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PREFACE

The object of this book is to assist the legal profession
in the planning, preparation and examination of patent
~ license agreements.

The text incorporates a discussion of applicable prin-
ciples of contract law and antitrust law. This discussion
is supplemented by a collection of representative contract
forms. The composite presentation is intended to aid the
practitioner by identifying all major negotiable subjects,
by outlining the legal status of principal contract provi-
sions, and by providing illustrative contract phraseology
to minimize the time required to reduce an agreement
to writing.

In the following presentation, the first five chapters
are concerned with provisions that frequently appear in
conventional patent license agreements, while Chapter 6
is directed to various agreements and provisions of a spe-
cial nature.
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CHAPTER 1

INTRODUCTION

§1. Prefatory: To provide a background for a dis-
cussion of patent license agreements, the present chapter
outlines briefly general patent, license, misuse and anti-
trust considerations. This background material is followed
by a patent license checklist and a discussion of prehml
nary formal license provisions. '

Although outside the scope of this book, the tax as-
pects of licensing should also be considered by the con-
tracting parties. [See: Patent, Trademark & Copyright Tax
Guide, The Patent Law Association of Chicago, 1965;
Gitlin and Woodward, Tax Aspects of Patents, Copyrights
& Trademarks, Practising Law Instltute 1960, and cui-
rent supplement]

- §2. General Patent Conmderatlons' Two basic toplcs3
deserve initial attention: (1) the classes of inventions that
are patentable and (2) the patentee’s right in his inven-
ton. '

There are three statutory classes. of patentable in-
ventions or discoveries; and utility, plant and design pat-
ents are granted on such inventions. More specifically, a
utility. patent may be obtained on any new and useful
process, machine, manufacture, or composition of matter,
or any new and usefil improvement thereof [35 U.S.C,,
Sec. 101 (1952)]; a plant patent on any distinct and new
variety of plant, other than a tuberpropagated plant, which
has been asexually reproduced [35 U.S.C.,, Sec. 161
(1952)}; and a design patent on any new, original, and
ornamental design for an article of manufacture [35 U.S.C,
Sec. 171 (1952)]. -

* The patentee’s right in his invention has two primary
components: a common laW rlght and a statutory or pat-
ent right.

_ An inventor, mdependently of patent law, has a com-
mon law rlght to make, use and sell his invention. This
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common law right is neither absolute nor exclusive. It is
not absolute because it cannot be exercised if the inven-
tion comes within the scope of an unexpired patent. It is
not exclusive because anyone who independently conceives
the same invention cannot be restrained from practicing it
by the first inventor. . The common law right of an inventor
serves only to protect him against those who obtain the
invention from him lmproperly, for example by breach;
of confidence. .

To supplement this common law r1ght an. mventor
may avail himself of the patent laws. Under. the patent
laws,-an inventor or patentee obtains the right to exclude
others from making, using or selling his. invention or dis-
covery within the United States, its territories and poses-
sions. . [35 U.S.C., Sec. 154 (1952).] The period during
which the patent rlght of exclusion may be exercised de-
pends upon the type of patent involved. A utility or plant
patent has a term of seventeen years from the:date of
grant of the patent, while a design patent has a life of
three and one-half, seven or fourteen years, at the optlon.
of the applicant.

When granting a hcense or an asmgnment the pat-
entee releases to the extent .agreed upon, not only his
patent right of exclusion, but -also his corresponding com-
mon law right. For convenience, and consistent with popu-
lar usage, the term “right to make use and sell”, unless
otherwise qualified, will be used herein to demgnate both .
the patent right and the common law right. - -

$3. General License - Co_nsuieratlons - The Sub]ects
covered in' this section include how. a patent license may,
be granted, when it may be granted, and who may grant it.

Although statutory patent rights may be. involved, a
patent license agreement itself does not have any statutory
basis. Licenses are a creature of the common law  and
are governed by general principles of contract law.-[L. L.
Brown. Paper Co. v. Hydroiloid Incorporated, 32 F. Supp.
857, 868 (S.D. N.Y.,, 1939), on appeal, 118 F. 2nd .674
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(C.A. 2, 1941); Farmland Irrigation Co., Inc. v. Doppl-
maier, 113 USPQ 88, 93 (Cal. Sup. Ct., 1957)] Accord-
ingly, informal letters may constitute in legal effect a li-
cense agreement. [De Forest Radio Telephone Company
v. United States, 273 U.S. 236, 241 (1927); Reynolds
Metal Co. v. Skinner, 166 F. 2d 66 (C.A. 6, 1948).] And,
that a more formal contract is contemplated will not de-
prive an informal letter agreement of its legal efficacy.
[Frost Railway Supply Company v. T. H. Symington &
Son, Inc., 24 F. Supp. 20 (D. Md., 19388).] Moreover, a
license need not be in written form, but may be entirely
oral. [St. Louis Street F. M. Co. v. Sanitary Street F. M.
Co., 178 F. 923, 926 (C.A. 8, 1910).] However, an oral
agreement that is not to be performed within one year
may be unenforceable or void if found to be within the
Statute of Frauds in force in most states. [Shick Service
v. Jones, 173 F. 2d 969, 977 (C.A. 9, 1949); Matthews v.
Continental Roll and Steel Foundry Co., 121 F. 2d 594
(C.A. 8, 1941); Duggan v. Mills Novelty Co., 53 USPQ
123, 125 (W.D. Pa., 1942); International Patents Develop-
ment Co. v. Penick & Ford, Ltd., Inc., 15 F. Supp. 1038
(D. Del., 1936), affirmed per curiam, 94 F. 2d 1018 (C.A.
8, 1938).] Finally, although Patent Office Rule 331 au-
thorizes the recording of licenses under specified condi-
tions, licenses are not recorded as a general rule because
recording, at least with respect to agreements that are not
in legal effect assignments, does not afford constructive
notice of the agreement. [Talbot v. Quaker State Oil Re-
fining Company, 28 F. Supp. 544 (W.D. Pa., 1938}, af-
firmed, 104 F. 2d 967 (C.A. 3, 1939).] For a discussion
of the distinction between a license and an assignment,
see Waterman v. Mackenzie, 138 U.S. 252 (1890).

