licence agreement.

3.8 Warranty and Indemnification

Licensor may not agree to warrant
the validity of the licensed patents
and may not assume an obligation
to defend or indemnify the licensee
against a third party suing the li-
censee for patent infringement.¥

82. McGinness, P., Intellectual Property Com-

mercialisation, p238-9.

83, Ibid.

84. Tnd.

85. Ibid.

86. Ibid., O'Reilly, DP & Morin MA, “Troubles

for Most-Favored Licensees,” les Nouvelles, Li-

censing Executive Society, Mar 1998, p31.

87. “Structure of a Technology Transfer

Agreement {check-list),” available: www.

’ ntures.com/technology_transfer/tt_con-

shecklist_byunido.htmi, accessed: 7/

+, sourced from Manual of Technology

Transfer Negotintion, General Studies Series,

United Nations Industrial Development

Organisation, Vienna 1996.

94 June 2004

However, a Licensee will require
some level of warranty by the Li-
censor before they enter into the
licence agreements, at a minimum?®
the Licensee will want the Licensor
to warrant that:

» They own or have the right to
use the licensed patents;

» They have disclosed all the rel-
evant know-how and/or technical

-information;

* There is no current or threat-
ened action regarding the Licensed
Property;

The Licensee will also want the
Licensor to indemnify them with
respect to these.

3.9 Other Provisions

The standard notices with respect
to severability, entire agreement,
force majeure, notices, taxation,
insolvency, dispute resolution and
applicable laws should not be over-
looked. It is also important to consid-
er how defaults by either party under
the agreement will be treated.

If royalties are to be paid and defi-
nition of what records willneed to be
produced and kept by the Licensee
with respect to royaity payments will
also be required. As'will a provision
which will enable the Licensor to
audit the Licensee to ensure that
they are adhering to the terms of
the licence.

4 Conclusion

It has been suggested that when
negotiating a licence agreement par-
ticular attention should be paid to:

* Amountof and structure of com-
pensation to licensor, in particular if
payments are linked to achievernent
of milestones then due-diligence pro-
visions must be included to ensure
that the Licensee makes best-efforts
to commercialise the technology at
the expected rate;*

88. Ihid,

89. Goldscheider, Robert, ed., The LESI Gunde
to Licensing Best Practices, John Wiley & Sons
Inc, New York, 2002, p211-212.

90. Tbid.

91. Ibid.

92. Ibid.

93. Tbid.

» Termination provisions;*

* Confidentiality”-—not only with
respect to the Licensed Property but
also that the Licensor treats any in-
formation provided by its Licensee
as confidential;

* Control of patent prosecution &
litigation which should remain with
licensee to avoid its patent rights
being jeopardized/biased towards
licensor’s field.”

However, I believe that the most
important consideration is the stra-
tegic objectives of the Licensor and
Licensee and that all decisions to
be made in negotiating the licence
agreement will be based on these ob-
jectives. Itis also imperative that you
understand the general principles of
intellectual property protection and
understand, at least generally, what
the licensed technology is and it's
potential #

In the biotechnology industry,
where the primary IP is patents,
licence agreements can offer organ-
isations a real alternative to commer-
cialising the technology themselves.
Whilst there are advantages and dis-
advantages to consider in deciding
whether a licence is appropriate, in
the end it will depend on the strate-
gic objectives of the organisation.

If the organisation is solely fo-
cussed on research and develop-
ment, they are more likely to licence
out their technology. However, if
they are an organisation, such as
a large pharmaceutical company
whose research and development
area is part of the same or an affili-
ated organisation, they are less likely
to licence out the technology.

Licence agreements, if they are
negotiated to meet the strategic
objectives of both the Licensor and
Licensee, can provide a win-win
outcome for both parties.

EDITOR’'S NOTE: The full text
of the original essay upon which this
article is based, including a bibliog-
raphy of materials and a collection of
suggested clauses to implement the
recommendations in this article, can be
found at <www.clarkekann.con.au> or
obtained from the author at <katrina@
taltingan.com.au>.
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Mexico and other Latin American countries are no longer the investment
options they were for global manufacturing facilities. However, says Hector E
Chagoya of Becerril Coca & Beceril in Mexico City, investors should turn their
eyes to Mexico as a good option for undertaking R&D activities at low cost

As a country involved in a large number of
free trade agreements, a majority of the
investors that have shown interest in Mexico
have focused on analysing the safety and
convenience of investing in production,
manufacturing or sales of goods and services,
By contrast, they have never seen Mexico as
& potential site from which to develop
inteltectual assets. However, for those
prepared to look, Mexico offérs great
opportunities to develop intellectual assets at
low cost.

Why Mexico?

The Mexican IP system provides for sufficient
protection for technology through a variety of
legal resources such as patents, trade secrets,
trademarks and other IP rights, all of which are
compatible with international IP standards.

Of note is that Mexico has two legal
provisions protecting R&D activities: namely, a
clear and direct law protecting freedom to
research; and also an express provision for
prior use of technology as non-infringing
activity - this means that puiting into practice
a technology or making the arrangements to
do so before the fiiing date (or priority date) of
a third party's Mexican patent cannot be
considered patent infringement. This is a good
oppertunity for US companies to avoid
potential legat action in the US given the
recent US court decisions re'stricting the
scope of the freedom to research.

Another very important point to consider s
that coliecting Mexico's overwhelmingly vast
biolegical material and genetic resources will
become more and more difficult as
negotiations at WIPQ on treaties protecting
traditional knowledge and access to genetic
resources advance. In fact, certain ecological

regulations have already made these kind of
activities more difficult by restricting the ability
to collect to those who have been issued with
an authorisation by the community to which
such materiais pertain. This will increasingly
make it more appropriate to conduct research
on these materials inside Mexico rather than
transferring them abroad.

As for R&D capabilities, according to the
statistics of the National Council for Science
and Technology (CONACYT, after its Spanish
initials), a council in charge of R&D activities
in Mexico, for the years 1998 to 2002, the
average impact of science and technology
publications {number of citations/number of
publications) of some countries with high
scientific activity was between 5.0 and 6.1.
The average impact of the scientific work of
Mexico is 2.5, However, under the
classification of the Institute of Scientific
information ([S1) in the areas of astrophysics,
immunology and molecular biology, the impact
of the work of Mexicans is above 5.8, two of
which are areas of great importance in the
area of biotechnology. In addition, the
industry-science relations statistic of the
QECD reveals that Mexican scientific article
citations in US patents are among the first 10
in percentage, weil above the QECD countries
average. Surprisingly, R&D funded through
venture capital in Mexice does not exist to a
significant extent.

One other factor to consider is that since
2002 the Mexican government has made
efforts to provide taxation and financial
benefits to companies with R&D projects.
Unfortunately, these benefits have been
underused, with only 20% of the resources
available used for years 2002 and 2003.

The above facts lead to the conclusion that
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perforrming R&D activities in Mexico should be
evatuated carefully as a very good option for
obtaining inteilectual assets in key areas of
technology at low cost.

Mexico is atfractive not only as an option to
invest in R&D. but aiso as a place in which to
license technology packages for the internal
market, pimarily in its main cities. As an
example, according to the statistics of the
Mexican Assoctation of Franchising, there are
about 550 franchisers in more than 65 areas
with 35,000 sale points all over the country,
with about 60% of the franchises being of
Mexican origin and about 35% from the US.
The relevant areas in franchising are food and
restaurants, services, clothing and
construction, and real estate. According to the
same organisation, 96% of the franchises
achieve ROl in four years or less and 36% of
the franchises in the second year.

The relationship between IP laws

and other laws reiating to industry or
commercial sectors .

In generai, licensing, technology transfer or
other IP-reiated contracts are not specifically
reguiated by Mexican law. However, depending
on the kinds of rights to be negotiated,
different faws should be taken into account in
transactions tnvolving IP because there are
some provisions affecting licensing or
assignment of nghts.

tn franchising contracts, there are several
issues that must be included Iin contracts
under the Mexican Industrial Property Law
(IPL} and it$ regulations. The provisions in
general relate to the kind of information that
the franchisee will rece:ve and other general
aspects of definition of the 1P rights involved
in the franchise licence. However, franchise
contracts should be analysed in view of the
IPL in order t& avoid any pessibility of therr
nuliification.

Franchisors should exercise extreme care to
ensure that their IP rights are duly registered
in Mexico in order to be able to enforce them
properly in case of termination of the
franchising contract and to avoid-further
misappropriation of technology by the former
franchisee. It is also wise to bear in mind that
the'concept of trade dress is not defined in
Mexican law. and that protection of trade
dress is usually achieved in Mexico through a
combination of various IP rights covering
different aspects of the franchise, mainly
through provisions on unfair competition
included in the IPL.

In the pharmaceutical sector. the Mexican
Law on Health and the IPL are always
extremely important for licences or
transactions involving pharmacetticai

products. Recently bath laws have been
modified to provide for the so-catled linkage-
system, which provides for a mechanism
through which the heaith authorities are able
to obtain a formal opinion from the Mexican
Institute of Industrial Property (the Mexican
Patent Office} on whether or not a
pharmaceutical product is covered by a
patent. In addition, there 1s an cbligation on
sanitary registration applicants tc declare that
the product for which they are seeking
registration is not patented. Furthermore, the
Mexican Patent Office issues an official
gazette that must include all granted patents
covering an active pharina principle.

It should also be taken into account that as
a result of the WTO’s Doha negotiations, the
compulsory licensing provisions of the IPL
were modified in Mexico to make them
consistent with the principles of Dohia in
regard to access to medicines. Therefore,
compulsory licensing is possible in regard to
pharmaceutical products, but only in cases of
national (ie, Mexican) emergency or threats to
national security, although up to now there
has been no case where this provision has
been invoked., Mexico has not officially
become an exporting country under the Doha
procedure; neither is it recognised as a
suitable importing country.

For licensing or IP transfer contracts related
to manufacturing, distribution and engineering
projects, all the standard international
commercial rutes and provisions should be
taken into account, and the provisions of the
free trade agreements of which Mexico is a
part should be looked at very carefully to
determine taxation issues and responsibilities
for importation and exportation.

When it comes to contracts of any kind
involving thotechnology, it is customary and
advisable, as in other countries, to sign
material transfer agreements before
evaluating a biological material and before
ohtaining & licence for it.

However, in the performance of biotechnology
related R&D activities and the contracts
governing the same, the provisions of other laws
such as the Law on Ecotogy, the industrial
Property Law, the Copyright Law, as well as the
provisions of international treaties that might be
entered into at WIPQ related to access to
genetic resources, should be taken into
account. Lack of compliance with any of these
could lead to loss of ownership of IP rights or
nullification of provisions of the contract.

Copyrights licensing, including compuiter
programs, is probably the most complex area
for technology transfer. The Mexican Federal
Copyrights Law includes restrictions limiting
the term of assignments of copyrights, as well
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as other restrictions related to sponsored
developments, that should be carefuily
considered depending on the kind of
copyrights involved. A highlight to consider is
that assignments cannot be definitive and are
only allowed for a maximum of 15 years
unless a justification of a longer term due to
the investrment needed for exploitation or the
like is shown.

Although the above are the general
provisions concerning some of the major
argas in techneology licensing in Mexico, in
every sector there are specific provisions to
consider, such as compliance with official
standards, and other regulations and laws
that should always be taken into account
when licensing in Mexico.

Federal Economic Compatition Law
Although licensing, technology transfer
contracts and ather IP intensive transactions
are not specifically restricted by law, it is also
very important to take into account that, as
n other jurisdictions, the operation of these
contracts in the market may affect
competition.

The mere use of IP rights is not considered
a monopolistic action under Mexican law.
However, under the Mexican Economic
Competition Law, any relationship that could
prevent competition can be studied and
punished by the Commission in charge of
these affairs if a third party informs the
Commission of such an allegedly iilegal
agreement.

Although ficensing cantracts have not been
analysed by the Commission up to now, not
informing the Commission of a determined
contract that could have the risk of affecting
competition may lead to fines and other
punishments for the parties. Therefore,
international general rules of competition
should be followed in drafting a contract
involving competitors, costs or other
conditions affecting the market.

Taxation and valuatlon of intangibie assets
In signing licensing, manufacturing or joint
development contracts, the free trade
agreements of Mexico, the taxation benefits
provided for R&D investment and the special
taxation provisions for royalties in Mexico
should be taken into account.

Mexican accounting practices are still very
reluctant to atlow for intangible asset values
to be expressed. However, the trend towards
allowing the incorporation into accounting
practices of intangible assets is under study
and development and, as in other
jurisdictions, technology transfer makes it
possible to give IP assets a value.

For all licensing contracts to have effect on the
proof of use of an IP nght by the licensee, or
to make an assignment effective before third
parties, it is necessary to register the contract
or assignment with the authority In charge of
prosecution of the corresponding right.

As the main provisions of the contracts are
left t0 the parties, the general principies of
licensing should be applied to licensing
contracts in Mexico, such as IP ownership,
royalty payment caleulation and reporting,
confidentjality obligations, ownership of future
deveiopments of IP, termination conditions
and rights for IP enforcement.

Remarks on R&D contracts

Possibly one of the most important and

complex issues in R&D contracts in Mexice is

P gwnership. Mexican law is silent in regard

to ownership of sponsored work, except in the

case of employees” inventions or copyrights
where the rights are assigned, at least in part,
to the inventor unless otherwise agreed upon
by the parties.

There are ctear provisions in the Federal
Law on Labour and in the Federal Copyright
Law and the IPL governing ownership of
inventions of employees that should always be
taken inte account, In any other cases, the
lack of provisions of the law in regard to
ownership of sponsored work could potentially
benefit the inventor or its employer. Therefore,
ownership of joint developments or sponsored
developments should be defined beyond any
possible doubt 1n an agreement.

In this context, and in order to ensure [P
ownership to the sponsor of a project, a
contract for the joint deveiopment of a
technology with a Mexican entity should be
drafted including at least the following
provisions:

* Name of the researchers or scientists that

will participate and an obligation not to

include further researchers uniess
authorised by the parties.

IP ownership assigned to the sponsor

clearly In the contract, including that which

results both from the project or from the
use by the sponsor after the project.

Obligation to obtain an assignment from the

researchers of the inventions rasulting from

the project.

* A statement from the Mexican party that the
researchers wiil be paid in accordance with
the Mexican laws for the inventions
developed under the project with no further
obligation to the sponsor,

« |f the outcome of the project can be
protected through copyrights (eg computer
programs, architectural projects or the fike),

Licensing in the Boardroom 35



it is necessary to state clearly in the
contract that the rights beiong to the
sponsor and that the outcome will be
considered as a sponsored work under
Mexican laws.

In addition, it is very important to vernfy
whether the researchers are employees or
consultants. If the advice of an external
consultant is used for the project, then the
consuitant should sign the same agreement or
a separate agreement in order to ensure the
IP ownership goes to the sponsor.

On the other hand, if materials are collected
within Mexico and the research is to he
coenducted within Mexico by a Mexican
research institution, permissions and
assignment of ownership of the result to the
sponsor will probably be relatively simple.

As for the governing taw, in any contract
involving R&D activities to be performed in
Mexico by a Mexican firm, choosing Mexican
law for interpretation of the contract seems to
be the best thing to do. In the first place,
usually the researchers are employees of the
Mexican firm and law assigns their inventions
and copyrights to the empioyer. Therefore, if
the contract includes a clear provision
assigning IP rights from the Mexican firm to
the sponsor, it could be easier to recover IP
rights in case of controversy.

Finally, it is important before initiating the
R&D activities to look for benefits in
governmental R&D programmes. In some
cases government funding can be helpful to
reduce investment risk. However, extreme
care should be exercised in regard to the
conditions of such funding, because
conditions may include restrictions in IP
ownership or obligations to operate the
resulting technology under certain conditions,
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| Interaction

'tween Industry

and Universities

FILIP DE CORTE*

COLLABORATIONS BETWEEN
UNIVERSITIES AND INDUSTRY:
THE CONCEPT

Collaborations between certain
departments of university and
industry have always existed in
modern times. However, some-
thing has clearly changed over the
last years. Particularly in the area
of biotechnology and chemistry,
collaboration between universities
and the pharmaceutical industry
has increased dramatically. Even
well into the 1980s, the R&D organ-
izations within European industry
only had but a few formal research
collaboration agreements with

" rersities. Nowadays, negotiat-

and managing contracts, be

it research collaborations, agree-
ments for research fellows, agree-
ments for contract work, Material
Transfer Agreements, secrecy
agreements, Is becoming a key
process within an industrial R&D
organization. So what has hap-
pened? Pharmaceutical companies
started to realize that they did not
have the monopoly on good ideas
and that any one company could
not expect to generate more than a
fraction of the totality of valuable
intellectual property. It dawned
upon the industry that no company
could expect to survive solely on
what it can generate internally.
Moreover, the investment commu-
nity started sharing these thoughts.
Indeed the stock market rewards
those companies that announce
one research collaboration deal
after another. On the other hand,
universities started to realize that
research actually generated

1., ortant intellectual property and
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that they could become crucial
partners for the industry. Said part-
nership could then generate
income for university laboratories
where money is always a scarce
resource. This trend of increased
collaboration between industry
and universities started in the
United States and, particularly, the
enactment of the Bayh-Dole act of
1980 changed a lot in the United
States: it allowed the universities to
reap the actual benefits of the intel-
lectual property they themselves
had created.

EXPECTATIONS OF UNIVERSITIES
VERSUS EXPECTATIONS OF
PHARMACEUTICAL INDUSTRY

The relationship between univer-
sities and industry is not a mar-
riage made in heaven. There clearly
is a clash of two different worlds.
And this clash is the basis of some
of the difficulties that are encoun-
tered with research collaborations
between industry and universities.

Universities

Researchers at universities are
trained in the scholarly tradition
that holds academic freedom as a
valuable good. It is generally held
that academic freedom can be ham-
pered or frustrated if research were
to be restricted by religious, politi-
cal or economic pressures. Hence,
universities feel very strongly
about full freedom in research and
especially full freedom in the publi-
cation of the results. Based upon
that same idea of academic free-
dom that research should not be

hampered by—amongst others—
economic influences, the university
inherently is embedded in a “not-
for-profit” environment or atmos-
phere. The topics of research are
more determined by human curios-
ity and the field of interest of a
researcher. It is not uncommon that
the focus of the research that is
performed in a laboratory shifts
over time. New, more interesting
avenues are explored and create
the basis for other and further
research. University laboratories
have a limited project portfolio due to
increasing specialization. Concerning
compensation, a university labora-
tory is probably seeking two
things: a short term income inde-
pendent upon results but rather
dependent upon the amount of
effort that has been invested and
(hopefully) a royalty stream related
to a product that would hit the
market.

Industry

How different is industry! There,
knowledge is perceived as a prop-
erty that has been acquired by
investing money in research. This
intellectual property should be pro-
tected and industry expects this
knowledge to give a certain return
on investment. Hence, publish-
ing—although not contrary to the
objective—is not always a prierity.
Clearly industry is for-profit. The
main objective of the pharmaceuti-

* The author is a European Patent
Attorney and the Senior Director’
General Services [RF and Head of the
Patent  Department at  Janssen
Pharmaceutica NV, Beerse, Belgium.
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cal industry is to discover and
develop new marketable drugs.
Therefore, the research effort is
more focussed. However within
the research organization, many
projects have to compete for the
same resources (be it money or
people}. At a senior management
level in industry, portfolio manage-
ment is performed using not only
scientific criteria. Often it is not
understood or fully appreciated by
the academic collaborator that the
project related to the research col-
laboration will be one of many.
Priority will be determined on the
basis of given criteria and the
strategic value may change over
time. So however interesting from a
scientific point of view a project
can be, the decision can be taken to
stop or at least lower the priority of
that project because of portfolio
-reasons. Another difference is that
the pharmaceutical industry wants
to make pavments dependent upen
results linked to concrete mile-
stones. Moreover (depending upon
the situation), the pharmaceutical
industry will often not readily be
inclined to grant rovalties linked to
sales of end products.

THE PROCESS OF REACHING
AN AGREEMENT ON
RESEARCH COLLABORATION

Theory

Theoretically the process to set-
up research collaboration is quite
simple. The process starts with the
non-confidential phase where the
university’s general, non-confiden-
tial information and possible assets
in the light of a potential collabora-
tion are investigated. Following
the evaluation of the non-confiden-
tial information of the external
narty and the decision to proceed,
1 secrecy agreement is signed.
Subsequently, the confidential phase
starts during which a more in-

depth analysis of the proprietary .

es Nouvelles

information is performed. Then the
final agreement is discussed
wherein topics like inventorship,
ownership of intellectual property,
publication, payments, indemnifi-
cation et cetera are discussed.

Practice

The non-confidential phase. The
actual process often looks quite dif-
ferent. Collaborations can start
because a researcher from the
industry has met his colleague
from academia at a conference, for
example. The relationship at that
point in time is often a friendly one
and the thing that unites them is
the scientific interest in a certain
topic. They encounter a mind alike
and in an atmosphere of academic
freedom they start talking about
their research.... and—very impor-
tant detail—there are no lawyers
around to sour their relationship.
Hence, collaborations often start off
completely contrary to the pre-
scribed process. Confidential infor-
mation is already exchanged
without the necessary precautions
in place. It is important to mention
that there are at least two dangers
involved. The first risk is the dis-
closure of novelty destroying infor-
mation and the second is
contamination. It is important to
note that both parties are exposed
to those risks.

* Novelty Destroying Disclosure,
Novelty is an important criterion
for patentability. Novelty means
that the invention does not form
part of state of the art. And
according to Article 534(2) of the
European Patent Convention:
“The state of the art shall be held
to comprise everything made
available to the public bv means
of a written or oral description,
by use, or in any other way,
before the date of filing of the
European patent application.”
Case law has made it quite clear
that disclosure to a single person

not bound by a confidentiality
agreement even in an oral form is
making the information “avail-
able to the public.” Hence, dis-
closing confidential information
over a drink during the closing
dinner of a conference is suffi-
cient to endanger the patentabil-
ity of the invention related to that
information.

* Contamination. The second prob-
lem with exchanging information
before a secrecy agreement is in
place is the problem of contamina-
tion. What is contamination?
Contamination occurs when
unwanted confidential informa-
tion is received. Basically the
problem with receiving such
information is, that if the receiv-
ing party would exploit his own
but similar information (say by
filing patent applications on it)
the receiver will have to prove
that he already had his own
information before receiving the
external information. Providing
proof in court proceedings of
when someone knew something
is very hard to do. It should be
noted again that contamination
for the Academic World almost
seems counter intuitive. In the
spirit of academic freedom, it is
very much appreciated that
information is exchanged. How
can knowing more be bad?

The confidential phase. The confi-
dential phase starts after the
secrecy agreement is signed.
Notwithstanding the fact that a
secrecy agreement is in place, it is
generally perceived that confiden-
tiality in a university laboratory is
difficult to maintain. In view of the
concept of academic freedom, often
students (even students that are not
related to that particular labora-
tory) can walk freely in the labora-
tories and scientific problems are
discussed with every interested
person.

A further problem is what could
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be coined as the problem of “non-
y. of the university.”When a
zarch ¢ollaboration with an
industrial partner is negotiated, the
requirement that the partner does
not have a collaboration with
another party in the same field is
likely to be entered into the agree-
ment. For universities, this seems
to be difficult to maintain. The uni-
versity department can offer exclu-
sivity. However, it seems almost
impossible to ensure that nobody
else within the university would be
doing related work in a similar
agreement with another party.

In addition, also the discipline to
mark all the information “confi-
dential” during the confidential
phase is lacking as well as the
usage of putting orally discussed
items on paper. It should be noted
that many problems would never
have arisen if during the initial dis-
cussions one had made proper note
of who had the initial idea for a cer-
*ain invention.

the final agreement. The main
topics discussed during the negotia-
tions leading up to the final agree-
ment are inventorship, ownership of
intellectual property, publication,
and payments.

* Inventorship. Not too many
problems are encountered with
inventorship. However it is
important to mention that inven-
torship is a legally defined con-
cept. Yet there are still people
who consider a patent or a patent
application simply as another
publication, so they are inclined
to name everyone who was
involved in the project as an
inventor. This is not in accor-
dance with the concept of inven-
torship in patent law. On the
other hand, there is still the odd
research leader who thinks that
he or she and preferably he or
she alone is the inventor just
because he or she runs the labo-
ratory. This seldom is the case. It
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is also hard to explain that in the
case where the invention is
already clearly suggested in the
scientific program, the inventor-
ship resides with the person who
designed the scientific program
and not with the person who car-
ried out the program.

» Ownership of intellectual property.
In most cases, the pharmaceutical
company will want to own the
intellectual property that is created
during the collaboration. This
depends upon the type of arrange-
ment. When the work is purely
commissioned work (following a
previously designed protocol)
there should be no problem. When
it is established that the acadernic
partner is an inventor, the pharma-
ceutical partner will stll try to
obtain the ownership of the intel-
lectual property. In such a case
there should.be a reasonable com-
pensation linked to that transfer of
rights, It is worthwhile to note that
problems concerning the owmer-
ship of intellectual property mostly
arise as a result of arrangements
being informal and undocu-
mented.

« Publications. Publications const-
tute a difficult issue. Again refer-
ring to the academic freedom,
academics want (and are put
under severe pressure) to publish.
Industry wants to make publica-
tion dependent upon the filing of
patent applications. In general a 60
day period for the evaluation
whether or not there is valuable
intellectual property in a potential
publication, is considered accept-
able. Depending upon the type of
invention, the pharmaceutical
company will demand the right to
withheld publication for a certain
time period. For example, in the
case where the subject of the
research collaboration is a set of
novel compounds that could be
developed and marketed as
drugs, the pharmaceutical com-

pany might insist on a publication
ban of up to 18 months starting
from the filing of the first patent
application. The reason for this is
that patent applications are pub-
lished 18 months after first filing
and that up until such time the
applicant can either amend (dur-
ing the first 12 months) or with-
draw the patent application.
Amending and/or withdrawing a
patent application are measures
that often may be necessary in
view of ongoing research.

* Payments. Until recently univer-
sities were insisting more and
more on royalties related to the
outcome of the research collabora-
tion, independent upon whether
or not the outcome of a research
collaboration was a product that
could be brought to the market.
However, some change in that
position is perceived. It has
become clear that for both parties
royalties are not always the best
solution. This depends upon the
type of invention. For the phar-
maceutical industry, royalties are
only taken inte consideration when
the invention is the actual product
that can brought to the market
place, e.g. a new molecular entity:
The pharmaceutical industry is not
readily inclined to grant royalties
relating to inventions that only
indirectly lead to products on the
market, e.g. when the invention
concerns a molecular target.
However, it is a free market and
the forces of supply and demand
rule that market. Consequently
examples will be found where
companies have awarded royal-
ties in cases where the invention
was not a sellable end product.
Common -sense dictates that
where the invention does not
relate to a product that can be
brought to market, royalties are
probably not the best soiution.
First, because in the pharmaceu-
tical business, royalties only
“deliver” money & to 10 years
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down the road, certainly when
talking about pharmaceuticals.
Secondly it is often an uncertain
type of income because the attri-
tion rate during clinical develop-
ment is still very high. Thirdly, in
view of the fact that the pharma-
ceutical industry often has a large
project portfolio, the project—
unless it is really a breakthrough
achievement—will probably be
rated lower during portfolio
management evaluations because
of the “strings” that are still
attached to it.

A more preferred solution
seems to be offering milestone
payments at the different stages
of the development of the poten-
tial drug linked to the research

les Nouwvelles

collaboration. In that way the
university gets access to funds in
a quicker and more predictable
way, yet still shares in the success
of the product during the devel-
opment phase.

CONCLUSION

Although  the relationship
between industry and university is
not based on a common set of
expectations, the collaborations
between industry and universities
are increasing and are maturing,
i.e. both parties experience the col-

laboration as a win-win situation. .

Serious difficulties often originate
from sloppy (legal) preparation of

research collaborations. Most uni-
versities and pharmaceutical com-
panies have put a lot of effort into
educating scientists in the reasons
why agreements are so important
and what the risks are related to
careless preparation of research
collaboration. Even more funda-
mentally, the fact that both indus-
try and universities have created
and developed Technology Transfer
departments has been a big step
forward. It is very likely that the
European situation will evolve
to resemble more and more the
U.5. situation where cellaboration
between industry and universities
have proven to be important seeds
for innovation, the basis for further
growth.

BER
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The Mexican employees’ inventions system

R ecent court decisions in the US have narrowed the freedom to research criteria of
universities and institutes in that country. Although the Madey v Duke (2003) case has
been criticised because of the narrow interpretation of the concept of “philosophical
experiments” contained in the experimental use defence based on the Whittenore v Cutter
case (1813), it is clear-that the decision makes it very difficult for universities and research
institutes to use the experimental use defence for their R&D activities.

In view of the above, some companies have started to seek out other jurisdictions with
clear provisions that see R&D as a non-infringing activity. However, one other factor that 1s
moving companies to look for other jurisdictions for R&D activities is the employees’
inventions system.

The well-known decisions of Japanese courts, such as the Nicha, Olympus, Hitachi and
Ajinomoto cases, which have led to multi-miilion dollar awards to employees for “reasonable
remuneération”, have rendered the consideration of the employees’ inventions system a very
important issue in deciding where to invest in R&D.

In the case of Mexico, not only are R&D activities of an experimental, research
or educational nature excluded from the rights conferred by a patent through a direct
provision of the Mexican Industrial Property Law (MIPL), but also, the provisions in
regard to employees’ inventions offer important benefits to employers as compared to

other jurisdictions.

Ownership of employees’ inventions under Mexican law

Article 9 of the MIPL states that any natural person that develops an invention, or his
assignee, shall have the exclusive right to exploit the same either by himself or through
authorisations to third parties. Additionally, Article 10 bis of the MIPL states that the right
to obtain a patent pertains to the inventor and that this right can be transferred.

Now then, more specificaily in regard to employees’ inventions, Article 14 of the MIPL
states that the Mexican Federal Law on Labour {MFLL) shall apply to those inventions of
persons subject to a working relationship (employee/employer).

In turn, the MFLL, in its Article 163, states in regard to inventions made in a company
the following:

¢ The inventor shall have the right to be named and recognised as such.
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¢ In cases where the employee performs for the emplover work
related to research or development spunsored by the
employer, the employer will own the mventions,

* In any other case, the employee or employees that developed
the invention shall own the same, but the employer shail have
a preferential right to obtain an exclusive licence or to acquire

the invention and the corresponding patents.

Accordingly, in order to make the provisions of paragraph 2
of Article 163 of the MFLL effective, inventions must be invented
by an employee, the activities for which the employer hired the
employee must be R&D and the emplover must have sponsored
the invention.

The employee would own the invention only if at least one of
the above conditions were not complied with. Furthermore, 1t is
very important to consider that this is a direct provision of the
law and applies even if the contract between the employer and
the employee is silent in regard to IP or inventions, and that
either party may challenge contrary provisions in case of dispute.

It is important to stress that a very important advantage of
the Mexican law in regard to employees’ inventions is the case of
inventions of employees developed without sponsorship of the
employer or by an employee not devoted to R&D activities. In
such cases, the empioyer has a preferential right to obtain an
exclusive licence or to acquire the invention and the
corresponding patents, as a first option. This means that the
employee must grant a licence or the assignment to the
employer if the employer makes the best offer for such a licence

or assignment or its offer equals a third party’s offer.

Copyrights

In terms of technology, the provisions of the Mexican Federal
Law on Copyrights (MFLC) are relevant for software-related
inventions because computer programs are protected through
copyrights in Mexico.

The MFLC states in its Article 84 that when a copyright is
developed as a consequence of an employment contract, unless
agreed by the parties to the contrary, the employer and the
employee wiil jointly own the rights. However, the employee
cannot disclose in any case the work without the consent of the
emplover, although the employer can disclose the work without
the consent of the employee.

Considering that the MFLC states that the copyright shall be
owned jountty by the employer and the employee in the absence
of a contrary proviswon, itis very important to ensure that, in any

industry involving copvrights, such as the software industry, an

204 Building and enforcing intetlectual property value 2005

emplovment agreement should clearly state thal the Emp
will develop copyrights and that the parties agree that
copyrights shall be assigned to the emplover vnde the y
Otherwise, as it 15 a clear provision ot the law, 11 the absg
any provision in the employment agreement, both the emg
and the employee will have the same rights, Laoept e

disclosure right, which belongs to the emplover

Confidentiality
Another very important 1ssue to consicur is confident
obligations for employees. The MIPL provides prokect
trade secrets under Articles 82 to 86 bis 1. In general, reve
using, or obtaining a trade secret without the consent
owner is considered a criminal act. A trade seeret is defin
any confidential information providing its oswner competit
economic advantages over third parties and with ndustr
commercial application. A trade secret requires proof ¢
existence (paper, magnetic. efectronic, «tc) and euidence
measures for keeping confidentiality were tuken

An inherent obligation to being an employe: accordi

Article 134 of the MFLL is scrupulously keeping 7 “tech

.commercial and manufacturing secrets relating to 2at

products to which the emplovee is directlv or indirectly eng
or of which the employee acquires know lirdge in virtuec
work performed for the emplover, as well as of
administrative affairs whose disclosure may be prejudical |
employer, regardless of the activities perfot med by the empl

However, perhaps the most important pros isian of thel
in regard to trade secrets and proprictary  confids
information is that, under Article 86, any werson that
another person with the objective of acquiring the trade sect
a third party will be responsible for the damages caused to
third party. This means that even if an employee’s mvent
not patented, companies have suitable legal tools tor preve

employees from revealing the mmventions to third parhes,

Remuneration to employees for their inus-- -

The MFLL states that when the importance ot the inventior
the benefit to the employer is out of propoction as compar
the regular payment to the emplovee, the empioyer whatll pa
employee an additional amount, over and above
independent of, his regular remuneration,

This payment shall be determined through ag” “eent ¢

parties or by a Conciliation and Arbitration Boan 2
- . -ases) in
board mandatory as first instance in employmuoit cases)

of dispute.



2 'Pa;ment shall be determined regarding the emplovee's inventions,
The Congiliation and Arbitration Board would be obliged to reject

Nltls US, the employees’ inventions system is fully regulated by
ff tract law. This means that these issues rely to a very large
S

.ﬁj‘lb‘ iring the technology, even if the employee developed the
Tve, tmn mdependent]y .

¥em inboth the US anct Mexico. However, when the contract
iy Mexican law more clearly provides for a possibility for the
10 daim additional benefits if the employer is not willing

Becerni, Coca & Becerril SC, Mexico City Mexico

inventions, namely “free inventions” and “service inventions”
This is very similar to Mexican law but is ditferent in that
Mexican employers will always be able to obtain a first option
right on employees’ inventions.

As for remuneration, German law leaves remuneration to a
contract between the employvee and the employer. However, there
are detatled guidelines for calculating the value of an mvention
and the share of such value that the inventor should receive.

In this sense, Mexican law 15 very similar to German law.
However, in the case of German law, the obligations on both the
employer and the employee for deciding the category of “service
inventions” or “free inventions” makes the determination of
value a case-by-case issue that cannot be determined beforehand
by more general provisions. In the case of Mexican law, it is
possible for the emplover to negotiate with the employee
beferehand on the remuneration that will be aceeptable to the
parties. This means that, upon signature of the resultant
contract, the employee will not be able to succeed in a claim
before the Conciliation and Arbitration Board.

As in the case of Germany, the Japanese Patent Act also

5

provides for definitions of “service inventions” and “free
inventions”. Mowever, 2 very important difference in respect to
Mexican law is that the employee can file a patent application for
a service invention, while in the case of Mexico a filimg by the
émployee is not legal because by law he is no longer the owner
of the invention because he is an employee.

Perhaps the most controversial issue in Japanese law is the
remuneration provisions and the interpretation that courts have
made of the term “reasonable”. In fact, the recent cases that
awarded emplovees very considerable amounts caused a
revision of the Japanese Act that was intended to give more force
to contracts between employers and employees. However, so far
there has not been a satisfactory outcome because if there is a
previous contract, this contract can be challenged if the
employee considers that the remuneration is not “reasonable”.

Again, as cornpared to Mexican law, if there is an agreement
between the parties in Mexico, this agreement cannot be chailenged
through the Conciliation and Arbitration Board and invalidation of

such contract through Mexican civil courts is very uniikely,

Final remarks and advice

Mexican law provides for a very good employees’ inventions

system suitable for performing Ré&IDD activities. However

companies must take the necessary steps to benefit from it.
Some advisable measures include obtaining an assignment

from the empioyee tor each invention regardiess of the
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provisions of the law. Otherwise, the employer may have to
demonstrate to the Mexican Institute of Industrial Property or
other patent authorities that the invention was developed under
the sponsorship of the employer and that the employee was
hired for R&D activities, which is more complicated than
obtaining an assignment.

It is also advisable to include either in the employment
contract, or through a separate contract, clear rules concerning
remuneration for inventions. These could include such things as
a royalty or bonwus when sales or savings related to the invention
are above a certain amount,

In addition, in the case of joint development agreements, it is
very important to verify whether the researchers involved in the

project are employees or consultants, because the MFLL applies
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only to employees. If one of the parties uses the services ot 5
external consultant for the project, then the consultant shoy,
sign a separate agreement in order to ensure the [P ang any
resulting revenue belongs to the sponsor.

These contracts with consultants are subject entirely to COnitrag
law because in the case of sponsored inventions the MIPLis silent
Although it is a controversial issue whether the provrsions of fh
MFLL can be used as a reference in litigation of sponsore
inventions, the issue is not very clear and most probably contrac
law wiil prevail and the invention will be assigned to the invento,
if the contract is silent in regard to ownership.

In the case of copyrights the Mexican law states that th
sponsor will own the copyrights in the case of sponsored waork,

but it is still advisable to make this fact clear in any contract.

St



Partnering Deals: Solutions

Through Synergy

BY KATHLEEN DENIS*

The 2004 Annual Meeting of
LES (USA & Canada) began
Monday morning October
18, 2004 with an opening plenary
panel discussion. This panel focused
on high profile licensing deals and
the partners involved in those deals.
We explored how the deals came
about, the challenges faced and the
synergies that were created through
the partnership. The program was
moderated by the President of LES
{(USA & Canada). .

Below is an edited transcript of
the “Partnering Deals: Solutions
Through Synergy” panel discus-
sion in Boston.

An Introduction of the Panelists

Kathleen Denis: 1'd like to intro-
duce our Monday morning panel
here. Last year we had a wonderful
“leaders of licensing™ panel, where
the issues surrounding the manag-

ing of programs, the metrics and the -

philosophy of licensing at Fortune
500 companies was discussed by a
group of Jeaders in this field. There
were many questions to that panel
from the audience about finding
partners and partnering issues, so
this year we decided to follow up
with a partnering panel. In the early
spring, we sought four pairs of deals
that had been done in the past year
that were of note and put those to-
gether to ask these individuals ques-
tions on the deals that they did and
their partnering strategies.

First, I'd like to start by introduc-
ing all eight members of our panel.
1 will only introduce them by name
and title, and at that point I will
turn it over to them to do further
introductions briefly of themselves,
their companies, and the deal that
they did recently.

First, on my left, we have Scott
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Foraker, vice president of licensing
for Amgen, and his partner, Paul
De Potocki, senior vice president
of commercial operations at Biovit-
rum AB. Next we have Lita Nelsen,
who's the director of the technology
licensing office at the Massachusetts
Institute of Technology, and Susan
Whoriskey, vice president, licens-
ing and business development,
Momenta Pharmaceuticals. Over on
my right, we have Lisa Jorgenson,
who's the vice president, intellectual
property and licensing at ST Micro-
electronics and Joe Beyers, the vice
president of intellectual property
and licensing at Hewlett Packard.
Our fourth group is Mark Peterson,
director of external business devel-
opment and global licensing for
Proctor & Gamble Company, and
finally Gary Cleary, president and
chief technology officer of Corium
International Inc.

I'm going to ask Scott and Paul
to start.

Scott Foraker: Good morning,
it's a pleasure to speak to you this
morning. I'm in charge of licensing
at Ampen. We're primarily a buyer
of technology, not a seller. Amgen
is the world’s largest biotechnol-
ogy company, located in southern
California.

Licensing is integral to our future
success; it's as simple as that. Even
though we have an R&D budget of
$2 billion per year, which seems like
alot and itis, it pales in comparison
to the amounts that are spent in life
sciences throughout the world. It's
foolish to think that even with the $2
billion R&D budget that you could
have some monopoly on innovation.
So with that philosophy, we think
that probably 30-50 percent of the
growth, the pipeline of the future
of the company, is dependent on

licensing of products and technolo-
gies from outside of Amgen. So
licensing for us is mission critical.