Tt is self evident that a patent license may be granted
under an issued patent. Also, an apphcant for a patent
may properly assign or license his rights in the invention
described in the patent application, prior to the applica-
tion maturing into a patent.. The validity of such agree-
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tract, combination or conspiracy, in restraint of interstate
or foreign trade or commerce to be illegal. [15 U.S.C.,
Sec. 1.] Section 2 specifies that every person who shall
monopolize, or attempt to monopolize, or conspue to mo-
nopolize any part of interstate or foreign trade or commerce
shall be deemed guilty of a misdemeanor. [15 U.S.C,,
Sec. 2.] Section 8 of the Clayton Act makes it unlawful to
sell or lease commodities, whether patented or unpatented,
on condition that the purchaser or lessee will not deal with
the products of the seller’s competitors, where the effect
of such condition may be to substantially lessen competi-
tion or tend to create a2 monopoly. [15 US.C., Sec. 14]
Finally, Section 7 provides that no corporatlon shall ac-
quire the stock or assets of another corporation, where the
effect of such acquisition may be to substantially lessen
competmon or tend to create a monopoly [15 U.S8.C.; Sec.

18.] The words “acquire” and “assets” are “generic, im-
precise terms encompassing a broad spectrum of transac-
tions whereby the acquiring person may accomplish the
acquisition by means of purchase, assignment, lease, li-
cense, or otherwise.” [United States v. Columbia Pictures,
189 F. Supp. 153, 181-3 (S.D.N.Y., 1960).] - ‘

Relevant decisional law concerning the application of :
the patent misuse doctrine and the antitrust laws to patent
license agreements will be noted throughout this book in
the discussion of specific types of agreements and contract
provisions thereof. :

In connection w1th the foregomg, one important pomt
must be contmually borne in mind: a particular license
restriction is seldom considered in isolation by the judici-
ary, but usually is viewed against the background of the
motivation of the patent owner in issuing the license em-
bodying the restriction. The purpose for which a patent
license is issued, and the intent of the parties entering
into a patent license agreement, are very important factors
in the determination of whether a license restriction is
valid. In general, unless a restriction in a patent license is
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imposed for the sole purpose of securing to. the patent
owner the legitimate benefits of the patent laws, difficulty
will be experienced in defending the restriction. For ex-
ample, if a restriction benefits the licensee only, or is de-
manded by the latter, the validity, of the restriction cannot
be premised upon the patent laws, because the restriction
is not related to a patent owned by the party imposing, or
benefiting from, the restriction. As another example, even
though a restriction might ordmanly be within the scope
of the patent laws, when the restrictive license agreement
is entered into for an unlawful purpose, the legality of the
agreement usually will not successfully withstand attack
under the antitrust laws. An unlawful purpose is evi-
denced if the license agreement.is found to be part of a
general plan to restrain or monopolize trade or if, in any
other respects, the purpose of. the agreement is to evade
the prohibitions.of the antitrust laws. In sum, although
a particular restriction in a patent license agreement may
be valid under ordinary circumstances, such restriction
will not necessarily be held valid under all circumstances.
The specific setting in which it arises must always be con-
sidered.

§5. Patent License Checkllst- A systematlc use of the
following checklist during negotiations and preparation of
a patent license agreement will reduce the possibility of
important negotiable matters being: overlooked. -

I. Preliminary Formal Provisions
A. Heading (Sec 7) :
1. Parties .
a. Identlﬁcatlon L ‘
b. Capacity-or corporate authorlty -
2. Effective date of agreement
8., Place .where . agreement made
B. Recitals (Sec. 8) - co
1. Licensed - sub]ect matter ST
a. Patents : and. applications. -
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b. Know-how - _
General rights licensed- (See II)
Warranties (See IV-B) -
Definition of terms -
Background ‘of agreement

a. Prior relationship between partles '
b. Prior agreements

(1) Cancelled

(2) Suspended -

(8) Incorporated by reference

(4) Dommatmg present agreement :

Sflt‘k.‘f%\"'

II. Grant of Patent nghts
A. Package licensing problems (Sec. 10)
"~ B. Exclusive (or nonexclusive) (Sec. 11)
1. Subject to rights of licensor °
2. Subject to prior or future licenses
C. General limitations (Sec. 12) o
1. Make, use, sell or lease:
2. Have made
3. Less than all claims
4. Sale of components
D. Territorial limitations (Sec. 13) -
1. Geographical :
. 2. Plant location '
E. Quantlty Timitations (Sec. 14) -
1. Minimum
2. Maximum
a. Fixed number _
b. Percent of industry sales '
c. Percent of licensor’s sales
F. Field-of-use limitations (Sec. 15)
1. Style or size of product R
2. Sale solely in specified combmat:ton
3. Sale for limited uses :
4. Sale limited to prescribed customers
5. Sale for use in limited. areas
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6. Sale through specified trade channels
G. Price limitations (Sec. 16) .
H. Tying arrangements (Sec. 17).

III Monetary C0n51derat10n
A. General problems (Sec. 18)
1. Unreasonable payments
2. Discriminatory payments.
3. Post-expiration payments
B. Fixed consideration (Sec. 19)
1. Lump sum '
2. Fixed sum payable in installments
8. Fixed periodic payments
4. Interest on overdue payments
. 5. Acceleration on default
C. Variable cons1derat10n (Sec. 20)
1. Rate :
a. Direct proportion
b. Descending
c. Ascending
d. Differential
e Temporaniy low
2. Base
a. Number of units '
(1) Manufactured, sold or processed .
(2) All units or patented only -
(8) Definition of “sold”™
(4) One payment per unit
b. Supplies or raw materials used
(1) Volume basis
(2) Cost basis
Use compensation received by licensee
Net sales of licensee
(1) All articles or patented only
(2) Definition of “sold”
-(8) Definition of “net sales™
(4) Effect of credit losses -

o
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- (B) Sales to affiliates -
e. Profits of: licensée
3. Related matters &
a. Allowance for royalties payable to others
b. Exemption on sales to other licensees.
c. Interest on overdue payments:
d. Effect of termination on obhgatlon to pay
accrued royalties
4. Minimum payments (Sec: 21)
a. Supplementary initial payment = .
(1) Independent of future royalties
~(2): Credited against future royaltles
b. Minimum royalties: N
(1) Payment mandatory : -
(a) In advance of each royalty period
(b} At end: of ‘each royalty perlod
(2) Payment optional '
(a} To retain exclusweness
(b) To maintain license -
(3) In satisfaction of duty to.exploit
(4) Carry over of payments from one pe-
_ riod to another: :
5. Maximum payments (Sec. 21). .- .
a. In each year ..~
~b. In total ST o
6. Accounting matters- (Sec 22)
a. Time and content of royalty reports
b. Time of royalty payments
¢. Maintenance of records = -
d. Examination of records® -
(1) Licensor or indépendent accountant
(2) Time limitation
(8) Information conﬁdential
o (4) After termmatmn