It was with that in mind that we
did the deal last year with Biovitrum.
It was one of the largest deals in the
industry that was done within the
past year. We’ll talk a little bit about
that deal in 2 minute, but first l want
to introduce my partner, a colleague
that I have tremendous respect for
through the deal process—Paul De
Potocki of Biovitrum.

Paul De Potocki: Thank you, Scott.
I'm head of commercial operations
at Biovitrum. Biovitrum is Stock-
holm's largest biotech company. We
are about 550 people working pri-
marily in metabolic disorder R&D.
We were formed three years ago as
a spinout from Pharmacia Corpora-
tion. Our core business model is to
take internally developed programs
to clinical stages and then enter into
strategic alliances with larger phar-
maceutical companies. '

Paul De Potocki, left and Scott
Foraker.

*Kathleen Denis, Associate Vice President
of Tecimology Transfer at The Rockefeller
University in New York City.
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Scott Foraker: The collabaration we
did involved a molecule that was
in early stages of clinical testing
humans. It’s called 11 Beta HSD 1
is the name of the target. It repre-
sented for us and for others in the
industry a potentially novel treat-
ment for Type II diabetes and other
metabolic diseases. As you probably
know, Type Il diabetes is just a huge
medical problem, particularly here
in the United States but also in other
parts of the world as well.

Kathleen Denis: Thank you, Paul
and Scott. Susan and Lita.

Lita Nelsen: I guess I'll start,
since we were at the beginning
of this transaction. I'm with the
Massachusetts Institute of Tech-
nolegy, Technology Licensing
Office. For us, Momentum was
probably our approximately 200th
start-up company, although it was
certainly going to be one of the
bigger ones. The formation or the
idea of forming a company started
with some innovative technology
in sequencing and undérstanding
the function of the different pieces
of polysaccharides. In 1999, we
ended up with a disclosure on the
sequencing of polysaccharides. The
inventor was interested in forming
a company that would concentrate
on polysaccharide chemistry and
pharmacology.

We found out that he had other
patents, some of which wentback to
1991 and had been licensed to other
companies. There was also technol-
ogy going on at MIT that related to
the technology but with different
principal investigators, some of
whom had their own entrepreneur-
ial ambitions. But what we then had
to do was spend about two years
cleaning up the case. That involved
meeting with other companies, try-
ing to work out sub-licenses; meet-
ing with other investigators, trying
to work out peace treaties. I think the
message at that point and later was
that it was people, people, people.
We knew, but we learned again
the hard way, that e-mail is a blunt
instrument and that if you want to
solve problems you have to get hu-
man beings in the same room, even
if that involves 6:30am meetings and
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coming in at 6:00 to prepare the cof-
fee, and we had several of those.

Ultimately, we started moving
toward a deal. At that point, of
course, the usual negotiations went
back and forth. Susan had by then
joined the company—was it a com-
pany yet?

Susan Whoriskey: Starting to be.
I'm Susan, the vice president of
business development at Momen-
tum Pharmaceuticals. In 2001, I
was a biotechnology consultant to a
venture capital firm, Polaris Venture
Partners. Three MIT professors came
in that had been working for the last
ten years on trying to understand
how to sequence sugar molecules,
complex carbohydrate structures.

So in late 2001, we completed
a license with MIT to access that
technology. We began to build a
biotechnology company focused on
that. Today, we have close to sixty
employees. We took the company
public in fune of this year. We are
applying the technology directly
to the development of novel thera-
peutics.

In 2003, we actually formed a part-
nership with Novartis to develop a
product so that we can file it with the
FDA and bring it to the marketplace.
It was very clear to us that with a
strong technology base, we needed
a partner that could help us both in
process manufacturing as well as
commercialization of that product.

So we very quickly took the MIT
technology that we had licensed,
went back and forth with MIT to
amend that license a couple times
as we evolved the business model
of the company, and then formed a
partnership, which is essentially a
sub-license of that technology, with
Novartis. So in addition to that
program, which is fully funded by
Novartis, we are applying the tech-
nology to the development of other
innovative products, and looking
at collaborations with other biotech
and pharmaceutical partners to ap-
ply the technology to their specific
product.

Kathleen Denis: Thank you very
much, Susan and Lita. Lisa and Joe.

Lisa Jorgensom: I'm Lisa Jorgen-

son, I'm the head of the intellectual
property and licensing group on a
worldwide basis for ST Microelec-
tronics. ST is a European company
with its worldwide headquarters
in Geneva, Switzerland. Kathleen
mentioned that they were looking
for two high-tech partners that had
completed a recent deal. ST and our
partner HP have a partnership that
has completed a recent deal—be-
cause ours is alive, well and ongo-
ing. Our partnership actually began
back in the 1993-94 timeframe. Our
partnership began with what I'm
sure you 're familiar with, the Inkjet
printer cartridge for the HP Inkjet
printers. Joe?

Joe Beyers: I'm Joe Beyers, the vice
president of intellectual property
and licensing for HP. | joined HP
about thirty years ago and have
been in this job about two years. The
company started this effort to drive
toward better protecting our intel-
lectual property and getting greater
value for our intellectual property,
and that’s really my function.

Lisa Jorgenson: ST began as purely
a silicon foundry for HP. As you
may know, on the Inkjet printer car-
tridges, when you pull the tape off
to insert the Inkjet printer cartridge
into the HP printers, there is a small
semiconductor chip on the end of
every printer cartridge. That's an ST
semiconductor chip.

As time went on, 5T became more
of an integral design partner with
HF. We became more integrated into
the actual design process. ST decid-
ed to open up two design centers, so
that we could have design centers in
California that could interface with
the designers or the engineers, be-
tween HP and ST. The highly quali-
fied engineering teams that we had
between the two companies, took
those core competencies and put
them inside both companies so that
we could move into other products
inside both companies.

Joe Beyers: So this relationship be-
tween the two comparnies is a prime
example of one good thing leading
to another. Based on the success of
that first relationship, there was a
follow-on project. In HP, we had
created this concept of a high-perfor-
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mance embedded processor that al-
lowed execution of 2-10 times faster
than normal embedded processors
of the day. We did joint development
of this processor. It was aimed for an
embedded printer processor.

Then our printer needs changed
somewhat, and this processor was
no longer being deployed in our
product. We worked together on a
broader multimedia processor and
then we did a technology transfer
to transfer the technology to ST
Micro, where they now have taken
that technology, productized it and
shipped it in the form of their LX
processor.

So this is a clear example of build-
ing on the success of one relation-
ship to a second success that went
through several generations. We
did another follow-on with some
compatible technology for that pro-
cessor, which we also have recently
completed.

Kathleen Denis: Thank you, Lisa .

and Joe. Finally, Mark and Gary.

Mark Peterson: Good morning.
I'm Mark Peterson, I'm with a
small Midwestern company called
Proctor & Gambile, out of Cincinnati,
Ohio. A few of you may have heard
of it! Primarily in consumer goods,
but our story this morning is around
a drug delivery technology, plastic
micro needles that were developed
in 1999-2000 by our scientists when
we were looking at Type Il diabetes
as a potential field that we may want
to get into the diagnostics and treat-
ment of.

We had a terrific technology
around our plastic micro needles,
patents that we had reduced to
proof of principle and prototypes,

Gary Cleary, left and Mark Peterson.
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but we didn’t have a path forward
and we had an orphaned technolo-
gy. Once those patents were granted,
we opted to seek a general partner
for that technology. He’s sitting to
my right, so I'll let Gary introduce
himself.

Gary Cleary: Thank you, Mark. My
name is Gary Cleary, I'm the presi-
dent and chief technology officer at
Corium International. Corium was
founded about four years ago with
the notion that we would be a manu-
facturing company at the outset, to
develop and become a robust manu-
facturer of film and film-like prod-
ucts that would be used in wound
care, over the counter products and
ethical pharmaceutical products.
To that end, we’ve licensed prod-
ucts—a polymer technology from
the Russian Academy of Sciences
in Moscow—and like P&G, we're a
global company. We have now ac-
quired the micro needle technology
and I'll explain in a minute why this
is important for us.

But, we wanted to develop the
robust manufacturing side early on,
as opposed to doing the technology
part first with the new ideas. This
was to develop a revenue stream
that would allow us to do things
that we’re doing now, like licensing
technology in. At the same time, it
allowed the manufacturing facilities
and the automated assembly equip-
ment to get into place as we're pro-
ducing the quick to the marketplace
products that generates our revenue
stream.

At the moment, we have a very
robust polymer technology that can
be applied in different areas. We've
more recently strategically decided
to move forward into the ethical
pharmaceutical side of drug deliv-
ery, putting drugs through the skin
in the way of transdermals and also
through mucosa in the oral area and
other biomembranes that have wet
surfaces, that our polymer technol-
ogy can be utilized to deliver a drug
through that.

One of the problems with putting
drugs through these biomembranes
is that there are great barriers and
that limits the number of molecules
that you can put through those bio-

..

membranes. So to have something
like micro needles now opens up a
larger universe where we can now
put large proteins, large molecular
weight products. We can have more
rapid onset of drug activity. We can
have different ways and different
designs of micro needles applied
here. To that end, I've been work-
ing with Mark and his team on this
technology transfer.

Mark Peterson: 1 think what's
unusual about our technology
transfer, and one of the reasons that
Kathleen asked us to join the panel,
was when we made the decision to
take the technology out, we made
a very public decision to do so. We
proactively identified the players,
we were going to run an auction on
the technology as opposed to simply
seeking out, working our rolodex,
one-on-one contacts, which is cer-
tainly where we started. We also
employed an organization to help
us do a broader search for potential
partners.

Actually they played a role in
bringing Gary and I together. Gary
wasn’t in my rolodex, I'm ashamed
to say. He is now. In fact, we were
joking about—I caught him on one
of the deal discussions in his gar-
den, and he caught me in a couple
of hockey rinks over time. So cell
phones are a wonderful enabler to
getting these deals done.

Questions addressed to the panel

Kathleen Denis: Okay, we’ll start
with the first question. Partnerships
tend to succeed when both sides are

“pulling together toward a common

goal. How have you incentivized
people to play nicely together? Mark
and Gary, since you've just spoken,
I'll let you pick that one up first.
Gary Cleary: One of the things
is some commonalities we have
with Proctor & Gamble—we have
about 200 employees and they have
100,000 employees. In order to un-
derstand their culture, I began to
read their annual report. I actually
read part of “Rising Tide,” which
gives you a little more insight about
Proctor & Gamble, We are about,
$51,000,000,970 odd doilars less
revenue stream than they have.
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So this is the beginning of an un-
derstanding of who we're working
with, and it seemed a little scary
at first. But working with Mark, 1
felt like we were playing on a very
level playing field. I could not feel
the largeness of Proctor & Gamble,
but the good relationship between
the person that I'm having to deal
with. That helped move the project
along. I think it is important to
know each other’s culture and to
have the respect of what each other
is—where we're coming from. I've
learned a lot more jargon than I dare
to say. I've now become transparent.
When I first heard that, I thought he
wanted me to disappear, but now I
know it means something else. And
I think both sides want to be fair and
have a win-win situation.

Mark Peterson: Despite the dis-
parity in size, we were looking for
a general partner. 5o you're looking
at the general partner for taking the
micro needles technology forward
to my right, and we’re very much
in a minority position.

We think the micro needles offer a
terrific opportunity to improve the
health of the world's consumers, to
do pain-free drug delivery, to do
painless interstitial fluid sampling.
We really want to see the technology
get out. We actually worked with
Gary and his team to structure the
deal 50 our economic interests were
aligned, so that everything we did
was to encourage our organization
to support the further development
of the micro needles in every way
possible. We consciously worked to
avoid any part of the agreement that
would lead to what we think of as
aberrant behavior, where we have
any incentive for people to not col-
laborate or not work together in the
deal structure.

Gary Cleary: Very early on we got
to meet the inventors of the micro
needles from Proctor & Gamble. So
between both companies, we were
able to see at the beginning, par-
ticularly after we went through the
auction process—maybe Mark could
talk about it a little bit further—as,
I guess we won the beauty contest
and were able to then open up with
each other and talk about everything
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from concept to commercialization
with respect to the business here.
So as we were moving through
the discussions of negotiating, we
were under a firm commitment
and understanding from the inven-
tors all the way through how these
micro needles can be manufactured
and how the prototypes are made.
I think by opening up like that, also
encouraged the relationship to
move forward.

Kathleen Denis: Thank you. Lita
and Susan, how do you incentivize
people to play nicely together?

Lita Nelsen: I'll start at the begin-
ning, because we're always there at
the beginning, and build on some-
thing Mark said—we really want
to see that technology developed.
Lots and lots of arguments of why
universities are in the tech transfer
business—people always forget the
real thril], the real reason, which is
making a paper in the Journal of

. Obscure Science turn into something

real that helps people. It'sahell of a
thrill. So people really work through
it. In that way, particularly a small
company wrapped around the tech-
nology has the same incentive.

The other thing we've learned
through a lot of experience is the
vast majority of our licenses that
will go anywhere, that don’t just
flop, will be renegotiated within
the first four years. That's because
we're licensing technology at such
an early stage that we don't know
what we have and neither do you.
So it’s very much a mantra for both
sides that are in this game
to leave enough goodwill
on the table because you're
going to be back dealing
with each other and you
will need to be friends at
that stage.

Susan Whoriskey: Just fol-
lowing up on that theme,
almost organically there
was an incentive to play
well together, both orga-
nizations had a mutual
respect for what each was
trying to achieve. Obvi-
ously, MIT is in the busi-
ness of doing fabulous basic
research and disseminating

that information worldwide. Mo-
mentum PHarmaceuticals is in the
business of developing drugs. We
both understood and appreciated
that we weren’t competing with
each other, but in fact, by working
together we could both respect and
help each other achieve those mu-
tual objectives.

So it really wasn't that difficult
to pull together a license in that re-
gard, because MIT realized that the
team that we had pulled together,
the board of directors, which came
from ex-CEOs of major pharmaceu-
tical companies and ex-legal counsel
to the FDA and ex-business devel-
opment executives of pharmaceuti-
cals, that Momentum would be an
organization that could really move
the technology into the product de-
velopment and into the patients a lot
quicker than anything that could be
done at MIT. So working together,
that organic respect has driven a lot
of what has made this successful
partnership.

Lita Nelsen: And the fact that we
continue to need each other. We
have new findings that fit within the
basic technology that Momentum is
now controlling the development
of. If we want these new findings
to be incorporated, we have to stay
friends.

Susan Whoriskey: Yes, and follow-
ing again up on that, we signed the
license, as | said, in 2001. We have:
amended it four times since then,
and a driver for those amendments
has been—when we first licensed it,

Susan Whoriskey, left and Lita Nelsen.
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we actually weren't sure what we
were going to do with it. We knew it
was good, we knew it was powerful,
and we knew it had product poten-
tial. But subsequently, the business
mode] of the company evolved. So
we kept going back to MIT and
evolving the license accordingly.

In addition to that, 1 often meet
with Lita with no objective in mind
other than to keep her informed
about what we're doing and where
we're going, so that when [ do
want to go back and amend it, to
be nimble and facile, which is re-
ally a key important thing for a
biotechnology company, we can
move quickly when we need to do
that. So I think the combination of
keeping MIT informed has helped
us recruit for our company, license
additional technology, amend the
license, and move our company
forward very quickly.

Lita Nelsen: You know, it’s a little
bit easier with biotech companies,
strangely enough. The reason is
that biotech companies are cultur-
ally much closer to the universities.
They have just spun out, many of the
people spent their graduate school
or post-doc—they all had to—in
university environments. So they
have a better understanding of the
fact of the university ground rules.
We have to publish. We can't keep
it confidential. You must have mile-
stones and develop the technology.
So there are fewer cultural barriers
to overcome than in some of the
more conventional companies.

Kathleen Denis: Thank you. The
next question, I'm going to start
with Paul and Scott. The audience
is often interested in the timeframe
of deals. How long did your deal
take from conception to execution,
and what factors helped tolengthen
or shorten the time period?

Paul De Potocki: Maybe 1 should
start. There are two ways of an-
swering that question. One is that
this was a record-breaking deal. We
first met on June 12 of last year, and
we signed a very complex deal on
September 6, which means less than
three months.

I guess we also, as a biotech com-
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pany, we had been working quite
diligently a few months prior to that,
making sure that we had the part-
ner selecting criteria in place that
we knew exactly what we wanted.
There was also a sixteen-page term
sheet in place prior to that meeting.
But I must say that the interactions
between ourselves and Amgen were
the fastest that I've ever experienced
in my life, in the Pharma industry.

Scott Foraker: 1 think that's true.
I'm looking at the timeline here.
From the time we first met on June
12 of last year to completing the deal
on September 6, things just moved
rapidly. 1 think there were a couple
of reasons for that. One is that there
was prioritization from the top of
both organizations that speed was
important. Something that also
helped us tremendously is, early on
in the deal, we sat down with each
other and decided what the size of
the pie was.

What happens so many times in
negotiations is that you kind of talk
past each other, and we made sure
that we didn’t do that. We sat down
ata very early stage and shared with
each other what we thought the
opportunity was. We each had our
respective models, we shared those
models with each other. They were
very much in sync, and to the extent
they weren’tin sync, we worked to-
gether with each other to really tear
apart each other’s assumptions, so
that we could come up with some
common ground for valuation of the
deal and just a basic framework for
thinking about the deal. So the fact
that we were grounded as we were
at such an early stage really helped
us move quite rapidly through the
process.

Then, superb execution was the
last piece of it, which was just an
incredible commitment by the teams
that were working to actually ex-
ecute and get it done. Whether that
meant working around the clock or
what have you. SoI think those were
the factors that made it go so swiftly
and smoothly.

Kathleen Denis: Thank you. Lisa
and Joe, you’'ve been doing deals
for eleven years. Can you help us

understand the timeframe of some
of those individual deals?

Lisa Jorgenson: Sure. The initial
deal was actually quite short. It
probably only took, back in 1993-
94, six to twelve months from the
execution until we started shipping
products to HP. I think the most
critical component was that we
had a core management team with
long-term objectives and goals that
stayed in place. In fact, today we
still have many of the same people
still working between the two com-
panies that have six-plus years of
experience with a lot of personal
ties between themselves and people
from each of the other company.
They have stayed in place to ensure
the continuity of the original deal
and the follow-on deals with the
Inkjet printer technology as well
as the other deals that we’ve done
between the two companies.

Joe Beyers: What's unique about
this relationship is that it is a true
relationship; it's not just an isolated
transaction. It's a framework in how
we work together and several deals
have come from it, some of which
have been joint development activi-
ties over several years. They tend
to feed on each other, each success
leading to follow-on new projects,
some of which were unanticipated
when the relationship started.

Kathleen Denis: Thank you.-For
Lita and Susan, the business part-

/nerships often find that they have

created some unexpected and tan-
gible benefits by working together.
Tell us about some examples you
found of that in your relationship.

Lita Nelsen: 1 think we've been
talking about it the whole time,
which is basically we have the good
fortune of being located within a
five-minute walk from each other.
That means that our facuity who
are involved in the company can
interact easily. I get to call people

_ like Susan and say, do you want
to be on a panel with me? People
who graduate from the university
come over and talk to these guys.
But there's more than that thatisn’t
related to one company.

What happens, when you have a
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lot of that going on in a community,
is it builds a whole infrastructure by
which new companies can get start-
ed. Where people have role models
for how you start a company, where
graduate students get ambitions to
do things because they see it hap-
pening in Ron’s lab across the hall.
That impact on our students of not
a single deal, but the way in which
we do deals, with these continuing
relationships, is actually changing
our ability to educate students to see
how the real world works, and how
research leads into products.

Susan Whoriskey: I would echo
that theme. [ think we've retained
and maintained a closer relation-
ship with MIT than I might have
expected in the early days when
we first did the license. As opposed
to the technology just being thrown
over the wall to a biotech company,
everything from hiring some of the
graduate students and post-docs to
join the company, staying close.

Last week, for instance, MIT and
Momentum published a paper to-
gether—scientifically focused on
what the science is, and business-
wise focused on how we're develop-
ing that science into the business. So
we’ve stayed close in terms of devel-
oping the technology as well. We've
filed additional patents that we’ve
developed at Momenturn that have
broadened the technology and led to
technology licenses that we've done
with universities outside of MIT.

So I think the growth and evolu-
tior and staying closer together with

Joe Beyers, left and Lisa Jorgenson.
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MIT has been a pleasant surprise
that’s benefited both of us.

Lita Nelsen: You certainly haven’t
moved 1nto your new quarters be-
cause of the cost of the real estate.

Susan Wihoriskey: Yes, Lita's refer-
ring to the fact that we moved the
company withina five-minute walk-
ing distance of MIT just last week.

Lita Nelsen: And I'm sure it wasn’t
for economic reasons.

Susan Whoriskey: That’s correct.

Kathleen Denis: Thank you. How
about Mark and Gary? What sort
of intangible benefits have you
derived from your relatively short
relationship?

Mark Peterson: The biggest intan-
gible benefit I think that we pick
up as Proctor & Gamble from the
relationship is—Gary talked about
our scale and his appreciation of
the challenge of moving our top-
line perspective—over the next
ten years we need to find 500 5100
million ideas to achieve our sales
revenue targets. 5o when [ tell you
we're open for business, we're seri-
ous about it.

Gary and Adrian and his other col-
leagues have an amazing network in
the health care industry, with their
knowledge, to make connections
and to help us find some of those
$100 million ideas on an inbound
basis. So were looking, in all of our
relationships, really to access the
network of our colleagues.

Gary Cleary: 1 think in reverse,
there’s a lot of outbound technology
that could be coming out of Proctor
& Gamble, and | would imagine
there’s a lot of outbound technology
out of other very large companies
where a lot of things are just either
stalled or they don't fit the strate-
gic direction of that company, that
smaller companies like mine could
possibly use to become larger. I think
that's the group 1've been working
with at Proctor & Gamble, and it's
a great way for two companies to
work together that are svnergistic.

; Kathleen Denis: Lisa and Joe, re-

/lationships can force you to define

things more clearly so you end up
understanding yourself and your

company somewhat better What
new understandings of your own
company did you come out with
because of this partnership?

Lisa forgenson: ST is a very Euro-
pean company, with its roots as a
Franco-Italian company. With HP’s
roots as a California company, I'm
sure you can understand there are
significant cultural differences and
very different decision-making pro-
cesses between the two companies.
Even though English is the primary
language of ST, there still can be a
lot of misunderstandings, a lot of
miscommunication.

What the two companies did
early on, for one thing, is that they
actually conducted an inter-com-
pany cultural training and diversity
training. We did find that we have
some business processes, certain
decision-making processes that
were the same, that we could use to
help solve problems and solve cer-
tain processes or decisions that we
could hopefully use down the road
that would help us in our engineer-
ing decisions. Then we could avoid
going into dead-end situations and
having to backtrack in engineering.
It did help us down the road, in
the future generation products. We
obviously realized that between ST
and HP, there were going to be some
significant cultural differences.

Joe Beyers: There were several
other things that ] think were really
key in the relationship. Let me list a
few of them.

One is the fact that the teams
brought complementary skills
to the relationship. HP was very
strong in architecture and compii-
ers, and ST on micro architecture
and design. Those complementary
skills were very helpful in getting a
good outcome.

Another key thing was the fact
that there was a lot of work done
early on to make sure that the IP
rights were clearly defined in the
relationship. In a joint activity like
this, that can be quite complex and
can cause a lot of problems. I'll just
give you an example. In another
situation where HP had done a
joint development agreement with
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another company, the IP rights
weren't clarified that well and that
situation is now the subject of a $1
billion Jawsuit between two other
companies, just because of lack of
clarity in the IP rights in the joint
development agreement. So there
can be severe consequences if you're
not clear about what are the IP rights
when you have two teams working
together.

Another factor is the teams really
had a lot of focus on mutual respect
and openness. I think it was a re-
ally good comment that was made
earlier regarding the fact that you
want to have enough goodwill in
the relationship so that the following
negotiations can be effective. Also
you need to consider thé fact that
you can't think of everything in the
agreement when you firstengage in
an activity of this type.

Then a last point that I think was
really key in the relationship was
the concept of co-location. In a lot
of these complex technologies, the
fact that there were engineers co-
located at each other’s sites made
a big difference in how the teams
could work together and how the
technology could be improved in a
meaningful way and transferred in
an appropriate way.

Kathleen Denis: The two most re-
cent deals had a lot of competition,
so I'm going to ask both of you this
question, but I'm going to start with
Paul and Scott. [ know the Biovit-
rum technology had a lot of suitors
and [ know you used an auction. So
Scott and Paul, could you teil us a
little bit of what led you to one an-
other, rather than some of the other
possible suitors?

Paul De Potocki: If you recall, our
strategy was to find partners for our
phase [I clinical stage programs. In
the last year, we had just started a
phase II trial and we were about to
initiate the partnering process. But
in February, we had 36 companies
that proactively had contacted us
with an interest in licensing this
asset. | can’t say that all 36 were
credible as global pariners, but ev-
ery single large Pharma company
except one were among these 36.

As a biotech company, that's a nice
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problem to have, but it’s a problem.
You can't possibly handle the num-
ber of potential partners. So we had
to somehow reduce the number of
potential partners without actu-
ally showing what we had to the
entire world, because this is a very
competitive field and we know that
many other companies were work-
ing on the same target and the same
program. We were fortunate to be
the first in the world at that stage.

We actually chose about a dozen
of these potential partners and asked
them to come in with a letter to Bio-
vitrum explaining how they viewed
the metabolic disease market in the
future and how they saw us work-
ing together, a number of things.
We got very good responses. 5o we
had to go a second round, where
we send a second letter asking for
very detailed things, like what are
the frameworks of the financials in
terms of milestones and royalties?
Are you prepared to consider quids?
Are you prepared to consider split
geographies? Such things.

Here it became a bit more diffi-
cult for some companies to answer,
because many large pharmaceutical
companies, and I have respect for
that, had difficulties in committing
to any numbers without actually
seeing the asset. It's pretty difficult.
Anyhow, we were down to about
five companies that we invited to
Sweden, where we gave fairly de-
tailed program presentations, after
which we entered into discussions.
This was now the end of May of
last year. ,

The first week of June, [ got a
call from Scott, who had not been
in the process during that spring.
Scott made a very convincing case,
together with the head of R&D of
Amgen, to actually get together. At
that time, we didn't know Amgen
very well. We learned things about
Amgen that we didn’t know and
sounded very intriguing.

So we invited Amgen to Sweden
and we talked about the program
and the selection criteria that we had
setup for a partnier. Amgen were ex-
tremely rapid in responding to our
strategic needs, not just the physical

asset, but also the things we wanted
around the deal, in terms of quids,
in terms of collaborations and cross-
development and a few other things.
In July, we chose Amgen as our part-
ner of choice and the only company
that went into due diligence. Then
we had three weeks to conclude the
final agreement.

That was a fairly short process of
going down from a very large num-
ber of potential partners to our final
selection of Amgen as our pariner
of choice. Maybe you want to give
your view on the process.

Scott Foraker: I think the fact that
Biovitrum had certain timelines in
mind was actually helpful to both
parties. But you might ask, in such
a competitive environment, what
things did Amgen do to respond?
think there’s a couple.

1 think one thing we did was we
really tried to listen carefully to the
needs of Biovitrum. They were a
small biopharmaceutical company,
spun out of a larger big Pharma
company, but they had a desire to
become a fully integrated biotech
company. That meant revenue soon-
er than the products in their pipeline
would dictate. So we found a way

. to provide them with a quid for an

earlier stream of revenues than they
would have received from products
in their own pipeline.

We tried to listen to some of their
other needs. They had excess capac-
ity in process development. We had,
at the time, some bottlenecks in our
own process development organi-
zation. We had too many projects
going through needing process
development work. So we found
a win-win situation there, where
as part of the deal there was a side
deal, if you will, on not having to do
anything with this target on process
development work.

The bottom line is that we really
tried to listen to the needs of Biovit-
rum and tried o create a checklist of
those needs and see what we could
do to respond to those needs in a
way that perhaps other organiza-
tions may not either be able to or be
willing to. This made a big differ-
ence in terms of the collaboration.

=
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Paul De Potocki: 1 guess there have
been a few raised eyebrows regard-
ing us licensing this asset to Amgen.
We all know Amgeniis a hugely suc-
cessful company, but this was the
small molecule GP product, whereas
Amgen made their fame and fortune
in niche indication proteins more
than anything. But we looked at
this, and looked at the franchise
that Amgen had been building in
terms of small molecule expertise,
metabolic disease expertise—which
is quite impressive at this stage.

But we also tried to project what
the industry's going to look like in
five and ten years from now. We've
placed our bets that Amgen is going
to be one of the companies who will
be strong in the future. We can all
make our bets around which large
Pharma companies will be there five
and ten years from now, and [ guess
the answer is out there. But it's not
obvious that the company that is
strongest today will be the company
that’s going to be strong five or ten
years from now. That was also one
consideration.

I've had the privilege of work-
ing fairly closely with most large
Pharma companies in the U.S,, in
Europe and in japan over the last
three years. While there are great
similarities in the initial contact
with the very professional business
development organizations, there
are also some profound differences
in how they do licensing and deal-
making. As a biotech company, we
have very quick decision processes,
like most smaller companies. ['m
very impressed by Amgen keeping
their nimbleness despite growing
larger and larger by the day.

But really, most large Pharma
companies have this hierarchy of
committees and decision bodies that
make it impossible to make a quick
decision regarding large deals. Here
we were, from the very first time we
met, less than three months we had
signed, the biggest deal ever by a
European biotech company.

Kathleen Denis: Thank you. Mark
and Gary—I know youused a rather
unique, not totally unheard of, but
rather unusual way of finding a
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partner. If you could tell us a little
bit more about that.

Mark Peterson: When we elected
the auction process, we did adopt a
principle of transparency that Gary
referred to. We had that discussion
with everybody who contacted us.
For us, that means saying what you
mean and meaning what you say in
order to enable you to go fast and get
to the real issues. We probably had
twenty companies that did what I'll
call non-confidential casual inquiry,
kicking the tires, if you will, to see
what the technology was about and
what might potentiaily be there. Six
companies came in on our deadline.
Gary and the Corium team came in
relatively late to the process and put
an offer in. We asked for not only
an offer but a business plan. One
of the interesting correlations was
the more robust the business plan,
the more robust the financial offer,
because as folks got deeper into the
potential for the technology, the
value went up.

We ended up with three partners
who we invited in for a final round
of discussions, to allow them to
fully present their business plan.
Remember, what we really wanted
to see was the technology in the
marketplace improving the lives of
the world’s consumers, The finan-
cials got to where you could throw
anet over them, in all candor. Really
what we ended up selecting was a
strategic partner who we felt had
the best opportunity to successfully
commercialize the technology and
take it to market, and had comple-
mentary capabilities and a very
robust business plan.

Gary Cleary: For Corium, it was
an interesting set of events that
took place. We were pretty much
minding our own business, trying
to stay alive and grow Corium with
what we had. When we were invited
to take part in this auction, it was
strange for us in the beginning,
because there was sort of a one-
way confidentiality agreement. We
could not really tell too much about
Corium without revealing confiden-
tial items. It was a little agonizing
to not be able to—it was like you're
behind a mirror and you can't see

out there, can’t tell people who you
really are.

We don't have public annual re-
ports, we're a rather young compa-
ny, emerging. So we don’t have any
reference for someone like Proctor &
Gamble to understand who we are.
It was a little nerve-racking until we
were able to sign a two-way agree-
ment. Then we could open up alittle
bit more about what our financials
were, what we're all about, and
some of the confidential things that
one would like to share in order to
have the other party gain some con-
fidence. During that period, it was
a little disconcerting. Deep down
inside, we were always wondering,
-how will they know we are going to
be the best partner they could have
without having the chance to really
explain things?

At the end, somehow they did
recognize that, and I'm very happy
and pleased that they did. But it was
that process, it was sort of like being
on eBay where you don’t know who
the other party is and all you know
is there’s money being bid.

Mark Peterson: Butit’s interesting,
when you do your public due diii-
gence and Gary’s name ends up on
an awful lot of patents in the same
space you're talking about, hoping
to be successful, it does tend to build
your confidence a little bit. So we
picked up a little bit of the publicly
available info.

Gary Cleary: 1 guess we have to
thank Google for that.

Kathleen Denis: Thank you. My
next question is for Joe and Lisa. |
really hate, after the Red Sox win,
to use a football analogy, but this
‘country is really fond of Monday
morning quarterbacking, and it
is Monday morning. You've been
together a long time. What things
have you learned along the way to
do alittle different?

Lisa Jorgenson: The high-tech elec-
tronics industry, the technologies
change very rapidly through the
market changes, the customer de-
mands and needs. I think we have
to keep pace with that, it puts a great
deal of demand on our engineering
teams, on our management, and that
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causes a great deal of stress.

I would say that the one thing
that we really learned from all of
this—and 1 think we've managed it
relatively well because we're still to-
gether as partners—is that we could
have done much better at dealing
with all of the issues much earlier on
and much quicker. Do you agree?

Joe Beyers: Yes. The other thing
I would probably add is a better
expectation or requirement for flex-
ibility. In this type of engagement,
things will never work out quite
the way you anticipate. Sometimes
the teams were a little bit reluctant
to change. As some of the business
objectives changed, the technology
had to change, and there was a little
bit of a transition there. It worked,
but it caused a lot of angst. I think
just recognizing that the industry,
the technology, is moving quickly
and whatever you start on will
change and you sort of build that
into the psyche of the project.

Questions from the audience

Kathleen Denis: I'm going to start
. with my first question from the
audience. What role did corporate
counsel—as you know, there's a
number of our members who are
lawyers—have in any of your deals?
I'd throw this out to anybody, so 1
/hope somebody volunteers. What
impact did they have on the content
and schedule of the deal? Anybody
want to pick that up?

Paul De Potocki: T'll give it a shot.
Representing the smallest company
here and without a huge legal de-
partment internally, and being a
Swedish company doing business
with Americans, we certainly rely
onexternal help. We have an agency
and a particular person we've been
working with for, I guess, fifteen
years as Pharmacia and all the name
changes, That is very important for
a smaller company to get that kind
of expertise aboard before you en-
ter Into negotiations with the larger
Pharma companies. You all know
that large Pharma companies have
hoards of lawyers and they're very
effective, and when you come as a
biotech company without having
done your homework and know
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exactly what you want and turn that
into some kind of legal document,
yvou will always have problems. So
for us, that has been very important
to get that kind of long-term rela-
tionship with a professional U.5.
lawyer and have that person and
that firm in the process well before
you actually go into negotiations
and customer contacts.

Scott Foraker: If I could add to
that, I'd actually like to make an
advertisement for Paul’s counsel,
who's sitting here in the second
row, his name is Jim Farrington.
It's difficult when you go through
a tough negotiation to say that you
have incredible respect for the law-
yer on the other side of the table, but
Fin fact do.

The reason for that is that Jim
was able to—Jim was not just a
hired bulldog, as we know some
lawyers can be. He was a guy who
listened to both sides’ point of views
that were raised, saw the different
niceds of the companies, and even
though he represented Biovitrum
was willing to engage in an open-
minded fashion and address the
needs of Amgen in creative ways
that sometimes we didn"t even think
about as business people. So I think
the role of counsel in this particular
deal and in my experience in other
deals can be very critical, and was
definitely instrumental to the suc-
cess of our deal.

Joe Beyers: Having done business
transactions for 20-30 years, a basic
philosophy I deploy, while there are
exceptions, [ start with the premise
that the business folks don’t un-
derstand the legal issues and legal
folks don't understand the business
issues. That’s my basic premise.
Therefore the two have to work to-
gether as partners in any business
transaction. 1 believe that always
leads to a better outcome.

So the question is what the role
of legal counsel is—the role of legal
counsel is a key partner with the
business folks in doing a deal like
this. That’s just the basic philosophy
we try to push.

Kathleen Denis: 1 think that's rea-
sonable. [ heard a number of vou

say—everyone from MIT, which
you'd expect, to Proctor & Gam-
ble—is that your major impetus is
to get a product out to the people.
You may have different motivations,
but I think all of us are in licensing
and business development to get
products out to people.

Lita, you had referred to having
a complicated intellectual property
situation. [ know that sometimes it's
not a clear path to getting something
on the market. Can you give us a
little bit of insight on what you had
to do to gather up the right pieces to
get Momentum?

Lita Nelsen: If you haven't dealt
with a university before, you may
not know that aithough we own
the intellectual property, we don't
exactly control the intellectual prop-
erty all the time. People think that
faculty members are employees of
the university, Well, we pay their So-
cial Security tax, but they sure as hell
don’t act like employees. So if you
have IP from three different faculty
members and they’re not getting
along, the fact that you have a com-
mon ownership is only a fiction.

So we had to do a lot of horse-trad-
ing. We had to give nonexclusive
licenses in defined narrow fields
of use for the professor who didn't
want to be a part of the company. So
that was part of it, it was just a lot
of jawboning. One of those 6:30am
meetings took place because [ knew
somebody in another company
who had nothing to do with this
company, but who was an expert in
the same field, and who happened
to have gone to grad school with the
professor who didn’t like us. We got
him in the meeting to explain busi-
ness terms to the professor who
didn’t trust us. Pretty nice of him
todo it for a cup of coffee and some
stale bagels.

Then you just keep chugging
away at it, looking at how, for ex-
ample, in some of the background
technology—ves, I know you have
an exclusive license but I'm will-
ing to give this to get back some
of the rights that I licensed to you
seven and a half years ago. You just
keep chugging-away at it because
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you want to get it done. You keep
explaining to the other side, some
things [ don't want to give you,
some.things I oughtn’t to give
you because of public policy, and
other things I'd love to give you
but I can’t, and how can we work
together to make a deal that works?
There's no magic other than people,
peopie, people.

Kathleen Denis: Thank you. More
questions from the audience. One for
Mark and Gary. Why was Proctor &
Gamble not interested in just buying
Corium and its technology?

Mark Peterson: Once we made the
strategic decision that we didn't
want to be in the drug delivery
business, making an acquisition that
wasn't central to our strategy didn't
make sense from a direction stand-
point. Recall, at the time our stock
had gone from about $118 to about
$55 and Dirk Jager had exited stage
left when we were making that stra-
tegic decision about what business
we wanted to be in, and A G. Laffley
was leading the company through
that kind of strategic focus.

So in the interest of continuous
employment on my part, suggest-
ing that we change strategy to get
in the drug deliverv business didn't
seem particularly bright. So T didn’t
even propose it.

Kathleen Denis: Anything you con-
sidered, Gary?

Gary Cleary: No, that never entered
our minds. P&G never made an offer
like that. I don't think we would sell,
because we’re really only four years
old and we’re still having fun.

Kathleen Denis: This one is for
Joe and Lisa. It sounds to the indi-
vidual posing the question that the
relationship with ST evolved from
a supplier to a licensee in a fairly
seamless and natural fashion. How
did the intellectual property organi-
zation play a role in this and what
was the handoff mechanism from
procurement to licensing?

Joe Beyers: Yes, it did start out ini-
tially as a procurement relationship.
Then as it evolved into a joint devel-
opment, that's when the licensing
function activity got more heavily
involved. As I said earlier, the IP
issue had become quite problem-
atic. But at all times, the business
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focus was the main driver through
the relationship, because it was an
evolving business relationship that
involved more and more complex
IP issues. Then it got involved in a
lot of joint development activity, so
again the business and technology
people really were the key driv-
ers in the relationship, with the
intellectual property rights issues
monitored and properly managed
along the way.

Kathleen Denis: You said there
are people who work across sites..

/ How do you handle the intellectual

property?

Lisa Jorgenson: As seamless as it
may seem, it hasn't always been an
easy task. The important thing is
the communication. HP has a lot of
very proprietary technology, as well
as ST developing within the confines
of what ST can bring to the party, so
to speak. So we are developing the
semiconductor chip and developing
inside that envelope, if you will, of
the HP proprietary technology. So
we’ve had to delineate lines of what
ST will own in terms of the ultimate
intellectual property of what we are
developing.

So we've had to work very closely
together. What we develop that we
will own solely, what we will have to
give up ownership rights to within
the confines of the HP proprietary
technology, and what we jointly
develop, we will continue to jointly
own. It's been a very different model
in some respects, that ST is not used
to, butit's also helped with the over-
all final relationship down the road.
It is also something that creates the
follow-on technologies that works
for botl sides.

Joe Beyers: [t was interesting, in two
of these examples that we discussed,
there were different models. In the
first example, it was mostly HP's
very proprietary [P that a lot of in-
ventions that ST Micro might make
in that relationship would be owned
by HP, because it was derived from
our IP. But in the follow-ons, it was
more collaborative and there is more
joint ownership and more indepen-
dent development by ST Micro on
the LX microprocessor. So there
were two different models. It reaily
is highly dependent on the nature
of the criticality of the proprietary

of the 1P and what the expected fol-
low-on would be. With the LX, the
expectation was there could be some
relationship where ST Micro owns
more of it, and in that one the IP
model was more flexible.