IV. Other Principal ]nghts and Obhgatlons
A. Release for past infringement (Sec. 24)
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1. Licensee; licensee’s customers. = .= .-
2. Absolute or conditioned
a. On continuance of agreement
- b. On payment. of prescribed sum
3 Specific. or general release . -
B. Warranties by licensor (Sec. 25)
1. Ownership of Licensed Patent
2. Right to license
3. Commercial utility
4. Validity of patent :
5. Non-infringement of other patents
C. Most favored licensee (Sec 26)
1 Scope of clause : :
a. All terms generally
b. Royalty terms only
2. Application of more favorable terms
a. Automatically ‘
b. At licensee’s option -
8. Original licensee entitled to .~
a. Notification of later license
: b. Copy of later license
D. Sublicensing (Sec. 27)
1. Prohibited e
2. Permitted
- a. Terms and duration
b. Copies to licensor
c. Rights and liabilities regardmg royalties
E. Acknowledgment of . validity (Sec. 28)
1. Scope of clause
a. All operations generally
b. Only operations Wlthm llcense
2. Duration .. - -
a. Term of llcense
~ b. Term of patents- -- ' '
3. Agreement not to ass1st others in. contestmg
validity
F. Admission of mfrmgement (Sec 28)
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1. Scope of clause -
a. General admission : :
b. Specific to identified devices
2. Agreement not to contest scope of claims
. Enforcement of licensed patent (Sec 29)
1. Right or obligation of . o
a. Licensor
b. Licensee
c. Parties jointly :
2. Allocation of expenses and recoveries
3. Inaction or default by one party
a. Enforcement by other party
b. Termination of agreement by .other party
¢. Cancellation of exclusiveness by licensor
d. Cessation of royalty payments by licensee
. Invalidity of licensed patent (Sec 30)
1. Claims invalidated
a. Right to terminate agreement
b. Effect on royalty payments .
2. Claims construed: effect on royalty payments
Know-how and technical assistance (Sec 31)
1. Fumishing of information:
a. Present; future
b. Written material only
¢. Only information hcensor has right to
divulge
d. Maintenance of secrecy
(1) Restrictions on use ‘-
(2) Agreements with employees
(8) Indemnification for breach
e. Termination of license :
(1) Return of tangible material
(2) Continuance of secrecy
2. Vls1tat1on rights of licensee and t'amlng of li-
" censee’s personnel =
a. Time limitations
b. Expenses of training
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3. Furnishing advisory “services
a. Time limitations .
b. Compensation for licensor.
4. Responsibility for damages and injuries by acts
of licensor :
5. Employment of hcensor or retention as consult-
ant
J. Exploitation of llcensed mventlon (Sec 32)
1. Duty to exploit _
a. Fill demand only
b. Create demand also
¢. Payment of minimum royalty as, satisfaction
. of duty -
2. Specific obllgatlons
a. Production facilities -
(1) Time of completlon
(2) Capacity
b. Production and sales o
(1) Time of commencement
(2) Product standards
(8) Minimum units
c. Advertising )
(1) Approval by llcensor
- (2) Minimum budget .
d. Servicing . -
(1) Facilities . .
(2) Repair parts .
3. Remedy for default : -
a. Cancellation of exclusiveness
b, Termination of agreement =
- 4. Exchange of commercial information
K. Patent marking (Sec. 33)
1. Form of notice
a. As specified by statute
- b. As specified in agreement
¢. As specified: by hcensor during .term of
agreement
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2. Position :of notice on' products

. Defense of mfrmgement smts (Sec 84)

1 By licensor
-a. Defend - only; mdemmfy also
b Licensee; licensee’s customers
¢. Liability dependent on -
(1) Prompt notification i
- (2) Cooperation -~ 7
d. Liability limited to @ -+ - °
(1) Arbitrary amount
(2) Compensatlon recewed from licensee

2. By licensee

a. Expenses oﬁset agamst royaltles payable li-
censor
b. Liability of hcensor l1m1ted to cooperatlon
3. By parties ‘jointly SR
a. Allocation of expenses
b. Responsibility for conduct:of defense

. Improvements (Sec. 35)

1. By licensor; inclusion in hcense
a. Automatically
b. At option of hcensee
2. By licensee” =
a. Inclusion in primary 11cense for royalty pur-
poses S
b. License to licensor
c. Assignment to llcensor
8. By parties jointly
a. Joint ownerslnp mamtamed
e Inclusmn in prlmary Ilcense for royalty pur-
poses o _
4. Related matters - :
a. Definition of “improvement”" -
b. Invention agreements with key employees

. Prosecution of licensed application (Sec. 36)

1. Responsibility for prosecution --*
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a. Direction of prosecution
b. Expenses of prosecution ,
2. Effect of non-allowance of claJms on royalty
payments - .
O. Foreign exploitation by hcensee (Se_c. 37)
1. License under foreign patents '
a. Responsibility for patent costs
b. Sublicensing rights
2. Authority to export .
3. Prohibition of exports
P. Option to purchase patent (Sec 38)
1. Outright option
2. First right to purchase

V. Duration, Termmatlon and Sub51d1ary Formal Pro-
- visions .
A. Duration (Sec 40)
1, Effective date
2. Term '
a. Life of patent -
b. Specified period
- ¢. Initial period sub]ect to renewal
8. Option to cancel : S
a. At any time on' notice
~ b. Within an initial period -
c. After a stated ‘period
B. Termination for cause. (Sec. 40)
1. By licensor .
a. Any default of hcensee o
. Bankruptcy etc. of licensee -
. Nonpayment of royaltles ST
. Nonpayment of minimum royalties
Failure to render royalty and productlon re-
reports _ : ,
f. Failure to enforce patent
g, Failure to explcut _
2. By licensee -