Kathleen Denis: Thank you. We're
getting close to the end of our time
and I'd like to pose a final question
to all of the groups. This, too, is from
the audience. We've been talking
about the successful partnerships
that you all have put together. Could
you each take a couple of minutes
and tell us about the future risks that
you see ahead and how you intend
on addressing those? Could I start
with Scott and Paul?

Secott Foraker: Whenever you do a
deal of this type, particularly thatin-
volves science, there’s tremendous
risk. You can’t anticipate every out-
come. I would echo Lita and other
panelists’ sentiments about the need
for continuing strong relationships.
There’s already been one issue that
has cropped up over the past year
which has required just that type of
relationship. I think when we struc-
tured the deal, we did it as best we
could to account for the future risks
and the unanticipated consequences
of the deal. In that I'd really like to
echo and emphasize what Mark said
earlier about aligning the interests. If
vou align the interests, then every-
thing else is going to pretty much
fall into place. So the risks and the
unanticipated consequences of the
deal are going to be dealt with in a
satisfactory manner if the economic
interests of the parties are funda-
mentally aligned. We've learned
this lesson the hard way in some
cases over the years. S0 we make
it an absolute requirement of our
deals that the economic interests are
aligned. Even if we're interested ina
product or a technology, if we can’t
find a way to align our economic
interests, we won’t do the deal. It's
as simple as that.

Paul De Potocki: It's a very broad
question. The answer ranges from
how will the U.S. pharmaceutical
industry develop over the next 5-10
years and what are prices going to
be, all the way down to what's the
probability of success for a phase
11 B clinical study in diabetes with
a new mechanism. But apart from
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the scientific risks or the technical
risks that are always present in ev-
ery R&D program in the industry
where we're active, we don’t have
any hot list of risks that we see in
this particular relationship with
Amgen.

I"d like to echo what Scott is say-
ing. If you structure a license deal
right, it should be the most obvious
win-win relationship you could ever
think of. I'm not saying that ours is
perfect, but we certainly don’t see
any big major red flags.

Lita Nelsen: Universities can’t sim-
ply say that economic interests are
aligned, because they have everyone
else to please. The biggest risks that
we can see from our point of view
are not economic, but are first that
Momentum might run out of money
or run out of ambition for this tech-
nology, and therefore be sitting on
an exclusive license and not devel-
oping it, or much worse than that,
developing it just enough that we
can't exert our diligence milestones
and get it back. That includes be-
ing acquired by big Pharma who
doesn’t find this long-range stuff
sure enough to risk it. So that's
first, that the technology might not
get developed, and we would get
highly criticized for that and feel
bad about it.

The second is that Momentum
might be outrageously successful
and we will then be accused of
having given an exclusive license
to such important technology to
only one company. So now, you
know, damned if you do, damned
if you don’t.

Susan Whoriskey: From Momen-
tum’s perspective, clearly the value
we built in the company to date has
been on the key core strength of the
technology and it's a cutting-edge
technology, at the beginning of what
we think is going to be a much larger
important field--success begets suc-
cess. There are other people work-
ing in this area in different places.
Continuing to evolve the technology
is something that is critically impor-
tant to the success of Momentum go-
ing forward. We're mitigating that
in a number of ways, by continuing
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to work closely with MIT to evolve
what we think is our head start on
the technology.

We're also doing a lot of work
in-house, internally, independent
of MIT, obviously to build our in-
tellectual portfolio, and reaching
out to universities beyond MIT,
and pharmaceutical companies. So
mitigating the risk of a technology
going obsolete by staying at the cut-
ting edge of it is something that's
very important to us.

Lita Nelsen: 1 think I need one
clarification point. Although we're
good friends, these people are not
supporting work at MIT, in that our
conflict of interest policies would
not allow it. It is a friendship but
not a collaboration.

Susan Whoriskey: Yes, that’s fair.
Kathleen Denis: Lisa and Joe?

Lisa Jorgenson: I think for ST,
probably two major risks and/or
opportunities. The first is, can we
keep pace with the technology? Can
we keep pace with our customers’
demands to meet the design cycles,
and can we keep pace with our
competition? I think the second is
the third-party patents that are com-
ing at us left and right on a constant
basis. We see new patents being
thrown at us almost on a weekly
basis. So we have to be able to keep
up our intellectual property portfo-

lio at almost the same pace.

Joe Beyers: The question is a very
good one in terms of the future
risk in a relationship like this. The
business environment is constantly
changing very dramatically. The risk
is more that while we have great
goodwill between the two compa-
nies, we're working well together,
if the environment changes—one
interesting example is the fact that
the senior executive at HP who
was behind establishing the initial
relationship with ST Micro now is
the CEO of one of our top competi-
tors, who also now works with ST
Micro.

You always have to be on your
guard in working with another
company, especially two major
companies together, for business

environmental changes of any kind,
and to make sure you have the right
legal agreements and right working
relationship to deal with the changes
that might occur.

Kathleen Denis: Thank you. Finally,
to the “newlyweds.”

Mark Peterson: From P&G’s stand-
point, as we look at the challenges
facing Corium as they really take
on the micro needles as a second
technology platform, the financial
wherewithal, we think, will be there
to finance the development work, as
we've done our due diligence onit. I
think the bigger challenge, as itisin
many young comparnies, is finding
the right management talent so that
Gary isn’t trying to do a one-man
band act as he takes on more and
more customers and clientele.

This is certainly something we've
talked about and tried to support
via our networks. If we see talented
folks looking for opportunities,
we’ll try to steer them Gary's way.
But he’s certainly so deep in the
area, we think it's a real risk but a
nominal one.

Gary Cleary: I think there are a cou-
ple of risks but they can be overcome
with some hard work. One is there’s
still some more inventing that needs
to take place. We have micro nee-
dles, but we need to make a final
product which has several other
components that need to be put to-
gether. I think we can come up with
that, but it's going to take a little bit
of inventing. The other is the regu-
latory hurdle with micro needles. I
don’t know how that's going to be
accepted by the regulatory folks in
Washington, D.C. I would think it
would be easy, but it’s an unknown,
unpredictable event that will most
likely take place. I think it will take
place positively but sometimes these
things don't take place positively
right off the bat. That might delay
the entrance of this product into the
marketplace.

Kathleen Denis: Thank you. I thank
the audience for being respectful
and listening to this great panel
this morning. I thank all eight of our
panelists. A lot of interesting facets
of partnering came out this morning
and we appreciate your candor.
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How To (And How Not To)
Deal With Inventorship In
Joint Agreements
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q n agreement for the joint de-
velopment of new technol-
ogy is probably the most

difficult type of agreement for
businesspeople and lawyers to
negotiate, draft and administer.
Joint development agreements for
other business ventures are more
straightforward. For example, for
joint development of a shopping
center, the parties have architectural
plans and the parties know what
steps are required to complete the
project and know what the project
will look like when it is finished.
Joint projects for development of
new technology require having a
business plan and a legal agreement
for future technology and property
rights that do not exist at the time
the agreement is signed. Inaddition,
depending on the field of tech-
nology, it may be fairly unpre-
dictable whether the proposed
technology can be developed, and if
it can, what the final technology will
be. The business objective, of course,
is to create new technology that will
provide each party with a competi-
tive advantage over its competitors.
This competitive advantage can
normally only be secured with
patentrights that each party can use
to preclude its competitors from
copying the new technoloegy in
the marketplace.

In the December, 2000 issue of les
Nouwvelles, there 1s an excellent set of
papers on “Allocations of Ownership
of Inventions in Joint Development
Agreements.” I recommend it for
your review. The purpose of this
presentation is to provide some
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additional practical suggestions for
structuring and administering tech-
nology joint development agree-
ments, specifically with respect to
inventorship issues. As I am sure
you have experienced, inventorship
issues among business managers
and inventors frequently involve
confusion, at best, and egos, at
worst. The inventorship issues
resulting from confusion and egos
are compounded exponentially in a
joint development project when the
business managers or inventors
perceive that rights to use the tech-
nology and/or rights to own patents
are af stake.

The Legal Basis of
Inventorship and Patent
Ownership

This paper is based on the United
States patent law, because of the
unique questions raised and pro-
blems caused by the specific require-
ments of the United States patent
law for inventorship determination
on patents. Inventorship is not the
same, legally, as authorship on a
paper or publication. The correct
legal determination of inventorship
on a patent is critical, because
inventorship determines ownership
of the patent.

United States patent law at 35
U.S.C. 111 states, “An application
for patent shall be made by the
inventor.” Under 35 U.S.C. 115t is
further required that,” The applicant
shall make an oath that he believes
himself to be the original and first
inventor of the [invention] for which
hesolicits a patent.” Under 35 U.S.C.
116 it is required that “When an
invention is made by two or more
persons jointly, they shall apply for
patent jointly and each shall make
the required oath.” This is the basis
in the U.S. law that requires every

U.S. patent application to be filed in
the name of the inventor(s) and to
be signed by the inventor(s). Thus,
the ownership of every U.S. patent
application initially rests with the
inventor(s). Ownership of the patent
application is then normally trans-
ferred to the company by an as-
signment document signed by
the inventor(s) pursuant to their
employment agreement. The usual
employment agreement says that
inventions made by the inventor(s)
are owned by the employer and the
inventor(s) must assign the patents
on those inventions to the employer.

When joint inventors are em-
ploved by separate employers, the
inventors’ respective assignments to
their respective employers result in
the employers being joint owners
of the patent application and the
resulting patent. The United States
patent law at 35 U.5.C. 262 provides
“In the absence of any agreement to
the contrary, each of the joint owners
of a patent may make, use, offer to
sell, or sell the patented invention
within the United States, or import
the patented invention into the
United States without the consent of
and without accounting to the
other owners.”

This means that each joint owner,
or co-owner, not only has the right
to practice commercially under the
patent without permission of the
other co-owner, but also has the right
to license whomever he desires
under whatever terms he selects
without permission of the other co-

*T. Gene Dillahunty is a partner in the
law firm of Burns, Doane, Swecker, and
Mathis, LLP, Redwood Shores, Calif.
94065-1418
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ywner .and without sharing any
rofits or royalties with the other
0-owner. The end result of this
ituation is that neither co-owner
lone can enforce the patent against
| third party to stop infringement,
secause the accused infringer may
se able to obtain a license from the
sther co-owner. Moreover, a court
~ill not permit a lawsuit to proceed
igainst an infringer unless the entire
ywnership of patent, i.e., all owners,
oin in the lawsuit. A co-owner who
ioes not want to be a party to a
awsuit can license the infringer and
ceep all of the royalties or license
‘ees, without any requirement to
share with the other co-owner. To
yrevent this from happening, it is
1ecessary to have an agreement
setween the co-owners, because
of the statutory language “in the
ibsence of an agreement to the
‘ontrary.”

Inventions are sometimes jointly
nade by employees of different
:ompanies, when the companies do
ot have an agreement between
them with respect to ownership of
nventions or patents. One common
~ay this can happen is when a
supplier’s employee is visiting
1 customer and works with the
:ustomer’s employee to solve a
sarticular technical problem. This
:an result in a joint invention
which is jointly owned by the two
:ompanies. After the fact, the two
sompanies may reach agreement
with respect to ownership rights and
licensing rights for that invention
and the resulting patent. But, if
they cannot reach agreement, the
statutory provision controls. '

Proposing a Joint Develop-
ment Agreement

The purpose of a joint develop-
ment project is for two parties to
cooperate in development of new
technology which neither party can
Jevelop alone. The objective of the
joint development agreement is to
set forth, in advance, the parties’
agreement on the ownership and
related rights with respect to the new
nventions and the future patents on
the new inventions. Typically, when
axecutives of two companies are
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proposing a joint technology devel-
opment project, the usual initial
approachis: “We will work together,
and what we invent is ours, what
vou invent is yours and what we
jointly invent we will both own.”
This is usually followed by: “Our
patent lawyers will keep it sorted
out for us.” This approach has major
problems. The first problem is
that it leaves unresolved the co-
ownership issues addressed above.
The second problem is that patent
property ownership will be deter-
mined by inventorship. Another
problem, of course, is that lawyers
can’'t agree on anything; it is the
parties themselves who, as the
principals, must agree on owner-
ship issues.

Prescription for Disaster:
“What’s ours is ours, what’s
yours is yours and what’s joint
is both of ours.”

Ajoint project based on the above
approach is doomed from the start
for at least three reasons. First, a joint
invention will not be protected by a
patent which either party can use to
exclude competition and to provide
a competitive advantage in any
particular market. As explained
above, without any agreement to the
contrary, a jointly owned patent
cannot be used exclusively by either
party to stop third party infringe-
ment. Second, if ownership of the
resuiting new technology is to be
determined by inventorship, it is in
each party’s interest to invent every-
thing themselves, without input
from or cooperation with the other
party, thus defeating the intent and
purpose of a joint development
project. Third, the determination of
inventorship for a particuiar inven-
tion is not exact; inventorship is
subject to differing opinions on the
underlying facts, is subject to legal
interpretation and may legally
change (due to claim amendments)
during the prosecution of a patent
application.

Taking these in reverse order, the
third problem, determination of
inventorship under U.S. patent
law, has been the subject of much
litigation and many different inter-

pretations by the courts of the legal
requirements for inventorship and
co-inventorship on U.S5. patents. In
setting forth these legal require-
ments the courts have enumerated
various criteria for trying to deter-
mine whether an individual has
sufficiently contributed to an inven-
tion to qualify as the inventor or
as a co-inventor under the law.
Attached is a list of court decisions,
which make interesting reading on
the question of inventorship in
various situations. In general the
courts try to determine whether an
individual qualifies as the inventor
or a co-inventor under the patent
law by having intellectually con-
tributed to the inventive concept at
the conception of invention and /or
to the reduction to practice of the
invention. One of the few consistent
requirements in the various court
decisions is that the determination
of inventorship under the law must
be based on the invention defined
in the specific patent claims in
question. However, since patent
claims are usually amended and
changed during prosecution of the
application, it is not unusuatl that
inventorship on a particular appli-
cation must be changed because of
a change in the claims in the patent
application before the patent
is granted.

What becomes clear from the
above is that, from a practical stand-
point, it is impossible to divide up
and determine with any degree
of certainty allocation of future
property rights on new technology
based on inventorship. The business
people and the technical people of
one party to the joint project will
look to their own patent attorney to
determine what technology and
what patents that party will own
exclusively, what technology and
patents they must give up owner-
ship of to the other party and which
they must share ownership with the
other party. This puts the patent
attorney in the position of judge, jury
and executioner with respect to
establishing property rights based
on legal evaluations of inventorship.
Of course, whatever the patent
attorney concludes for that party’s -
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rights is unlikely to agree with
the conclusions reached by the
patent attorney for the other party.
Moreover, the legai conclusions on
inventorship and patent ownership
reached by a patent attomey for one
party are frequently unpopular with
(if not unacceptable to) that party,
i.e, the attorney’s own client.

Under the above system, the
second problem stated above be-
comes apparent. 1t takes a very
short period of time for business
managers and technical people to
realize that, since lawyers and the
law are frustratingly unpredictable
and uncertain, the only acceptable
and predictable way to conduct the
joint development program in order
to get ownership of the patents on
the new technology may be to avoid
working with the technical people of
the other party. If technical ideas are
not disclosed to or discussed with
the other party, then you have a
better chance of preventing the
other party from ownership or co-
ownership of the new patents by
preventing them from being inven-
tors or co-inventors on the new
technology. Thus, the prescription
for disaster and failure of the joint
project is complete. This arrange-
ment for ownership of the new
technology patents is a complete
incentive for the technical people not
to work together jointly to develop
new technology. Even worse, the
two parties who are not communi-
cating may independently develop
the same invention and file separate,
competing patent applications,
which end up in an expensive inter-
ference proceeding in the USPTO
to determine who invented the
invention first.

Finally, the first problem stated
above also becomes apparent. If
those involved in a project do not
think they can invent everything
themselves, and preclude the tech-
nical people from the other party
from being co-inventors, their nat-
ural tendency may be the opposite
of the above. They will try to be co-
inventor on everything the other
party is working on. This is based
on a belief that it is better to be co-
inventor and co-owner than it is to
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have no ownership. If this happens,
most patents resulting from the
project will be co-owned, and, as
noted above, will not provide a
patent either party can use against
third party competitors, in the
absence of that all-important agree-
ment to the contrary.

The futility (and frustration) of
a technology joint development
arrangement which bases future
ownership of property rights
on inventorship determination is
obvious. There must be a better way,
and there is. The allocation of future
property rights which are expected
to result from a joint project for
development of new technology can
be based on an arrangement which
makes inventorship irrelevant to
determinations of patent ownership
and which encourages the technical
people to work together for the best
possible technology result and for
the maximum patent position
to benefit both parties in a pre-
dictable fashion.

Prescription for Success:
Market-Defined, Field of Use
Exclusivity for Each Party, Plus
the Unknown

This approach may make it diffi-
cult for business managers to
define and to agree upon project
terms from a technology standpoint.
It takes more effort to get the project
defined/planned and the appro-
priate agreement in place. It is
tiresome for business managers to
keep answering all of the law-
yers’ “what if" and “what about”
questions before agreement can be
reached and the project started.
However, it is less difficult dealing
with defining the project in market
terms at the beginning of the project
and reaching actual agreement on
the issues than it is to deal with the
uncertainties of not having appro-
priate patent rights at the conclusion
of the project because those patent
rights are to be aliocated based
on inventorship determinations.
Business managers always fear
“leaving something on the table” in
negotiations, or giving up rights
to something that they didn’t under-
stand or that was unknown to them.

This market-defined approach en-
ables the business manager to nego-
tate for rights on the basis of existing
market, desired market develop-
ment and future market protec-
tion, which are aspects that they
understand best,

On the positive side, forcing the
business managers to define a joint
technology development project in
terms of market-defined, exclusive
fields of use for future rights will
result in a much better planned
project with better defined tech-
nology and performance goals.
Business managers usually know
their markets extremely well, and
they can usually define with a fair
degree of certainty the exact market
they want to improve as a result of
thejoint project, as well as any future
market they want to develop and
enter as a result of the joint project.
Business managers also usually
know very well the other party with
whom they propose to conduct the
joint development project, whether
the other party is or will be
supplier, customer, competitor or
other relationship.

In the context of the present mar-
ket, the business managers of each
party can define their own business
and the competitive objectives they
expect to achieve for their company
from the joint development project.
The two sets of objectives can then
be put together, first to determine
where the common advantages and
benefits of the joint project exist, i.e.,
what each party can do that the other
party cannot do themselves, and
second, to determine the problem
areas that must be resolved to reach
a workable agreement. Issues can
best be resolved on the respective
market {field of use) interests of each
party. This process will facilitate
defining the scope of the technology
research and development and
designating the particular personnel
to be dedicated by each party to
the project. With the scope of the
project thus defined, the future
property rights (ownership rights
and exclusive license rights) can be
allocated and agreed to on a market
by market basis.

The basic elements and checklist
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for assembling a project structure
and the defining agreement for this
market-defined approach to a joint
technology development project
include the following:

* Define the present market in
which Party A operates and desires
to have exclusive use of the new
technology, including the right to
enforce patent rights against its
competitors in that market.

* Define the present market in
which Party B operates and desires
to have exclusive use of the new
technology, including the right to
enforce patent rights against its
competitors in that market.

* Define any future market in which
Party A plans to enter and desires
to have exclusive use of the new
technology, including the right to
enforce patent rights against its
future competitors in that market.

* Define any future market in which
Party B plans to enter and desires
to have exclusive use of the new

technology, including the right to .

enforce patent rights against its
future competitors in that market.

* Define any license market in
which Party A is best positioned to
license the new technology and
desires to have exclusive rights to
the new technology including, the
right to enforce patent rights against
the competitors of a licensee in
that market.

* Define any license market in
which Party B is best positioned to
license the new technology and
desires to have exclusive rights to
the new technology including, the
right to enforce patent rights against
the competitors of a licensee in
‘hat market.

» Define any remaining markets as
‘he unknown remainder markets.

* Define the technology area in
~hich the parties will work together.
* Define the new technology as any
nvention in the technology area
‘onceived by either party separately
or by the parties jointly between the
reginning date of the project and a
lefinite ending date of the project.
Thus, the new technology governed
vy the agreement is clearly defined
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and is trackable by invention con-
ception records. This also defines
the beginning and the end of the
period of time the technology people
are working together under the
joint project.

*» Define background technology as
any technical information and re-
lated intellectual property rights
owned by one party which may be
desirable to use by the other party
in the commercial use of the new
technology in the other party’s
present, future or license market.

* Require both parties to keep strict
laboratory notebook-type records
(signed, witnessed, dated) of each
invention conception event occur-
ring between the specified begin-
ning and ending dates. Similar
records are to be kept for reduction
to practice events. These records are
critical for the parties to determine
what inventions are new technology
subject to the joint development
agreement, i.e.,, those conceived
within the agreement time period.
Having the new technology defined
for purposes of rights under the
agreement, as inventions conceived
between certain fixed dates provides
an objective and predictable way for
the parties to determine the new
technology and consequent patents
which are under the agreement and
which are not. As noted above, the
new technology includes those
inventions conceived in the period
between the fixed dates but
reduced to practice during or after
the specified time period. These
mvention and reduction to practice
records are also the exact evidence
records required in a USPTO inter-
ference for establishing priority of
invention date against any third
party who files a patent application
on the same invention, thus pro-
viding protection for both parties
against a third party.

* Require both parties to have their
dedicated technical personnel attend
regular technical meetings to discuss
new ideas and progress on new
technology. Require both parties to
provide regular technical reports on
new technology to the other party.

* Require that there be no further

technical discussion between the
parties after the end date of the
project.

» Provide for follow-up after the end
date of the project. At least two
residual things will happen after the
project end date after which the
parties are no longer working to-
gether. Either party may reduce to
practice a new technology invention
(conceived in the joint project), and
the other party will have full
defined rights to that new tech-
nology invention. Patent filing and
prosecution on new technology
inventions will continue after the
joint project termination date, and
each party will have full defined
rights with respect to each of the
resulting patents. Continued com-
munication and cooperation on
these two aspects will be required.

Under this market-defined, ex-
clusive field of use approach, each
party will have sole ownership of all
new technology inventions and the
related patents which primarily
relate to its own present market,
including control of the prosecution,
issuance, maintainance and enforce-
ment of those patents in its market.
These inventions and related patents
will be exclusively licensed to the
other party for the other party’s
present, future and license markets.
The best way to determine which
party should have ownership of a
particular patent, is to determine
which party will most likely need to
use that patent to sue infringers to
stop competition and protect its
competitive position in its present
market. That party will own the
patent for use in its present market,
and, consequently for its future and
license markets. Having the patent
issue in that party’'s name also
provides the deterrent effect with
respect to that party’s competitors
in that party’s markets. The other
party is exclusively licensed under
that patent for the other party’s
present, future and license markets,
i.e, that patent cannot be licensed by
the owner to any third party in the
other party’s markets.

Since a particular patent may be
important to both parties in their
respective present or immediate
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fuiure markets for protection of a
competitive position, the parties will
have to decide on a case-by-case
basis which party will own and
maintain that patent. In each case,
there will need to be a provision that
the other party may participate in
the filing and prosecution of the
patent, and may require assignment
to the other party to maintain the
patent in the event the owner party
elects not to prosecute or maintain
the patent. More importantly, there
will need to be a provision to require
assignment of any necessary patent
from the owner party to the other
party for purposes of enabling the
other party to sue an infringer in the
other party’s market area, then
assignment of the patent back to the
original owner party when the
litigation is completed or settled.
This enables each party who needs
to take legal action to protect a
competitive position in its market
to have sole ownership and sole
control of the patent for litigation,
without joining the other party in
‘the lawsuit.

For the unknown remainder mar-
kets, the parties will be required to
agree with respect to commercial
exploitation of the new technology
inventions and related patents in the
unknown markets on a case-by-case
basis as the opportunities arise. This
assures that the parties will share the
benefits of future unknown markets,
if any, and that neither party can
operate or license in those markets
without permission of and account-
ing to the other party.

The Real Advantage —
re: Inventorship

In addition to the predictable
control by the parties of patents on
new technology for use as com-
mercially needed in their respec-
tive markets, this market-defined,
exclusive field of use approach
removes inventorship as a factor in
determining ownership or control of
new technology patents. When the
technical people of the two parties
understand that patent ownership
and exclusive rights are already
determined and assured separate

les Nouvelles

from inventorship determinations,
they can work together to the best
advantage of technology develop-
ment, without concern that working
with the other party may effect
patent ownership rights. This also
places the incentive for inventors
back where it belongs: to invent as
many new technology inventions as
possible. This produces the most
new technology inventions and
patents from the joint development
project. And the inventors can work
in this fashion with the comfort of
knowing that their company’s rights
are already fully protected regard-
less of inventorship determinations.

The business managers can have
the confidence that the rights of their
company are fuily protected for their
markets relative to new technology
and patents from the joint develop-
ment regardless of inventorship
determinations. The managers can
make sure the conception of inven-
tion records are properly kept by
the technical personnel from the
beginning date to the ending date of
the joint project, because this is
what will determine what is and is
not new technology subject to
the agreement.

The inventorship determinations
on new technology inventions can
be made without concern about
affecting property rights or patent
ownership rights of one company or
the other. The patent attorney’s job
of legal determination of inventor-
ship on patents can remain just the
normal task of applying the law and
dealing with inventors’ egos.

Another benefit of this approach
is that it conforms better to the
unique U.S. Patent and Trademark
Office rules and practice relative
to “Terminal Disclaimers.” The
U.S. continuation application and
improvement patent application
practice, enables one to apply for
and to obtain additional claims to
subject matter that the Examiner
may not consider to be separately
patentable over the parent or first
patent. However, one can often
obtain approval of such additional
claims by filing in the second patent
application a Terminal Disclaimer,

which requires the second patent to |
expire at the same time as the first
patent and requires the second
patent, at all times during its life, to
be commonly owned with the first
patent. Sometimes such improve-
ments are made by different or
additional inventors. Following the
approach suggested in this paper
assures that the ownership of
the first patent and improvement
patents subject to terminal dis-
claimers is always in the correct
party, regardless of inventorship
determinations.
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Examples of
Inventorship Cases

C.R. Bar:d, Inc. v. M3 Systems, Inc., 48
USPQ2d 1225 (Fed. Cir. 1998) - con-
ception is the key to inventorship.

Burroughs Wellcome Co. v. Barr Labo-
ratories, Inc., 32 USPQ2d 1915 (Fed.
Cir. 1994) - conception is the “touch-
stone” of inventorship.

University of Calif. v. Synbiotics Corp.,
29 USPQ 2d 1463 (5. D. Cal. 1993) -
suggesting an idea of a result with-
out also suggesting means of
accomplishing the result is not
inventorship. -

Fina Oil & Chemical Co. v. Ewen, 43
USPQ2d 1935 (Fed. Cir. 1997) - con-
ception of a chemical must include
operative method of making it to be
inventor.

Ethicon, Inc. v. United States Surgical
Corp., 45 USPQ2d 1545 (Fed. Cir.
1998) - conception is the formation
of a definite idea of a complete and
operative invention as later applied
in practice.

Davis v, Carrier, 28 UUSPQ 227 (CCPA
1936) and Bac v. Loomis, 117 USPQ
29 (CCPA 1958} - after conception, if
failures along the way to reduction
to practice required deviations, those
responsible for the deviations may
be inventors, alone or jointly with
those responsible for the original
conception.

Kimberly-Clark v. Procter & Gamble
Co., Inc. 23 USPQ2d 1921 (Fed. Cir.
1992} - joint inventors must have
-some quantum of collaboration, if
not by working together, thenby one
building on the relevant information
of the other.

Sewall v. Walters, 30 USPQ2d 1356
{Fed. Cir. 1994) - the subject matter
specified in a patentable claim is
all that is used for determining
inventorship.

In re Cooper, 230 USPQ 638 (Comm.
Pat. T. M. 1985) - USPTO wiil not
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substitute un-named inventor in
place of named inventor without
consent of assignee of named
inventor.

Bemis v. Chevron, 203 USPQ 123 (9%
Cir. 1979) - court can substitute sec-
ond inventor for first inventor, but
only if in good faith and no decep-
tive intent to appropriate rights
of another.

Trans-World Manufacturing Corp. v. Al
Nyman & Sons, Inc., 219 USPQ 1059
(D. Del. 1983) - deliberate non-join-
der of co-inventor to gain prop-
erty right over omitted inventor is
grounds for invalidating the patent.

University of Colorado Foundation
Inc. v. American Cyanamid Co., 52
USPQ2d 1801 (Fed. Cir. 1999) - dis-
pute regarding not naming consult-
ant on vitamin formulation patent.

Pannu v. lolab Corp., 47 USPQ2d 1657
(Fed. Cir. 1998) - inventors who col-
laborated to conceive the invention
remain co-inventors even though
one inventor publically discloses his
portion of the invention more than
a year before filing.

Hess v. Advanced Cardiovascular Sys.,
Inc., 41 USPQ2d 1782 (Fed. Cir. 1997)
- not co-inventor if only assisting
inventor who conceived the oper-
able invention by providing pub-
lically available components for use
in the invention.

Stark v. Advanced Magnetics Inc., 43
USPQ2d 1321 (Fed. Cir. 1997) - cor-
rection of inventorship on patent can
be done when error was made with-
out any deceptive intent.

Amgen, Inc. v. Chugai Pharmaceutical
Co., 18USPQ2d 1016 (Fed. Cir. 1991)
- if invention not clearly conceived
or understood, conception may not
occur until reduction to practice oc-
curs, resulting in simultaneous con-
ception and reduction to practice.

Acremed Corp. v, Sofamor Danek
Group, Inc., 59 USPQ2d 1130 (Fed
Cir. 2001) - proof in form of cor-
roboration witness required for

person not named as co-inventor to "
prove contribution to conception of
claimed invention.

Breed v. Hughes Aircraft Co., 59
USPQ2d 1146 {CA 9 2001) - consult-
ant claims company omitted his
name from patent.

Chou v. The University of Chicago, 59
USPQ2d 1257 (Fed. Cir. 2001} - Court
of Appeals determines that grad stu-
dent/research assistant has standing
to sue if federal court to have name
added to patent.

Kosower v. Gutowitz and Eatoni Ergo-
nomics, 2001 U.S, Dist. Lexis 19111
{DC SDNY 2001) - court followed
Chou case with respect to jurisdiction
to determine inventorship on a
patent application and directa party
to change it.
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Allocations of Ownership of Inventions in
Joint Development Agreements —

The Czech Republic Perspective
by Jana Kiihnlova and
Vladimira Husdkova

it

—

INTRODUCTION — CURRENT
STATE OF IP PROTECTION IN
THE CZECH REPUBLIC

To understand the current situa-
tion of the IP protection and joint
patent ownership matters in the
Czech Republic, it is necessary to
look briefly into the history.

In the second half of the last cen-
tury the protection of industrial
property in  Austro-Hungarian
Empire and consequently in
Bohemia and Moravia was estab-
lished by Austrian Decree of 1lth
January 1897,

After  Czechoslovakia  was
founded in 1918, new state has
adopted the former Austrian legal
regulations on industrial property.
Czechoslovakia after the 1st World
War belonged among the European
states, which immediately after their
creation consolidated also their rela-
tionships in the area of industrial
property rights. In Prague there was
established a Patent Office and a
Patent Law Court. As regards the
international relations, as early as
1919 Czechoslovakia acceded to the
Paris Convention for Protection of
Industrial Property, and Madrid
Agreement  Concerning  the
International Registration of Marks.

Successful  development in
Czechoslovakia of that time was dis-
rupted by the 2nd World War and
then terminated after 1948 by the
change of political system, which
lasted 40 years. The existing patent
system, compatible to that of devel-
oped industrial countries, was
almost liquidated. From 1972 in

- Czechoslovakia the legal protection
of inventions and industrial designs
in the form of Authorship
Certificates was introduced. This
form did not acknowledge market
economy and industrial competi-
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tion. The owner did not have an
exclusive right to the filed invention,
but any  organisation in
Czechoslovakia was entitled to use
such invention, under an automatic,
non-exclusive, unpaid license. Only
because of membership in the Paris
Convention the patent protection

was retained together with the -

Authorship Certificate. However,
only patent owners from foreign
countries could use proper patent
protection. Though Czech compa-
nies and research institutions co-
operated a great deal, their joint
results belonged not only to them,
but also to any other company from
Czechoslovakia, who would wish to
use or exploit them in any manner.
Questions of ownership were disre-
garded. Co-operation with foreign
companies was almost non-existent,
for political reasons.

After 1989, following the change
of political system, the economic
and societal attitudes have assumed
a new direction. Market mechanism
was applied to the economy. The
entire legal system was rebuilt and
new legal regulations on Industrial
Property formed a part of this
change. Now, the IP legal regula-
tions are harmonised with EU,
which the Czech Republic is
expected to access within 3 - 6 years.
However, it is to be understood, that
in the Czech business environment,
which has begun to develop freely
as a market economy only 10 years
ago, there still is not a great aware-
ness of [P matters, and insufficient
experience with effective use of IP.
The legal system does not address
certain finer points (including
details of consequences of joint
patent ownership), and no court tri-
als on these issues have been held
yet. Accumnulated practical experi-
ence in joint patent ownership mat-
ters is rather limited.

If the Ouwmership of Inventions made
by collaborating parties were not allo-
cated during the course of the R&D
program, who would own the inven-
tions and patent?

In the Czech Republic, when the
rights derived from one patent
belong to more than one party, the
relationship between joint owners
shall be governed by general rules of
law on shares in joint ownership as
stated in Code of Civil Law No.
40/1964.

Citation from 40/1964, §137:
“Non-existence of an agreement
results in equal shares of joint own-
ers.”

[t is therefore advisable to agree the
proportion of the contribution of
inventors to the joint patent in order
to avoid future problems. If there is a
legal dispute, parties have to prove
the inventor’s share and the material
support they gave to the joint project.

Should contracting parties have

.aggreements with their employees

regarding inventions made during the
course of the R&D program?

The Czech law states that the right
to the patent on an invention made
by an inventor as part of his task
derived from an employment rela-
tionship shall pass to the employer,
uniess otherwise laid down by con-
tract. The Czech law determines the
duty of the inventor who has made
an invention within the framework
of an employment relationship to

Jana Kiihnlowd and Viadimira Husdkovd
are affiliated with INVENTIA s.r.0.
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report the fact without delay, in writ-
ing, to his employer and to make
available to him the documents
required for assessing the invention.

Where the employer does not
claim the right to the patent within a
period of three months as from
receipt of the communication, the
right shall revert to the inventor.
Both the employer and the
employee are required to maintain
secrecy of the invention with respect
to third parties. _

Any inventor who has made an
invention under an employment
relationship shall be entitled, where
the employer claims the right to the
patent, to appropriate remuneration
from the employer.

Termination of the employment
relationship shall not prejudice the
rights and obligations deriving from
the above mentioned provisions.

Some employvers {especially the
organisations or companies where
many inventions are created) find it
useful to have an agreement for each
inventor and each patent, and an
internal regulations on inventor’s
remuneration,

Citation from the Law No.
527/1990:89 “Inventions belonging
to an Enterprise

(1) Where an inventor has made
an invention as part of his tasks
deriving from an employment rela-
tionship, by reason of the fact that he
is a member of an organisation or of
any other similar employment rela-
tionship, by reason of the fact that he
is a member of an organisation or of
any other similar employment rela-
tionship (hereinafter referred to as
“the employment relationship”), the
right to the patent shall pass to the
employer, unless otherwise laid
down by contract. The right of
inventorship as such shall remain
unaffected.

(2) An inventor who has made an
invention within the framework of
an employment relationship shall be
required to report the fact without
delay, in writing, to his employer
and to communicate to hum the doc-
uments required for assessing the
invention.

(3) Where the employer does not
claim the right to the patent within a
period of three months as from
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receipt of the communication
referred to in subsection (2), the right
shall revert to the inventor. Both the
employer and the employee shall be
required to maintain the secrecy of
the invention with respect to third
parties.

(4) Any inventor who has made an
invention under an employment
relationship shall be entitled, where
the employer claims the right to the
patent, to appropriate remuneration,
the technical and economic impor-
tance of the invention and the bene-
fit obtained from possible working
or other use, together with the mate-
rial contribution by the employer to
the making of the invention and the
extend of the inventor’s service obli-
gations shall be taken into consider-

ation. Where remuneration that has_

already been paid is obviously no
longer proportionate to the benefit
obtained from working or other sub-
sequent use of the invention, the
inventor shall be entitled to addi-
tional remuneration.

§10 Termination of the employ-
ment relationship between the
inventor and the employer shall not
prejudice the rights and obligation
deriving from the provisions of
Section 9.”

How can rights to exploit the results
of R&D be allocated in the joint devel-
opment agreement?

* Co-operation between scientific
institutions

Agreement on co-operation
between scientific institutions has
usually conditions stipulating
how a commercialisation of
patents and/or  know-how
acquired under the framework of
the Agreement will be managed.
We recommend to our clients to
conclude a separate Agreement
on Commercialisation of Joint
Patent (Patents), where all aspects
of filing, issuance, maintenance
and enforcement of Contract
Patent (Patents) and its future
commercialisation are set. It
appears useful to appeint an
Exploitation Manager, who wil
have the responsibility for
exploitation and use of contract
patents.

As regards licensing, each of the

co-owners may seek and propose
potential licensees or assignees,
but only Exploitation Manager
can negotiate, conclude or modify
the license agreements or assign-
ments. Exploitation Manager shall
inform the other party or parties
of the progress in negotiation and
after approval of the intended
license agreement or assignment
by other contracting party shall
sign the agreement. The
Exploitation Manager shall than
provide a copy of any licenses or
assigrunents to the other party.
Exploitation revenue shall be paid
directly to Exploitation Manager
who agrees to distribute (after
deduction of patent prosecution
expenses and other costs) the
agreed proportionate share to the
other party or parties.

* Co-operation between a scien-
tific institution and an industrial
company.

When a scientific organisation

and an industrial company co-

operate, the later is obviously
interested in obtaining exclusive
rights on results acquired under

R&D Agreement. The ownership

of rights depends on financial

and/or material support of the
scientific organisation by the
industrial company. The indus-
trial companies usually see as
most significant their financial
support to the research and tend
to underestimate the investment,
made by the scientific organisa-
tions over the years, resulting in
acquired knowledge and accumu-
lated experience. Industrial com-
panies quite often state it as their
imperative condition that they
will be the sole owners of all intel-
lectual property, arising from the
research project they finance. In is
often the policy of industrial com-
panies to avoid having any joint
patents, as joint patents can be
complicated and troublesome.
Their point of view and their pol-
icy is understandable. On the
other hand, some research organd-
sations have equally determined
policy to keep ownership of all
intellectual property, including
joint patents, and license their IP
to industrv. In such cases compro-
mises are looked for and the size
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of payment made by the indus-
trial company is decisive.
Sometimes a compromise can be
found in right of first refusal or
exclusive option to royaity bear-
ing exclusive license to the future
patents owned by the research
organisation, arising from the
research, granted to the industrial
company. The royalty rate to be
paid by the industrial company to
the scientific organisation in case
of executing an option is usually
also agreed in the R&D
Agreement. If the industrial com-
pany elects not to execute its right
of first refusal or option right, the
scientific institution will be free to
negotiate licenses with third par-
ties.

If the joint development agreement pro-
vides for joint ownership of some
inventions and patents’ what contract
terms are needed to protect each party's
exclusive markets?

The Czech Patent Law states that
each of the joint owners shall have
the right to work the invention. It
means that the joint owner can fully
exploit the patent but granting a
license shall require, in order to be
valid, the consent of all joint owners,

Concerning the exclusive exploita-
tion of the patent by the parties it is
necessary to define in the agreement
the rights of both parties e.g. exclu-
sivity for a special product, for
group of product, field of use, for
certain patent claim, or exclusivity
for certain territories to each party.

How to address various situations, aris-
ing as a consequence of one jointly
owned patent and an arrangement
whereby one of joint owners exploits
exclusively certain field of use and owns
additional patents?

Such situations have to be ade-
quately addressed in the in the R&D
Agreement or in the Co-operation
Agreement. The tools to resolve
variety of possible situations and
business interests available to
Licensors and Licensees in the
Czech Republic are as follows:

* exclusive right to use the joint
patent in one field of use (one prod-
uct, one claim, etc.) for one party and
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for another field of use (product,
claim, etc.) for the other party

* right of the joint owners to use
the joint patent in different territo-

' T1eS

* clear restrictions for a purchaser

What provisions should be mcluded
regarding obtaining patent protection
on inventions made during the course of
R&D?