=l

oo



16

Patent License Agreements

a. Any default of licensor
b. Failure to enforce patent
c. Claims held invalid
8. Manner of effecting
a. Notice of default
b. Period to remedy
c. Notice of termination
4. Preservation of other rights and remedles at
law and in equity ‘ '
Post-termination (Sec. 40)
1. Right of licensee :
a. Sale of products on hand
b. Limitation in time or units
2. Obligations of licensee
a. Payment of accrued royalties
b. Payment of royalties on authonzed post—
termination sales - :
c. Return of know-how in tanglble form
d. Continued maintenance of know-how secret
3. Rights of licensor
a. Purchase of licensee’s products on hand
b. Examination of licensee’s books and records
Impossibility of performance (Sec. 41)
1. Obligations suspended
2. Right to terminate after prescribed period
Severability of provisions(Sec. 42)

Arbitration (Sec. 43)
1. Arbitrable disputes
a. All disputes
b. Specific disputes only -
2. Optionsl or exclusive remedy

8. ‘Arbitrators

~a. Number

b. Manner of selection
4. Place of hearing :
5. Majority or unanimous award
6. Governing rules :
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.-G, Limitation.on effect of waiver (Sec. 44)
H. Agency and similar relationships (Sec. 45)
1. Negation of such relationships
2. Statement that licensee is mdependent con-
tractor
- .3. Agreement by licensee not to act for licensor
I. Entire agreement and modifications (Sec 46)
1. Merger of prior discussions - :
2. Negation of. implied warranties
3. Written modifications only -
- J. Assignment. (Sec. 47)
. 1. Authorized _
a. One.or both parties
- b. Limitations
c. Release of assignor. from hablh’cy
d. Assumption of obligations by a551gnee
2. Prohibited
K. Governing law (Sec. 48)
L. General assurances (Sec. 49)
M. Notices (Sec. 50)
*1. Written
2. Manner of Service
3. When effective
N. Execution .of agreement (Sec: 51)
1. Recital .of execution - - -
2. Date of execution
8. Signatures of parties
4. Notarization. -

VI. Special Agreements and Provisions .
A Optlon to enter into license agreement {Sec. 53)
Term of option
Consideration
Warranties by licensor
Obligations of licensor
a. Furnish drawings .-~
b. Provide copies of patents and applications

':"P:’.N”.“
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5, Offset of option con51derat10n agamst future
royalties ‘

. Sublicense - (Sec; | 54)

1. Authorization of sublicense: in pmnary license
2. Term
a. Dependent on contmuance of pnmary 11-
‘cense . . .
b. Independent. . g
3. Primary licensor as party to subhcense

. Cross license -(Sec. 55)

1. Reciprocal licenses termlnable mdependently
2. Risk of restrictions :

. Settlement of interference (Séc 56)

1. Disposition of pending or prospective interfer-
‘ence without right of appeal
a. By attorneys for parties
b. By arbitration
¢. By Patent Office
2. Filing of settlement agreement: in- Patent OI:ﬁce

. Settlement of infringement dlsputes and 11t1gat10n

(Sec. 57)

1. License agreement :

2. Agreement to cease mfrmgement
a. Acknowledgment of validity -
b. Right to dispose of stock on hand
c. Damages for past mfrmgement g

3. Dismissal of pending suit

. Foreign licensee (Sec. 58)-

1. Definition of licensed sub]ect matter
a. Exclusion of mfcrmatlon prohxblted by gov-
" ernment
b. Mgd]ﬁcatlons by llcensee to meet local stand-
ards RN
2. Monetary c0n51derat1on R
a. Payment in U. S. dollars =
(1) Exchange rate -
A 2) Alternative payment: terms’
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.:b. Payment of taxes . ..
‘c. Evidence of licensee’s ﬁnanc1al respons1b111ty
3 Terms of agreement subject to .. .
-a. Approval of. foreign government
.-b.U. 8. laws and court decrees.
.. c Opinion of validity by counsel
-:-4, Foreign patent costs : :
a. Filing :
. b. Prosecution
. -¢. Maintenance ‘ :
5. Improvements by hcensee
~a. License of foreign rights = .
. b. Assignment of U. S. rights
- 6 Agreement by licensee not to participate in op-
position, revocation, or compulsory hcensmg
proceedmgs
8 Termmatlon
- a. Governmental interference .- . .
b Change in Votlng power of ex1st1ng stock-
- holders .. O TR
.9.. Governing factors - . L
a. Law: of place of prmc1pa1 act1v1t1es
-b. English version of agreement - e
10 Foreign formalities of- executlon and reglstra-

§6. Preliminary Formal License Provisions — In-
troductory: A formal-license agreement usually com-
mences with a preamble comprlsed of a headmg and a
series of recitals. ;

§7. —Headmg “The first paragraph of a hcense agree-
ment normally sets forth the fact that an agreement has
been made and identifies the parties to the agreement.
Generally, the parties are designated in the heading by
their legal names followed by a notation to the effect that
they will be identified in subsequent paragraphs of the
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_agreement by specified shorter terms or symbols — for ex-
ample, by their initials, or by abbreviated forms of their
full names, or by the terms “Licensor”and “Licensee”, or
rarely by the terms “Party of the First Part” and “Party
of the Second Part”. Although not a direct part of the
written agreement, one party should always satisfy itself
that the other party has the legal capacity or authorlty to
enter into the agreement.

If the effective date of the agreement is not set forth
in a subsequent clause, the effective date (or the date
upon which the parties sign the agreement, when the
date of the signature is to be the effective date) may be
specified in the heading. Also, the place where the agree-
ment has been made may be designated in-the heading.

Form No. 7.01 o
Licensor: Individual; Licensee: Corporafion

This Agreement is made and entered into by and between
ALERT B. CONCEIVER, residing at 1000 East Adams Street,
Chicago, Hinois (hereinafter referred to as “ABCY), and XYZ
MANUFACTURING COMPANY, a Delaware corporation, with-
an office at 100 Baker Street, Detroit, Mtchlgcn (herelncfter
referred fo as “XYZ").

W!TNESSETH:

Form No. 7.02

Licensor: Trustee; Licensee: Purinershlp
Spemﬂcuhon of Date of Execution
Designation of Pluace Where Made

This Agreement, made and entered in’ror at Chicago, Ili-
nois, on this 1st day of July, 1992, by and between ABC BANK
‘and TRUST COMPANY, at 1000 East Adams Street, Chicago,
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lllinois, as Trustee under a trust agreement, doted June 30,

1999, executed by John Wilson. (hereinafter referred to as

“ABC"), and XYZ MANUFACTURING COMPANY, a partnership

composed of John Brown and John Smith, and having its prin-

cipal place of business at 100 Baker Street, Detroit, Mlchlgqn

(hereinafter referred to as “XYZ"); . _
WITNESSETH:

‘ Foriﬁ No. 7.03

Licensor and Licenseé:- Corﬁofaﬁons )
Specification of Effective Date
For. Use Without Recitals

- Effective as of July 1, 1999, ABC MANUFACTURING
COMPANY, a corporation orgcmlzed and existing. under the
laws of the State of Delaware and having its principal place
of business at 1000 East Adams Street, Chicago, lllinois (here-
inafter referred to as “ABC”), and XYZ MANUFACTURING
COMPANY, a corporation organized and existing under the
laws of the State of Delaware and having its principal place
of business at 100 Baker Street, Detroit, Mlchlgcm (herelnoﬁer
referred to as ”XYZ”) ugree as follows

- §8.—Recitals: The -heading of a license agreement is
usually followed by recitals that describe the subject mat-.
ter of the license. Licensed patent rights may be expressed
in general terms of the licensor’s patents (not enumerated )
covering or relating to designated equipment, processes
or fields of activity. [Cooke, Defined Field License, 39
J.P.O.S. 685 (1957); Binks Mfg. Co. v. Ransburg Electro-
Coating Corp., 281 F. 2d 252 (C.A. 7, 1960).] Or, licensed
patent rights may be recited in specific terms of identified
patents or patent applications. A patent may be identified
by patent number and date of grant, while a patent ap-
plication may be identified by serial number and filing
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date. Either a patent or an application may be further
identified by the title of the invention and the name: of
the inventor. When numerous patents or patent applica-
tions are involved, they may be listed in an attached sched-
ule thatis. mcorporated by reference in:the preamble.. A
patent application in process but not yet filed may be
identified by the title of the invention and the docket
number of the licensor's attorney.

The general rights: being' licensed, not uncommonly,
are also specified in the recitals. Whether the license is
exclusive or-nonexclusive, the: territorial- extent of the k-
cense, and the class of devices being licensed are matters
frequently mentioned.. The nature-and-designation of the
licensed rights will be discussed in detail in connection
with the “granting” clause. [Chapter 2.] When the recitals
are ambiguous and the operative part of the agreement
is free from doubt, the operative part will prevail. [Crowell
v. Gould, 96 F. 2d 569. (C.A.D.C.,, 1938).] Nevertheless,
care should be exercised that the recitals are. not in.con-
flict with the. granting or other clauses. :

The recitals may further include: a definition of short—
hand terms such as “Licensed Patent Rights”, “Licensed
Devices” and “Licensed Territory” used throught)ut the
agreement; a specification of warranties by the licensor
of ownership of the licensed subject matter and of the
right to' grant licenses and- releases for past infringement
[see Secs. 24-25]; a description of any prior: relevant busi-
ness or research relationship-between the parties; an iden-
tification of a prior agrement between the parties' when
the prior agreement is being cancelled or superseded by
the current agreement, when it is being suspended durmg
the life of the current agreement, or when it is to be.in-
corporated in. the ‘current agreement; a statement to the
" effect that the current agreement is subject to “another
agreement between the licensor and a third party if such
is the case; or a reference to know-how when: the transfer
of such is comprehended by the license. [See Sec. 31.] " .
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Form No. 801 |

Excluslve License of Puieni
Warranties by Licensor .

WHEREAS, ABC represents and warrants that if is the
owner of the entire right, title and interest in and o United
States Letters Patent No. 8,765,432, granted June 4, 1999, for
Automatic Transmissions, together with any reissues or exten-
sions thereof;

WHEREAS, ABC represents and warrants that it has the
sole right to grant for the United States, its territories and
possessions, licenses under said Letters Patent No. 8,765,432, °
reissues and extensions, of the scope hereinafter granted;

WHEREAS, XYZ is desirous of acquiring the exclusive right
and license in the United States, its ferritories and possessions,
to make, have que use and sell Automatic Transmissions
embodylng the inventions covered by said Letters Pu’ren’r No
.8,765,432; and

WHEREAS, ABC. is wullmg To grcn’r such a I|cense ‘upon
the terms hereinafter set forth;
~ 'NOW, THEREFORE, in comudercﬂon of the. foregoing,
and of the mutual covenants, ferms and condmons heremaﬁer
expressed, the parties hereto agree as follows: :

Form No. 8.02

Nonexclusive License -of : Podent
Wurranhes by !.lcensor

WHEREAS, ABC represenfs and warmnts that it is the
owner of all right, title and:interest in and to. United States
Letters Patent No. 8,765,432, granted June 4 1999, for Au’ro—
matic Transmissions; :

- WHEREAS, ABC represen’rs and wcrranfs fhcf it has the
rlghf to grant nonexclusive licenses and relec:ses for ‘pastin-
frmgemen'r under said patent; and- ‘

- WHEREAS, XYZ is desirous of ob'rummg a nonexc!uswe li-
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cense and a release for past infringement under said patent;

NOW, THEREFORE, in consideration of the premises and

the mutual covenants of this Agreemen’r the parties hereto
have agreed as follows: ‘

. Form_No. 8.03
_ Exclusive License; Patent _Appl_iqéfion' -

- WHEREAS, ABC has heretofore made a certain invention
in Automatic Transmissions for which he has made application
for Letters Patent of the United States under berlcnl No. 999,999,
filed June 4, 1998, and of which invention and application
and ol! rlgh?s in. and thereto he represen’rs that he is 'rhe sole
owner;

WHEREAS XYZ is desirous of acquiring exclusive rlgh’rs
in and to the said mvem‘lon throughout. 1he United States und
foreign countries; and