The Czech Patent Law gives the
ownership of rights to patents pro-
tecting inventions made in the
course of working duties to inven-
tors or their employers.

When one contracting party acts
together with another party under
the scope of the agreement on joint
research and development, the fol-
lowing principles apply:

* Inventions made solely by
employees of one party would
belong solely to this party and
inveniions made solely by empioy-
ees of the other party would be
solely owned by the other party

* All rights and title to inventions
made jointly by personnel of both
parties shall vest as to an undivided
interest of both parties. It is recom-
mended to conclude a Joint Patent
Agreement, as described under
point 3 above, with following basic
principles:

* the parties obligate themselves
to assist in preparation of docu-
ments required for filing of patent
application

* the patent application shall be
filled in the name of both parties,
each of the parties having the appro-
priate share :

* the parties will make an agree-
ment who of them will file and pros-
ecute the patent application,
conduct the patent procedure and be
responsible to pay all connected fees
{costs are usually shared between
the parties)

* the patent application shall
include names of the employees of
both parties as co-inventors in case
they took part on the creation of the
invention

s parties will agree the extent of
foreign patent protection and will
share the costs according to their
share on the invention, or parties
make an agreement on dividing the

territories of their interest which
they will pay

s If a party does not wish to par-
ticipate on patent protection of the
joint invention in certain territory,
the other party may file the joint
invention in such territory on its
own cost.

It is also necessary to set clear

rules on publications, e.g.:

» publication or whatever disclo-
sure concerning research results
requires written agreement of both
parties

* In the event a patent application
is to be filed under the scope of the
R&D agreement the publication of
related results may be delayed until
this application is extended in other
countries during the priority period

When appropriate and necessary,
licenses under background technol-
ogy and pre-existing patents owned
by one party, are granted to the other
party for research purposes only,
nonexclusively and royalty free.

What provisions, if any, are necessary
to permit one or both parties to enforce
jointly-owned or exclusively licensed
patents?

Where the rights derived from one
patent belong to more than one
party, the relationship between joint
owners shall be governed by general
rules of law on shares in joint own-
ership governed in the Czech
Republic Code of Civil Law.

Unless otherwise agreed by the
joint owners:

* each of them shall have the right
to work the invention (to exploit the
patent without accounting to the
joint owner)

* sealing of a license agreement
shall require, in order to be valid, the
consent of all joint owners

* each of the joint owners may
independently take action against
infringement of the rights derived
from the patent ‘

* Assignment of the patent shali
require the consent of all joint own-
ers. Failing the consent of other joint
owners, each joint owner may only
assign his share to another joint
owner; assignment to a third party
may only be effected if none of the
joint owners has accepted a written
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offer of a551grunent w;thm a penod ‘

of one month.* " :

. e An exclusive hcensee ‘cannot
take an mdependent actlon agamst
infringers. -

In the R&D Agreement (or in the
Joint Patent Agreement) it is also
necessary to set who will take the
action against infringement, who
will pay expenses and how the costs
will be borne by the parties. The pro-
vision on co-operation in providing
documents and witnesses is also
necessary.
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Allocations of Ownership of Inventions in

[oint Development Agreements —
The Japanese Perspective
by Kenichi Nakano

_

f the agreement between LCC and
3AC does not allocate ownership of
nuentions inade by their employees
luring the course of the R&D pro-
rram, who would own the inventions
md patents?

In Japan, if inventions are made
'y empioyees, the inventions are
swned by the inventors unless an
igreement  exists between an
mployer and employees concern-
ng ownership of the inventions.

The Japanese Patent Law Section
5 stipulated as follows regarding
nventions invented by an employee.
~ Case 1: If an invention does not
all into the business scope of an
mployer, the inventor owns the
avention.

Case 2: If an invention falls into
he business scope of an employer,
ut an act or acts resulting in the
wention were not part of the pres-
nt or past duties of the employee,
1€ inventor owns the invention.

Case 3: If an invention falls into
1e business scope of the employer,
nd an act or acts resuiting in the
wention were part of the present
r past duties of the employee, the
wentor owns the invention and
e emplover has a nonexclusive
cense on the patent right concern-
1g the invention.

Japan differs from the U.S. where
n employer may be entitled to
wn a “shop right” or ownership of
wentions in Case 2 or 3 regardless
f the existence of an assignment
sreement with an employee. In
ipan, an employer is not entitled
» license or assign an employee’s
ventions or patents to third par-
es unless an assignment agree-
tent has been completed with an
nployee.

If an employer in Japan con”

udes an assignment agreement -

ith employees concerning the
ventions in Case 3, the ownership
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of inventions made in the course of
R&D is the same as in the U.S.

Should LCC and BAC have agree-
ments with their employees regarding
inventions made during course of the
R&D program?

Yes, LCC and BAC should have
agreements with their employees
to avoid the problems meniioned
in relation to Question 1. Most
employers in Japan require all
employees to sign an employment

contract that automatically assigns -

the employee’s inventions and
patent rights to the employer in
above Case 3.

However, the Japanese Patent
Law Section 35 states that in the
case of an invention falling into the
above Cases 1 or 2, any contract
provision, or other stipulation pro-
viding in advance that the right to
obtain a patent, or the patent right,
shall pass to the employer, etc., or
that the employee shall have an
exclusive license on such inven-
tion, shall be null and void.

Before launching the joint Ré&D,
both parties should provide assur-
ance that any employment contract
between an employer and an
employee shall include the provi-
sion that all inventions falling in
above Case 3 shall be assigned to
the employer.

If BAC wants the exclusive rights to
explott the results of R&D in the auto-
mobile industry and LCC wants to
exploit the R&D results elsewhere,
how can rights be allocated in the joint
development agreement?

There are various approaches
that LCC and BAC can take to allo-
cate exclusive rights in order to
exploit the results of R&D, as out-
lined below.

OWNERSHIP ALLOCATED TO
ONE PARTY

Approach 1: In the same way in
the U.S., joint R&D in Japan entitles
the risk of a prior art collision
between LCC's patent applications
and BAC's patent applications.

To avoid this problem, in this
approach BAC assigns all inven-
tions made during the joint R&D
program to LCC under the joint
R&D agreement. The joint R&D
agreement may then include the
provision that LCC grant to BAC
an exclusive, royalty free, irrevoca-
ble license to such inventions and
patents in the automabile or vehi-
cle manufacturing field.

However, this Approach 1 may
not generally be considered accept-
able to Japanese companies com-
pared with following Approach 2,
because an exclusive licensee needs
the consent of a patent owner to
grant a license for the subject
patent to a third party.

Approach 2: Step 1: LCC and
BAC agree that all applications for
inventions made during the Joint
R&D program shall be filed at the
Japanese PTO by one applicant, for
example LCC. This means LCC
would temporarily own the all
inventions made during the joint
R&D.

Step 2: When the patents have
been registered, the applicant,
LCC, will be changed to BAC in the
automobile or vehicle manufactur-
ing field. This means BAC wouid
then have ownership of the patents
related to the automobile or vehicle
manufacturing field.

Step 3: Concerning registered
patents which both LCC and BAC

Kenichi Nakano is a partener af
A. Aok, Ishida & Associates, Tokyo,

Japan.
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want to own, the applicant LCC is
changed to LCC and BAC. This
means LCC and BAC jointly own
the patents concerned.

Step 4: Concerning jointly owned
patents, BAC and LCC would
agree in the joint R&D agreement
that BAC owns the exclusive right
to exploit the patents in the auto-
mobile or vehicle manufacturing
field and LCC owns the exclusive
right to exploit the patents in fields
other than automobile or vehicle
manufacturing.

The above approach may be eas-
ier to obtain approval for by the top
management of LCC and BAC
because the process is simple and
both parties can share in the own-
ership of the patents.

Approach 3: Step 1: LCC and
BCC jointly file all applications at
the Japanese PTO for inventions
made in the joint R&D program.

Step 2: After the concerned
patents are registered, the name of
the applicant will be changed from
LCC and BAC to LCC or BAC
according to the practical necessi-
ties of the parties.

_. In this way, BAC can basically
own the patents related to the auto-
mobile or vehicle manufacturing
field and LCC can own patents
related to other fields.

Step 3: Concerning patents which
both LCC and BAC want to own,
the names of applicants LCC and
BAC can be maintained as joint
applicants.

Step 4: Concerning such jointly
owned patents, BAC and LCC
would agree in the joint R&D
agreement that BAC owns the
exclusive right to exploit patents in
the automobile or vehicle manufac-
turing fields and LCC owns the
exclusive right to exploit patents in
fields other than automobile or
vehicle manufacturing.

ALLOCATION OF OWNERSHIP
BY EMPLOYMENT

In Japan this is handled the same
as in the U.S.

ALLOCATION OF OWNERSHIP
BY SUBJECT MATTER
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In Japan this is handled the same
as in the U.S,

CROSS LICENSE MAY BE
NECESSARY

In Japan this is handled the same
as in the U.S.

LICENSES MAY BE NECESSARY
UNDER BACKGROUND
TECHNOLOGY

In Japan this is handled the same
as in the U.S.

If the joint development agreement
provides for joint ownership by BAC
and LCC of some inventions and
patents, what contract terms are
needed to protect each party's exclusive
market?

Again as in the U.S., LCC would
grant an exclusive license to BAC
to exploit patents in the automobile
and vehicle manufacturing field,
and BAC wouid grant an exclusive
license to LCC to exploit patents
other than the automobile and
vehicle manufacturing field.

In the U.S,, Joint R&D agreement
must provide protection against
either party’s free licensing to third
parties because a joint owner can
grant a license for use of a patent to
any third parties without the con-
sent of the other joint owner.

However, Japanese Patent Law
Section 73 states that a joint owner
of a patent right may not transfer
his share and may grant neither an
exclusive license nor a nonexclu-
sive license without the consent of
the other'joint owners. Because of
this article, a specific protection
clause in a joint R&D to prevent
unlimited assignment and/or
licensing to third parties is not nec-
essary.

If BAC and LCC jointly own a patent
on a painting system that uses a
unigue paint formulation, will sale of
the paint by LCC give the purchaser
rights under the patent? If so, how can
the agreement restrict that effect?

In Japan this is handled the same
as in the U.S.

What provision should be included
regarding obtaining patent protection
on inventions made during the course
of the R&D?

In Japan this is handled the same
as in the US.

What provisions, if any, are necessary
fo permit one or both parties to enforce
jointly owned or exclusively licensed
patents?

There is a considerable difference
in this regard between Japan and
the U.S., as described below.

1) Exclusive license

An exclusive licensee in Japan
can enforce his exclusive right
without the consent of the patent
owner. Furthermore, an exclusive
licensee need not ask the patent
owner to participate in any
infringement action.

2) Jointly owned patent

There is no rule in the Japanese
Patent Law covering a joint
owner’s position. According to
Japanese Civil Law 232, a joint
owner cun individually sue an
infringer. If the joint owner wins a
case demanding an injunction,
there would be no problems resuit-
ing for the other joint owners of the
patent right. However, if the joint
owner was defeated in such a case,
there is some question as to
whether the other joint owners
could sue the same infringer again.
It is believed that the other joint
owners could sue the infringer
again because they have the right
to protect their own profits.

Concerning a request for pay-
ment of damages from an infringer,
each joint owner can individually
take action for only because the
damages would be different for
each joint owner.

These concepts have already
been clearly adopted in japanese
Copyright Law Section 117.

Because of Japanese Patent Law
Section 73 as explained in relation
to Question 4, in Japan, there is no
risk that any joint owner may
license a jointly owned patent to an
infringer without the consent of the
other joint owners who sued the
infringer.
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Allocations of Ownership of Inventions in
Joint Development Agreements —

The Canadian Perspective
by John H. Woodley

— —

e

If the agreement between LCC and
BAC does not allocate ownership of
inventions made by their employees
during the course of the R&D pro-
gram, who would own the nventions
and patents?

Under the Canadian Patent Act, a
person who believes he is the first
inventor of an invention is entitled
to apply for a patent on the inven-
tion! If the inventor assigns his
rights in the invention to another
person, then the proper applicant
will be the person to whom the
invention was assigned.?

Where two or more persons by
their joint efforts make an inven-
tion, then the joint inventors
vecome joint applicants. It is the
person who conceived the idea, not
the one who commercializes it who
is the inventor, having regard to the
invention as claimed.’ A person
seeking to displace the presump-
tion of joint inventorship made by

“the fact that more than one inven-
'or signed the petition, bears a
weavy onus of proof to displace
such a presumption.* On discover-
ng that one or more further appli-
xants should have been joined in
1pplying for a patent, such further
ipplicant or applicants may be
oined by a request accompanied
Jy a new petition naming all of the
yiginal inventors together with the

wdded inventors’ Similarly, where -

t appears that one or more of the
oint inventors had no part in the
nvention, the application may be
evised.t

1 Patent Act, RSC 1985, c. P-4,5 2

2Id

3 Comstack Canada v. Electec Ltd. , 38 CPR (3d)
9at 51 (Ont. H.C)

4 Windsurfing International Inc. v. Bie Sports
ne, (1985) 8 CPR (3d) 241 (FCA)

5 Patent Act, RSC 1985, c. P-4, 5. 31{4)

b1d s. 31(3)
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The Patent Act does not provide
guidance as to the ownership of
patents and patent applications
and thus it is the common law that
govems the issue of ownership.

Unlike the case in the United
States, or the more recent trend in
England, the general rule in
Canada is that an employee pro-
ducing an invention, even on the
employer’s time and using the
employer’s equipment, can patent
it in the absence of a contrary
agreement,” unless the employer
can establish at least a partial bene-
ficial interest! The exception is
when a person is hired to develop
an invention or is duty bound to do
50, in which case equitable princi-
ples may be invoked to enforce
trust obligations to the employer.*
When a person is hired for the
express purpose of developing an
invention, whatever new material,
method or process the inventor dis-
covers belongs to the inventor’s
employer.” It is an implied term in
a contract of employment that an
employee is trustee for the
emplover in any invention made in
the course of research as an
employee, unless such implied
term is displaced by a contrary
agreement having legal effect."
However, the invention belongs to
the employee, in the absence of
agreement, if the invention does
not directly arise out of the work
assigned to the employee; each case
must be examined on its own
facts.” The court should consider

7 Piper v Prper (1904) 3 OWR 451 at 255 (Ont
CA)

& Spearman v Renfrew Molybdenum Mines
Ltd. (1919) 15 OWN 343 at 344-45 (Ont HC)
affd {1920} 17 OWN 466 (OntCA)

9 Sprrrol Cor, v. Putt: (1976) 29 CPR (2d) 260
at 262-63 (BCCA)

10 Devoe-Holbein Inc v Yam (1984), 2 CIPR
228 (Que. 5C))

11 W.J Gage Ltd v Sugdent {1967] 2 O.R 151
at 165-166 (HC)

12 Comstock Canada v Electec Ltd. , 38 CPR
(3d) 29 at 86 (Ont. H.C.)

I

the nature and context of the
employer relationship. Exceptions
to the presumptions which favour
the inventive employee include:

{I)  an express contract to the
contrary, or

{2)  where the person was
employed for the purpose of
inventing or innovating which
requires considering nature and
context of the employer/employee
relationship which include:

(a) the express purpose of
employment;

{b) whether the emplovee at
the time he was hired had previ-
ously made inventions;

(c)  whether an employer had
incentive plans encouraging prod-
uct development;

{d}  whether conduct of the
employer once the invention had
been created suggested ownership
was held by the employer;

()  whether the invention is
the product of a problem the
employee was instructed to solve,
(i.e, whether it was his duty to
make inventions);

{fy  whether the emplovee’s
inventions arose following his con-
sultation through normal company
chanrels (i.e., was help sought);

(g)  whether the employee was
dealing with highly confidential
information or confidential work;

(h)  whether it was a term of
the servant’s employment that he
could not use the idea which he
developed to his own advantage.”

Considering the hypothetical

* posed above if these employees are

employed for the purpose of
inventing or innovating and if the

131d.

John H. Woodley is a partner at Sim &
McBurney.

December 2000 183



inventions are made in the course
of their employment, it is likely
those inventions will be the prop-
erty of their respective emplovers.
If an invention is jointly made by
employees of different employers,
the invention will be jointly owned
by their respective emplovers.
Assuming all inventors are
employees of LCC or BAC and
there is no contractual allocation of
ownership, inventions made solely
by LCC employees would be
owned by LCC, inventions made
solely by employees of BAC would
be owned by BAC, and inventions
made by employees of both parties
would be jointly owned by BAC
and LCC.

Should LCC and BAC have agree-
ments with their employecs regarding
inventions made during the course of
the R&D program?

As noted above the Canadian
Patent act does not address issues
of ownership of inventions and the
patents maturing therefrom. Where
the invention arises in the context
of employment the question of
ownership becomes a contractual
issue. Where the employee is
retained for the express purpose of
making inventions, or of directing
his activities toward research or sci-
entific pursuits in the course of
which inventions will probably be
made, there is little doubt that the
invention will belong to the
employer. However, in the absence
of an agreement there will be
uncertainty. General rules for such
cases are not readily established
and the nature of the employer-
employee relationship must be
examined. Was the emplovee hired
for the express purpose of invent-
ing? Was the idea underlying the
invention, or method of accom-
plishing it, communicated by him
to his employer? Does the inven-
tion reside in the underlying idea,
or in the method of accomplishing
it? Was the relationship between
the employer and employee of a
confidential character? In some
instances it mav be that an inven-
tion is not solely that of either the
emplover or the emplovee but is a
joint invention.” Each case will of
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necessity be decided on its own
facts. The Courts will consider
what the employee was employed
to do. If the invention falls within
the scope of the employee’s duties
{particularly if the employee has
been hired to solve problems) then
the invention will belong to the
employer. On the other hand, even
if an employee is working on the
inventions at the premises of the
employer, if the invention is out-
side the scope of his employment,
the invention will belong to the
employee.” The American concept
of a “shop right” has not been well
received in Canadian law.™

In a dispute between two parties
as to the true inventor of the inven-
tion disclosed in an issued patent,
the Federal Court may grant any
appropriate remedy. The scope of
remedies includes a declaration of
invalidity, a declaration of inven-
torship and ownership or any
appropriate remedy known to the
common law or equity. The court
may order any entry in the records
of the patent office relating to the
title to a patent to be varied as to
name the proper invention or
owner.”

Clearly the way to avoid difficul-
ties is to address these issues con-
tractually at the outset of the
employment relationship. There
are many reasons for doing so, not
the least of which is avoiding the
cost and uncertainties of litigation
at a later date. Moreover, there are
a number of other issues that may
be addressed contractually at the
same time. The cooperation of a
former employee may be needed
after he has left the employer. The
input of the inventor in analyzing
the prior art or assisting in revising
the patent claims mayv be needed,
or the later cooperation of the
inventor may be necessary in legal
proceedings to enforce the patent.
The former emplovee-inventor

14 Russell's Patent (1857 2 DeG & J. 130;
Healey's Applaation (1859), Johnson 165

15 Comstock Canada et al v. Electeg Ltd {1991}
38 CPR (3d) 29; Vokes. . Heather (1945) 62
REC.135

16 W[ Gage Ltd. v Sugden [1967] 2 OR. 151
(HC)

17 Comstock Canada et al . Electec Ltd. (1991)
38CPR.{(3d) 29

mayv develop improvements f{ol-
lowing his employment with the
employer which the employer
would like to acquire or licens
These issues and others can be
addressed at the outset by agree-
ment with the employee.

Particularly where corporate
entities are contemplating a joint
development agreement it is
important, to require each party to
the joint development agreement to
place each employee who is likely
to work on the research and devel-
opment project under an employ-
ment agreement which addresses
these issues to allow the parties to
fulfill their joint development
agreement obligations.

If BAC wants the exclusive right to

" exploit the results of R&D in the auto-

mobile industry and LCC wants to
exploit the R&D results elsewhere,
how can rights be allocated in the joint
development agreement?

In Canada, a patent mayv be
assigned either as to the whole
interest, or as to any part thereof,
and may be licensed on an exclu-
sive or non-exclusive basis, subject
to whatever terms and conditions
which parties may agree upon.
However, absent agreement, the
consequences of joint inventorship
resulting in parties becoming co-
owners of a Canadian patent may
be quite different from the rules in
other countries.

As noted earlier the Canadian
Patent Act while providing for
multiple inventors in the applica-
tion process does not otherwise
address issues of ownership and
the exploitation and disposition of
the respective rights of patent co-
owners. Regard must therefore be
had to the limited jurisprudence
pertaining- to the independent
rights of a patent co-owner in con-
nection with a jointly owned
patent. The recent decision of the
British Columbia Court of Appeal
in Forget v. Specialty Tools of Canada
Inc.® confirmed a number of princi-
ples found in earlier cases. First,
Forget confirmed that a patent is a
chose in action and as such is a per-

18 (1995) 62 C.PR. (3d) 537

Ies Nouvelles



sonal right of property which can
only be enforced by action, and not
by taking physical possession. The
effect of a patent is to exciude oth-
ers from the exploitation of an
invention rather than to confer
rights with respect to that inven-
tion on the patent holder. Second,
the Court held that the exclusive
right to manufacture is an essential
characteristic of the patent and any
interpretation of the Patent Act
which would have the effect of
depriving a patent of this essential
characteristic would defeat the
purpose underlying this statute.
The Court in Forget stated that in
the case where more than one indi-
vidual holds a patent as co-owner,
anything which has the effect of
diluting the exclusive right to man-
ufacture which they collectively
enjoy would likewise defeat the
legislative purpose underlying the
statute. As such the Court held that
a co-owner could not dispose of
anything less than his entire inter-
est in a patent without first obtain-
ing the consent of the other
co-owners. By disposing of only a
portion of his interest, one co-
owner dilutes the interest which
each of the other co-owners have in
the patent. The Court noted that if
the partial disposition of an interest
in a patent is not subject to the con-
sent of the other co-owners there
would be no effective monopoly of
manufacture and the essential
characteristic of a patent would be
destroyed. Thus, the consent of the
other co-owners is required to pre-
serve the essential nature of the
patent,

The consent of patent co-owners
is also required in connection with
a license of the patent technology.
The Court in Forget held that the
grant of a license by a co-owner, no
matter what its terms, disposes of
something less than the entirety of
that co-owner’s interest in the
patent and as such it must be sub-
ject to the control of the other co-
owners, which is exercised by
means of their right to withhold or
grant consent.

No consent however is required
of the other co-owners where one
seeks to dispose of the entiretv of
one’s interest in a patent. Applying
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the foregoing principles, the Court
noted, that it is the dilution of the
effective monopoly of the patent
collectively enjoyed by all co-own-
ers, which makes the valid disposi-
tion by one of only a portion of his
interest subject to the consent of the
others. The potential for such dilu-
tion does not exist where one co-
owner disposes of his entire
interest in a patent. As may be
readily appreciated, the Canadian
rules with regard to jointly owned
patents are quite different from
those in the United States where
each co-owner is entitled to license
others without the consent of the
other co-owners or any obligation
to account.” This right of a U.S.
patent co-owner to grant non-
exclusive licenses has been
described as putting each co-owner
“at the mercy” of any other co-
owner?

As regards exploitation of
patented technology in Canada, it
is open to a co-owner of a patent to
do so oneself for ones own profit
without accounting to the other

‘patent co-owners, provided that

such exploitation is by the patentee
itself and not by an independent
contractor. Thus, with regard to
exploitation of a patent by the pat-
entees themselves, they are not in
regard to the profits therefrom
trustees for one another.

Clearly in light of the foregoing
in order to facilitate their commer-
cial objectives and to avoid prob-
lemns arising from the consequences
of joint inventorship of the tech-
nologies resulting from the parties’
joint research and development
project, the parties should address
in a joint development agreement
their chief concerns.

Typically, in the absence of an
agreement between the parties, and
presuming that the usual emplov-
ment agreements are in place
assigning all project confidential
information, trade-secrets, know
how, inventions and patent rights
in connection therewith to the
employer, the rights of the parties
to the inventions will follow the

19 Schering Corp. v. Roussel-UCLAF SA. 104 F.
3d 341 at 343 (Fed. Cir, 1997)

20 Ethucon, Inc. v LLS Surgical Corp., 135 F 3d
1456 at 1468 (Fed. Cir. 1998)

employers. That is BAC will be the
owner of inventions made solely
by its employees and LCC will be
the owner of inventions made
solely by its employees. BAC and
LCC will be joint owners of inven-
tions made by the joint efforts of
their respective emplovees. A com-
mon approach would be to
expressly confirm this allocation of
ownership rights by agreement.
One problem with aliocating own-
ership in this fashion is that the
parties may not end up owning
rights which are critical to their
commercial objectives as it may be
the other party’s employees who
are solely responsible for the partic-
ular invention of interest and from
which technology they are now
excluded. To address this issue the
parties may provide by suitable
cross license provisions exclusive
field rights for their respective
areas of commercial endeavour. For
example, LCC would grant an
exclusive license under patents
solely and jointly owned by LCC to
BAC, but only for the automobile
manufacturing industry and BAC
would grant a similar license under
patents solely and jointly owned by
it, for all fields except for the auto-
mobile manufacturing industry.
There are alternatives to the fore-
going approach which may allow
the parties to better achieve their
commercial  objectives.  One
approach is to allocate ownership
by subject matter of interest to a
party. For example, since LCC is in
the paint manufacturing business
and is primarily interested in paint
preducts, the joint development
agreement could provide that all
inventions and patents related to
paint formulations will be owned
by LCC. On the other hand since
BAC's business is automobile man-
ufacturing and its primary interests
in this regard are paint systems and
methods, the joint development
agreement could provide that ail
inventions and patents relating to
paint systems and methods will be
owned by BAC. To ensure that
notwithstanding the source of the
invention each party obtains the
rights to the technology that falls
within its area of interest, the par-
ties would agree to assign to the
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other rights in such inventions or
patents that fall within subject mat-
ter identified as relevant to its busi-
ness.

Another alternative to facilitate
the parties’ commercial objectives
is to provide that all inventions and
patents made during the research
and development project will be
owned by one entity to which all
parties will assign their interests
The parties’ joint development
agreement would then provide for
the applicable exclusive field of use
licenses necessary to allow the par-
ties to exploit the technology for
their commercial objectives. The
parties may set up a separate joint
venture entity for this purpose or
may choose one of the parties for
example, LCC to be the owner of all
inventions and patents. BAC's
objectives would be met in this lat-
ter instance by obtaining an exclu-
sive field of use licence permitting
it to use the inventions and patents
in the automobile industrv and
excluding LCC from this field of
use. :

Lastly, it is important for the par-
ties to address in their joint devel-
opment agreement any
pre-existing inventions, patents or
trade secrets which may be rele-
vant or necessary for the other
party to exploit the technology aris-
ing from the joint research and
development project. It will assist
BAC little if a key patent owned by
LCC prior to their joint project
effectively blocks BAC’s use of the
jointly developed technology.
Therefore, the joint development
agreement must provide for the
applicable licenses to preexisting
inventions and patents that are rel-
evant and necessary to the com-
mercial exploitation of the results
of the joint research and develop-
ment project by the parties.

If the joint development agreement
provides for joint ownership by BAC
and LCC of some inventions and
patents, what contract terms are
needed to protect each party's exclu-
sive markets?

As noted above joint ownership
of inventions and patents in
Canada may have consequences
which may differ from the rules
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applicable in other countries. While
a patent co-owner may itself part
with the whole of its interest in the
patent or exploit the patent for its
sole purposes any other activity in
the nature of exploiting a patent
will require the consent of the other
CO-OWNers.

If, for example, LCC and BAC
jointly own a patent on a paint for-
mulation, BAC may not license
LCD's competitor under the patent
without LCD'’s consent. Since LCC
wants to have exclusive rights to
paint formulations made during
their joint research and develop-
ment, if it wants to commercialize
the same beyond using the same
for its own purposes then the rights
which it seeks must be addressed
in the joint development agree-
ment.

One approach, as discussed
above, is cross exclusive field of use
licenses. If BAC grants to LCC
under BAC's interest in the patents
an exclusive license for all fields
outside of automobile manufac-
ture, then BAC will have no right to
license a third party to compete
with LCC.

Parties to a joint development
agreement which are competitors
in any market must always be
mindful of competition law issues.
In Canada, competition law mat-
ters may arise under the criminal
remedies  sections of  the
Competition Act or under the
reviewable matters part of the Act
which falls under the jurisdiction
of the Competition Tribunal.
Parties should be particularly sen-
sitive to these concerns when they
are the dominant market partici-
pants as s. 79 of the Competition
Act, which makes reviewable con-
duct an abuse of dominant position
may have the widest scope of all of
the Act’s provisions. Moreover,
though little used, Section 32 of the
Competition Act provides various
remedies in the event a license con-
tains terms which might constitute
an abuse of the patent.

Another approach which the par-
ties may consider is an agreement
that the parties are permitted to
license other parties subject the
agreed upon license terms which
would include the requirement for
the licensing party to account for

royaities to the other party for its
interest in the jointly owned patents.

If BAC and LCC jointly own a patent on
a painting system fhat uses a unigue
paint formulation, will sale of the paint
by LCC give the purchaser rights under
the patent? If so, how can the agreement
restrict that effect?

Where a patentee has sold an arti-
cle covered by his or her patent
without imposing any condition at
the time of sale, the purchaser is
impliedly licensed to deal with the
article free of any objection by the
patentee. The patentee’s rights are
said to be exhausted with respect to
that particular article. If, however,
the patentee made it known to the
initial purchaser, at the time of sale, -
that the patentee was imposing a
condition restricting the manufac-
ture, sale or use of the article, it
would be an infringement of the
Canadian patent for the initial pur-
chaser to do in Canada anything in
contravention of such condition.
With regard to the patentee’s exclu-
sive right to sell, knowledge of a
restriction on further resale at the
time of subpurchase, has been held
to be binding on the subpurchaser,
as a matter of patent law, where the
subpurchaser took with knowledge
of the condition® While it is clear
that one co-owner may without con-
sent of the other, exploit the patent
for his own purposes without
accounting to the other co-owners,
on principle it is less clear that any
sale of the patented product by such
co-owner may carry with it an
implied license to deal with the arti-
cle free of any claim by all co-own-
ers of the patent. While logic
compels that the sale of a patented
product without restrictions by the
co-owner of a patent should exhaust
patentee’s rights in the sold artide.
It must be kept in mind that in
Canada the law is clear that a patent
co-owner may not exploit a patent
by granting a license or sub-lice-
senses, without the concurrence of
the other co-owner or co-owners of
the patent.? The underlying ration-

21 Natwnal Phonagraph Co. of Australia Ltd. v.
Menck, (1911] A.C 336 (PC)

22 Forget v, Special Tools of Canada Inc., (1993}
48 C.PR. (3d) 323
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ale is that to permit a co-owner to
license without the consent of the
other co-owners would undermine
their rights by destroying the value
of the patent. While there is no case
directly on point it may be useful to
distinguish the implied license that
accompanies the sale of an
patented product, which does not
impinge on this principle, from
typical licensing transactions
which have the effect of undermin-
ing the rights of the patent co-own-
ers, such as a license to
manufacture the patented prod-
ucts.

It is not a given in Canada that
the sale of the paint by LCC will
convey to the purchaser the right to
use the patented system. As a joint
owner of the patent, LCC cannot
grant a license to the jointly owned
patent pertaining tp the system and
method. LCC would not be
restricted from selling the patented
paint product, and presumably this
would include the implied license
to any such purchaser to resell the
product, Though there is no clear
law in connection with the exhaus-
tion of rights pertaining to the sale
of products which are the subject of
jointly-owned patents

Clearly there are advartages to
providing certainty through the
parties agreement. Several options
exist. LCC could grant BAC an
exclusive license under the jointly-
owned patent to the automobile
tield. Moreover, such license
should impose an obligation upon
LCC to restrict all of purchasers of
patented products from reselling
such products into the automobile
field. Moreover, LCC should be
obliged to nofify all of its cus-
tomers of this resale condition at
the time of sale. This would meet
BAC’s objectives with respect to its
field of endeavor, the automobile
manufacturing industry and would
clearly preclude LCC from selling
to BAC's customers or competitors
in the automobile field.

Again to aveid any confusion in
this regard the joint development
agreement should require LCC to
notifv each of its paint customers
that purchase of the paint which is
the subject of this jointly-owned
patent does not convey a license to
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use the system, method or paint in
the automobile field. As noted ear-
lier a condition imposed at the time
of sale by the patentee restricting
the manufacture, sale or use of the
article, would make it an infringe-
ment of the Canadian patent for the
initial purchaser to do in Canada
anything in contravention of such
condition.

What provisions should be included
regarding obtaining patent protection
on inventions made during the course
of the R&D?

There are advantages to having
one party responsible for the global
patent strategy, including prosecu-
tion and maintenance. Where the
parties agree to making one party
responsible in this regard it will
still be necessary to provide for the
other parties input. Even where the
invention and any resulting patents
are exclusively licensed to the other
party in a field of use, the other
party may have an interest in what
countries patents are obtained and
the scope of such patents For exam-
ple, if one party is responsible for
obtaining patent protection for all
joint inventions, a joint develop-
ment agreement should provide for
the other party’s input into which
countries patents will be sought,
the scope of patents to be obtained,
and any decisions to abandon a
patent application or patent.

A common practice, is to have
one party select countries for
patent filing and then allow the
other party to add to the list. There
are a variety of ways to address
patent filing and maintenance
costs. Parties may agree to share all
costs. Alternatively, parties may
share costs pertaining to those
countries in which both parties
elect to obtain patent protection.

Because BAC is interested in the
automobile field, BAC will want to
ensure that the global patent strat-
egy, and the scope of the patent
claims specifically address its inter-
ests in that field. The joint develop-
ment agreement must provide BAC
with an appropriate level of input
and control pertaining to the
patents which affect its field of
interest. On the other hand if LCC,

subject to BAC's input, is to be
given control over the global patent
strategy, LCC will seek to avoid
having imposed upon it unreason-
able obligations. In this regard, the
joint development agreement must
address issues, such as the extent of
responsibility in the patent prose-
cution process; for example, under
what circumstances may a patent
application be abandoned; must
LCC appeal refusals by the Patent
Office examiners; on the other
hand the agreement must also
address the point in time when
BAC will have the option to take
over prosecution and maintenance
of the patents.

What provisions, if any, are necessary
to permit one or both parties to enforce
Jjointly-owned or exclusively licensed
patents?

In Canada the patentee and all
person claiming under the patentee
may bring an action for infringe-
ment.” Persons “claiming under”
the patentee include both exclusive
and non-exclusive licensees, who
may bring action for damages they
have sustained.* If the action is
brought by a party claiming under
the patentee such as a licensee, the
patentee must be a party either as
co-plaintiff or, if the patentee
refuses to join as a co-plaintiff, then
as a defendant. If the joint develop-
ment agreement provides for
exclusive field of use cross licenses,
any action brought by one party
will require that the other party be
made a party to the action, either as
co-plaintiff or as defendant. An
action for infringement of a patent
may be commenced in the appro-
priate court of the province where
the infringement occurred,® or in
the Trial Division of the Federal
Court of Canada.* Only the Federal
Court may declare the patent
invalid as against everyone by way
of an action for impeachment.”

The provincial courts can only
declare a patent invalid as between

23 Patent Act, RSC 1985, C. P-4, 85, 35(1) and (3}

24 Armstrong Cork Canada Ltd v Comco
Pndustries Lid, [1982] 1 SCR 907 at 917.920

25 Patent Act, RSC 1985, C. P-4, s 54(1)

26 Patent Act, RSC 1985, C P-4, 5. 5H2)

27 Patent Act, RSC 1985, C. P-4, 5. 60{1)
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the parties to an action for infringe-
ment.* Where an action for
infringement has been commenced
in a provincial court and anocther
action for impeachment in the
Federal Court, the Courts are reluc-
tant to stay an-action in favour of
the other particularly at the inter-
locutory stages.” Thus, in Canada
multiple actions concerning the
same issues may arise.

Unlike the requirements in other
jurisdictions if a patent is jointly
owned by LCC and BAC, it is not
necessary to name both parties in a
suit for infringement to maintain
the action. Nonetheless, there may
be advantages to having both par-
ties before the Court, or at least
participating in a cocperative man-
ner in support of the action. A joint
development agreement, therefore,
should include a provision that
requires each joint owner to coop-
erate with the other joint owner in
any infringement suit. The joint
development agreement may place
limitations on the cooperation
which a joint owner must provide.
Moreover, the agreement should
also allocate costs of the litigation
and the proceeds therefrom
amongst the joint owners.
Additionally, other issues may
arise in connection with the litiga-
tion which may impact on the par-
ties” rights in the patents. For
example, should there be any con-
straints on the parameters of trial
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strategy pertaining to admissions
affecting patent validity or claim
construction. An attempt to
address these issues or a mecha-
nism for responding to them
should be provided for in the joint
development agreement.

Since a joint owner’s consent will
be required to any license of the
patent, there is little concern for the
issues raised by recent U.S. deci-
sions.® However, the ability to
grant a license may be required as
part of a settlement of an infringe-
ment suit and the joint develop-
ment agreement may subject to
appropriate terms, require the par-
ties” cooperation in this regard.

SUMMARY

In Canada the general approach
to the allocation of ownership and
rights in situations where two or
more parties cooperate in the
development of a technology or a
product of common interest is not
dissimilar from that applicable in
other major countries, in particular
the United States. However, as seen
above there are some nuances

28 Dominion Mail Order Products v Weider
[1977] 1 FC 141 at 143-144 (FCTDY

29 El Lilly & Co v Novopharm Lid (1995), 60
CPR (3d) 417 at 432 (FCTD); Maple Creek
Manufacturing & Marketing Inc. v. Hanson
Marketing Inc. (1997), 72 CPR (3d) 417 (Ont Gen
Div)

unique to Canadian patent law
which should not be overlooked in
a joint development agreement
involving a Canadian party or oth-
erwise subject to Canadian law. In
particular, first, as noted above,
unlike the case in the United States,
or the more recent trend in
England, the general rule in
Canada is that an employee pro-
ducing an invention, even on the
employer’s time and using the

_ employer’s equipment, will be the

party entitled to patent the inven-
tion in the absence of an agreement
to the contrary; the exception being
where an employee is specifically
hired for the purpose of engaging
in such development activities.
Second, the consent of all patent co-
owners is required in order for a
co-owner to dispose of less than its
entire interest; a license is consid-
ered to be a disposition requiring
the consent of the other co-owners.
Lastly, in Canada, multiple actions
in connection with the same patent
are not unknown and non-exclu-
sive licensees may bring an action
for infringement. These unique
aspects of the law applicable to
inventions in Canada should be
kept in mind when negotiating a
joint development agreement that
may be subject to Canadian law.

30 Schering Corp. v. Roussel-UCLAF 5A, 104 F.
3d 341 at 343 (Fed. Cir. 1997), Ethicon, Inc. v.
L.5, Surgical Corp., 135 E. 3d 1456 at 1468 (Fed.
Cir. 1998)
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Why Trade

Secrets Can Be

So Valuable

BY JAMES POOLEY*
and WALTER BRATIC**

The humble trade secret created
on common law is viewed with
greater reverence today. Why?

he lawyers for the U.S. high-
T tech company DSC Com-

munications understandably
cheered when they received a jury
verdict for $369 million. But their
client wasn't as happy. The case
alleged theft of trade secrets against
former employees who started their
own company. The verdict (reduc-
ed by the judge to a mere $137
million) certainly was big. But the
judge ultimately ruled that the ver-
dict amounted to an election of
remedies. DSC had in effect ten-
dered a license to its new com-
petitor, and could not obtain the in-
junction it wanted. DSC Communi-
cations v. Next Level Communications,
107 F.3d 322 (5th Cir. 1997).

We cite this case not for civil pro-
cedure, or for client relations
{although it teaches lessons on
both.) Rather, it stands as one re-
cent example of how valuable trade
secrets can be. Another is the judg-
ment rendered in California in 1994
in the Stac v. Microsoft case, which
is largely famous for awarding $120
million for patent infringement
against Microsoft. Much less well
known — but arguably more impor-
tant — was the $13 million verdict
in Microsoft’s favor on its counter-
claim for misappropriation of trade
secrets, which contributed mightily
to the evenutal settlement allowing
Microsoft to acquire a portion of the
much smaller company.

Through much of the 1990s the
international business community
was treated to extensive news cover-
age of corporate warfare in the
General Motors lawsuit and crim-
inal investigation launched against
Volkswagen, over the departure of
GM's famed executive Ignado Lopez
de Arriortua. Whatever might be
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said about the underlying motiva-
tions for this fistfight, obviously
GM valued very highly Mr. Lopez’
knowledge of its methods for
achieving cost savings and econom-
ies of scale. Settled for $100 million
after years of acrimony and expen-
sive, diversionary litigation, the
case exemplifies the emotional com-
mitment behind trade secret

- disputes.