WHEREAS, ABC is willing fo grant said rlgh'rs upon 'rhe
terms and condmons hereinafter recited;

NOW, THEREFORE, in consideration of the premises and
the mutual covenants of this Agreement, the parties hereto
have agreed as follows:

Form No. 8.04

~ Nonexclusive License -
Patents and Patent Applications
Def‘mhon of Terms

WHEREAS ABC is the owner, by assignment,’ of the en-~
tire right, title and inferest in and fo the United States Lefters
Patents and applications for United States Letters Patents identi-
fied in Schedule A-and hereinafter referred fo os ”ABC‘
Patent Rights”; ' '

WHEREAS XYZ is des;rous of acquiring a nonexclusnve
license under ABC's Patent Rights throughout the United States,
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its territories and possessions (hereinafter referred to as the
“Licensed Territory”), to make, have made, use and sell auto-
matic transmissions and parts thereof covered by ABC's Patent
Rights (hereinafter referred to as “Licensed Devices”); and

WHEREAS, ABC is willing to grant such a license upon
the terms hereinaffer set forth;

NOW, THEREFORE, for and in consideration of the sum
of five dollars ($5.00) by each to the other this day paid,
receipt of which is hereby acknowledged, and in further con-
sideration of the mutual covenants and agreements hereinafter
contained, the parties herefo mu’rua!ly covenant cmd agree as
follows:

Form No. 8.05

Partial Recitals
Definition of “Licensed Patents

“Licensed Patents” shall mean all patents and patent ap-
plications owned or controlled by ABC and relating to auto-
matic transmissions, and shall include patents and patent ap-
plications of third parties to the extent fo which ABC has the
right to grant licenses without payment to such third parties.

Form No. 8.06 -

- Partial  Recitals
Application in Process

WHEREAS, ABC is the owner of the entire right, title and
interest in and to a certain invention relating to automatic
transmissions upon which he is about to file an application for
United States Letters Patent under the fitle of “Automatic
Transmission” through the office of [name and address of patent
attorney| under the attorney’s Docket No. 10,000.
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Form No. 8.07

Purhal Recltuls
_Prior Agreement Suspended

WHEREAS, under the date of June 1, 1999 the parties
hereto did enter into a certain agreement relating to the manu-
facture, use and sale by XYZ of Automatic Transmissions;

WHEREAS, it is the desire of the parties herefo that such
agreement shall be sef aside durmg the |1fe of ’rhe presenf
Agreement;

Operafivé Paragraph fo Accbmpuhy
Foregoing Recitals

The parties hereto agree that.the .operation of the former
agreement between them, dated June 1, 1999, shall be-sus-
pended, and that said agreement. shall be without force and
effect during the life of this present Agreement, but that upon
the termination of this Agreement, the operation of said agree-
ment of June 1, 1999 shall again automatically come into ef-
fect, unless the fermination of the present. Agreement is for a
default on the part of XYZ which would have entitled ABC to
terminate said agreement of June 1, 1999

Form No. 8.08

Partial Recitals
Prior Agreement Cancelled

WHEREAS, the parties have heretofore entered an agree-
ment, dated July 1, 1999; in which. ABC ‘granted XYZ a non-
exclusive license under United States Letters Patent No. 8,765,-
432 issued June 4, 1999, for Automatic Transmissions, a copy
of which license - cgreemen'r is attached. hereto and marked
Exhibit A; .

WHEREAS it is fhe desnre of fhe parhes to cancel scnd
agreemem‘ of July 1, 1999 cmd enter_ info.the presen'r Agree~
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Operative Paragraph to- Accompany
Foregoing Recitals
The parties hereto muiually. agree that said agreement
of July 1,.1999 shail _be and is he_reby cancelled. -

Form No. 809

Exclus_lve Llcense Subject to Ouisi"qnclmg License
- Patenis and Patent Applications -
' : Wurrcmhes by llcensor '

WHEREAS ABC wc:rrc:ms 'fhcﬂ' n‘ is. The sole owner, free
from any outstanding:license ‘agreements: except. as. o'rherwme
indicated hereinafter, of certain inventions and improvements
relating to automatic transmissions disclosed in Letfters Patent
of the United Stafes and in applications for Letters Patent which
are identified in the attached schedule marked Exhibit A and
which are hereinafter referred to as “ABC's Patent Rights”;

WHEREAS, ABC has heretofore, under date of June 1,
1999, granted a nonexclusive license to MNO Manufacturing
Company, to make, have made for it, use, sell, and to sub-
license others to make, use and sell, automatic fransmissions
and parts therefor embodying the inventions disclosed in ABC's
Patent Rights, a copy of which license agreement is attached
hereto and marked Exhibit B; -

WHEREAS, XYZ desires to obtain an exclusive license un-
der ABC’s Patent Rights for the manufacture of automatic trans-
missions, subject only to said outstanding agreement set forth
in Exhibit B; and

"WHEREAS, ABC is willing to grant such a license upon
the terms hereinafter set forth;

NOW, THEREFORE, for and in consideration of the sum
of Five Dollars ($5.00) each to the other in hand paid, the
receipt of which is hereby acknowledged, and for other good
and valuable considerations, the parties hereto mutually cove-
nant and agree as follows:
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_Form No. 8.10 .

Partial Recifals
Know-How

WHEREAS ABC has or controls certain confi den’r:a! in-
formation and frade secrets, including engineering and tech-
nical data, manufacturing data, designs, skills, methods, pro-
cedures, facilities, information and know-how in the manufac-
ture, sale, distribution and use of Aufomatic Transmissions;

WHEREAS, XYZ desires to obtcm and fo continue o ob-
tain during the life of this Agreement said. confidential informa-
tion and trade secrets, and ABC is willing to convey to XYZ said
confidential information and trade secrets,.all upon and subject
to the terms and conditions herein set forth;



CHAPTER 2
GRANT OF PATENT RIGHTS

§9. Prefatory: Dlscussed in the present chapter are
package licensing, exclusive and nonexclusive licenses, and
various types of license limitations and restrictions dlrectly
affecting the primary grant of rights.