Put aside litigation. Business ex-
amples of trade secret focus are
similarly common. G.D. Searle,
owner of the Nutrasweet® brand of
aspartame, has secured dominance
in the artificial sweetener market,
extending the effect of its now-
expired patents, by keeping its
manufacturing know-how a-secret.
In effect, no one can make the stuff,
whatever name it's given, as cheap-
ly as Searle. Many years ago, Du-
Pont discovered a method of manu-
facturing a whitening agent now
used in products from paper to
foods. Opting for trade secret pro-
tection, the company still enjoys the
commercial advantage of this in-
vention, more than 40 years after a
patent would have expired.

Why is it that the humbie trade
secret — this creature of the com-
mon law that seems frequently
overlooked as the “‘fourth leg”
(along with patent, copyright and
trademark] of inteilectual property
law — has come to such promin-
ence in the modern corporation’s
quest for intellectual capital? One
answer is that all patents begin their
life as trade secrets, while the ap-
plication remains hidden from com-
petitors and the public. Not that
trade secrets depend for their value
on eventual transformation into
patents. Many companies employ
a combination of trade secret and
patent strategies to provide sub-
stantive protection to their innova-
tions, in combination with a skilled

work force and financial resources,
to develop and maintain a com-
petitive edge in product and ser-
vices markets.

But a number of advantages ap-
pear when one considers the trade
secret form of protection in the con-
text of the modern information
economy. Most importantly, it is
the sheer breadth of subject matter
coverage that distinguishes trade
secrets. Consider the diagram
showing the comparison of forms
of IP.

We see that trade secret coverage
extends far beyond that which ap-
plies to patents. Patents apply
onlyto a subset of ‘technical” trade
secrets — truly novel and useful in-
ventions advancing the art of
manufacture {or, of more recent
vintage, methods of doing business
on the Internet). As to technical in-
formation, trade secret law stretches
much farther, for example, to cover
all of the ‘‘negative data (inventions
or processes that don’t work, or
work less well) that reflect the vast
bulk of a company’s research ef-
forts. Technical secrets also include
computer source code, mechanical
drawings and the details of
manufacturing processes. Fre-
quently, trade secrets are referred
to as “"know-how’’ (although that
term is not consistently used either
in court decisions or in business
transactions). Without legal protec-
tion for this information, com-
petitors would be able to sprint
almost abreast of any heavily-
invested technology company
simply by hiring away one or two
knowledgeable employees.

*Senior Partner, Gray, Cary Ware &
Freidenrich, Palo Alto, California.
**Vice-Chairman, Technology &
Dispute Resolution Consulting, Inc.,
Houston, Texas.
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COMPARISION OF FORMS OF 1P

Patentable
Subject Matter

Technical Information

Trade Secrets

Business Ascertainable

Readily Ascentainable

<4 Beyond Technical Data »

But trade secret protection goes
well beyond technical data, to cover
the (presumably) much larger uni-
verse of ‘‘business information,”’
such as marketing plans, business
strategies, and information about
customers, employees and special
sources of supply, Consider the
modest example of a construction
company using proprietary soft-
ware to estimate Jabor costs against
job requirements in formulating a
bid. The raw data on cost and pro-
ductivity, derived from years of ex-
perience, can be just as important
in the finished bid as the technical
software tool. If the success (or
even survival) of the modern cor-
poration depends on harnessing
competitive advantage from infor-
mation, then trade secret law sup-
plies the necessary platform,

Excluded from coverage are areas
that should be obvious: information
that is generally known, for exam-
ple, because it is found in a com-
mon reference work. Recognizing
the importance of free mobility of
labor, the law also refuses to sup-
port a property interest in the skills
of an employee, even if developed
on the job at the employer’s ex-
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pense. Finally, the definition of a
trade secret will not extend to infor-
mation that, although nominaily
secret, is so easy and quick to
reproduce from known data that it
is considered ‘‘readily ascertain-
able.” But apart from these three
exceptions, virtually all useful
business information qualifies.
Unlike patents, novelty is not a re-
quirement. In fact, protectable trade
secrets can exist in combinations of
data, each bit of which is well
known to the relevant industry.

Trade secrets differ from patents
in other ways that affect their value.
Notably, they can be relatively free
and easy to obtain. Establishing a
protectable secret requires no ap-
plication or negotiation with a
bureaucrat. It is evidenced not by
a certificate, but by the records of
the business that demonstrate the
investment that produced it and the
continuing efforts to protect its con-
fidentiality. The front-end invest-
ments typical of a patent applica-
tion — attorneys’ fees and filing
fees — are avoided. The flip side of
this attribute, of course, if that the
corporation’s ability to protect the
information in court is somewhat
more in doubt.

Only in the context of litigation

are trade secrets meaningfully
defined and their ownership ascer-
tained. Thus, while the investment
in their creation may be nominal,
their value is generally considered
to be more difficult to determine
and therefore more of a challenge
to license for consideration, than is
true of patents. This is one reason
why obtaining patents as a defen-
sive strategy will almost always be
important, regardless of the relative
merits of protecting some of a com-
pany’s data as trade secrets. If a
competitor asserts patent infringe-
ment, normally you cannot counter
with your trade secrets. You must
have relevant, valuable patents to
“trade” for freedom to operate.

Enforcement is another mark of
difference. Patents can be enforced
against ‘‘innocent’’ 'infringers,
while a misappropriation claim
typically rests on demonstrating a
confidential relationship with the
owner somewhere in the chain of
custody. But to make out a patent
infringement claim, one must first
discover the infringing act. This is
why some technologies are more
likely to be protected by trade secret
law than by patent.

Processes defined in a patent, for
example, are published for the
world to see, but their unlicensed
employment in a foreign facility is
exceedingly hard to detect. A good
example is the manufacture of
semiconductor devices. The entire
process of producing a chip — from
growing the crystalline cylinder
through masking and etching the
water to final testing of the finish-
ed die — can encompass over a
thousand separate procedures or
processes. While some.of these
processes may produce a unique,
identifiable “marker’” in the end
product, most are just variations on
a standard “‘cookbook,”” and it is
impossible to devine what recipe
was used merely by examining the
finished product. Accordingly,
semiconductor process technology
typically will be protected by a com-
bination of some patents and a
great deal of trade secrets,

<4 Obvious Difference »

Perhaps the most obvious dif-
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ference between a patent and a
trade secret is that the former is
public and the latter not. Indeed,
one might wonder why the law
would recognize such apparently
opposing methods of protecting in-
formation. The patent grants a right
to exclude others from making or
selling an invention. This exception
to the general prohibition on
monopolies results from a specific
bargain; the perceived benefit to the
public — in inspiration for further
technical advancements — from
disclosure of the invention, in
return for a time-limited right to ex-
clude others from using it. In the
U.5., it was argued for years that
the patent system, enshrined in the
Constitution, should preempt the
“weaker’’ form of protection of-
tered for secrets under the common
law. This debate was settled in 1974
by the U.5. Supreme Court in
Kewanee Oil Co. v. Bicron Corp., 416
U.S. 470, the court explaining that
the common law of trade secrecy
served the valid social aims of re-
specting confidential relationships
and promoting ethical business be-
vior, and as a practical matter com-
plemented rather than interfered
with the statutory patent right.

Since that time the acceptance of
trade secret law has been even
more firmly established by adop-
tion in more than 40 states of the
Uniform Trade Secrets Act, and by
issuance in 1995 of the authoritative
Restatement {Third) of Unfair Com-
petition (covering trade secret law
in sections 39 through 45).

For commercial purposes, the
single most significant distinction
between patents and trade secrets
is exclusivity. A patent provides ex-
clusionary rights against all others.
But it lasts only 20 years, while a
secret lives forever, at least poten-
tially. And here is the major risk
factor affecting the value of most
trade secrets. Trade secret law pro-
vides no guaranteed exclusivity.
Even assuming that the information
continues to provide a competitive
advantage, it must remain a secref.
If it becomes known through
carelessness, or if someone else
discovers it, either independently
or by “‘reverse engineering’’ a mar-
keted product, the information is
no longer exclusive. Of course,
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value may remain if an indepen-
dent discoverer also freats the
discovery as a secret. Indeed, it is
common for the same secret to be
in use by several competitors within
an industry, who guard it (and the
fact of its use) from all others. Only
when the information becomes
generally known does it lose its
protectable status.

But there can be no guarantee
that another holder of secret infor-
mation will keep it that way. In fact,
under current U.S. law the inven-
tor who elects trade secret protec-
tion accepts the risk that another in-
ventor will seek and obtain patent
protection, thereby excluding the
original inventor from using his
own creation. The U.S. patent sys-
tem, unique in the world in this
respect, awards priority of right to
the first inventor, rather than to the
first to file for a patent. However,
in judging the novelty of an inven-
tion no consideration is given to
any "“prior art’’ that has been “‘sup-
pressed or concealed.” Legislation
is currently under consideration in
the Congress that would provide
liited protection to “’prior users’
of business systems that otherwise
would be the subject of patent in-
fringement claims. But the subject
remains highly controversial, and
this risk is likely to remain with
trade secret holders for the in-
definite future.

< Important Factor

The inherent risk of independent
development is therefore an impor-
tant factor in valuation of a trade
secret. In general terms, this is
measured by the time, effort and
expense that would be required for
a competitor to duplicate the infor-
mation. We call this the “"head
start,”” a measure frequently em-
ployed by courts who are asked to
issue a perpetual injunction. While
one response may be to invite the
defendant to return to court if the
secret becomes known without his
fault, some judges attempt to pre-
dict the likely life of the claimed
secret, That is of course an essen-
tiallv speculative endeavor.

While many of the more mun-
dane process secrets eventually
either lose their value or become

known, others, like Coca-Cola's
famous formula, show no signs of
deterioration. In this way, we might
consider one aspect of a trade
secret’s value in reference to its
relative ease of duplication. At one
end of the scale is information that
is 50 easy to discover that it cannot
qualify for protection at all. At the
other end are placed presumably
impenetrable formutae like Coca-
Cola's,

It is in the field of licensing that
this essentially unpredictable life of
trade secrets can be most useful. A
pair of cases makes the point. In
Aronson v. Quick Point Pencil Co., 440
U.S. 257 (1979), the Supreme Court
upheld enforcement of a contract
for royalties on a key chain covered
by a pending patent application.
The inventor was to be paid a 5%
royalty if the patent issued, half
that amount if it did not. After the
device was on the market, where it
could easily be reverse engineered,
the patent application was rejected.
But the licensee had to pay, even if
it was the only entity in the world
burdened by a royalty. And in War-
ner-Lambert Pharmaceutical Company,
Inc., v. John |. Reynolds, Inc., 178 F.
Supp. 635 (5.D.N.Y. 1959), the court
considered the 1880s-era license to
the formula for Listerine® , still pro-
ducing royalties to the licensor’s
heirs 25 years after the formula had
become public. Again, the licensee
was held permanently bound by
the bargain it struck in return for
early disclosure of the secret.

Most often this notion finds ap-
plication in what are called ‘‘hy-
brid”’ licenses, consisting of grants
under both patents and related
trade secrets. While patent terms
and their royalties expire in a mat-
ter of years, the indefinite life of
trade secrets will normally support
a virtually perpetual royalty obliga-
tion. There are two distinct risks
faced by the hybrid licensor, how-
ever. The first is that the trade
secret {or “‘know-how’’) must be
sufficiently related to the patented
technology to provide a meaningful
combination, but still not violate the
patent law’s requirement that the
""best mode’’ of emploving the pa-
tented invention be disclosed in the
original application.

The second risk is that the license
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TM PROTECTION IN THE U.S.
Patent Copyright Trademark Trade Secret
Law Federal Statute Federal Statute Federal and State | Statecommon law,
statute some statute
Protects Inventions Form of expression Source/confusion | Information
Scope Narrow Narrow Narrow Narrow Broad
Lasts 20 years from filing! Author’s life + term of | Potentially Potentiaily
years Indefinite Indefinite
Exclusivity Yes Yes (Subject to Yes No
independent creation)
Registration Yes Yes Yes Yes

will be deemed an unlawful exten-
sion of the patent grant by unrea-
sonably intertwining it with trade
secret rights, even where the com-
bination was not apparently de-
signed to avoid the antitrust laws,
as in St. Regis Paper Co. v. Royal In-
dustries, 552 F.2d 309 (9th Cir. 1979).
Therefore, licensors are well advis-
ed to carefully separate the con-
sideration applicable to the patent
and trade secret portions of a tech-
nology license.

The core aspect of trade secret
value lies in the competitive advan-
tage it confers on the business that
owns the information. Successful-
ly maintaining information as a

secret counts for nothing if the in-
formation does not continue to pro-
vide an edge in compariton with
the product or service output of
one’s competitors. Defining the
scope and significance of that ad-
vantage is not always easy, in part
because it requires differentiation
from other factors that can affect a
company’s market position, rev-
enues or profits. How does the in-
formation improve economies of
scale, lower the cost of manufacture
or distribution, or reduce failure
rates or inventory obsolescence?
There are no precise, one-size-fits-
all formulae that calculate the value
added to a business by a bit of trade

secret information. But in making
decisions about prospective in-
vestments in research, in produc-
tion facilities and in other hard
assets, business owners constantly
make judgments based on the per-
ception that the investment ulti-
mately will provide a ““leg up” on
the competition. In the increasingly
information-based economy, those
judgments are made faster and with
more consequence every day. It is
trade secret law that provides pri-
mary protection to those invest-
ments. Without a thoughtful plan to
identify and protect trade secrets,
any business leaves a gaping hole in
its intellectual property strategy.
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LETTER TO EDITOR

The September les Nouvelles (page 9 of the blue sec-
tion contained a review (""New Guide for Establishing
Damage’’) of my new book Intellectual Property Infringe-
ment Damages. Brian G. Brunsvold wrote a very nice
review for which I am grateful, but a misunderstanding

was contained in his review. In his review he states that

“The author unequivocally describes the 25% rule as
applied to gross profits. This is contrary to the
reviewer’s understanding and case law recognition that
the 25% rule is applied to net profits before tax.”")

On pages 171 through 174, I talk about the 25% rule.
I specifically talk about the way it must be applied for
it to be useful and explain that it should be applied to
operating income (in generally accepted accounting
principle definitions operating profit is typically
equivalent to net income before tax) and not gross profits,

. Brunsvold and I completely agree that the 25%

rule should not be applied_to gross profits. The only
problem is that he has misstated my position.

Thank you for reviewing my book.

Sincerely,

Russell L. Parr

les Nouvelles



Global Patenting is Costly

Obtaining & Maintaining Patents
on a Single Invention in the 50+
Major Countries of the World
Costs More Than ...

A A LA

over the 20-year life of the patent.



With this potential level of investment in every
invention, each individual filing must be carefully
considered relative to several factors:

Cost
Ability to Obtain and Enforce
Need for Exclusivity

.Return on Investment




Cost

The cost to file, prosecute, grant and
maintain a patent varies widely by

country.

Comparing the costs across different
countries during various periods of
time in a patent’s life show the

breadth of this variation.
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For any application, the cost to file,
obtain and maintain a patent in any given
country at any given time is fixed and
generally known. This cost defines the
extent of the monetary investment being
made to obtain exclusivity.

The remaining factors introduce
intangibles -- business and legal
judgment, business goals, evolving laws
and rules, politics, etc. into the equation.




Ability to Obtain and Enforce

including:

¢ Considerations relating to obtaining an enforceable
patent including timing, quality of examination, etc.

4 The Current and Expected Future State of the Patent Law

¢ Considerations relating to enforcing the patent right,
including costs, timing, immediate remedies, long-term
remedies, availability/size of damage awards, etc.

The Cumrent and
Expecied Future State of

Censiderations relating 1o obtaining the Patent Law

2n enforceable patent

Considerations refating
te enforcing the patent
nght

Key Considerations Relating to
Obtaining a Patent

¢ Cost and ease of filing and prosecution

4 Competence and reasonableness of examiners

¢ Duration of examination

4 Quality of examination

¢ Type, duration, cost and reasonableness of appeals
4 Type, duration and cost of oppositions

¢ Announced/Expected/Contemplated changes in
patent office operations



The Current and
Expected Future Stale of

4
47

Considaration, cbtainin g
s refating ta ¢ gﬂ!ﬂ {E the Patent Law

an enforceable patent

Considerations relating
te enforcing the patent
right

Key Considerations Relating to
Obtaining a Patent

In short:

What are the chances of obtaining
a valid and enforceable patent in
a reasonable length of time and at
a reasonable cost?

The Current and
Expected Future State of

Vs
&
Considerations relating to obtaining iani : {he Patent Law

an enforceable patent

Considerations relating
to enforcing the patent
right

Key Considerations Relating to
Obtaining a Patent

Of the key areas to consider when determining where to
file, this is the least important because:

An applicant has some degree of control over the
outcome of the filing and prosecution process. An
applicant can prevent a case from issuing with a
claim scope that is beyond which the applicant is
entitled through amendment in light of all prior art
known to the applicant. This is true regardless of
the competency of the examination or any of the
other factors imposed on the application by the
particular patent system.
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Considerations relating to

The Curtent and Expested ohtaining an enforceable patant

Future State of the Patent

o Considerations relating to

enforcing the patent right

Key Considerations Relating to the
State of the Patent (and Other} Law(s)

Patentable and unpatentable subject matter
Pharmaceuticals, Secondary Uses, Business Methods, Software,

Methods of Medical Treatrnent, Chemical Compounds, etc.
Novelty standards (for both publication and use)
“Grace” periods following public exposure
GATT/TRIPS compliance; Paris Conv./WTQO membership
PCT and/or regional office membership

Provisional protection following publication/laying open

Lonsiderations relating to

The Currem and Expected abtaning an enforceable patent

Future State of the Patent

Considerations relating to
Law

enfercing the patent right

Key Considerations Relating to the
State of the Patent {and Other) Law(s)

Working requirements/Consequences of non-working
Parallel imports

Prior user rights

Border Protection

Technology transfer requirements/restrictions

Other legal and regulatory requirements/laws

Announced/Expected/Contemplated changes in the Law
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Gonsiderations relating to

btai
Considerations relating to obtaining an enforceabls patent

enforcing the patent right The Current and Expectad Future

State of he Patant Law

Key Considerations Relating to
Enforcing the Patent Right

Available remedies for infringement under local law

Preliminary/permanent injunctions, Seizure actions, Border actions, Availability

of and amounts of/limits on damage awards, Criminal/civil penalties, etc.

System(s) for.dispute resolution

Civil courts, Patent courts, Patent Office proceedings, Separate validity and
infringement proceedings, Mediation, Arbitration, etc.

How long for resolution? How expensive?
Availability of and rules of discovery
Technical competence of courts

Historical level and direction of any court bias

Consideratians ralating to

Cansidarations relaUng- to obtaining an enforceatle patent

enforcing tha patent right The Current and Expected Future

State of the Patent Law

Enforcing the Patent Right

Political/judicial climate:
neutral or pro- or anti- patent
heutral or pro- or anti- foreign patentee
Announced/Expected/Contemplated changels in
enforcement procedures/systems/timing/costs

Changes in political/judicial attitudes towards patents
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An Evaluation

Over the past several years we gathered input in an attempt to
fully understand and evaluate a number of patent and legal
systems. |n our efforts, we gathered information, opinions
and impressions from a wide variety of sources:

¢ Our own experience with filing, prosecution and
enforcement

¢ The experience and conclusions of several global law
firms

¢ The input and experience of our local agents in the
specific countries

¢ Reports from the Office of the U.S. Trade Representative

- 4 Any other experienced and trusted input on the subject

An Evaluation

This data was compared to our own vision of a workable,
competent, fair and realistic patent and enforcement
system.

Our comparison hetween the experiential data from these
multiple sources and our vision of a good, workable
system resulted in a chart detailing our conclusions
regarding the relative positions of various patent and

enforcement systems to one another.



An Eluation

The charts are not to be viewed as promoting or
denigrating any countries patent or enforcement system.
It simply provides a single opinion of how the various
systems compare to one another using the standard of a
“mythical” good, workable and realistic patent and
enforcement system as envisioned by one group of
people.

Different evaluators using a different set of criterion for

their “standard patent and enforcement system” could

easily come to very different conclusions regarding the
relative position of the various systems.

Wihere in the World Shouid | File?

An Assessment of Various Patent Systems Against One User’'s Expectations
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An Assessment of Various Patent Systems Against One User’s Expectations
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Final Thoughts Regardlnq Patent
and Enforcement Systems

The life of a granted patent is 20 years from the date of
filing.

The evaluation of the patent and enforcement systems that
will impact your filing decision is made before this 20-year
period begins.

Patent (and other) laws, patent offices and court systems
can and do change with time. A poor enforcement system
today may improve and be a good system some years in
the future.

Your patent application will probably take from 3 to 5 years
to grant. Enforcement will be sometime after that.



Final Thouqts Reqadinq Patent
and Enforcement Systems

The “art” in factoring patent and enforcement system
evaluation data into the consideration of where to file lies
in the ability to “see the future” and judge where the
system will be at the time you will be prosecuting and
later enforcing your patent.

It is not easy, but for proper filing decisions, for proper
patent portfolio management, and to help insure the
maximum return on your IP protection expenditures, each
applicant, each practitioner must keep up-to-date on the
patent and enforcement systems of interest and
continually update the relative position of each country in
relation to their particular vision of the “ideal” system.
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The Business/Commercial Need for Exclusivity

The single most important consideration in deciding
where to file is the business need for exclusivity in the
country under consideration.

" A strong business need should outweigh every
criterion we have previously discussed. If exclusivity
is required for a successful business venture, then
filing in a high cost country with a low rated patent and
enforcement system may be justified.

Remember:

ANY PLACE YOU DON'T FILE YOU HAVE NO CLAIM TO
EXCLUSIVITY.

The Business/Commercial Need for Exclusivity

There are no formulas or schemes to make the filing
decisions. Each filing decision will depend on a
number of factors that vary dramatically across the
business community; every business, every product
category, has individual and diverse goals and needs.

To aid in making the business decision regarding
where to file, | suggest each applicant consider a
series of questions.

Remember:

ANY PLACE YOU DO FILE SHOULD PROVIDE AN
ADEQUATE RETURN ON YOUR FILING INVESTMENT.
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The Business/Commercial Need for Exclusivity

It is not possible to answer this question generically. The
business needs of each individual applicant vary too greatly to
give a stock formula or universal plan.

Each applicant must look at their individual business plans,
past experience in similar considerations, future expectations —
theirs and those of any expected licensees, to decide where to
enter the national phase.

After considering their plans and past experiences, |
suggest answering some basic questions to aid in making the final
national phase entry decisions:

Remember:
ANY PLACE YOU DO FILE SHOULD PROVIDE AN
ADEQUATE RETURN ON YOUR FILING INVESTMENT.

w/

The Business/Commercial Need for Exclusivity

Where is the market for the invention - local, regional,
global? Who is the customer for the invention?
Who is the competition?

Where will the claimed product be manufactured or the
claimed process used? Where does the competition
manufacture its products?

How éasy (or difficult) would it be for competition to
design around the claimed invention? How long and
what resources would it take?



The Business/Commercial Need for Exclusivity

How easy (or difficult) would it be for a third party to copy
the invention? Is there an incentive to copy your
invention in “unprotected” countries?

How costly would it be for a third party to copy and market
the invention?

What is the smallest market size that would economically
justify a third party copying the invention?

The Business/Commercial Need for Exclusivity

Is the invention on-point with your marketing strategy or
is it defensive?

What are the consequences to your business if the
invention is copied in some/all countries?

By geographic area, what is more important, exclusivity,
freedom-to-practice or both?



The Business/Commercial Need for Exclusivity

For what period of time and where is exclusivity
commerciaily important? How long does it take
to get a patent in these countries? Whatis the
local law regarding provisional protection?

What is your patenting budget? What other developments
are competing for this budget money?

And, as we have discussed...

What is the current state of the patent and enforcement
system? I[s it changing for the better? Worse?

What does it cost?

[]




Return on Investment

Obtaining an adequate return on the investment (ROI)
made in filing, obtaining and maintaining patent
applications is a critical factor in the filing decision.
Unfortunately neither the existence nor magnitude of
the ROl is known at the time the applications are filed.
One can only rely on past experience and future
projections to try and “guesstimate” the expected ROI.

For applicants manufacturing and/or selling a product,
learning the actual ROl may be impossible — you will
never really know if the absence of a filed patent would
have affected your commercial success, or vice versa.

Return on Investment

For applicants who license or sell their patents, an actual
ROI can be determined from the investment and the
revenue from the patent sale or license.

A patent is a business tool. In all cases, an applicant must
expect an adequate return on the investment on money
needed to obtain and maintain each patent application. A
patent must “pay its own way,” and provide adequate
revenue (in one form or another) for the patent holder. If it
does not, then the patent is a drain on the business and
(most likely) should not have been filed.



Filing a patent application is a business decision, and, like
any major business decision, it should be carefully
considered in light of applicable factors. The key factors
discussed include Cost, Ability to Obtain and Enforce, Need
for Exclusivity, and Return on Investment.

To maximize the chance for an adequate return on
investment, the decision process cannot stop with the filing
decision. The filing decision is just the first in a series of
portfolio management decisions needed. At every logical
decision point (PCT national phase entry, EPO validation,
etc.) and also on a periodic basis (yearly, bi-yearly) each
application/patent should be reviewed. Applications/patents
no longer meeting your criterian should be abandoned.
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Valor y precio de las ideas

Por lo comiin se tiene la creencia de que
tas buenas ideas valen mucho, y que por
lo tanto la persona muy creativa y con
una buena imaginacién para visualizar

_ novedades merece ganar mucho dinero.
Sin embargo, la realidad es otra: a}1a ma-
yoria de las buenas ideas no son tan bue-
nas, b muchas de las buenas ideas tienen ‘
valor, es decir, aportan buenas soluciones;
sin embargo, a pesar de tener buen valor,
no tienen buen precio, y ¢) para que una
idea rinda frutos, se necesitan més recur-
s0sy otras buenas ideas adicionales.
. Conviene separar el concepto de valor
del concepto del precio, porque ruchos
inventores, o que se creen inventaores,
piensan que a las ideas de mucho valor
les corresponde un alto precio. El valor
casi siempre se refiere a los heneficios
potenciales que una buena idea pudiera
ocasionar. Por ejemplo, si yo invento un
filtro de agua de modo que con materiales
abundantes comunes y corTientes, sin
necesidad de hervir el agua, se pueda pu-
rificar agua contaminada hasta haceria
potable, pues es probable que ese invento
tenga un alto valor humanitario. Muy
bien, aplausos.

Pero, la idea de ese filtro, ;cudnto
vale en pesos? Para saberlo, necesitas
tratar de vender esa idea. Por esonoeslo
mismo el valor de una idea, al precio de
una idea.

;Cudnto vale, en valor humanitario,
el servicio de una ambulancia que te
recoge en tu casa minutos después de que
sentiste un dolor en el pechoy piensas
que viene un infarto masivo? Pues vale
rucho y ;tiene precio en pesos? Si, claro,
pero ese precio o tiene nada que ver con
ese valor.

Sitomamos como analogia lo que
sucede en el mundo del arte, veremos que
tampoco el valor de una obra de arte estd
ligada a su precio. La mayoria de los com-
positores musicales compusieron valiosas

obrasy viyleron en la tristeza y todavia se
repite con harta frecuencia que muy bue-
nos compositores apenas sobreviven,
Entonces, tenemos dos casos cldsicos
en donde entra la duda de qué tanto
valen las ideas y si esas ideas estAn muy
mal pagadas. En un caso tenemos a una
persona que inventa o desarrollaalgo
afuera de una empresa o su idea no tiene
niada que ver con su empleo. Corno nos
queremos mucha y todos nos pensamos
medio genios, tal vez esta persona piensa
que st invento vale mucho y que merece
ser rico. Aqui no hay problema, pues lo
1inico que tiene que hacer esta persona
es tocar puertas y ofrecer
su invento y averiguar en
cudnto se lo pagan. Lo
més probable es que nun-
ca le guste lo que le ofrez-
can por su invento y en
vez de aceptar algo para
ponerse 4 inventar otra
cosa, se quede llorando.
El otro caso tipico es
el del empleado de una

o

empresa que se le ocurre

una buena idea y que SO
todo parece que dicha s TLKN QLAY
idea tiene mucho valor Fend R
para la empresa y que, '

sin embargo, la empresa no se lo reco-
noce 0 le da un modesto reconocimiento.
Entonces, el que se cree gran inventor
se queda frustrado por la injusticia de la
compensacion. Yo nunca he promovido -
Una compensacién economica por las
buenas ideas que se pudieran aportar
dentro de las empresas y que tal vez
produzcan beneficios calculables a 1a
empresa. ;Por qué?

Pues porque: a) los caloulos de los
beneficios son errados porque e] beneficio
de algo depende de lo que haga la com-
petencia. Por lo tanto, el beneficio de las
ideas no produce dinero en efectivo, pro-
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duce sobrevivencia en tal case, si es que
la competencia no nos arrasa con ideas
mejores que las nuestras, b) Porque con-
sidero una obligacion de todo empleado
el que utilice al mAximo su imaginacién
y Su preparacidn para estar produciende
buenas ideas todo el tiempo. Pues en
caso contrario, estamos hablando de un
empleado con espiritu burocrético que no
siente Ia obligacion de pensar més alld de
sus funciones establecidas.

Ademés, ¢) si existe premio en efectivo
se corienza a dar un aislamiento de fas
personas que no quieren compartr ni los
inicios de sus buenas ideas, ni quieren
_ participar enla discusin
#4  de otras posibilidades,
pues en forma natural el
4 posible inventor no quiere

)
4

MR Py ; bW . . . ..
% compartir sus ideas ing-
crgenj; P

= pientes para no compartir
% el anhelado premjo. El
- estudio yla comunicacién
# 500 la materia prima para
= las buenas ideas yel dar
: UN premio por 1as buenas
ideas atenta contra una
buena comunicacion entre
los innovadores de las
EIMpIESES.
_ Ademés: d} lo mas caro
delas buenas ideas en una empresa son
todos los antecedentes, s decir, todo el
conocimiento de la industria, de los mate-
riales, de los procesos y productos, todas
las discusiones con proveedores y clien:
tes, todo el esfuerzo que la empresa ha
realizado para preparar a sus empleados,
entonces, pensar que las buenas ideas
salieron de la nada es una posicién vani-
dosa del inventor. No se le quita su mérito,
pero tampoco es la tinica causa de su
buena idea, por lo tanto, merece un buen
Teconocimiento no una compensacion.
El utor es escritor, pintor, y tecndlogo . -
con doctorado en filosofia de la innovacion.
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UNITED STATES OF AMERICA
BEFORE FEDERAL TRADE COMMISSION

COMMISSIONERS: Timothy J. Muris, Chairman

Mozelle W. Thompson
Orson Swindle
Thomas B. Leary
Pamela Jones Harbour
)
In the Matter of )} :
) Docket No. 9310
ASPEN TECHNOLOGY, INC. )}
)

COMPLAINT

The Federal Trade Commission (“Commission”), having reason to believe that Aspen
Technology, Inc. (“AspenTech”), a corporation subject to the jurisdiction of the Commission,
acquired Hyprotech Ltd., (“Hyprotech™), in violation of Section 5 of the Federal Trade :
Commission Act, as amended, 15 US.C. § 45 and Section 7 of the Clayton Act, as amended, 15
U.S.C. § 18; and that a proceeding by the Commission in respect thereof would be in the public
interest, hereby issues its complaint, stating its charges as follows:

I. Respondent AspenTech

1. Respondent AspenTech is a for-profit corporation organized, existing and doing business
under and by virtue of the laws of the State of Delaware, with its principal place of
business located at Ten Canal Park, Cambridge, Massachusetts 02141.

2. AspenTech is a developer and worldwide supplier of manufacturing, engineening, and
supply chain simulation computer software, including non-linear process engineering
simulation software used by the refining, oil & gas, petrochemical, specialty chemical, air
separation, pharmaceutical, fine chemical and other process manufacturing industries and
by engineering and construction companies to support those industries. AspenTech has
long offered steady state and dynamic process engineering simulation software under the
Aspen Plus trade name and a suite of complementary products within its Aspen
Engineering Suite. In fiscal year 2002, AspenTech reported an $83.5 million loss on
revenues of over $320 miliion.



Respondent AspenTech is, and at all times relevant herein has been, engaged in
commerce as defined in Section 1 of the Clayton Act, as amended, 15 U.S.C. § 12, and is
a corporation whose business is in or affects commerce as defined in Section 4 of the
Federal Trade Commission Act, as amended, 15 U.S.C. § 44.

II. The Acquisition of Hyprotech

Prior to the acquisition by Respondent, Hyprotech was a wholly-owned operating division
of AEA Technology pic., a corporation organized, existing and doing business under and
by virtue of the laws of the United Kingdom. Hyprotech was headquartered in Calgary,
Canada, with offices in the United States and other parts of the world.

Since its founding m 1976, Hyprotech had been a developer and worldwide supplier of
manufacturing, engineering and supply chain simulation computer software, including
nonlinear process engineering simulation software used by the refining, oil & gas,
petrochemical, specialty chemical, air separation, pharmaceutical, fine chemical and other
process manufactunng industries and by engineering and construction companies to

* support those industries. Hyprotech offered steady state and dynamic process engineering
simulation software under the HYSY'S trade name and a suite of complementary products
within its HYSYS engineering suite of products. In fiscal year 2002, Hyprotech had
revenues of approximately $68.5 million.

On or about May 31, 2002, Respondent acquired Hyprotech for approximately $106
million (“the Acquisition”). The transaction was not reportable under the Hart-Scoit-
Rodino Act.

IH. Trade and Commerce

Process industries are those in which a chemical continuous or batch process is used to
produce intermediate or finished consumer products. Continuous process industries
include hydrocarbon, chemical and air separation industries. Batch process industries
include the pharmaceutical and fine chemical industries.

Flowsheet simulation software, using non-linear variables, mathematically models a
process, creating a virtual plant on a personal computer. Flowsheet programs are the
backbone of process simulation and optimization softiware. The flowsheet, using
established chemical engineering properties or “1* Principles,” accurately predicts what
happens in 2 process unit or system. Through a graphical interface, the flowsheet allows
its user to take into account the process units in a plant, the dynamics between units and
the chemistry of the processed materials. Such computer simulations improve
engineering design, reduce capital investment, lower the cost of inputs and optimize
production levels and potentiaily shorten the time to market for new products.
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There are two fundamental types of flowsheets: steady-state and dynamic. Steady-state
flowsheets model a process at one point in time; they are snapshots of a plant operating at
its intended optimum. Aspen Plus (AspenTech), HYSYS.Process (Hyprotech) and Pro/Tt

. (Simulation Sciences (SimSct)) are the most widely used steady-state flowsheets to model

continuous process industries. In dynamic simulation, the flowsheet models the same
variables as the steady state simulation, adding the ability to measure the effect of
changes over time. A flowsheet with dynamic capabilities can model start-ups,
shutdowns, upsets and changes that occur in a continuous process over time. Aspen Plus
with Aspen Dynamics and HYSYS with the dynamic option are the two leading dynamic
simulators for continuous process industries: Both Aspen Dynamics and the HYSYS
dynamic option require customers to purchase the steady-state flowsheet to access the
dynamnic.

Flowsheets are designed to rigorously represent the processes that they simulate. The
mathematic rigor necessary to model reactions and interactions in the process industries
makes these programs very slow to solve any given question. For this reason, they have
limited utility in solving plant-wide optimization exercises. Prior to the Acquisition,
next-generation flowsheet solutions — non-linear simuiators that can solve whole plant
optimization questions in an economically reasonable time-frame — were in commercial
release and on-going development by Hyprotech and AspenTech.

Batch process simulation is the modeling of processes that entail a single production run
with a finite beginning and end. With a batch process, 2 manufacturer combines a set of
ingredients in a single piece of equipment that performs multiple tasks to armive ata
finished substance. Batch process differs from continuous process in that continuous
process experiences an ongoing flow of inputs and outputs. Batch flowsheet simulation
software is essentially continuous flowsheet simulation tattored expressly for batch
processes. Batch process software is particularly suited to pharmaceutical and fine
chemical production. Prior to the Acquisition, BatchPlus from AspenTech was the
leading batch simulator ahead of the BaSYS suite from Hyprotech.

Many customers of flowsheet simulation software have operations in multiple process
industries and therefore license software for more than one industry. For example, many
engineering and construction compares design both hydrocarbon process plants and
chemical plants. Those companies license flowsheet sofiware for both industries. Other
engineering and construction companies may be engaged in only one discrete industry
and thus license flowsheet software for only that industry. For example, some
engineering and construction companies are involved solely in air separation and license
flowsheet software for only that industry. However, there are large, vertically integrated
companies that license software that is used in all parts of hydrocarbon and chemical
processes. Whether they license software for application to many process industries or

LVS
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one specialized industry, there are still only three companies that license the necessary
software: AspenTech, Hyprotech and SimSci.

Integrated engineening software gathers information generated from process engineering
software and allows users to store, update and retrieve data depending on their needs.
The software allows for the more efficient use of process engineering tools. Prior to the
Acquisition, AspenTech’s Zyqad was the leading application for these uses and
Hyprotech’s integrated engineering product, AXSYS, was in development and ready for
release to commuitted buyers.

Prior to the Acquisition, competition between AspenTech and Hyprotech to develop,
license and support continuous and batch process engineering simulation flowsheet
software and integrated engineering software was direct and vigorous and helped to ho]d
down prices and to promote product innovation.

IV. Relevant Product Markets

Relevant product markets in which to assess the likely effects of the Acquisition are:

a. contimuous process engineering simulation flowsheet software for process
industries;
b. continuous process engineering simulation flowsheet software for upstream oil

and gas process industries;

c. continuous process engineering simulation flowsheet software for downstream
refining process industries;
d. continuous process engineering simulation flowsheet software for chemical

process industries;

€. continuous process engineering simulation flowsheet software for air separation
process industries;

f. batch process engineering simulation flowsheet software for process industries;
and

g Integrated engineering sofiware for process industries.
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V. Relevant Geographic Market

The relevant geographic market in which to assess the hkely effects of the Acquisition in
each of the relevant product markets is the world.

VI. Concentration
Each of the relevant product markets is highly concentrated.

Prior to the Acquisition, AspenTech and Hyprotech were direct and actual competitors in
the development, license and support of continuous and batch process engineering
simulation flowsheet software in each of the relevant product markets. AspenTech and
Hyprotech competed with each other on price and service, and competed through
inmovation to provide sofiware that would enhance the efficiency and performance of
customers’ process plants.

The Acquisition combined the two most significant and closest competitors providing
continuous process engineering simulation flowsheet software. AspenTech documents
admit a share post-acquisition between 67% and 80% of the continuous process flowsheet
market. The Acquisition may create a worldwide dominant finm in continnous process
engineering simulation flowsheet software.

The Acquisition combined the two most significant and closest competitors providing
continuous process engineering sirnulation flowsheet software to upstream oil and gas
process industries. The Acquisition may create a worldwide dominant firm in continuous
process engineering simulation flowsheet software for upstream oil and gas process
industries, ‘

The Acquisition combined the two most significant and closest competitors providing
continuous process engineering simulation flowsheet software to downstream refining
process industries. The Acquisition may create a worldwide dominant firm in continuous
process engineering simulation flowsheet software for downstream refining process
industries.

The Acquisition combined the two most significant and closest competitors providing
continuous process engineering simulation flowsheet software to chemical process.
industries. The Acquisition may create a worldwide dominant firm in continuous process
engineering simulation flowsheet software for chemical process industries.

The Acquisition combined the two most significant and closest competitors providing
continuous process engineering simulation flowsheet software to air separation process
industries. The Acquisition may create a worldwide dominant firm in continuous process
engincering simulation flowsheet software for air separation process industries.
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The Acquisition combined the two largest and closest competitors providing batch
process engineering simulation flowsheet software. The Acquisition may create a
worldwide dominant firm in batch process engineering stmulation flowsheet software.

Prior to the Acquisition, AspenTech and Hyprotech were direct and actual competitors in
the development, license and support of integrated engineering software for process
industries. AspenTech and Hyprotech competed with each other on price and service,
and competed through innovation to provide software that would enhance the efficiency
and performance of customers’ process plants.

The Acquisition combined the two firms providing integrated engineering software for
process industries. The Acquisition may create a worldwide dominant firm in integrated
engineering software for process industries.

At the time of the Acquisition, Respondent, Hyprotech and SimSci were the only
providers of a substantial, if not complete, set of features and capabilities in process
engineering simulation software. SimSci had been losing market share to Hyprotech and
AspenTech since the mid-1990s. .

VII. Conditions of Entry

Entry into the licensing, sale, development and enhancement of the relevant product
markets would not be timely, likely or sufficient in its magnitude, character and scope to
deter or counteract anticompetitive effects of the Acquisition. Customers consider
supplier reputation key to purchase decisions in each of the relevant markets. Customers
are reluctant to engage the services of a new entrant because of the potential economic
loss associated with simulation software bugs and potential loss of legacy data. Entryis -
difficult because of the substantial cost and time needed to develop, validate and establish
a reputation for reliability.

VII1. Anticompetitive Effects of the Acquisition

The Acquisition may substantially lessen competition in the following ways, among
others:

a. it eliminates actual, direct and substantial competition between AspenTech and
Hyprotech, which both had the ability and incentive to compete, and before the
acquisitions did compete, on price and product development and enhancements;

b. it increases the level of concentration in the relevant markets;
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it eliminates price competition between AspenTech and Hyprotech and may lead
to reduced price competition, leading to increased prices;

it eliminates innovation competition between AspenTech and Hyprotech and may

lead to reduced innovation competition, withholding or delaying product
development and enhancements;

it enhances AspenTech’s power to raise prices above a competitive level;

1t may give AspenTech market power in the relevant markets;

it may allow AspenTeéh unilaterally to exercise market power in the relevant
markets, through the combination of AspenTech and Hyprotech, the two closest

competitors on price and innovation;

it prevents other suppliers of process engineenng or supply chain software from
acquiring Hyprotech and increasing competition; and

it creates a single entity that could undermine the ability of open standard setting
organizations to decrease barriers to entry, thereby limiting innovation and third-

party entry to provide mche applications except with AspenTech approval.

IX. Violation Charged

The allegations contamcd in paragraphs 1 through 29 are repeated and realleged as though
fully set forth here.

The effect of the Acquisition may be substantially to lessen competition or tend to create
a monopoly in violation of Section 7 of the Clayton Act, as amended, 15 U.S.C. § 18, and
Section 5 of the FTC Act, as amended, 15 U.S.C. § 45.

Respondent’s acquisition of Hyprotech will continue to cause, absent the relief described
in the attached Notice of Contemplated Relief, the anticompetitive effects identified

NOTICE

Proceedings on the charges asserted against you in this complaint will be held before an

Administrative Law Judge (“ALJ”) of the Federal Trade Commission, under Part 3 of the
Commission’s Rules of Practice, 16 CF.R. § 3.1 et seq. A copy of Part 3 of the Rules is
enclosed with this complaint.

You may file an answer to this complaint. Any such answer must be filed within 20 days

after service of the complaint on you. If you contest the complaint’s allegations of fact, your



answer must concisely state the facts constituting each ground of defense, and must specifically
admit, deny, explain, or disclaim knowledge of each fact alleged in the complaint. You will be
deemed to have admitted any allcgations of the complaint that you do not so answer.

If you elect not to contest the allegations of fact set forth in the complaint, your answer
shall state that you admit all of the material allegations to be true. Such an answer shall
constitute a waiver of hearings as to the facts alleged in the complaint and, together with the
complaint, will provide a record basts on which the ALT will file an initial decision containing
appropriate findings and conclusions and an appropriate order disposing of the proceeding, Such
an answer may, however, reserve the right to submit proposed findings and conclusions and the
right to appeal the initial decision to the Commission under Section 3.52 of the Commission’s
Rules of Practice.

If you do not answer within the specified time, you watve your right to appear and contest
the allegations of the complaint. The ALJ is then authorized, without further notice to you, to
find that the facts are as alleged in the complaint and to enter an initial decision and a cease and
desist order. '

The ALJ wall schedule an initial prehearing scheduling conference to be held not later
than 14 days after the last answer is filed by any party named as a respondent in the complaint.
Unless otherwise directed by the ALJ, the scheduling conference and further proceedings will
take place at the Federal Trade Cormamission, 600 Pennsylvama Avenue, N.W., Washington, D.C.
20580. Rule 3.21(a) requires a meeting of the parties’ counsel as early as practicable before the
prehearmg scheduling conference, and Rule 3.31(b) obligates counsel for each party, within 5
days of receiving a respondent’s answer, to make certain intial disclosures without awaiting a
formal discovery request.

A hearing on the complaint will begin on November 6, 2003, in Room 532, or such other
date as determined by the ALJ. At the hearing, you wiil have the nght to contest the allegations
of the complaint and to show cause why a cease and desist order should not be entered agamst
. you.

NOTICE OF CONTEMPLATED RELIEF

Should the Commission conclude from the record developed in any adjudicative
proceedings in this matter that the acquisition challenged in this proceeding violates Section 7 of
the Clayton Act, as amended, or Section 5 of the Federal Trade Commission Act, as amended,
the Commission may order such relief against respondent as is supported by the record and is
necessary and appropriate. Such relief may include, but is not imited to, an order to:

1. Cease and desist from any action to effect the acquisition or continued holding by
AspenTech of any assets or businesses of Hyprotech.



Rescind the acquisition.

Reestablish two distinct and separate, viable and competing businesses, one of which
shall be divested by AspenTech to a buyer acceptable to the Commussion, engaged in the

" design, license and continued development and support of all of the lines of commerce
alleged in the complaint, mcluding but not limited to:

a. divesting all Hyprotech software, inteliectual property, contract nghts, and other
assets for the operation of such business, including but not limited to all
Hyprotech applications, features, enhancements, and library functions for all
operating systems and computer platforms, source code, object libranies,
executable programs, model development, test problems, test results, development
support software, trade secrets, trademarks, patents, know-how, interfaces with
complementary software, APls, manuals, gmdes, reports, and other
documentation;

b. divesting, replacing and reconstituting all research and development,
improvements to existing products and new products developed by AspenTech or
Hyprotech, and such other businesses as necessary to ensure each of their viability
and competitiveness in the lines of commerce alleged in the complaint and each
possessed;

c. reconstituting and divesting customer contracts; and

d. facilitating the acquirers’ recruitment of Respondent’s employees, including but
not limited to providing employee lists, personnel files, opportunities to interview
and negotiate with the acquirers, eliminating any restriction on or disincentives to
accepting employment with the acquirers, and providing incentives for such
employess to accept employment with the acquirers.

Destroy any copies of Hyprotech intellectual property, including source code and
executable code.

Prohibit the use of any Hyprotech competitive or technological information gained since
the Acquisition.

Cease and desist from any horizontal agreements with competitors to prevent or deter
standard setting organizations from adopting standards to benefit consumers of products
covered under the appropriate standards; provided that no relief shall require the
competing companies to participate in any standard setting activity.

For a defined peniod, not restrict, preclude or influence a supplier of complementary
software or services from dealing with the acquirers or the acquirers’ products.



8. Provide such other or additional relief as is necessary to ensure the creation of one or
more viable, competitive independent entities to compete against AspenTech in the
manufacture and sale of relevant products with features and capabilities at least equal to
those offered by Hyprotech prior to the Acquisition.

9. Require AspenTech to provide the Commission with notice in advance of the acquisition

of the assets or securities of, or any other combination with, any person engaged in the
manufacture or sale of any relevant product.

WHEREFORE, THE PREMISES CONSIDERED, the Federal Trade Commission on this
sixth day of August, 2003, issues its complaint against said Respondent.

By the Commission, Commissioner Harbour not participating.

Donald S. Clark
Secretary

10
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NzgoCios »

BUSINESS

otro lo dejard de obtener. St uno da dos posos adelante, el atro ine-
xorablemente retrocederd dos pasos. ]

Se trata. pues, de una trelg mas o menos cortés encarmnada o
aprovecharse dei otro. £l mas ladino lleva siempre las de ganar,

Ganar-ganar

Los estrategas en cambio, conciben la negociacion como el arte de
construn- el hien comon; de explorar el terrenc y comprender gué le
interesa 4 la contraparte o corto v largo plazos, y de formar con
elia un equipe capaz de interpretar ef mismo hecho de manera dis-
Unita. pero persiguiendo objetlvos‘aiines.

Cuande las ospiraciones de ombas partes se oponen digmetral-
menie y no parece haber salida, ios estrategas saben enconirar ung
solucion que entrang un bien mes atractvo que sus exigencias En
este caso, ceder permite que los dos salgan gangndo Eso se lama
inteligencia.

Mo resulta facil, desde lusgoe. Sobre ia marcha salen a fiote innu-
merables Intereses que a veces entran en conflicto, Y el estratega
debe averiguar hasto donde puede llegar v cual es el minmo del
que no le dgjard pasar su contraparte,

Los estrgtegas, amantes de la paz, usan la negocigaen para
transiormar los puntos de discusion y la relacion; el presente y el
futuro En cambio. para el “talachero™ la dinamica se circunscribe
al momento de sentarse o hablar, la desliga de sus mplicaciones.

Mas alla de definir cuestiones concretas ¢ inmediatgs. importa
definie oue relocidn se deseo v como conseguir que seq madura.
sohdg v duradera. Que sobreviva a las ¢risis.

ESCALA [ULH0

the short and long terms, and of
forming & team capable of inter-
peting the same facts in differ-
ent ways but in pursuit of a com-
mon goal,

When the obiectives of the two
sides are diametncally opposed
and there appears 10 be no way
outL, the strategist goes for 3 solu-
tion 1hat yields the greater good.
in such cases. giving ground

means both sides come out ahead.”™

which can be zalled intelligence

Of course its not easy Numearous
special Interests rear their ugly
heads aiong the way, often posing
conflcis. And the strategist must
see how far he ¢an go and what his
partner’s bottom ling 15

Peate-loving types that they
are, strategists use negotiation to
rransform the discussion points
and relationship, alwavs leeding
the present and future in mind,
For ine haggler, the Gynamic -is
confined to the hera and now of
sitting down at the table, never
ming the imphcatens.

At least as important as defin-
ing concrete and immediate ques-
71ons 1s the need to define the
relationship sought and how to
ensure that it be mature, solid
and lasting-able to withstand
crises that can develop.

when one of the negotlators
takes the agversafial approach,
the relationship suffers If a com-
pany Tes 1o put one over on a
suppfier, the latter will never trusi
it again. Company reps will sit
down each year 1o negotiate with
a suspicious  indwidual, who
invariably amves with his sword
drawn. This can get old in 8 hurry.

Wwhen it doesn't go that way, at
ieast you know vour partner will
play 1t stragnt at cruciai times
Volkswagen de México, for exam-
ple, fosternd 3 congenial environ-
ment with its union The firm
knows only too well that dis-
agreements are bound 19 come
up, but the rules were designed
1o work pracisely when the two
sides find themselves at odds.
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Renta de oficinas
completamente
equipadas,
amuebladas y listas
para empezar a
trabajar.
Disponibles hoy.

En los mejores puntos de
negocio; sin inversion inicial y
con el espacio exacto que
necesita. Regus Group
Network puede ayudarlo a
alcanzar cualquier objetive
que usted se proponga.

e
Regus
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NEGOCIDS » BUSINESS

el poder de negociacion, el entorno y las reacciones gue se esperan
de Iz contraparte
Estrategias. Hay que determinar cudl conviene:
* Lo fuerza. Se hesuga al otro, se le golpeteq, se le presiona...
No se cede,
* Lo afabiidod Se digiega, se hacen concesiones, se fomenta la
confianze v el espiriju de equipo
- *1gevasidn. Se aprovecha del pasa del tiempo. En las negociacio-
nes laborales, el tiempo obra indefectiblemente en contra
del empleado.
Resultados. Hay resultados concretos, tangibies (aumento de 4.7
por ciento en el salario y dos por ciento en prestaciones) v sociates
{como queda la relacdn después). De nuevo, i presente y el fuluro.
£l “talachera” no se da cuenta de gue a la larga importan mas los
logros sotiales, Se ufona siconsigue el incremento, perc no ve mas
alld. No se pregunia qué pasard al cabo de cierto tiempo... Con fre-
cuencia obtiene victorias pirricas.

boasts when he gats the rise but
never looks further down the ling
Begause he doesn't consiaer what
will higppen after awnhite, his wcto-
ries often end up being Pyrrhic

How to Guarantee
Failure
Five of the numergus causes
that tend 10 undermine negotiz-
tions are;
« Attempling 1o win every
demand, without exception
By 15 very nature a bilateral
dynamic. negotiation cannot
benefit only one side
or it would be missing
the point entrrely,

Sihlegisty e negerialien I fansferns Tie
alcustien freinly and T relliliendip Wik e ol

Como fracasar
Existen numerosas causas por las que se puede frustrar una nego-
ciacion, elegimos cinco:

» Tratar de obtener todas las exigencias, sin excepcion,
Considerando que se trata de una dinémica
bitateral por naturaleza. no cabe hoblar de
negociacion cuando unicamente se beneficia
ung. Pierde su razon de ser.

* Las posiciones importan tanio que nadie cede ni
un apice.

+ Uno de los dos dedica largo tiempo a preparar-
se. Considera el gsunto un gran acontecimien-
t0. Parc el otro es un bache ngvilable y reflexio-
na apends lo ndispensable. No le planeg.

* No se entienden los intereses del otro, ni los vitales
ni los periéricos.

« Se sobrevaltian ciertos puntos poco trascendsn-
tes. Suelen alegarse cosas como las siguienties:
“Se gcabd el tempo™. “Hubo excesiva intransi-
gencia”, “Lo tornaron de {orma personal”,

“No tenian capacidad de decision”.

Consecuencias de ung
negociacion injusta

Cuando se ahusa del otro o el arregio no 1o satis-
face tarde o temprano habra inconformidodss y
reciomos La contraparte no cgjara hasto sentirse
desagraviada. Dzcide desar de negociar dialogan-
do v empieza o negociar peleanda. ;Como? Con
huelgas protesios. marchas. .. Eslo provocard gue

ESCALA » 1ULID)

» The proposals aie considered
so impariani that naither sioe
is withing 10 budge,

* One side spends a great deal
of time geatting ready,
considenng the matter of
UUMOST imporiance, whereas
the other se2es it as & chore
that must be gotten over with,
barely gives 1t a thought and
makes no plans
Naither side understanas ihe
othar's interests, however vita!
or peripheral,
Too much importance is put on
certain nsignificant points
Reasons customarily cited In
such cases include "Time ran
out’, "They were too inflexble’,
They took it parsonally’, “They
were incapable of making

a decision’”,

Consequences of
Unfair Negotiations
When one sige takes unfal advan-
tage of the other or the agres-
ment reached is faulty, hard feel-
ings and complamts will surface
sooner or iater. The parner who
feels wronged won't tet up untl
amends ars maoe He discounts




# Tres dias 7 dos noches para dos

# Dos desavnnos bullel por adulto

#+ Dios menorcs #in costo on fa habilacidn,
{Na ke deamtna)

# Cockisil de biemends.

+ Regalo de icwvenida para los mios

+ Corlesia dez*oo cover” cn nuc.sim
“Lobby Ihr Dma]“ =

+ Dcscumtos pam ¢! Dnrqu._ &iv ﬂa:w Mo,

& Eelnoopmento grlnko pars hucapodca

# Lalc check ot (7 sorms prom ackotil 7 costmone}

+ Mosirando s boletos de casclas rcqum
u dcscuuzto extr.

LT ’[‘BDCEQA NOCIHE GQA'H:S {w T—

los procesos subsiguientes se {ormen punto
menos que imposibles, En suma, se prerde
mas de lo que se gana,

El talento para negociar puede traerse
en la sangre o apranderse. Si Cierto ejecutr-
vo reguiers negoctar v no sabe hacerle,
urge capacrarto con el coaching, el mento-
nng y demas métodos no formales.

El principal peligro de quien negocia es
creer que, si entiende las peticones y argu-
mentos de la contraparte. le dara ia razon.
Nada mas alejodo de lo verdod. Una cosa es
eniender v otra. muy distinla. conceder. Si
alguen sobe gus le interesa al otro. se
hallarg en condiciones de propoperle algo
que aceptara sin lugar a duds.

Una negociccion resulta beneficiosa
para las partes siemipre que sus intereses no
choquen enire si. Lo contranio puede inter-
pretarse coOmMo que g alguien se te dio gato
per liebre o atole con el dedo. Por suerte, el
estralega es capaz de articular intereses
opuestos respetando sin CesGr 4 su contra-
parte. dandole su lugar. En eso rachco el
arte de negociar ®

PARROQUIA No. 1056
COL. 5TA. CRUZ ATOYAC®
MEXICO, D.E C.P. 03310 -
TEL. 50.61.10.00 FAX: 56.88.22.29
LADA SIN COSTO 01.800.800.5800
reserva@hotelroyal plazo.com.mx
ventas@hoteiroyalpicza.com.mx
www.hofelroyalplaza.com.mx

= Maric Zavala Ojeda

Es licenciada en relaciones internacionales y
master en direccion de empresas por el IPADE,
donde es profesor de direccion de personal.
Ademas es consulior de empresas,

He nas an underpraduate degres in internationa!
telations and an Mexs from the PO, wiere he1s 3
professar ot personnel management He s also
afomorate consuitant

{an i3 colabaranidn de / with the Collanoration
of Ramdn Manuel Gonzalez

dialogue as 3 means of negotatng, prefamng to
pick a fignt How? By striking, protesting, march-
INg. thus making supsequent stagas totally
unfeasible In short, more ss lost than gained.

A fiair for negatiating erthes comes naturally or
is something you have tolearn If 3 particular exe:-
utive needs to negotiate but doesn't know how,

he should be iraned throush toaching, mentonng
or some other less formal meinod

The main peril for 3 negotiator is 10 Delieye
that simply by understanding the partners
demands and arguments, hell be seen as weak.
Nothing could be further from the truth. It's one
thing 10 understand and ourtte anoiher 1o on-
cede I youlnow the other side’s interests, youe
in the nght position to make a proposal 1T can
accept without reservation

Nagotiations can have a mutually beneficial
outcome as long as the iwo sides’ inierasts
don't collidz head on. Otherwise, ane or the oth-
er will be feft feshing conned, 35 if he's getting
the snort end of the stick Fortunately, good
strategists are capable of articulating opposing
Interests while unflaggingly respecting their
partner and iegving fuim some room 10 MOve,
Therain Iies the kev to the arl of negotatng @

gl Instituto Panamericzno de Alta
Direccion de Empresas (IPADE) apoyo
en |z realizacion de este articulo,

Thie IPACE (Panamierican Top Business
Management Instrtuie) assisted with
this articte

www.ipade.mx



Patent And Technology Licensing In
- 1tin America

BY CLARISSE ESCOREL & JOHN PAUL*

* "n 2004-2005, the LESI Commit-

tee of the Americas and the LES
. (USA & Canada) International
Committee conducted a survey of
licensing activity in Latin America.
Committee members, with experi-
ence in Latin American countries,
researched available information to
respond to a series of questions. In
some countries, not much informa-
tion was available to answer the
questions; in others, information
was available. Whenever possible,
the Committee members supple-
mented the research with their per-
sonal experience, providing insight
into the licensing landscape in the
particular country.

The Committee gathered infor-
on on Argentina, Brazil, Chile,
uiombia, Ecuador, Mexico, and
Venezuela, by asking the following
questions:
1. What public and private organi-
zations are licensing technology?

2. For each organization involved
in licensing, for the past five years:
a. how many patent licenses and
how many technology licenses; and

b. what are the significant terms
and characteristics of licensing.

3. What organizations may be in
the position to conduct licensing
but are not yet doing so?

4. What are the greatest challenges
and barriers to licensing—Ilegal,
business, and practical issues?

5. What possibilities are there for
providing education to the licens-
ing, legal, university, government,
and business communities?

This article gathers together the
information gleaned from the sur-
v-- and presents the highlights

the responses to the questions
pused. As will be seen, licensing

les Nouvelles

‘

activity in Latin America ranges
from significant licensing activity in
Venezuela’s oil industry and Mex-
ico’s manufacturing and franchis-
ing operations to scant activity in
Argentina, Colombia, and Ecuador.
Further, in some countries, much of
the R&D and consequent licensing
activity derive from government
and university programs, with little
licensing taking place strictly in the
private sector. These government
and university programs, however,
seem to be bearing fruit, so licensing
activity in these nations will perhaps
increase during the next decade.

1. What public and private
organizations are licensing
technology?

In Latin America, the most active
countries in licensing appear to be
Venezuela and Mexico. Each of these
countries has active private-sector li-
censing, though the public sector is
engaged in much licensing activity
as well.

In Venezuela, the oil industry
dominates the licensing landscape.
The leading organization in pe-
troleum-related technology is the
Instituto Técnico Venezolano del
Petroleo (PDVSA-INTEVEP, S.A)).
The most important research-and-
development center of petroleum-
related technology in Venezuela is
INTEVEP, S.A., a company totally
owned by Pefréleos de Venezuela,
S.A. (a state-owned company).

INTEVEF, 5.A. has a patent port-
folio of approximately 1,500 petro-
leum-related patents around the
world and is certainly one of the
most important research and devel-
opment centers in South America.
INTEVEP, S.A. has been producing
and licensing technology since 1983.
Other research and development

efforts in Venezuela are dispersed
and isolated.

In Mexico, the private sector
leads the licensing of technology.
The Mexican response to the survey
classified corporations as (1) Mexi-
can Corporations in general, (2) Mex-
ican Corporations with technoiogy
departments, and (3} Multinational
Corporations.

1. Mexican Corporations in gen-
eral usually license and buy technol-
ogy through an engineering firm for
specific projects; most licenses relate
to franchising,

2.Mexican Corporations with
technology departments usually do
not license, but keep their knowl-
edge in-house; also, they seldom
finance developments in universi-
ties or institutes.

3. Multinational companies license
in-house to their subsidiaries what
they need to operate in the Mexican

*Clarisse Escorel is an associate attorney
with the intellectual property law firm
Momsen, Leonardos & Cia, in Rio de
Janeiro, Brazil. John Paul is a partner
with the intellectual property law firm of
Finnegan, Henderson, Farabow, Garrett
& Dunner, L.L.P., in Washington, D.C.
The editors gratefully acknowledge the
contributions of Fernando Noetinger of
Argentina (Noetinger & Armando}, Cin-
dida Ribeiro Caffe of Brazil (Dannemann,
Siemsen, Bigler & Ipanema Moreirg),
Catherine Jelinek of Chile (Pontificia
Universidad Catdlica de Chile), Ernesto
Cavelier and Helena Camargo of Colom-
bia (Parra, Rodriguez & Cavelier), Cecflin
Falconi of Ecuador (Falconi Puig Aboga-
dos), Hector Chagoya of Mexico {Becer-
ril, Coca & Becerril S.C.), and William
Olivero of Venezucla (Clarke, Modet y
Cia. de Venezuela 5.A.)
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market, usually only as a formal-
ity, or register or make effective in
Mexico international contracts with
third parties.

Despite the prominence of Ven-
ezuela and Mexico in the field of
licensing, developments in other
Latin American countries are sig-
‘nificant. In Chile, some govern-
ment programs are encouraging
the development of technology. In
this country having a low rate of
patenting—with more than 90%
of Chilean patents being filed on
behalf of foreign inventors—the
situation is changing because of
free-trade agreements. Chile is re-
alizing that it must develop its sci-
ence and technology infrastructure
tobecome a developed country and
has instituted aggressive programs
geared toward developing technol-
ogy and advancing science. In 2004
and 2005, the government, along
with the World Bank, is sponsoring
eight competitions. The first such
competition, Chilelnventa 2004 or-
ganized by GeneraUC Technology
Commercialization, attracted 30
innovations representing diverse
technologies from different parts of
the country. Organizers of each com-
petition are responsible for ensuring
that the technology is patented and
commercialized.

In Brazil, we find licensing in uni-
versities and government programs
as well. These include:

1. University of Campinas — UNI-
CAMP
2. University of Sao Paulo - USP

3.5a0 Paulo State Research Foun-
dation — FAPESP

4. Pharmaceutical Innovation
Agency - AGIF

Licensing U.S. Technology

In many Latin American countries,
much of the licensing involves U.S.
technology. Frequently, U.S. compa-
nies license their own technology to
their subsidiaries. In Colombia, for
example, Colombian Patent Office
statistics show that the vast major-
ity of patent licensing (99%) is U.S.
technology licensed to Colombian
companies, often to branches or
subsidiaries of the U.S. companies
owning the technology. In the Pat-
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ent Office, one finds registrations of
98 patent licenses. Others no doubt
exist but have simply not been reg-
istered. The owners of this licensed
technology include Kimberly Clark
Worldwide, Inc., Eli Lilly & Compa-
ny, Cabot Corporation, W.R. Grace &
Co., and others.

U.S. technology, of course, is not
the only subject matter for Latin
American licenses. In Brazil, for
example, many licenses involve Eu-
ropean and Japanese technology.

Universities and Government
Programs

Universities and government
programs figure prominently in
the encouragement of research and
development and the licensing of
developed technology. In Argentina,
the University of Buenos Aires—the
biggest and most important public
university in Argentina—has the Of-
fice of Transfer of Technology. This
office assists the different faculties
in negotiating licenses of university,
or faculty-owned technology. But
not all faculties obtain patents for
their innovations and when they
do, negotiating a license agreement
can be a very lengthy process since
the provisions in most agreements
used in private industry are usually
objected to by the University. The
faculties at some universities may
enter into joint research agreements
with the private sector. Quite a num-
ber of these joint projects have been
successful. They, too, involve the
transfer of technology.

2. For each organization in-
volved in licensing, for the past
five years:

a. how many patent licenses and

how many technology licenses;
and

b. what are the significant terms
and characteristics of licensing,.

Throughout Latin America, pre-
cise data on the number and value
of technology licenses are sparse at
best. Most countries do not require
the registration of patent licenses.
And in those that allow registra-
tion, few organizations submit reg-
istrations, preferring instead to keep
this information confidential.

Registration does take place in
some countries, however. In Brazil,
for example, royalty-bearing tech-
nology transfer agreements execut-
ed between a Brazilian licensee and
a foreign licensor shiould be file.d at
the Brazilian Patent and Trademark
Office (BPTO) for recordal (registra-
tion). In addition, as a general rule,
the recordal of license agreements
(trademark, patent, know-how and
technical assistance agreements) at
the BPTO produces the following
effects: (i) the agreement becomes
enforceable before third parties; (i)
the royalty payments become remis-
sible abroad; and (iii) the Brazilian
party becomes eligible to claim the
royalty payments as tax deductible
items.

Argentina also has registrations
of agreements between foreign
licensors and local licensees involv-
ing payments abroad, in which
parties wish to benefit from certain
tax incentives. Concerning typical
terms and conditions, the survey
could provide only the economic
value of those agreements, since all
the remaining information is kept
confidential. From 1992 to 2003, the
National Institute of Industrial Prop-
erty registered 3,285 agreements. Of
those:

¢ 1741 were technical assistance.

* 59 were franchising agree-
ments.

*» 24 related to training,.

* 938 were trademark or patent
licenses.

* The remaining ones covered
various areas such as engineering.

The registration of these agree-
ments revealed the U.S. dollar
amounts involved. By year, from
1992 to 2003, these amounts were as
follows (millions of U.S. dollars}):

s 1992 - US574.1

s 1993 - US%929.9

= 1994 - U55340.2

* 1995 - 1U5$571.80
* 1996 - US$632.1

s 1997 - US$598.1

s 1998 - U5$918.5

* 1999 - US$1455.40
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* % 2000 - US$1124.60

¥
1

& 2001 - USS765.40
« 2002 - US$245.0  -»
003 - US$396.0

‘Patent and technologyy licence
information in Colombia uncovered
by the survey is shown in Table 1.

Registration Information Sparse

Though registration information is
sparse in Latin America, itis possible
to deduce the extent of licensing by
referring to some information that is
publicly available.

In Mexico, for example, one can
deduce the extent of licensing from
information available on the extent
of franchising, since the typical
franchising agreement is often
accompanied by technology or
know-how licenses. There are about
550 franchisers in more than 65 areas
with 35,000 sale points all over the
country.

The terms of franchise licenses in
Mexico are typical of those found
worldwide: strong provisions to the
franchisee for maintaining a certain
level of quality and for achieving

nercial and performance mile-
. .&5. In addition, Article 65 of the
Regulations of the Mexican Indus-
trial Property Law outlines certain
information that the franchiser must
deliver to the franchisee. The key
people involved in franchise licens-
ing belong to the Mexican Franchis-
ing Association.

One can also deduce the extent
of licensing from information avail-
able on Mexican manufacturing. Ac-
cording to the National Council of
Exporting Manufacturing Industry,
there are about 2800 active manufac-
turing facilities in Mexico. It is fair
to say that for each manufacturing
facility or company there is at least
one license agreement involved
in the manufacturing agreement
when the technology is provided
to the manufacturer for producing
a determined product.

Further, in Brazil, the survey re-
vealed that the number of licenses
granted by Brazilian organizations
it high. UNICAMP, for exam-
. .as 322 patents but only 8 are
licensed. USP has about 90 patents
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Patent Licenses

Kimberly Clark Worldwide, Inc.: 53
Eli Llily & Co.: 30
Cabot Corp.: 7
WR. Grace & Co.: 2
Other Companies 3
Cabot Colombiana S.A.: 2
Ecopetrol: 1
Technology Licenses:

Oil and gas exploration and exploitation: 318
Air fransportation: spare parts: 136
Financial services: 108
Cement compounds exploration and exploitation: 32
Telecommunications: 29
Metallurgy: 14
Non-weaved products: 7

on its records, but there are no data
available on how many of these pat-
ents are licensed.

Aracruz Celulose S/ A, a Brazilian
corporation engaged in the manu-
facture of papermaking pulp fibers,
currently licenses its know-how to
Procter and Gamble Corporation in
a joint research-and-development
agreement. Aracruz is also nego-
tiating a similar agreement with
Kimberly-Clark Corporation.

Regarding the UNICAMP licenses
in Brazil, they are mostly not exclu-
sive and concern chemical products.
There are no data concerning the li-
censes of the other organizations.

Terms of Agreement

The agreements in Mexico are
usually signed as proposed by the
technology owner and often include
provisions more related to the fea-
tures of the manufactured products
such as quality or to the efficiency
of the licensed technology such as
process efficiency and the like. As for
[P-related provisions, these contracts
usually include direct assignment
of improvements to the technology
provider, a license to operate know-
how and patents (even if they were

not registered in Mexico), and other
provisions usually more beneficial to
the technology provider.

In Venezuela, information about
licenses comes from INTEVEDP, S.A.
The agreement drafted depends
directly on the type of business
involved. Almost all licenses are
nonexclusive, with a few on an
exclusive basis. INTEVEP's policy
on this matter is not to enter into
exclusive licenses unless the spe-
cific circumstances of the business
SO require.

INTEVEP is very careful in pre-
cisely defining in the license agree-
ment the technology that is being
licensed. Intent is strong in not
compromising future research and /
or future improvements through
the license agreement. If necessary,
INTEVEP will require new negotia-
tions on royalties for such research
and/or improvements.

Clauses dealing with royalty
payments are precisely and clearly
drafted. They set forth a royalty
base, royalty percentage, and a pro-
cedure on how to calculate royalties.
Additionally, they establish a de-
tailed time schedule for payments.
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License agreements in Venezuela
are generally entered into for_five
years with options for renewal
if the parties agree. Termination
clauses are very specific about
when the license agreement begins
and ends. This clause also provides
specifics about payment of royalties
accrued after termination, the need
for reports, and so on.

Venezuelan confidentiality obliga-
tions are set forth for periods of 10
to 15 years as of disclosure. These
confidentiality obligations survive
the agreement as long as it takes
to end the extension agreed for
confidentiality. Confidential infor-
mation is defined from the mate-
rial approach rather than from the
specific approach and includes all
nondisclosed information marked
as confidential and disclosed in
written and /or oral form as long as
it is expressed in written form within
15 days after oral disclosure.

INTEVEP agreements vary on
choice-of-law provisions. Almost
three quarters of them allow foreign
law to rule the agreement, the other
quarter requiring the application
of Venezuelan law. Almost all IN-
TEVEP license agreements include
an arbitration clause, but they vary
on which institution will rule the
arbitration procedure. There is no
uniformity on this matter. They
vary among AAA, UNCITRAL,
and the ICC.

In Colombia, official information
about the exact terms in licenses
is not available. It is important to
note, however, that agreements for
importing technology must contain
at least the following information:

1. Parties, their nationality and
residence;

2. Methods used to transfer the
imported technology;

3.Contract prices of each of the
elements involved in the transfer;
and

4. Effective term of the agree-
ment.

On the other hand, the agreerments
may not contain the following:

1. Clauses by virtue of which the

[ 84]
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supply of technology bears with it
the obligation of the recipient coun-
try or enterprise to acquire, from a
given source, capital equipment,
intermediate products, raw materi-
als, or other technologies, or to use,
on a permanent basis, personnel in-
dicated by the enterprise supplying
the technology;

2. Clauses by virtue of which the
enterprise selling the technology
reserves the right to fix sale or resale
prices for the products that are man-
ufactured using that technology;

3. Clauses that contain restrictions
on the volume and structure of pro-
duction;

4. Clauses that prohibit use of
competing technologies;

5.Clauses that establish a total or
partial purchase option in favor of
the technology supplier;

6.Clauses that compel the technol-
ogy buyer to transfer to the supplier
all such inventions or improvements
as may be obtained through use of
that technology;

7.Clauses that require the pay-
ment of royalties to the holders for
patents or trademarks that are not
used or have expired; and

8. Other clauses having an equiva-
lent effect.

Likewise, as a general rule, clauses
prohibiting or limiting in any way
the export of the products manufac-
tured using the respective technol-
ogy are not accepted.

In Brazil, the agreements submit-
ted to the BPTO for recordal purpos-
es must comply with several written
and nonwritten rules regarding: (i)
confidentiality obligations, (ii) roy-
alty rates, (iii} limited terms for
know-how and service agreements,
{iv) and impossibility of payment for
trademarks and patents pending,.

Finally, in Ecuador, the Ecuador-
ian Institute of Intellectual Prop-
erty is charged with determining
the number of licenses of patents
granted—in the past five years,
there have been approximately fifty.
Significant terms and characteristics
of licensing technology focus on the
qualifications of the licensee.

3. What organizations may be in
the position to conduct licens-
ing but are not yet doing so?

In many countries, there seems
to be licensing opportunity in the
universities. In Chile, for example,
at least 20 universities, represented
in the Consejo de Rectores, could be
in a position to license the resuits of
their government-funded research
projects.

In Venezuela, the Universidad
Simén Bolivar (USB) was created
in 1967. USB has been encouraging
innovation, research, and develop-
ment of technology. It is leading the
“innovation network,” consisting
of a network of approximately six
“Parques tecnolégicos” with limited
infrastructure and also limited bud-
gets to work with. Two important
institutions for technology licensing
depend on the USB.

1. “Parque Tecnolégico Sartene-
jas” (PTS): This institution was
created in 1992 with the support of
National Council of Scientific and
Technological Research (CONICIT)
and Foundation for Research and
Development (FUNINDES-USB).
PTS depends on the “Simon Bolivar
University,” and its objective is to
develop technological resources of
the country.

2.Fundacién Instituto de Ingeni-
eria: This institution was created
in 1999 by the Venezuelan Govern-
ment. Its objective is to manage
research activities, technological
development, technical consultancy,
and services related to Engineering
and other related disciplines and
to support national and interna-
tional industries.

Universities, however, often have
large and cumbersome bureaucra-
cies, which do not provide quick,
flexible systems to obtain approval
of licensing agreements.

Some organizations may be in the
position to conduct licensing but
are still not doing so. In Ecuador,
for example, one finds ECUACIEN-
CIAS and the Ecuadorian scientific
community. These are small organi-
zations, which are slowly growing
according to their resources. They
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are not yet licensing technology be-
cause they lack economic support.
As explained by the general director
-~ e technical and scientific depart-

t of FUNDACYT, this is a very
iniportant issue and explains their
gradual and slow growth.

4. What are the greatest challenges
and barriers to licensing—legal,
business, and practical issues?

According to committee members
conducting the survey, the chief
barriers to licensing are cultural
and political.

In the business culture of some
countries, for example, the idea
that technology may be valuable
by itself is novel. In this sense, for a
long time companies have used their
technologies only to improve their
own production process. But now
the number of inventors that look
for prospective licensees and com-
panies that license their technology
has been increasing significantly.

Political policies also hinder the li-
censing of technology. In Brazil, the
BPTO has protectionist policies and
a “philosophy” that Brazil should

import technology but produce

.cally. Recently, however, the “In-
novation Law,” passed in 2004, has
created important mechanisms to
provide incentives for innovation
and scientific and technological
research with the objective of reach-
ing a “technological independency”
or autontomy in the development of
Brazil as established in its Federal
Constitution of 1988.

But other obstacles remain:

* The stage of development of in-
novations emerging from university
research is not sufficiently advanced
for near-term use by industry, in part
due to a tendency to focus on basic
rather than applied research.

* Universities lack—or are newly
creating—the policies, researcher
incentives, and organizational
structures to support patenting
and licensing.

* Countries lack and need to
develop the strong links between
tiversjties and industry that would

e demand for research and its
. _.anercialization.
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* The business sector is slow to
adopt innovative technologies and
typically looks to more developed
markets for sources of innovation.

» There is a lack of public or pri-
vate financing for the stage of pro-
duction ramp-up (i.e. demonstration
plants, pilot lines) for technology-
based products.

* There is a general lack of exper-
tise and experience among govern-
ment, universities, and industry
with respect to the management of
technology, technology-based busi-
nesses, patenting, and licensing,.

¢ The most relevant business is-
sue concerns the effect of taxation,
which may make licensing a very
costly endeavor.

* A clear public policy should be
established to enable an effective
transfer in which the State must not
only look for development and an
increase of the existing technology
in the country, but also incentive
domestic innovation demand.

In Mexico, there are practically
no legal barriers to licensing. The
country has a suitable IP system
for protecting technology, and con-
tract provisions are left to the will
of the parties.

It mustbe stressed, however, that
if the practicing of the technology
in Mexico produces a monopolistic
situation, then this monopolistic
situation will be either controlled
or avoided through the application
of the antitrust provisions contained
in the Federal Law on Economic
Competition, which is quite similar
to the antitrust laws of other indus-
trialized countries. '

Some hurdles in Mexico include:

1.Mexican technology develop-
ers are not interested in applied
science, and if they are, they do
not use the IP system to duly ap-
propriate its knowledge.

2. Mexican business entities are not
interested in licensing or in funding
R&D for obtaining technology useful
for its businesses and prefer buying
technology from abroad through in-
direct “licensing in” (manufacturing
contracts or engineering projects).

3.When drafting license agree-

ments, licensors and licensees sel-
dom take into account the antitrust
provisions that might affect the
practicing of the licensed technol-
ogy when entering into the market
in Mexico.

In Venezuela, the greatest chal-
lenges and barriers to licensing are:

1. To promote research & develop-
ment activities different from the oil
industry.

2.To coordinate government,
universities, and companies efforts
to innovate & commmercialize new
technologies.

3.The Andean Community has
a very restrictive regulation about
transference of technology.

4. Venezuela is not a technology-
producer country. Venezuela is more
a technology-consumer country.

5.The oil industry has been an
isolated effort on licensing because
the oil industry handles a very high
amount of economic resources. Oth-
er sectors of Venezuelan economy do
not have enough money to cover the
costs involved in licensing,.

-5. What possibilities are there

for providing education to the
licensing, legal, university,
government, and business com-
munities?

Committee members from most
countries indicated an overall re-
ceptiveness to training opportuni-
ties. Most report that LES-sponsored
seminars should focus on a particu-
lar sector—governmental, industri-
al, or educational.

In some countries, seminars have
already been planned. In Chile, for
example, licensing is a central theme
in the following seminars:

e International Seminar of Intel-
lectual Property and Technology
Transfer, an annual event organized
by NEOS of law firm Harnecker.

s InnovationEngine, the first in-
ternational seminar for intellectual
property, technology licensing and
commercialization organized by
GeneraUC Technology Commer-
cialization of Pontificia Universidad
Catdlica de Chile.

Both events draw a diverse nation-
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al audience, and these institutions
have organized previous seminars
featuring international experts,
many of them with links to LES or
AUTM. Such international expertise
is very welcome in Chile.

In addition to these two seminars,
it is likely that additional ones fi-
nanced by CONICYT through its Bi-
centennial Program for Science and
Technology will include the topics
of patenting and licensing, provid-
ing additional opportunities for the
parficipation of LES speakers.

The new Chilean Licensing As-
sociation, being formed under the
guidance of LESI, will begin op-
eration in 2005. Its plans include
meetings for members and partici-
pation in key technology-transfer
seminars.

InColombia, technology transfer has
become a “hot” issue since the AFTA
(Andean Free Trade Agreement) nego-
tiations began. Therefore, most com-
munities would welcome education
from LES regarding licensing,
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In Mexico, the facilities and edu-
cational structure are suitable to pro-
vide education in licensing to all the
relevant sectors for licensing, even
to the antitrust commission, which
is the government organ in charge
of the handling of the Federal Law
on Economic Competition. There
are enough materials and skilled
persons in LES Mexico to provide
suitable educational programs. In
fact, however, several efforts in pro-
viding “technology management
units” in chambers, universities,
and institutes have consistently
failed due to lack of interest.