In general, the scope of the principal patent rights
being licensed is defined in a main granting clause. This
clause usually follows the preliminary formal license pro-
visions and commences the operative part of the agree-
ment. From the standpoint of contract interpretation, the
granting clause will prevail over other clauses of the li-
cense agreement. [Storm v. United States, 243 F. 2d 708
(C A. 5, 1957.)]

§10.  Package Licensing: This is a term apphed to
the practiee of including two or more patents in a single
license agreement. Ordinarily, a license under a group of
patents is not, standing alone, objectionable. [Automatic
Radio Mfg. Co. v. Hazeltine Research, Inc., 339 U.S. 827
(1950); McCullough Tool Co. v. Well Surveys, Inc., 343
¥. 2d 881 (C.A. 10, 1965); Binks Mfg. Co. v. Ranshurg
Electro-Coating Corp., 281 F. 2d 252 (C.A. 7, 1960}; Apex
Electrical Mfg. Co. v. Altorfer Bros. Co., 238 F. 2d 867
(C.A. 7, 1956); Hazeltine Research v. Avco Manufactur-
ing Corp., 227 F. 2d 137 (C.A. 7, 1955); Shicca-Del Mac
v. Milius Shoe Co., 145 F. 2d 389 (C.A. 8, 1944); Ever-
sharp, Inc. v. Fisher Pen Co., 204 F. Supp. 649, 670 (N.D.
111., 1961); Carter Products v. Colgate-Palmolive Company,.
164 F. Supp. 503, 525 (D. Md., 1958), affirmed on other
grounds, 269 F. 2d 299 (C.A. 4, 1959). Also see Baker-
Cammack Hosiery Mills v. Davis Co., 181 F. 2d 550 (C.A.
4, 1950).]

However, compulsory or mandatory package licens-
ing — as arises when a licensee is required to accept a
license under unwanted patents in order to obtain a license
under desired patents —has been held to be improper.
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[American Securit Co. v. Shatterproof Glass Corp., 268 F.
2d 769 (C.A. 8, 1959); United States v. General Electric
Co., 82 F. Supp. 753 (D.N.]., 1949). Also see: United
States v. Loew’s, Inc., 371 U.S. 38 (1962); Automatic Ra-
dio Mfg. Co. v. Hazeltme Research, Inc., 339 U.S. 827,
831 (1950); United States v. Paramount chtm'es 334 U.S.
181 (1948); Ethyl Gasoline Corporation.v. Umted States,
309 U.S. 436, 459 (1940); Houdry Process Corp. v. Sin-

clair Refining Co., 121 F. Supp. 820 (E.D. Pa., 1954).

Compare Hendmcksen v. Cory Corp., 1964 Trade Cases
Par. 71,007 (C.A. 7, 1964).] One court has established
an exception to thls rule when the mandatory package
licensing involves blocking or interlocking patents. [ In-

ternational Manufacturing Co. v. Landon, Inc., 336 F. 2d-

723 (C.A. 9, 1964).]

" Also, courts have disapproved offers of hcenses hav-
ing the effect. of economically coercing the licensee to
accept a license under al]l patents of a package. Such
coercion has been found when the royalty rate is the same
regardless of the number of patents licensed, or when the
royalty rate for less than all patents of a group, although
lower than the royalty rate for all patents, is not propor-
tionately lower in relation to the quality of the patents.
[American Securit Co. v. Shatterproof Glass Corp., 154 F.
Supp. 890 (D. Del, 1957), further proceedings, 166 F.
Supp. 813 (D. Del, 1958), affirmed, 268 F. 2d 769 (C.A.
8, 1959); Hazeltine Research, Inc. v. Zenith Radio Corp.,
239 F. Supp. 51 (N.D. Ill, 1965). Also see Technograph
Printed Circutts, Lid. v. Bendix Aviation Corp., 218 F.
Supp. 1,49 (D. Md,, 1963) affirmed, 327 F 2d 497 (CA
4,1964)]

A package llcense wherem the same royalty rate is
maintained throughout the term of the license agreement
raises one additional problem. Several courts have con-
cluded that such a license which extends to the expiration
of the last to expire of the licensed patents, or which has
no expiration date, constitutes patent misuse for it requires
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the payment of royalties under patents that expire during
the term-of the license agreement. [American Securit Co.
v. Shatterproof Glass Corp., 268 F. 2d:769, 777 (C.A. 3,
1959); Rocform Corp. v. Acitelli-Standard Concrete Wall,
Inc., 151 USPQ 305 (C.A. 6, 1966). Compare Binks Mfz.
Co. v. Ransburg Electro-Coating Corp., 281. F. 2d 252
(C.A. 7, 1960). Contra: McCullough Tool Co. v. Well,
Surveys, Inc., 343 F. 2d 381 (C.A. 10, 1965). Also see:
Brulotte v. Thys Co., 379.U.S. 29 (1964); Baker-Cammack
Hosiery Mills v. Davis Co., 181 F. 2d 550, 573 (C.A. 4,
1950); Malco Manufacturing Company v. National Con-
nector Corporation, 151 USPQ 255 (D. Minn., 1966);
Technograph . Printed Circuits, Ltd. v. Bendix Aviation
Cotp., 218 F. Supp. 1, 47 (D. Md., 1963), affirmed, 327
F. 2d 497 (C.A. 4, 1964); Carter Products v. Colgate-
Palmolive Company, 164 F. Supp. 503 (D. Md., 1958),
affirmed on other grounds, 269 F. 2d 299 (C.A. 4, 1959).]
- The foregoing cases clearly indicate that the licens-
ing of a group of patents must be approached with ex-
treme caution. With the possible exception of blocking
patents, a licensee must be allowed to obtain a license
solely under those patents of the group that it may desire.
To avoid a charge of economic coercion when offering
a license under less than the entire group of patents, the
establishment of a sliding scale of royalties, bearing a
realistic. relationship: to ‘the number and importance of
the patents involved, should be considered. To avoid a
charge of illegal extension of expired patents under a
package license, consideration should be given to either
providing for termination of the license at the expiration
of the licensed patent first to expire or establishing de-
creasing royalty rates apphcable as the llcensed patents
successwely ‘expire. . , :
"§11. Exclusive and Nonexcluswe Llcenses' Exclu-
sive licenses are specifically authorized by the patent laws.
Apphcatmns for patent patents, or' any . interest therein,
shall be assignable in law: by an instrument in writing,
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The applicant, patentee, or his assigns or legal representa-
tives may in like manner grant and convey an exclusive
right under his application for patent, or patent, to. the
whole or any specified part of the United States.” [35
U.S.C,, Sec. 261 (1952).] In accordance with the spirit
of the patent laws, judicial opinion is uniform that the
grant of an exclusive license, standing alome, does not
come within the prohibitions of the antitrust laws. [Bement
v. National Harrow Co., 186 U.S. 70 (1902); Brownell v.
Ketcham Wire & Mfg. Co., 211 F. 2d 121 (C.A. 9, 1954);
Flexwood Co. v. Faussner & Co., 145 F. 2d 528 (C.A. 7,
1944); Becton, Dickinson & Co. v. Eisel & Co., 86 F. 2d
267 (C.A. 6, 1936); United States v. E. 1. du Pont de
Nemours & Co., 118 F. Supp. 41 (D. Del., 1953), affirmed
on other grounds, 351 U.S. 377 (1956); United States v.
Parker-Rust-Proof Co., 61 F. Supp. 805 (E.D. Mich.,
1945).] It has also been held that one joint owner of a
patent may properly grant an exclusive license to its co-
owner. [Rail Trailer Co. v. ACF Industries, Inc., 149 USPQ
86 (C.A. 7, 1966).] |