In Venezuela, technology licensing
is not a common practice. Therefore,
the opportunities to provide educa-
tion are endless. There are two pro-
grams on Intellectual Property, one
in the “Universidad de los Andes”
(ULA), and one in the “Universidad
Metropolitana” (UNDMET). Neither
covers the area of technology-licens-
ing in depth. One good effort could
be directed to improve these two

Universities’ I[P programs to raise
the level of education in this area.

Conclusion

As globalization continues un-
abated, licensing activity in Latin
America will undoubtedly increase.
Businesses and public research or-
ganizations will increasingly turn
to patent protection for inventions.
And once the culture of Latin Ameri-
ca changes and becomes more aware
of the fruits of intellectual property,
companies, individual inventors,
and public organizations will realize
that licensing provides an additional
stream of income that has gone un-
recognized in the past. The culture
will change as more and more edu-
cational opportunities are provided,
and we expect the Licensing Execu-
tives Society and its members will
continue to provide education and
other opportunities to advance the
licensing of intellectual property in
Latin America.
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La venta de Seminis a Monsanto es mas que un
premio a la visidon de Alfonso Romo. Es un gran
paso al lanzamiento de las semillas supernutritivas.

Diego Fonseca
Ciudad de México

n 1994, el mexicano Alfonso Romo

cred Seminis, la mayor productora de
semillas hibridas de frutas y verduras

del mundo. Era el resultado de las
npras de Asgrow. Petoseed y varias se-
.tleras astdticas y Romo estaba convencido
de que seria buen negocio. Lo es, pero no
serd Romo quien vea sus mejores resultados.

Seninis crecié riptdo con un ‘portafolios
de casi 6,000 variedades agricolas que en
1998 reenfocd en sdlo 3.500 para achicar el
exceso de inventario. En 2003, sus finanzas
colapsaron y Romo entendid de qué se trata
ser pionero: en ocasiones los mercados no
estdn listos para una empresa. Ese afio, Romo
vendid al fondo californiano Fox Paine & Co.
el 58% de su empresa en US$ 163 millones.
En febrero pasado. finalmente. Fox traspaso
Seminis a Monsanto. el mayor productor
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global de organismos genéticamente modi-
ficados (OGM, o transgénicos), que pagard
US$ 1.400 millones por el 1009% de Seminis
y asumird una deuda de US$ 400 millones y
un pago basado en dividendos de hasta US$
125 miliones a abonar en 2007.

La historia dejé a Fox con los bolsillos
llenos, a Romo, come chaeirman de la nueva
Seminis y a Monsante, ingresando al mer-
cado de frutas y vegelales, donde no tenia
presencia. Eso dispard la pregunta del milln:
acaso Hugh Grant, el CEO de Mensanto,
pensaba convertir a la free-GMO Seminis en
otro tentdculo de su pulpo transgénico? Grant
no jugard con fuego. El mundo no digiere
completamente los transgénicos v €] tiene
bastante por hacer con Seminis antes de entrar
ala préxima década, cuando podra pensar en
vender semillas con componentes nutritivos
repotenciados y plantas-farmacia.

Seminis, que controla el 23% del mercado
global de semillas de tomates v mads de un
tercio del de pimientos v pepinos, proveerd a
Monsanto una red de distribucién de frutas y
verduras en Europa. Medio Oriente, Africay
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Norteamérica y ventas por US$ 523 millones
anuales. Monsanto también se hizo de los
programas de control de virus de plantas
GM de Seminis, gue ella no posefa, y de
600 técnicos, B0 expertos y centros de
operaciones en China e India que permitirdn
recortar e} tiempo que toma a un producto ir
del laboratorio al mercado. Finalmente, fa
transaccidn, que se aprobarfa en septiembre,
aurnentaria el flujo de caja y beneficios por
accién de Monsanto en 2006,

SER 0 MO SER. ; Qué papel tendrd América
Latina para la nueva Seminis? La comnpaitia
era de propiedad mexicana, pero estaba
basada en California, orientada al mundo
y poco inserta en la regién. Eso seguird
igual. Brasil y Argentina en particular, los
mayores exportadores agricolas de la regidn,
ofrecen pocas oportunidades para sus semillas
vegetales. Son més aptos para cultivos de
bajo valor y alto volumen, como maiz. soja
o algoddn, propios de Monsanto.

Argentina ya es ¢l segundo productor mun-
dial de transgénicos de primera generacidn,
plantas con genes resistentes a herbicidas e
insectos. Brasil concita la atencidn de las
semilleras desde que liberd en 2004. v hasta
2006. sus primeros eventos transgénicos. Este
afio, Nidera, de EE.UU., compré la divisién
local de cultivos de Bayer para incursionar allf.
Monsanto esperaba 1a ley desde 2000 repro-
duciendo semillas GM en el norte argentino
y ya consiguid que Brasil y Paraguay, tercer
exportador sojero regional, acepten pagar
regalias por ellas, asegurdndose ingresos que
no obtiene en Argentina, donde sus patentes
siguen sin reconocimiento.

Fuera de eso, Grant. el CEQ de Monsanta,
no ha hecho saber aiin si Seminis tendrd una
politica especifica para la region. Sus ojos
estdn en Asia. donde el consumo de vege-
tales y frutas es mayor, precisamente lo que
necesita para asegurar el futuro immediato de
Monsanto. La patente de su nave insignia,
el herbicida Round Up, caducard en breve,
poniendo en riesgo ingresos por US$ 3,000
millones anuales y Ia hard mas dependiente
del negocio de simientes, su segunda fuente
de recursos vy primera en crecimiento. En
el ultimo aiio, la venta de semillas conven-
cionales y transgénicas de Monsanto subi6
un 24%. hasta US$ 2.350 mitlones. Seminis
puede complementar ese negocio, puesto
que es un productor de semillas hibridas.
una técnica de polinizacién cruzada que no
modifica genes y que Monsanto no practica.
La imagen no-transgénica de Seminis servird
también de maquillaje para las cuestionadas

semillas transgénicas de Monsanto.

Pero ;se lavard la cara Monsanto? Por
su agresividad con los transgénicos, tras ja
compra muchos se preguntaron cudndo Grant
lanzard semillas de Seminis modificadas
genéticamente. Grant sabe que la resistencia
anti-OGM se debilita con cada habilitacién
de eventos transgénicos. Tras la liberacidn
en Brasil, ahora sglo resta que China e India
lo hagan. Cuando ocurra, la resistencia de
la Unidn Europea, el mayor opositor a los
OGM, perderi sentido frente al volumen
de los tres mercados emergenies. Todo eso
abona la posibilidad de que Seminis acabe
hibridada por Monsanto.

Los ojos de
Monsanto estan en
mercados grandes

como Asia, antes que
América Latina

Pero ésas son especulaciones. Segiin
Gillian Turco, analista del banco holandés
Rabaobank. una compaiiia biotecnolégica
pero no transgénica como Seminis puede
ser lo que Monsanto necesita para mejorar
su imagen piblica. Mantener a Romo como
su chairman funcionarfa como una sefial de
que las aguas no se mezclardn, El propio
Grant se ha esforzado por tranquilizar a los
productores orgdnicos ¥ supermercados que
compran hibridos a la ex compafifa de Romo.
Ha dicho que aprovechard su know:-how para

atacar e} mercado de vegetales y frutas y
que se enfacard en 4reas de crecimiento ds
corto plazo. Y si bien aplicard las tecnologh¥;
de ambas compaiifas en investigaciones
combinadas, una Seminis-transgénica estd
en su agenda recién “a largo plazo”. Lori
Fisher, directora de asuntos piblicos de
Monsanto. en 8t. Louis. no pudo responder
a tiempo consultas adicionales de Améri-
caEconomia.

Laexpectativa es que Grant use a Seminis
para vender mds agroguimicos cuidando
mucho su estrategia de comunicacién para
que los agricultores no crean que tras ellos
vienen las frutas y vegetales GM. “Yo no
esperaria ningdn inpur como tolerancia a
herbicidas y resistencia a insectos por largo
tiempo ni ninguna variedad GM de Seminis
entrando al mercado antes de 2010 0 2012™.
dice Anatole Krattiger, director de 1a consul-
tora BioDevelopments, en Nueva York, “El
potencial real de crecimiento y agregacion de
valor tecnolégico [de Monsanto y su nueva
empresa) viene de soluciones que atiendan
las necesidades de los consumidores y su
voluntad de pagar un premio, y esas solu-
ciones estdn basadas en la salud”.

Romo pensaba algo parecido. Para él,
las semillas eran “un software” para gene-
rar desarrollos de mayor valor. No estat
equivocado: el future del negocio agricola
de avanzada estd en los OGM de segunda y
tercera generacion, semillas con mayor poder
nutricional y productoras de biofdrmacos.
Las compaiiias globales han aprendido que ei
modo de menguar la resistencia a los OGM
de primera generacién. como las sintientes
que resisten enfermedades e insectos, estd
en enfocar su estrategia en el valor de esos
nutrientes repotenciados.

Ambas tienen como preparar ese caming. .
Monsanto ya ha ensavado productos enri-
quecidos como la soja reductora de grasas
y también Seminis estd involucrada en
desarrollos moleculares vy enriquecimiento
y modificacién de vegetales. Muchos de sus
productos ya tienen distintos colores. tama-
fios y sabores. Variedades como la lechuga
Jammers —disefiada para faniticos de las
dietas bajas en carbohidratos. ya que por su
forma y resistencia puede sustituir el pan en
sindwiches y wraps— y la sandfa Bambino,
de un kilo, ideal para un consumidor, son
preferidas por las familias de EE.UU, Al final
del dia, la fusiér de esas capacidades serd
ganadora si Monsanto lee bien los hibitos
de consumo de la gente. Grant sabe que }-
va la cosecha eneso. |
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Agreements On Research Cooperation
" »tween Industry And University -

Suggestions For Solutions

BY HEINZ GODDAR AND
HERMANN MOHNEKQPF*

1. Introduction

he amendment to section 42
I of the German law on em-
ployees’ inventions, which
has applied to “new contracts™ since
7 February, 2002, and which, since
7 February, 2003, has in some cases
also made it necessary to adapt “old
contracts” concluded before 18 July,
2001, has led to an intensive search
on the part of universities, and also
on the part of industry, for model
contractual solutions for standard
situations.

It is desirable to find model solu-
tions that will be regarded both by
the universities and by industry asa
positive basis on which to transpose
¥ mew legal standards into a form

‘actical co-operation which all
cuncerned will consider tolerable
and positive. In the search for these
solutions, a working party of experts
from the university and industrial
sectors has been set up, at the sug-
gestion and with the active partici-
pation of the IPAL Gesellschaft fiir
Patentverwertung Berlin mbH, the
Society for Patent Exploitation in
Berlin, which is the central tech-
nology transfer institution for the
majority of the Berlin universities,
namely Charité, the Free University
of Berlin, Humboldt University Ber-
lin and Berlin Technical University.
intensive efforts, involving lengthy
discussions, have been made to put
together some components for a
model contract, under the general
heading “Berlin Contract,” which is
intended to make it easier in prac-
tice for academics, universities and
industrial companies to handle the
new legal situation that has arisen
as a resuit of the abolition of the

rsity lecturers’ privilege.

.2 members of the above-men-

.
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tioned working group, as well as the
“Berlin Contract Components,” can
be seen from the web site of IPAL,
namely http:/fwww.ipal.de, which
is continuously up-dated and will
make also adapted, future versions
of the Berlin Contract Components,
as well as other news with regard
to university-industry inventions,
available in future. The essential
parts of the “Berlin Contract” are
attached to this paper.

2. Contract components “Berlin
Contract”

2.1. Structure and organisation

A preface dealing with the gen-
esis and the proposed practical
application of the “Berlin Contract”
is followed by a brief introduction,
which is intended to explain how
the Contract components are to
be handled. This is then followed
by differentiation indicia for the
Contract components in the “Berlin
Contract,” which, it is hoped, will
facilitate assigning a specific joint
research project between a university
and industry to one of the categories
of a contract for work and services,
research commission or co-operation
on research. These differentiation
indicia should not be understood
here as alternatives, nor should
they apply cumulatively, but, as the
very name suggests, they are merely
intended to provide the practitioner
with pointers to help him make the
appropriate assignment.

After the above-mentioned list of
“differentiation indicia™ come Con-
tract components for research com-
missions between universities and
industry, followed by appropriate
Contract components for co-opera-
tion on research and development,
which is referred to in the following
as “research co-operation.”

2.2. Pointers helping to differen-
tiate between contracts for work
and services, research commis-
sions, research co-operation
2.2.1. Contracts for work and services

If an industrial partner commis-
sions a university to carry out certain
research work, with an unambigu-
ous, known objective and laying
down a defined way of performing
that work, the university will gen-
erally demand that the entire costs
be assumed. The university, in the
person of the research worker (here
and in the following usually under-
stood to mean the “project director”
responsible), is not required to inter-
pret data or results in any way; nei-
ther the university nor the industrial
partner has any interest whatsoever
in publication. The result of a con-
tract for work and services of this
kind is an obligation owed by the
university to the industrial partner.
In this case, according to the “Berlin
Contract” (and one is tempted to say
that this ought to be self-evident!) all
the results of the research, including
any inventions that might be made
by the university, i.e. by the research
worker or by any other member of
the university, belong to the indus-
trial partner without any additional
remuneration, and it is the latter
which decides at its own discretion
whether to file applications for any
industrial property rights, to engage
in exploitation actions, etc. It goes
without saying that any applica-

*Heinz Goddar is a partner in the low
firm of Boehmert & Boehmert, Muenchen,
Germany, and a Past President of LESI.
Hermann Mohnkopf is IP Counsel for
Rolls-Royce Deutschiand Lid. & Co. KG
in Dahlewitz, Germany.
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tions for industrial property rights
are filed by the industrial partner
exclusively in its own name, without
any right whatsoever on the part of
the university to participate.

2.2.2. Research commissions

In the context of research commis-
sions, the industrial partner places a
targeted commission with the uni-
versity to carry out certain research
work, theresult of which is neverthe-
less open, but the way of perform-
ing that work and the purpose of
the study are defined. In this case
too, the university will expect the
entire costs to be assumed. The data
or results have to be interpreted by
the research worker. The industrial
partner, having placed the commis-
sion, will as a rule be interested in
receiving the results at short notice or
at least on schedule. The university,
or the research worker, for their part
have an interest in seeing the results
published. In this case, no successful
result is owed by the university.

The parties involved in drawing
up the “Berlin Centract” are unani-
mous in their opinion that, when
research commissions are organ-
ised in this way, the university has
a fundamental right to remuneration
for any invention. The rights in the

inventions concerned, including the -

right to file the first application and
to carry out subsequent applications
in other countries, also need to be
settled in detail.

2.2.3. Research co-operation

In the case of research co-opera-
tion, the industrial parter places a
research commission with the uni-
versity, the objectives and results
being open; the implementation
is not defined in detail, and the
intended practical application is
neither known in detail nor defini-
tively laid down. Both partners, i.e.
the university and the industrial
partner, contribute to carrying out
the research project on which they
are co-operating by providing per-
sonne] and/or assuming a share of
the costs. The industrial partner,
having placed the commission, has
a medium to Jong-term interest in
the outcome, both partners have a
pronounced—and possibly a joint
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—interest in publishing the results.
In this case, the university has no
obligation vis-a-vis the industrial
partner regarding the success of the
research co-operation agreement.

The parties involved in drawing
up the “Berlin Contract” are unani-
mous - their opinion that, in the
case 01 research co-operation, the
industrial partner has a separate
obligation to remunerate the uni-
versity for any invention, the details
of which need to be settled depend-
ing on the situation, as do the filing
rights with regard to patents, etc.

2.3. Features common to research
commissions and research co-op-
eration

A commuon feature of the contrac-
tual arrangements both in the case of
research commissions and with re-
gard to research co-operation is that,
for the reasons which have in the
meantime already been discussed in
detail in the literature, a “trilateral™
contract between the university, the
industrial partner and the research
worker is necessary.

Briefly, this necessity is based
on the fact that, because of the pe-
remptory provisions of the law on
employees’ inventions, it is only
possible for the contractual agree-
ment between the university and
the industrial partner to regulate
the situation concerning rights, and
obligations to acquire the rights etc.,
in inventions which can be covered
by patents or utility models. Any
additional know-how and advisory
services which the industrial partner
wishes to receive “in person” from
a specific research worker who is
particularly important to him as a
co-operation partner (e.g. a profes-
sor) can only be reliably obtained
by the industrial partner on the
basis of an appropriate contractual
agreement with the research worker
himself, since any “indirect route”
via the university might in this case
affect the research worker’s personal
rights with regard to research and
teaching, which are guaranteed by
the constitution.

A direct agreement between the
research worker and the industrial
partner is also needed if the research

worker is to waive his negative pub-
lication rights. The same applies to
any advance waiver of the research
worker’s right to take over any ap-
plications for industrial property
rights or the industrial property
rights themselves and to file appli-
cations in other countries.

For the reasons explained above,
the members of the working party
consider it appropriate, both in the
case of research commissions and
with regard to research co-opera-
tion, to conclude a “tripartite agree-
ment” between the university, the
industrial partner and the research
worker. “Research worker” here
is understood to mean the project
director responsible who has been
appointed by the university and the
industrial partner. If—and this is
likely to apply in most cases—other
members of the university, whether
students or university staff (em-
ployees), are involved in carrying
out the work on the research project
concerned, it needs to be ensured in
advance, by means of an appropri-
ate declaration of association, that
the obligations of the project direc-
tor also apply, mutatis mutandis, to
that group of individuals.

2.4. Contract components for
research commissions

According to the model contract,
research results arising from a
research commission belong ex-
clusively to the industrial partner,
irrespective of the extent to which
the research worker or other “asso-
ciated” members of the university
is/are involved in the production of
the corresponding research results,
especially inventions.

Regarding the filing of any ap-
plications for industrial property
rights, referred to in the following as
“patent applications™ for short, it is
envisioned that the first application
is filed either by the university or
alternatively by the industrial part-
ner, though of course in a manner
to be settled in advance, but always
as joint applications on behalf of the
university and the industrial partner.
This arrangement is intended to
satisfy the universities’ interests in
appearing in the relevant “ranking”
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lists with a corresponding number
of first applications. The industrial
members of the working party ac-
r  *the fact that “ranking” positions
is kind are becoming more and
mure important in assessing the
performance and the general repu-
tation of universities for the sake of
international comparisons.

It is the industrial partner alone
which decides on whether to file
foreign applications in the case of
research results based on research
commissions, and any foreign ap-
plications are also filed solely by the
industrial partner in its own name.

The arrangement regarding remu-
neration in the case of research com-
missions has the following structure,
according to the “Berlin Contract™

After the first application has been
filed, the industrial partner pays
the university a first remuneration
amounting to € 2,500.00. This is then
followed by remuneration payments
according to the following alterna-
tives: _

a) € 2,500.00 at the beginning of
exploitation, this remuneration ris-

2 € 10,000.00 if exploitation be-

more than 7 years after the first
application; the industrial partner
may, however, redeem the obliga-
tion to pay the increased lump sum
by paying a further remuneration of
€ 2,500.00 before the expiry of the
above-mentioned 7-year period.

b) When certain turnover thresh-
olds are reached, further lump-sum
payments are made, though it is
necessary to lay down the details
on this in the contract.

c) After exploitation has begun,
an appropriate remuneration is
paid, depending on the degree of
exploitation, which is subject to
later negotiation.

2.5. Research co-operation

The research results arising from
research co-operation are in prin-
ciple broken down into results
achieved by the industrial partner,
joint results and university results.

Results achieved by the industrial
partner are research results attribut-
2 olely to the industrial partner’s
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staff. Joint results mean research re-
sults in which the university's, or
the university staff's, share of the
invention is no more than 50 per
cent. University results are research
results, in which the university’s
share of the invention is more than
50 per cent.

2.5.1. Industrial partner’s results

Research results which fall into
the category of “industrial partner’s
results” belong exclusively to the
industrial partner. The latter has the
sole right to file applications for in-
dustrial property rights, exclusively
in its own name where appropriate;
the industrial partner has no obliga-
tions vis-a-vis the university whatso-
ever to pay any remuneration.

2.5.2. Joint results -

In the case of joint results where
the university’s share of the inven-
tion is no more than 25 per cent, the
industrial partner has the right to file
the first application exclusively in its
OWn name.

[f the university’s share of the
invention is more than 25 per cent,
the arrangement corresponds to the
one for research results based on
research comunissions, i.e. the first
application is filed as ajoint applica-
tion either by the industrial partner
or alternatively by the university, in
the names of the university and the
industrial partner.

On the whole, in the case of joint
results, foreign applications are filed
inaccordance with the arrangements
regarding research commissions (see
2.4.), i.e. by the industrial partner
and exclusively in its own name.

The remuneration for an invention
which the industrial partner has to
pay the university is settled as fol-
lows in the case of joint results: if the
university’s share of the invention is
less than 50 per cent, the remunera-
tion for the invention is paid in the
same way as with research commis-
sions. If the university's share of
the invention is 50 per cent, the in-
dustrial partner pays the university
remuneration for the invention as
in the case of the university results,
which will be discussed below (see

2.5.3), but deducting 10 per cent from
the remuneration agreed for univer-
sity results of that kind.

2.5.3. University results

University results, i.e. research
results emanating from research co-
operation, in which the university’s
share of the invention is more than
50 per cent, belong exclusively to the
university. The industrial partner
does, however, have an option on
taking out an exclusive licence on
reasonable terms. The correspond-
ing remuneration for the inven-
tion may comprise one or more
lump-sum payments or a reason-
able licence fee. The members of the
working party regarded the sample
calculations annexed to the “Berlin
Contract” as being appropriate for
the standard situation.

In the case of university results,
the university has the right to file
the first application in its own,
exclusive name. After the option is
exercised (and only in this case does
remuneration for the invention have
to be paid to the university by the
industrial partner, of course!) the cor-
responding application rights revert
to the industrial partner in a manner
to be agreed.

3. Concluding Remark

The members of the working
party mentioned at the beginning
hope that, by presenting the contract
components of the “Berlin Contract,”
they have made a constructive
contribution to the discussion of
solutions which appear reasonable
both to the universities and to the
industrial partners for the future
conduct of research projects in the
university /industrial sectors. Mak-
ing the discussion more objective,
on a reasonable basis of this kind,
is probably also likely to reduce the
attractiveness of industry’s thoughts
about at least partially transferring
research commissions into regions
outside the purview of the law on
employees’ inventions.
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Text Modules for the “Berlin
Contract” - For Mission-Ori-
ented Research Between Uni-
versity and Industry
1. Note: Contractual Parties

- University,

- Industrial enterprise (hereinafter:
Indusirial Partner),

- Project Manager.

All other university employees
participating in the research project
who perform educational and re-

search work in the research project’

within the meaning of sec. 42 of the
German Employee Invention Act
(ArbnEG), as well as freelance inven-
tors, must also be incorporated into
the contract (see Clause 3.2.4).

2. Subject Matter of the Contract

2.1. The subject matter of the con-
tract is the realization of the follow-
ing research project as described in
detail in the research plan (Appendix
1) (hereinafter: Research Project):

[..] [To be completed in accordance
with the specific research project in-
volved.]

Note: To the extent that the pri-
mary subject matter of the research
plan is the commercial exploita-
tion of copyright protected works
and related intellectual property
rights, such exploitation will not be
covered by the following contrac-
tual modules.

2.2. Performance of the contract

{...] [Depending on the specific re-
search project involved, add any further
individual provisions regarding the per-
formance of the contract, including the
Project Manager's obligation to assume
the tasks in the research project accord-
ing to the research plan.]

3. General Regulations on In-
ventions, Intellectual Property
Rights and Know-how

3.1. Old Intellectual Property
Rights

3.1.1. Each contractual party re-
mains the owner of the inventions
it creates prior to the commencement
of the Research Project, as well as the
intellectual property rights applied
for or granted for such inventions
{hereinafter: Old Intellectual Prop-
erty Rights).
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3.1.2. The Project Manager shall
inform the Industrial Partner accord-
ing to his best knowledge prior to
the commencement of the Research
Project and then on an ongoing basis
regarding the existence of Old Intel-
lectual Property Rights belonging to
him or the university, where it is an-
ticipated that they will be necessary
in order to utilize the work results
engendered in the course of realizing
the Research Project and pertain to
the task as formulated in the research
plan (hereinafter: Research Results).
He shall further inform the Indus-
trial Partner according to his best
knowledge of the extent to which
third parties are entitled to use such
Old Intellectual Property Rights and
to what extent the respective owner
of the right is restricted in the use of
such rights.

Should such a restriction prevent
the Industrial Partner from using the
Research Results and if the right to
such use cannot be achieved by
modifying the research plan, the
Industrial Partner shall be entitled
to terminate the contract for cause.
Such a termination must be de-
clared in writing within two weeks
of learning of the restriction. The
Industrial Partner shall assume all
costs incurred by the University up
to the date of the termination, as
well as any costs resuiting from ob-
ligations entered into at the time of
the termination.

3.1.3. Where Old Intellectual
Property Rights—whether or not
notified pursuant to Clause 3.1.2.—
are necessary for the realization of
the Research Project and there are
no conflicting third party rights, the
respective contractual party shall
grant the other party free of charge
a non-exclusive license limited to
the duration and purpose of the
Research Project.

3.14. To the extent that and as
soon as the Old Intellectual Property
Rights notified pursuant to Clause
3.1.2 are necessary for the exploita-
tion of the Research Results and no
conflicting third party rights exist,
the University or the Project Manag-
er shall grant the Industrial Partner a
non-exclusive license to these rights
at terms and conditions customary

in the market. If the University’s
collecting society is entitled to such
Old Intellectual Property Rights, the
University shall ensure that the In-
dustrial Partner is granted a license
to use these rights.

3.1.5. Clause 3.1.4. shall apply
analogously to Old Intellectual
Property Rights which were not
notified pursuant to Clause 3.1.2,,
unless at the time of the Industrial
Partner’s inquiry about a license
for such Old Intellectual Property
Rights the University is already
engaged in negotiations regarding
the exploitation of such rights with
good prospects for success.

3.1.6. Clauses 3.1.1 to 3.1.5 shall
apply mutatis mutandis with re-
spect to the know-how obtained by
each Party prior to the comunence-
ment of the Research Project, as
well as for existing copyrights or
copyright licenses.

3.2. Research Results

3.21. Notwithstanding the pro-
visions in Clause 6 regulating ap-
plications for intellectual property
rights, the Industrial Partner shall be
exclusively entitled to all substantive
rights to the Research Results.

Upon conclusion of this Agree-
ment, the University and the Project
Manager shall transfer to the Indus-
trial Partner in advance all rights to
any Research Results created in the
future; such transfer applies to the
Project Manager with respect to Re-
search Results which are noteligible
for protection, independent inven-
tions which are not job-related (freie
Erfindungen) and, with reference to
the time at which they become in-
dependent, for any inventions that
become independent. This transfer
is subject to the condition precedent
that the Industrial Partner meets its
financial obligations pursuant to
Clause 9.

3.2.2. In order to secure this com-
prehensive transfer of rights pur-
suant to Clause 3.2.1, the Project
Manager undertakes not to bring
University employees falling within
the scope of sec. 42 no. 2 Employee
Invention Act into the Research
Project until they likewise assume
his duties under this Agreement by
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way of a declaration corresponding
to the example attached as Appendix
2. The names of the University em-
~loyees envisioned for the perfor-

wanice of the Research Project who
carry out educational and research
work within the meaning of sec. 42
Employee Invention Act are listed
in Appendix 3. The Project Manager
affirms that such University employ-
ees have rendered a declaration cor-
responding to the sample attached
as Appendix 2.

The Project Manager shall further
ensure that other persons participat-
ing in the Research Project who are
not employed by the University (e.g.
graduates, doctoral candidates, stu-
dents) are not brought into the Re-
search Project until they assume the
Project Manager's obligations under
this Agreement mutatis mutandis and
have ensured the direct transfer of all
rights to the results of their research
to the Industrial Partner.

The University shall assume re-
sponsibility for these obligations of
the Project Manager.

3.2.3. The University and the
“roject Manager shall be entitled
2 a non-exclusive, non-transferable
right to use the Research Resulis for
their research and educational work.
This shall not affect the contractual
provisions regarding the secrecy of
the Research Results. Moreover, the
Research Results may be used within
the scope of research for or with
third parties only upon the Indus-
trial Partner’s prior written consent,
which, however, may not be unrea-
sonably withheld. Excepted from
this provision shall be Old Intellec-
tual Property Rights, know-how
which existed prior to the conclusion
of this Agreement and non-confiden-
tial information.
3.3. Copyrights
With respect to copvrights pertain-
ing to the Research Results, the In-
dustrial Partner shall be granted, free
of charge, an exclusive, transferable
license for all types of use which is
unlimited in time, territory and sub-
ject matter. Clause 3.2.3. applies mu-
*tis mutandis. Where the Industrial
irtner uses copyright protected
works or objects protected by related
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intellectual property rights for com-
mercial purposes, it shall remunerate
the author appropriately within the
meaning of sec. 32 UrhG.

3.4. Results Outside of the Re-
search Plan

Results arising in the course of car-
rying out the research plan, which,
however, are not related to the
task assigned in the research plan,
shall accrue to the Party who has

- achieved them.

4. Negative and Positive Publica-
tion Rights

4.1. The Project Manager un-
dertakes vis-a-vis the Industrial
Partner to report all the Unversity's
service inventions pursuant to sec. 5
Employee Invention Act and iden-
tify to the University the respective
share each inventor had in the inven-
tion. With rspect to all Research
Results, the Project Manager un-
dertakes vis-a-vis the Industrial
Partner to waive the assertion of his
right to refrain from publishing them
pursuant to sec. 42 no. 2 Employee
Invention Act.

4.2. The Industrial Partner ac-
knowledges that the University
must publish research results and
shall take this interest into account.
However, the Project Manager and
University undertake vis-a-vis the
Industrial Partner to refrain from
publishing Research Results or
disclosing themn to other third par-
ties—even during the preliminary
publication procedure—without the
Industrial Partner’s written consent
as long as the Research Results are
subject to a duty of confidentiality
pursuant to Clause [...]. They shall
present the Industrial Partner with
the manuscript intended for print
or oral announcement (hereinafter:
the Publication) for its review at least
sixty (60} days before submitting the
manuscript to third parties or mak-
ing the announcement.

If the Industrial Partner commu-
nicates within forty-five (45) days
after receiving the manuscript that
the Publication conflicts with secrecy
requirements, the University and the
Project Manager shall ensure that
Publication does not occur or that the
information requiring secrecy from

the Industrial Partner’s point of view
is deleted. If the Industrial Partner
does not respond within forty-five
(45) days, it shall be deemed to have
consented to the Publication. In the
case of a planned Publication of Re-
search Results which are eligible for
protection as intellectual property
from the Industrial Partner’s point
of view, the Industrial Partner shall
no longer withhold its consent once
twelve (12) months have elapsed
since the filing of the application.

5. Provisions on the Technical
Processing of Applications for
Registration

In the course of performing this
Agreement, the Parties shall use
their best efforts to secure the Re-
search Results through intellectual
property rights (hereinafter: New
Intellectual Property Rights). The
application for such New Intellec-
tual Property Rights shall be subject
to the following regulations:

5.1. Upon receipt of an invention
report which is complete from the
University's point of view, the Uni-
versity shall inform the Industrial
Partner of the content of the inven--
tion report without delay.

5.2. Within forty-five (45) days af-
ter the Industrial Partner’s receipt of
the invention report, it shall inform
the University in writing whether
and to what extent it wishes to file
an original application giving rise
to a right of priority (priorititsbe-
griindende Erstanmeldung). If the
Industrial Partner does not respond
within this period, or its response
is negative, the substantive rights
to the respective invention shall
accrue to the University and shall
be transferred to it by the Indus-
trial Partner. In such a case, if the
University claims the invention, it
shall grant the Industrial Partner a
non-exclusive, worldwide, irrevo-
cable and non-transferable license
to the invention involved and the
intellectual property rights result-
ing therefrom. Otherwise, the Project
Manager shall grant such license to
the Industrial Partner.

5.3. [Note: With respect to the pro-
cessing of the application, the Parties
may choose from the following alterna-
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tives upon concluding the Agreement:)

Alternative 1. If the Industrial Part-
ner desires an original application
giving Tise to a right of priority, the
University shall claim the invention
accordingly and without restriction.
The University shall then file such
an application without delay in the
name of both the University and the
Industrial Partner {Clause 6). The
University undertakes to engage a
lawyer or patent attorney, to be des-
ignated by the Industrial Partner
in its communication pursuant to
Clause 5.2 sent. 1, to draft such an
application. If the Industrial Partner
has not designated a lawyer or pat-
ent attorney in its communication
pursuant to Clause 5.2 sent. 1, the
University shall select a lawyer or
patent attorney. The content of the
filing shali be determined by the
Industrial Partner.

Alternative 2:If the Industrial Part-
ner desires an original application
giving rise to a right of priority, the
University shall claim the invention
accordingly and without restriction.
The Industrial Partner shall then file
such an application itself without
delay or have it filed by a lawyer or
patent attorney it has engaged in the
name of both itself and the Univer-
sity. The Industrial Partmer shall be
entitled to direct the procedure and
have the right to formulate all texts
and rights, as well as to carry out
review procedures.

5.4. The Parties undertake to sup-
port the entitled Party in its efforts
to obtain the New Intellectual Prop-
erty Rights, in particular to submit
all requisite declarations in a timely
and factually accurate manner. The
Parties shall further refrain from
any and all actions which could
be detrimental to the granting and
maintenance of New Intellectual
Property Rights.

5.5. The University shall have
the right to entrust an exploiting
company (hereinafter: Exploiting
Company) to process the applica-
tion in its stead and consequently
to disclose information it obtains
within the scope of this Agree-
ment to the Exploiting Company
as necessary, provided that the Ex-
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ploiting Company has previously
obligated itself to maintain secrecy
in accordance with the provisions in
this Agreement.

6. Status of Applicant; Trusteeship

6.1. The original application giving
rise to a right of priority shall be filed
by the University and the Industrial
Partner jointly, unless the Univer-
sity waives submission in its name
in writing to the Industrial Partner
until the latter has issued its com-
munication pursuant to Clause 5.2.
The original application giving rise
to a right of priority shall, as a rule,
be an application for a German or
European registration.

6.2. The University shall hold the
status of applicant merely in trust for
the Industrial Partner. Internally, the
right to the New Inteliectual Prop-
erty Right shall accrue exclusively
to the Industrial Partner. The Uni-
versity shall therefore comply with
the Industrial Partner’s instructions
with respect to the exercising of the
rights under the application and
under the New Intellectual Property
Right granted.

6.3. After eighteen (18) months
have elapsed since the date of the
filing, the University shall transfer
its share in the application to the
Industrial Partner without delay,
or its share in the respective New
Intellectual Property Right if it has
already been granted, and render
all declarations necessary for that
purpose.

7. Foreign Filings, Abandonment
of Intellectual Property Rights in
Individual Countries

7.1. The Industrial Partner shall
prepare and file the foreign applica-
tions in its own name. It shall select
the countries for which it will file
applications at its own discretion.

7.2. The Industrial Partner shall
be free to abandon New Intellec-
tual Property Rights in whole or in
part at any time, or to refrain from
further pursuing filings in foreign
countries.

8. Cost of the Intellectual Prop-
erty Rights

The costs involved in the filing,
maintenance, defense and enforce-

ment of the New Intellectual Prop-
erty Rights shall be borne by the
Industrial Partner, unless it has
transferred its substantive rights to
such rights to the University pursu-
ant to Clause 5.2.

9. Note: Remuneration for the Work

9.1. For carrying out the Research
Project, including the materials and
use of all facilities necessary for the
performance of this Agreement, the
University shall receive a remunera-
tion in the amount of € [...] (herein-
after; “Contractual Sum™).

9.2. This sum shall be due and pay-
able as follows:

[...] [additional individual regu-
lations for each specific research
project]

9.3. A prerequisite for each pay-
ment is the proper issuance of an
invoice by the University. If the
realization of the Research Project is
subject to turnover tax for the Uni-
versity, it shall receive the turnover
tax at the statutory rate in addition
to the Contractual Sum pursuant to
Clause 9.1, provided that the net
amount, the tax amount with the
tax rate and the gross amount are
stated on the invoice.

10. Remuneration for Inventions

10.1. The Industrial Partner shall
pay the University the sum of €
2,500 forty-five (45) days after the
original application for New In-
tellectual Property Rights, but no
later than six (6) months after the
Industrial Partner has issued its
communication pursuant to Clause
5.2 sent. 1.

10.2. In the event that the invention
underlying the original application
is used for commercial purposes, the
Industrial Partner shall further remu-
nerate the University as follows:

[Note: For the remuneration the
parties can choose from among the fol-
fowing alternatives upon concluding
the contract:)

10.2.1. [Alternative 1] The Indus-
trial Partner shall pay the Univer-
sity a sum of € 2,500 for each patent
family if the invention is used for
commercial purposes. This sum shall
increase to € 10,000 if the Industrial
Partner begins to use the invention
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more than seven (7) vears after the
original application. The latter debt
can be discharged by the Industrial
Partner with a payment of the €

10 to the University before the
. .ven (7} years have elapsed.

[Alternative 2] The Industrial Part-
ner undertakes to pay additional
remuneration for each patent fam-
ily if the following thresholds are
achieved:

up to € [...] invention-related pro-
ceeds € [...]

from € [...] to € [...] invention-re-
lated proceeds € [...]

from € [...] to € [...] invention-re-
lated proceeds € {...]

[Alternative 3] If the Industrial
Partner uses the New Intellectual
Property Rights commercially, the
. University shall have a claim to
reasonable remuneration for each
patent family, the type, amount,
duration of which the Parties shall
define at the proper time by mu-
tual agreement.

10.2.2. Use within the meaning of
Clause 10.2.1. shall be understood to
mean the actual deployment of the

‘entive activity behind the inven-

A, in particular in the forms of use
set forth in sec. 9 of the German Pat-
ent Act (PatG). If the use consists of
the fact that the patent/ patent family
is merely licensed by the Industrial
Partner within the framework of a
patent license exchange contract in
a broad technical area in which the
respective licensed intellectual prop-
erty rights are not explicitly listed,
the remuneration pursuant to Clause
10.2.1. shall be reduced by half.

10.3. For the simple rights pur-
suant to Clause 5.2. the Industrial
Partner shall pay the University a
remuneration of {...].

10.4. The University shall be
responsible for remunerating all in-
ventors involved in the Research Re-
sults who are its employees or with
whom it has another form of con-
tractual relationship, in accordance
with the statutory provisions.
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Appendix - Letter from the
university employee to the In-
dustrial Partner

(Address of Industrial Partmer)

Letter of Accession to the Obli-
gations of the Project Manager
in the Agreement between the
[name of university] ( “Univer-
sity”) and [name of industrial
partner] ( “Industrial Partner”} on
the Research Project in the Area of
[description of research area]

Dear 5ir or Madam,

Within the framework of the afore-
mentioned contract (the “Contract™,
I as an employee of the University
within the meaning of sec. 42 of the
German Employee Invention Act
( “ArbnEG™) am involved in the
execution of the work according to
the Contract ( “Research Project”).
The Contract contains a number
of provisions which also affect my
involvement in the Research Project
and require a separate agreement
with you. Accordingly, we hereby
agree as follows:

1. My rights to inventions and
the intellectual property rights ap-
plied for or granted prior to the
commencement of the Research
Project ( “Old Intellectual Property
Rights”) remain unaffected by this
Agreement. Where any of my Old
Intellectual Property Rights are
necessary for the execution of the
Research Project, I hereby grant the
University and the Industrial Part-
ner a non-exclusive use right free of
charge which is limited to the dura-
tion of the Research Project. To the
extent that and as soon as such Old
Intellectual Property Rights become
necessary for the use of the results of
the Research Project ( “Research Re-
sults”) and no conflicting third party
rights exist, I shall grant the Indus-
trial Partner a non-exclusive license
to these rights at the terms and con-
ditions customary in the market. The
same shall apply to the know-how I
acquired prior to the commencement
of the Research Project and for any
existing copyrights.

2. I hereby undertake vis-a-vis
the Industrial Partner to report to
the University all service inven-
tions made in the course of the
Research Project pursuant to sec. 5
ArbnEG and quantify my share in
the invention to the University. In
this connection, 1 hereby undertake
vis-a-vis the Industrial Partner to
waive the assertion of my right to
refrain from publishing pursuant to
sec. 42 no. 2 ArbnEG.,

3. T hereby transfer to the In-
dustrial Partner in advance all my
rights to Research Results arising
in the future, provided they are not
eligible for protection, independent
inventions which are not job-related
(freie Erfindungen) or inventions
which become independent.

4. I shall assist the respective
contractual party which is entitied
under the Contract in its efforts to
obtain new intellectual property
rights; in particular I shall submit
any necessary declarations accu-
rately and in a timely manner. I shali
further refrain from any activity that
could be detrimental to the granting
and maintenance of new intellectual
property rights.

5. With respect to copyrights
pertaining to the Research Results,
I hereby grant the Industrial Partner
an exclusive, transferable license for
all types of use, which is unlimited in
time, territory and subject matter.

6. I shall retain a non-exclusive,
non-transferable right to use the
Research Results for my research
and teaching activities. This shall
not affect the contractual provi-
sions on the obligation to maintain
secrecy with respect to the Research
Results. I further undertake to use
the Research Results while carrying
out research for or with third parties
only with the written consent of the
Industrial Partner. This restriction
shall not apply to my Old Intellec-
tual Property Rights, to know-how [
acquired prior to the commencement
of the Research Project, to copyrights
which have arisen and to subject
matter which is not confidential.

7. The Contract also contains
provisions on the confidentiality
of the Research Results and tech-
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nical knowledge and information
which the Industrial Partner makes
directly or indirectly accessible to
the participating scientists within
the framework of the Research
Project. I therefore undertake, [...]
[confidentiality clauses specific to
the industry].

8. I hereby undertake vis-a-vis the
Industrial Partner to refrain from
publishing Research Results or oth-
erwise disclosing them to third par-
ties—even during the preliminary
publication procedure—without the
Industrial Partner’s written consent,
as long as the Research Results are
subject to the duty of confidentiality.
I shall present the Industrial Partner
with the manuscript intended for
print or oral announcement (the
“Publication”) for its review at least
sixty (60) days before submitting the
manuscript to third parties or mak-
ing the announcement.

fes Nouvelles

If the Industrial Partner commu-
nicates within forty-five (45) days
after receiving the manuscript that
the Publication conflicts with secrecy
requirements, I shall ensure that
Publication does not occur or that the
information requiring secrecy from
the Industrial Partner’s point of view
is deleted. If the Industrial Partmer
does not respond within forty-five
(45) days, it shall be deemed to have
consented to the Publication. In the
case of a planned publication of Re-
search Results which are eligible for
protection as intellectual property
from the Industrial Partner’s point
of view, the Industrial Partner shall
no longer withhold its consent once
twelve (12) months have elapsed
since the filing of the application.

9. This Agreement is concluded
for the duration of my participation
in the Research Project. The duty to
maintain secrecy and the obligation

to present manuscripts shall end
[...] years (e.g. five years) after the
completion of my participation in
the Research Project. The provisions
pertaining to inventions within the
scope of this Agreement shall end
with the expiration of the longest-
lived intellectual property right re-
sulting from the Research Project.

10. Should any of the provisions of
this Agreement be or become wholly
or partially invalid or void, this shall
not affect the validity of the remain-
ing provisions. We shall replace such
provisions with new, valid provisions
which correspond most closely to the
purpose of the contract.

To indicate your consent to this
Agreement, please sign the attach-

ed copy of this letter and return it
to me.

(Complimentary close)
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‘Béyond Traditional Technology Transfer Of

g culty-Generated Inventions: Bulldmg A
Brldge Towards R&D¥* s massmaiano craniers ey

ABSTRACT

Despite original differences be-
tween U.S, and European universi-
ties in technology transfer activities
of faculty-generated inventions,
European universities are becom-
ing more and more aware of the
importance of intellectual property
rights and their importance to turn
research into direct economic im-
pact. Traditional technology trans-
fer is mainly based on licensing of
inventions randomly generated.
Such models produce a great deal
of patents and immense patent
portfolios, but a comparatively small
number of licenses. This paper sug-

gests a more cost-effective approach

"~chnology transfer based on the
of backward integration with
s._..). Definition of market’s needs
in planning future research should
be the key to have a more efficient
ratio between patents issued and
licenses executed. Cooperation, at
regional and international level, is a
main factor of success for such a new
methodology, but some difficulties,
biases and wrong beliefs can be en-
countered. They are also dealt with
in the paper.
1. INTRODUCTION, SOME
DIFFERENCES IN EU AND
U.S. ACADEMIA

here still exist remarkable dif-
I ferences between Europe and
the United States in terms of
university /industry relationships
and technology transfer of univer-
sity-based technologies. The reasons
for such differences lie mainly in cul-
tural and historical factors.

It is well-known that a decisive,
robust contribution to technology
tronsfer in the U.S. came through

mactment of the Patent and
a. .aemark Law Amendments Act

les Nouvelles

(most commonly referred to as the
Bayh-Dole Act) in the '80s." That the
Bayh-Dole Act played an important
role for the growth of innovation,
there is general consensus; its effects
will be shown later in this article.>On
its quantitative impact, though, the
debate is not yet settled.® Important
studies have demonstrated that the
Bayh-Dole Act was not the only
factor of development;* available
data and evidence are controversial
and what each university achieved
depended largely also upon local or-
ganizational reasons.® Furthermore,
some argue that the Bayh-Dole Act
had a side effect in which it diverted
the research agenda of academic in-
stitutions, making professors exces-
sively keen on financial return and,
because of this, more devoted to
applied research.®

*An earlier version of this paper was prepared
for USA-Canada meeting of the Licensing
Executive Society, Salt Lake City, February
14, 15, 2063,

1. Public Law No.96-517 of December 12, 1980
{now codified under 35 U.5.C. 200-212).

2. For empirical support see R. jensen, M.
Thursby, Proofs and Prototypes for Sale: The
Licensing of University Inventions, in 91 AM.
ECON. REV. 240 (2001).

3. See T, Valoir, Government Funded Inventions:
The Bayh-Dole Act and the Hopkins v. CellPro
March-In Rights Controversy, in 8 TEX. 1N-
TELL. PROP. ..]. 211, 234 (2000).

4. D.C. Mowery, R.R. Nelson, B.N. Sampat,
A.A. Ziedonis, The Growth of Patenting and
Licensing by US Universities: An Assessment of
the Effects of the Bayh-Dole Act of 1980, in 30
RESEARCH POLICY 99, 100 (2001}, herein-
after, Mowery et al., 2001.

5. D. Siegel, D. Waldman, A.N. Link, As-
sessing the Impact of Organizational Practices
en the Productivity of University Technology
Transfer Offices: An Exploratory Study, NBER
Working Paper No. 7256, 1999, hereinafter,
Siegel et al., 1999.

6. See authors quoted in J.J. THURSBY, M.C.
THURSBY, Who Is Selling the Irony Tower?
Sources of Growth in University Licensing,
NBER Working Paper No. 7718, 2000, 3;
hereinafter Thursby et Al, 2000.

Transfer of technology hinges on
strong intellectual property protec-
tion. The European academia on its
part has been traditionally skeptical,
when not suspicious, towards pat-
enting, and more generally, towards
a private-like form of appropria-
tion of publicly funded scientific
results. Despite the fact that intel-
lectual property protection is not at
odds with scientific divulgence, the
wrong perception of the contrary
has historically caused suspicion
about intellectual property rights
within public research institutions.”
Discussing the implication of differ-
ent possible legal regimes for science
is beyond the scope of this article;
however, it needs to be highlighted
that any technology transfer policy is
inevitably influenced by biases and
beliefs about the degree scientific
advancements should be subject to
a regime of property rights.

This article aims at comprehen-
sively reviewing some features of
traditional technology transfer of
faculty-generated inventions draw-
ing on the results of empirical stud-
ies done on this topic. Those results
are then used to outline an alterna-
tive scheme of technology transfer,
markedly market-oriented, with the
purpose of providing European uni-
versities in the process of defining

7. See, in general, R.M. Sherwood, Global
Prospects for the Role of Intellectual Property
in Technology Transfer, in 42 IDEA 27 (2002)
(asserting the essential role of inteliectual
property right for full-fledged technology
transfer).

*By Massimiliano Granieri, Deparlment
of Legal Studies, Libera Universiti degli
Studi Sociali “*Guido Carli, Rome (Italy)
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their internal innovation manage-
ment strategies with suggestions
and guidelines. These new schemes
for transfer of technology can be
considered as belonging to the new
generation of technology transfer.

2. RECENT DEVELOPMENTS
IN EU ACADEMIA ABOUT
TECHNOLOGY TRANSFER

Despite original differences be-
tween the two continents, technol-
ogy transfer and related activities for
faculty-generated inventions have
gained momentum recently all over
Europe. Universities and research
centers currently show a deeper
awareness about the importance of
turning the results of their research
into more direct economic impact.
Further reasons exist for such ac-
crued interest. First and foremost,
public funding for R&D is dramati-
cally decreasing almost everywhere,
because of financial difficulties ex-
perienced by local governments and
because of the general shortfall of the
E-economy.? In this vein, technology
transfer is regarded as an additional
source of financing for universities.

Second, as a consequence of the
above-mentioned impoverishment
of universities, the distance between
applied science and basic science is
doomed to increase and to conceal a
more alarming dichotomy between
rich sciences and poor sciences.’
Revenues earned out of technol-
ogy transfer activities can thus be
used internally to cross-subsidize
those disciplines that, by their very

8. For the United States see TA. MASSARO,
Innaovation, Technology Transfer, and Patent
Policy: The Unfoerstty Contribution, 82 VA, L.
REV. 1729, 1734 (1994).

9. The danger is noticed also by those au-
thors claiming that a stronger involvement
of universities into technology transfer could
harm their mussien. PX. Chew, Faculty-Gen-
erated Inventions: Who Owns the Golden Egg?
1992 WIS, L. REV. 259, 307 (1992}: «[blasic re-
search is directed at answering an intellectual
inquiry rather than achieving results with a
practical application. It has produced revo-
hutionary breakthroughs that have yielded
highly significant societal benefits. Because
basic research often lays the foundation for
appiied research, a decrease in the former
could jeopardize the success of the latter»
{hereinafter Chew, 1992),
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nature, do not spawn marketable
results, although they may repre-
sent building blocks for future in-
ventive activities.

Third, as a consequence of the cre-
ation of one, integrated market and
an internal area of research, univer-
sities in Europe seem much more in
competition today than they used
to be in the past. They compete not
only to attract prospective students,
but also to lure the best faculties.
In such a marketplace for human
capital, ability shown by profes-
sors to engage in applied research
activities, their enhanced attitude
to intellectual property protection
of their efforts, and their increasing
propensity to getinvolved into com-
mercial activities begin to be consid-
ered important features for faculty’s
profiles and to come alongside the
traditional credentials (overwhelm-
ingly, publications) evaluated in the
selection and hiring processes.

The institution of internal tech-
nology transfer offices (TTOs) and
incubators by many European
universities witnesses the current
change. Of course, the pace towards
a more pro-active approach in Eu-
rope is not homogeneous, as some
campuses seem lagging behind;
nonetheless, the trend appears con-
tinuous and steady.

Mapping out an innovation man-
agement policy within universities
requires the solution to the usual al-
ternative between “make orbuy,” re-
ferred to technology management.?®
In other words, it has to be decided
from the very beginning whether an
internal office for the protection and
valorization of intellectual property
is preferable or whether the same
results can be accomplished with

10. See, . Williamson, The Economic Institu-
tions of Capitalism, Firms, Markets, Relatipnal
Contracting, New York: The Free Press, 1985.
it is still a form of make when the univer-
sity chooses to perform technology transfer
through a controlled company, rather than
through an internal administrative office. A
very well known example is Isis Innovation
Ltd., 2 wholly owned subsidiary of the Uni-
versity of Oxford.

lower transaction, coordination,
and monitoring costs by externaliz-
ing the function. The schemes dealt
with in this paper are compatible
with any model adopted, although
in principle outsourcing the technol-
ogy transfer function might result in
higher coordination costs.!!

3. TRADITIONAL TECHNOL-
OGY TRANSFER AS A START-
ING POINT FOR EUROPEAN
UNIVERSITIES

That a change in culture is taking
off does not necessarily mean that
European universities are uniformly
equipped to undertake efficient
technology transfer activities. Many
of them are now starting from the
point where leading U.S. universi-
ties were during the '70s and ’80s,
in terms of experience and relation-
ships with industry.

To be sure, technology transfer
programs in the U.S. started long be-
fore the enactment of the Bayh-Dole
Act.?For instance, the University of
California (UC) technology transfer
program-—by far one of the most
successful worldwide—had an im-
portant role for the Manhattan Proj-
ect. For along period of time, licens-
ing of faculty-generated intellectual
property rights was done in a reac-
tive (not pro-active) fashion, re-
sponding to the increasing requests
of companies, which knew a certain
technology had been developed with-
in a campus or a lab. Well before the
Bayh-Dole Act, there was an under-
ground change occurring however.
The U.S. continued losing industry
after industry to Asian and European
competition (especially German), in
industries such as consumer elec-
tronics, shipbuilding and hardware

11. It might be still convenient the resort to
market when the cost of organizing internal
offices is prohibitively high compared to the
expected production of intellectual property
rights and commercialization potentials
A case-by-case strategy is recommended.
One not overlookable reason to spin out
the technology management function is the
need to escape the many legal constraints
surrounding administrative activities within
universities.

12. Mowery et al., 2001 [sipna note 4], at 102.
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manufacturing. The world market
share in cars and other sectors was
decreasing for U.S. companies and
the battle for innovation was about
lost.® In order to win the war
¢. _.obal competition several steps
were taken. Among many interven-
tions, universities offered enormous
potential in terms of outsourcing
innovation. Leading American uni-
versities such as the University of
California, Massachusetts Institute
of Technology and Stanford Uni-
versity already had patents and
connections with industry.

At the same time during the
1970s, the genetic revolution was
happening, both for fundamental
discoveries in the biotech sector and
for a more permissible approach to
patenting adopted by U.S. courts. In
1976-1978, Stanford and UC filed for
the Cohen-Boyer patent. In the same
years, Boyer co-founded Genentech.
A boom in information technology
and telecom followed the one in ge-
netic engineering and biotech.

As American companies were
discovering universities as sources of
irmovations, patents, and increased

‘tability, American universi-

were discovering the value of
research turned into patents and
technology transfer. Between 1981
and 2000, the number of inven-
tions generated by the University
of California’s nine campuses and
three national labs increased four
times, while UC’s patent licensing
income increased forty times, from
around two million dollars to about
eighty million dollars.

After the U.S. Congress passed the
Bayh-Dole Act in 1980, many other
universities began setting up internal
offices for the management of pat-
ent portfolios and other intellectual
property rights on faculty-generated
inventions. Quite importantly, uni-
versities were not the main intended
addressees of the Bayh-Dole Act."
The Congress was indeed favoring
the creativity of small and medium

! Baker, Fringe Firms and Incentives to
Im.uva!e 63 ANTITRUST L.J 621 (1995).
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enterprises and supporting not-for-
profit corporations. Here came into
play U.S. universities. They showed
the greatest ability in creating a
strategic and enduring alliance with
industry, thus boosting technology
transfer activities.

The growth of technology trans-
fer activities of faculty-generated
inventions since the passing of the
Bayh-Dole Act can be convention-
ally defined as a second generation
of technology transfer (2GTT). We
can also assume the first generation
being that when cominercialization
of scientific results was done in a
more passive, sporadic, unstruc-
tured way.

What we referred to as 2GTT is
mainly grounded on a linear, uni-
directional process of innovation,
where research is done remotely
within labs and campuses; it hap-
pens to generate invention disclo-
sures, hopefully turned into patents,
which are eventually commercial-
ized (See Table 1). If no technologies
and no patents are obtained from
the research, investments in R&D
remain as sunk costs. Basically, un-
der this setting, technology transfer
is still conceived as a by-product of
research conducted within univer-
sities and other public institutions.
Accordingly, there is no direct con-
nection between research and the in-
tended outlet of its results—that is,
the market—via technology transfer.
In this way, professors and research
personnel undertake R&D programs
and, from time to time, they realize
some of their technologies are worth
protecting and patenting. As in the
majority of cases, universities’ em-
ployees are bound to disclose their
inventions to the university, which
usually elects to retain legal title
to them or is given title to them by
statute.” When this occurs, profes-
sors report their discoveries and in-

14. WM. Sage, Funding Fairness: Public Invest-
ment, Proprietary Rights and Access to Health
Care Technology, 82 VA. L. REV 1737, 1748
(1996).

15. See G K. Smith, Faculty and Graduate Stu-
dents Generated Inventions: Is University Qum-
ership A Legal Cerfainty, 1 VA, J.L. & TECH.
4(1997).

ventions to TTOs’ officers that take
care of evaluating the invention, of
assisting the inventors in specifying
their creations and in writing ap-
propriate claims for patents. Even-
tually a patent application is filed.
Interestingly, as some studies have
demonstrated, event if the law binds
professors to disclose inventions,
technology transfer personnel have
toinvest heavily in encouraging fac-
ulty members to disclose their inven-
tions.’* The reason for such inertia
(and the need for encouragement)
may depend on the unawareness of
professors about the invention and
its patentability, on their adversity to
patenting and intellectual property
protection for the results of science,
or simply on their laziness."”

Institutional ownership of facul-
ty-generated inventions means the
university is supposed to go about
identifying potential licensors for
the inventions and to ensure pat-
ents find their way to the market.
When an industry is found which is
willing to develop the technology, a
licensing agreement is negotiated
and executed and usually royalties
earned by universities are shared on
a variable basis with the inventor.”®
Alternatively, the same inventors
might have an interest in starting

16, Cf. Siegei et al., 1999 [supra note 5], at 6.
17. Indeed, some scientists have complained
(Siegel et al., 1999, [supra note 5], at 34} about
the fact they do not receive in the course of
their studies an appropriate or even rudimen-
tary education on patents and intellectual
property. If this holds in the U.5., where the
patent culture is generally stronger, a more
encouraging situation is unlikely in Europe.
Usually professors learn about intellectual
property at their own expenses, after going
alone through the all procedure of patent
protection and licensing to the industry.

18. It seemns that payments made back by uni-
versities to professors are based on equitable
reasons, as the inventor thus enjoys the fruits
of his work, despite the fact that ownership
is in the first place institutional. However,
this is quite a sensitive issue, strongly influ-
enced by the assumption that public-funded
research has internalized al risks of failure
and no ex post incentives whatsoever should
be awarded in terms of intellectual property
protection. On this ground, it can be argued,
as many do, that intellectual property rights
are superfluous in the field of public research,
because there is no need for ex post incen-
tives. For more discussion on this point, see
infra, par. 6.
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their own company to exploit the
technology. In such a case, univer-
sities still play an important role,
as licensing is done in favor of the
spin off company and usually equi-
ties are accepted as consideration.”
Moreover, sometimes universities
have incubators, which provide as-
sistance in the start up stage of the
company’s life.

It is not useless, incidentally, to
emphasize that institutional own-
ership (as opposed to individual
ownership) of professors’ inventions
is economically efficient as universi-
ties can appropriate all positive ex-
ternalities created by research and
re-distribute them internally.® Of
course, universities encounter limits
in their efforts to market their patent
portfolios, as an aggressive policy
towards industry would clash with

19 The model is a modified version of Siegel
et al, 1999, [supra note 5], at 3.

20 For Italy, see P. Zanelli, Nuowv: percorsi dalla
ricerea all'impresa: I'esperienza di Spin-off intra-
presa dall’ Universitd di Bologna, in Contrafio e
impresa, 2000, 1461.

21. This is also the reason for universities to
set their own technology transfer program;
see Siegel et al., 1999, {supra note 5], at 3.
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the main educational mission and
with the not-for-profit nature of the
institution itself. Nonetheless, title to
the inventions is a nonreplaceable in-
gredient for command and control in
technology transfer activities.

4. LESSONS FROM THE PAST,
LEADS FOR THE FUTURE. TO-
WARDS A NEW GENERATION
OF TECHNOLOGY TRANSFER

In terms of results, traditional
technology transfer based on strict
licensing is not optimal. The occa-
sional character of innovation pro-
duction under the above-sketched
scheme determined over the years
a significant amount of patents,
but a relatively modest number
of licenses, which less-than-com-
pensates all investments done in
R&D.% In other words, universities
have continued to produce technolo-
gies, some of them extremely good,
and, on the other end of the market,
industries and venture capital have

22. According to Thursby et AL, 2000, [supra
note 6] at 6, the propensity to patent is an
index for the commercial aggressiveness of
universities” admninistrations.

persistently sought technologies.
Nonetheless, only occasionally un-
der such approach does the demand
for innovation meet the supply and
as a consequence we observe uni-
versities’ patent portfolios increase
and many financial resources go
underutilized. As a matter of fact,
TTOs are not always able to license
a patented invention. Actually, the
ratio between patents issued and
licenses granted is far from being
one to one. Of course, few licensed
inventions can generate significant
amounts of money for universities
and more-than-compensate technol-
ogy transfer undertakings.” As an
example, the University of Florida
is very well known for the trivial roy-
alties earned by licensing the patent
for the famous energetic drink “Ga-
torade.” Nonetheless, in general the
great bulk of patents tend to remain
uncommitted.” Since patent filing
and administration are expensive,
large patent portfolios remaining
unexploited represent a sunk cost
for universities and, eventually, a
loss of social welfare. Moreover, all
R&D investments do not have the
appropriate impact on the economy,
either locally or giobally.

The overproduction of patents can
have also side effects, when the in-
tellectual property protection in fact
“locks™ a given technology.™ While
this is the natural consequence of ail
patents, because of their very nature
of legal monopolies, keeping the

23. The relationship between patented inven-
tions, executed licenses, and revenues per
contract is largely uneven, as it is shown, as
far as the University of California system is
concemed, in greater detail in UC Technology
Transfer Annual Report 2001, for the previ-
ous fiscal vear, available on the Internet at the
following location: http:wwte ucop.edu/fott/ars/
ann01/ar01.pdf. In general, see also Thursby
et AL, 2000, [supra note 6] at 7.

24. Thursby et Al., 2000, [supra note ¢] at 11,
report that the number of licenses executed
is decreasing against the number of those
offered to the industry and this is probably
due to the decreasing quality of university
patents,

25. See C. Shapiro, Nawigating the Palent Thick-
et: Cross Licenses, Patent Pools, and Standard-
Setting, in Innovation Policy and the Economy,
A.Jaffe,]. Lerner, 5. Stern,eds., Volume |, MIT
Press, 2001.

les Nouwvelies



" Rembrandts in the attic may become
the equivalent of passive strategies
adopted by private companies to
raise patent walls and prevent com-
ors from entering the market
._ .neans of intellectual property
rights, or to enhance their power in
cross-licensing deals.*® Apart from
all antitrust concerns, which can
arise, defensive strategies in patent
management might be compatible
under certain conditions with the
purposes of the private company;
they are certainly incompatible with
the mission of disseminating knowl-
edge endorsed by universities.

There are other minor, though se-
rious, drawbacks shown by 2GTT.
Omne rather severe problem is related
to the involvement of professors/
inventors in the commercial deploy-
ment of their inventions, either by
licensing or by spin-off companies.
In such scenarios, compelling mar-
keting reasons and trade secrecy can
take over the more collaborative and
internationally oriented dimension
of science. It has already happened
that former colleagues working on
the same research project became

ipetitors in the marketplace

i later stage once involved in
the marketing of the technology.
Even worse, scmetimes patents are
litigated and, of course, in the event
of litigation relations go definitely
awry. Under an all-or-nothing ap-
proach, some may argue that this is
a valid argument to stop all technol-
ogy transfer activities and opt for a
regime of free appropriation of sci-
entific results. Modern economies
could not afford such a conclusion. A
more serene way to look at the prob-
lem calls for caution and a deeper
understanding of it recommends
other possible solutions. Indeed, a
good technology transfer practice is
helped by professors in marketing
their technologies: “faculty mem-
bers are frequently involved in the
marketing phase because they are
often in a good position to identify
potential licensees and because their

e K.G. Rivette, D Kline, Rembrandts in
. .ttic, Cambridge: Harvard University
Press, 2000.
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technical expertise often makes them
a natural partner for companies that
wish to commercialize the technol-
ogy.”” There is, however, a problem
of keeping control of such an involve-
ment and to define the right trade off
between unchecked, unrestrained
participation and total abstention.

Lastly, after some twenty years of
constant growth since the passing
of the Bayh-Dole Act, the income
from technology transfer based on
traditional licensing has become flat
and such a trend is a another reason
to revise the traditional technology
transfer techniques as a distinctive
form of organization for university /
industry relations.

These being the main deficiencies
of 2GTT, it is now to be asked about
the causes. The short answer is
“discreteness.” Technology transfer
has been functional to the licensing
of few, sometime sporadic inven-
tions in response to random inven-
tive activities of faculties. It is stll

27. Siegel et al , 1999 [supra note 5), at 7.

rather detached from R&D and, at
the same time, too far apart from
market needs. In other words, 2GTT
does not allow filling in efficiently
and exhaustively the gap between
research and the market. Its remote-
ness from the needs of the industry
does not provide directions back to
the research, so that the produc-
tion of innovation continues to be
partially untargeted. Since market’s
needs are not identified, doing trans-
fer of technology in an unoriented
way may cause a double risk: a) on
the one side, some specific needs
for innovation can remain unad-
dressed; b) on the other, some areas
may present an undue concentration
and a wasteful duplication of R&D
activities which can consequently
result with obvious overproduction
of patents.

Technology transfer needs not to
be the end of the chain, it should
rather be seen as one of the elements
of a unified virtual strategy, where
all steps are actually intertwined and
coordinated and each one provides
the other with useful inputs and
feedbacks. The model of innovation

December 2003 i71



to look at is not a linear one, but
rather a circular one, in which not
only positive externalities created by
R&D programs are more efficiently
appropriated, but alsoc a mechanism
to transmit signals back to research is
worked out. This, of course, implies
amore creative approach in dealing
with industry, as opposed to the con-
servative approach so far shown by
technology transfer offices.®®

The way to realize a more effective
technology transfer is to shorten the
distance between applied research
and the market, and this can only be
done by welding technology trans-
fer to R&D planning. In other words,
when defining and implementing
strategies of research and develop-
ment of new technologies, decision
makers should already have a clear
understanding of the future needs
of the market. Because technology
transfer people are in touch with the
industry, they are well positioned,
together with professors, to provide
Ré&D planning with a market’s pres-
ent and expected requirements.

If it were only a matter of provid-
ing inputs to those in charge of de-
fining investments in R&D, it would
not be appropriate to speak in terms
of a new generation of technology
transfer. It would not be technology
transfer at stake at all. Scientists,
professors, and researchers are in
principle always free to define their
own objectives and to shape them
after a markets needs (real or fore-
seen). They do not need technology
transfer offices to accomplish that.
What is suggested here is a bottom-
up approach to a more effective and
market-oriented R&D by means of
more & proactive technology transfer
strategy, (see Table 2).

The basic idea is that, first of all,
TTOs have to start assessing the
existing intellectual property right
portfolios and undertake an explor-

28. Siegel et al., 1999 [supra note 5], at 11, note
that the conservative attitude of licensing of-
ficers in structuring deals stems from their
commitment to the role as guardian of the
university's intellectual property. Such in-
flexibility is consistent with the bureaucratic
organizational culture of the university.
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ative due diligence® Usually, even
small universities have patents and
patent families, which can be used
as a starting point. In other words,
the scheme proposed here is work-
able even if universities have not yet
entered the 2GTT.

Once the portfolio has been
screened, three situations can oc-
cur: 1) some technologies are ready
to be marketed and licensed. (It is
very likely that patent portfolios
contain untapped patents, due to
the unchecked quantity and the va-
riety grown over the years}; 2) some
patents refer to a technology which
appears to be incomplete. [It might
well be that they are small pieces of
a broader technology, which needs
to be combined with others to form
a more comprehensive licensable
patent portfolio. In such a case,
the further step is the research for
complementary technologies in oth-
er’s patent portfolios. This strategy
implies cooperation with research
institutions or industries, which ac-
tually hold part of the complementa-
ry technologyl; 3) some patents refer
to a technology that appears to be
not yet mature enough for commer-
cialization. This is exactly the stage
where the existing technologies can
provide inputs for research in at least
two different ways. First, research
can be mapped out and designed to
complete the available technologies
up to the point when they become
ready to be licensed. Second, the
TTO officer should now be able to
say why the patents found are not
good for the market, what portion
is missing if any, and what future
research efforts should be redirected
to alternative technologies. Quite
importantly, the TTO officer plays
in both cases an important role in
defining the time-to-market; that is,
in determining how long it would
take to bring a brand new technol-
ogy or an improved pre-existing one
to the market.

It should be clear that although

29. If the portfolio is particularly large and
multi-technology it can be worth referring to
speciahized software for patent mapping

stages 2) and 3) are the distinctive
features of any new generation of
technology transfer, they are almost
never parallel. Technologies can be
immature and incomplete in many
respects and on different scales at the
same time. In such conditions, they
can be held by different research in-
stitutions and appear in a quite dis-
integrated fashion. In fact, this can
translate in to call for a cooperative
and integrated strategy of comple-
menting scattered technologies and
defining joint research projects with
all those somehow interested. A
closer, cut-across interaction among a
plurality of actors comes into play as
the newest characteristic of the new
generation of technology transfer.

It is self-evident that as long as
technology transfer is an occasional
activity, passively functional to
research and not determinant of
R&D planning, inter-institutional
cooperation has scarce or no value.
Everything is conducted internally
and there is no need to interface
with other campuses, regionally or
internationally. Because science and
research are international almost by
definition and faculties cooperate in
the framework of broader R&D proj-
ects, backward integration of tech-
nology transfer with R&D planning
causes the former to became as in-
ternational as research. Thus, when
adopting a new generation setting
for technology transfer, universities
must be aware that additional prob-
lems may arise and a more careful
approach is in order. Some of these
difficulties are expressly addressed
in par. 6.

5. SOME PRECAUTIONS

There are few things that should
be really avoided in pursuing a more
innovative technology transfer poli-
cy, either within a starting or within
a continuing operation.

First of all, the management of
technologies, from the very mo-
ment of an invention’s disclosure to
the licensing of the resulting patent
is such a complex and demanding
activity that none can afford doing
it in an unprofessional manner.
This should read more as a warn-
ing for universities willing to start
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their (effective} technology transfer
programs from scratch; sometimes,
especially in smaller campuses, a too
naive approach has been followed,

few, not specialized resources
«_ ally committed.® In a way, uni-
versities cannot be blamed for such
a strategy, as they might find them-
selves between a rock and a hard
place: having a technology transfer
office is a must to assist professors in
their inventive activities. At the same
time, there is an objective need to
limit expenditures for an operation
that is not expected to produce sig-
nificant revenues due to the dimen-
sion of the campus and the scarcity
of invention disclosures.”

Much of the core of all commercial
relationships between universities
and industries and between facul-
ties and technology transfer offices is
built upon responsive and proficient
structures and procedures. What an
efficient structure is expected to do
in a timely fashion is to gather as
many patent disclosures as pos-
sible, to assess them, to decide for
protection (or not), and to bring them
to commercialization as soon as pos-

2.2 Some studies have reinforced

idea that “time-to-market” is a
crucial factor for entrepreneurs that
need technologies, since securing
them, once promptly and oppor-
tunely protected, translates into a
terrific competitive advantage.”
Unfortunately, time-to-market is a
concept absolutely obscure to many
universities and their bureaucratic

30. This trend is also witnessed by fancy
names adopted for the offices It should
be kept in mind that managing intellectual
property implies a host of complementary
skills and expertise.
31. In the aftermath of the new Italian law
(which gave title on the invention to profes-
sors, instead of to universities) the ltalian
Ministry of University and Research has
proposed a bill proposing the opposite solu-
tion. Interestingly, under the bill universities
are mandated to set up efficient technology
transfer operations to valorize their technolo-
gies portfolios.
32. Thursby et Al, 2000 [supra note 6], at 13,
14 vrovides data according to which suc-
n licensing activities positively influ-
propensity to disclose inventions by
P1ruiessors,
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organizations. Managing profes-
sionally intellectual property rights
means to act at least as fast as the
market for the technologies handled
moves. It is common to hear R&D
and technology transfer labeled as
‘pre-competitive” activities, espe-
cially by politicians. Whether the
formula is appropriate or not is
neutral in terms of an efficient prac-
tice; it would be harmful, though, if it
would be used as an excuse to justify
delay. There cannot be any accelera-
tion in the market, if “pre-competi-
tive” activities move slowly.®

At the same time, a quick response
is also essential to attract professors.
Because faculties are always keen
on publishing, when faced with the
need to wait too long for their inven-
tions to be protected, they would
likely turn towards the alternative
of publishing.* Hence bureaucracy
also generates under-reporting.

If there is a mistake that can be
done in building a technology
transfer practice, not taking things
seriously is probably the worst.
Unfortunately, the market rewards
efficiency over the most genuine,
though naive effort to do things.*
The likelihood of success for non
professional-like initiatives is poor,
the risk to spoil irreversibly the al-
ways-fragile relationships with the
faculty is high,” and the university
itself could be exposed to disastrous
consequences.” If a university ad-
ministration cannot provide a sat-
isfactory budget for its technology
transfer program, then it is probably

33. Siegel et al., 1999 [supra note 5), at 12.

34. This can be seen also as an explanation
why the bubble of the E-economy at some
point deflated. There were no sound tech-
nologies and full R&D pipelines supporting
the enormous and unconstrained financial
flows keen on market's outlets.

35. As pointed out by Thursby et Al, 2000
[supra note 6], at 4, «[iln some cases faculty
may not realize the commercial potential of
their ideas, but ofien they do not disclose in-
ventions because they are unwilling to risk
delaying publication in the patent and license
process». This explains why industries often
resort to delay of publication clause in their
university contracts.

36. On such meaning of efficiency see Siegel
et al., 1999 [supra note 5], at 30.

worth opting for the buy, rather than
sticking to an unsuccessful make.

Secondly, when adopting a pure
2GTT scheme as described above
(see par. 3) to accomplish a technol-
ogy transfer program, satisfactory
results should not be expected in the
short-run.” Indeed, because a critical
mass of intellectual property rights is
always required before an adequate
number of licenses is executed and
starts bringing in money, the break
even could probably be met in the
mid to long term, depending also on
luck and on the intensity of learn-
ing by doing. Accordingly, because
revenues only come at alater stage, a
technology transfer action in general
is inevitably a losing business at the
beginning. It goes without saying: as
a consequence, waiting too long is
the second worst decision that could
be taken.

Of course, everything would tum
out differently by adopting a more
integrated approach to fechnol-
ogy transfer, having R&D programs
immediately conceived as poten-
tial sources of intellectual property
and even undertaking scouting ac-
tivities internally before defining
R&D strategies.

6. DIFFERENCES AND BJASES
(NOT ONLY) IN INTERNA-
TIONAL COOPERATION

There are quite a few difficulties in
general that any technology transfer
undertaking is likely to encounter;
likelihocod blurs into inevitabil-
ity whenever technology transfer is
truly integrated with research and
development in a market-oriented
bundle. First and foremost, differ-
ences in culture among co-operators,
although hardly measurable and
foreseeable in advance, do matter
and can give rise to clamorous fail-
ures.*? Apart from that, more serious
unevenness paves the way towards
integration and cooperation in R&D
and technology transfer.

37. For more discussion see, infra, § 6.

38. Just to name a couple of risks: liabilitv for
defects due to the technology and for patent
infringement.

39. For figures on expenses and resources see
Siegel et al., 1999 [supra note 5], at 17.
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Probably the most problematic
issue is the one concerning the com-
patibility among the aims of public
funded research and the idea of
private appropriation underlying
intellectual property regimes; such
an issue prompted a debate not yet
settled.*? In other words, the ques-
tion turns out to be: are patents and
science at odds? Is there an intimate
conflict between the purposes of
free divulgence of the latter with
the legal monopoly granted with
the former? The issue is too com-
plex, multi-faceted and much more
worth discussion to be dealt with
here in few, scant words. Nonethe-
less, it is important to remember
that a more collaborative approach
to disclosing inventions and obtain-
ing patent protection strongly de-
pends on inventors’ beliefs about
the relation between patent and
science.” Of course, in the process
of setting up a new generation in
R&D and technology transfer, the
presence of groups of researchers
with different views on this very is-
sue can result in the impossibility to
even start any cooperation.

Incidentally, it is safe to say that
probably the debate is biased in
two senses. First, there is not an on-
tological difference between public
and private research and, as a con-
sequence, there cannot be differences
in terms of appropriation of their
results. The only diversity is in the
subjects: universities are supposed
to disseminate science, which means
that reasons of free availability need
to prevail over reasons of private
appropriation whenever a conflict
arises.® The same logic does not ap-
ply within industry, where there is
a more conservative approach and

40. This is not a technical legal problem,
although it is commonly overlooked and it
is one of the major failures.

41. For more details on the debate see AK.
Rai, Regulating Scientific Research. Intellectual
Property Rights and the Norms of Science, 94
Nw. U, L. REV. 77 (1999).

42. Thursby et Al., 2000 [supra note 6], at
5, report that one cause for a professor not
reporting inventiens is the “philosophical™
belief about the mission of acadernic scien-
tists and professors. This is consistent with
the interviews done by Siegel et al,, 1999
[supra note 3], at 29,
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usually managers and entrepreneurs
do not look favorably on publica-
tion even when a patent application
is already on file.* Secondly, there
is not a real clash between the di-
vulgence purposes of science and
the nature of patents. Intellectual
property is usually depicted as a
legal monopoly awarded to the
inventor or the author to give them
ex post incentives for their inven-
tive or otherwise creative activities.
Notably, the monopoly is not given
for free, nor the fees for patent filing
can be assumed as the price of the
monopely. Instead, what the legal
system demands of theinventor as a
consideration for the grantis exactly
that the invention or the creation is
made available to the public. Indeed,
patented technologies are nowadays
accessible to anyone.

It is probably true that too strong
an involvement of universities into
applied research and commercializa-
tion can result, under unrestrained
conditions, in bringing about side
effects: the research agenda can be
diverted.”* Whereas this is a pos-
sible danger—much more material
whenever professors are left alone
by institutions in their contacts with
industry—there is actually evidence
that many professors are normal-
ly positively influenced by interac-
tions with industry; their basic re-
search gets improved quantitatively
and qualitatively.*

Another set of differences capable
of influencing integrated R&D/
technology transfer cooperation is
the current fragmented scenario
of intellectual property regimes,
especially within European Com-
munity. Oftentimes, complemen-
tary technologies are not similarly

43. To be sure, dissemination is not at odds
with patent protection.

44. See Siegel et al., 1999 lsupra note 5], at
32. The reason for such cautious approach
is comprehensible in light of the very nature
of scientific knowledge. There is always the
risk that divulging information about the in-
vention might determine a lost of a portion
of knowledge not perfectly wrapped by the
intellectual property right.

45. Thursby et Al,, [supra note 6], 18, say no
The danger is deemed true by Chew, Faculty-
Generated Inventions, cit., 285.

46. Siegel et al,, 1999 [supra note 5], at 31.

homogeneous in terms of width of
patent protection, so that it is hard
to assemble them into an appeal-
ing patent portfolio, according to
the scheme proposed above (see
Table 2). This translates easily into
a financial problem, as extending
protection abroad is usually a matter
of money.#” Of course, if no serious
possibilities of licensing exist, which
can justify the temporary, additional
expenditures for patent filing in
other countries, it is not worth ex-
tending the protection. At the same
time, rather paradoxically, if patents
available are complementary but not
homogeneous to others in order to
form a patent portfolio, it is almost
impossible to start a co-operation. It
sounds pretty much like the story
of the chicken and the egg, until it
is recognized that the only way to
increase licensing possibilities and,
at the same time, to save money
is to integrate technology transfer
purposes into R&D planning and
devote resources only towards pro-
ductive uses. Planning R&D through
definition of market needs purports
atunderstanding which level of pro-
tection is required for a technology
to be marketed.

Strictly related to the previous
aspect is the one concerning the
alternative between individual and
institutional ownership of faculty-
generated inventions. On the merits,
there is not much to say; it is noteven
a serious alternative, (Good sense, be-
fore and better than any other legal
and economic explanation, tells us
that the best situation holds when
the university retains title over the
inventions done by its professors.*®
Itis fair, efficient (universities appro-

47. Of course, especially in Europe the adop-
tion of a Community patent would solve a
lot of problems, among which the economic
one.

48. For more discussion on this peoint in a
comparative perspective see, in ltalian, M.
Granieri, Circolazione (mancata) det modelli e
ricerca delle soluzioni miglior. Il trasferimento
tecnologico dal mondo universitario gl industria
¢ la nuo