In the absence of express provisions to the contrary,
the grant of an exclusive license impliedly precludes the
licensor and its successors from competing with the li-
censee in respect to the licensed invention. [Cutter Labora-
tories, Inc. v. Lyophile-Cryochem Corp., 179 F. 2d 80 (C.A.
9, 1949); Brush Electric Co. v. California Electric Light
Co., 52 F. 945 (C.A. 9, 1892); Benger Labs., Ltd. v. R. K.
Laros Co., 209 F. Supp. 639, 648 (E.D. Pa., 1962), af-
firmed per curiam, 317 F. 2d 455 (C.A. 8, 1963); New
York Phonograph Co. v. Edison, 136 F. 600 (S.D.N.Y,,
1905), affirmed per curiam, 144 F. 404 (C.A. 2, 1906);
New England Phonograph Co. v. Edison, 110 F. 26 (D.N.].,
1901); Pratt and Whitney Co., Inc. v. United States, 153
F. Supp. 409 (Ct.Cls., 1957).] Consistent with this im-
plied condition, a licensor may expressly agree not to pro-
mote or use the licensed invention in violation of the right
granted the licensee. [Brownell v. Ketcham Wire & Mfg.
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Co., 211 F. 2d 121 (C.A. 9, 1954).] But a covenant by a
licensor not to compete with the licensee in the promotion
of products or processes which are outside the scope of
the licensed invention improperly extends the patent
monopoly and renders the licensed patent unenforceable
under the misuse doctrine. [McCullough v. Kammerer
Corporation, 166 F. 2d 759 (C.A. 9, 1948); Touchett v.
E Z Paintr Corporation, 150 F Supp. 884 (E.D. Wis.,
1957).]

Also in the absence of contrary provisions, the grant
of an exclusive license impliedly precludes the licensor
from granting other licenses. [Rollman v. Commissioner
of Internal Revenue, 244 F. 2d 634 (C.A. 4, 1957).] And,
it is proper for a licensor to. agree expressly not to grant
other licenses. [Bement v. National Harrow Co., 186 U.S.
70 (1902).] However, a covenant by the licensor that
other licenses will not be granted without the consent of
the immediate licensee has been meeting with increasing
judicial opposition. [Disapproved: United States v. Kras-
nov, 143 F. Supp. 184 (E.D. Pa., 1958), affirmed per
curiam, 355 U.S. 5 (1957); United States v. Besser Mfg.
Co., 96 F. Supp. 304 (E.D. Mich., 1951), affirmed, 343
U.S. 444 (1952). Approved: Watson v. Heil, 96 F. Supp.
61 (D. Md., 1953); United States v. Parker-Rust-Proof Co.,
61 F. Supp. 805 (E.D. Mich., 1945). Also see: Hendrick-
sen v. Cory Corp., 1964 Trade Cases Par. 71,007 (C.A. 7,
1964); Well Surveys, Incorporated v. McCullough Tool
Company, 199 F. Supp. 374, 393 (N.D. Okla., 1961), af-
firmed; 343 F. 2d 381 (C.A. 10, 1965); Mason City Tent
& Awning Company v. Clapper, 144 F. Supp. 754 (W.D.
Mo., 1956); United States v. Crown Zellerbach Corpora-
tion, 141 F. Supp. 118 (N.D. IIL, 1956); H-P-M Develop-
ment Corporation v. Watson-Stillman Co., 71 F. Supp. 906
(D.N.]., 1847).]

An exclusive licensee need not be the sole party au-
thorized to practice the licensed invention. An exclusive li-
cense may be granted subject to the right of use of the
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licensed invention by the licensor, subject to a.prior.non-
exclusive license, or subject to a future nonexclusive li-
cense. [Ackerman v. Hook, 183 F. 2d 11 (C.A. 3, 1950);
Mechanical Ice Tray Corp. v. General Motors: Corp., 144
F. 2d 720 (C.A. 2, 1944); .Paul E. Hawkinson Co. v.
Carnell, 112° F. 2d 596, 898 (C.A. 8, 1940); Sta-Fresh
Products, Inc.-v. Avoset. Inc., 46 F. Supp. 447 .(E.D. Pa.,
1942), affirmed per curiam, 134 F. 2d 334 (C.A. 8, 1943);
Guardino Tank P'rocessmg Corp v. Olsson 81 USPQ 318
(N.Y. Sup. Ct,; 1949).] = -

"A nonexclusive licenise has- attnbutes qulte dlstmct
from an exclusive license. In the absence of express pro-
visions to the contrary, a nonexclusive licensor may prac-
tice the invention himself and may properly authorize
others to practice the invention. A nonexclusive license
does not have-any statutory basis and constitutes mierely
a waiver of infringement suit or covenant not to sue under
the licensed patent. “[TThe license transfers only the inven-
tion and does ‘not affect the monopoly otherwise than by
estoppmg ‘the licensor from exercising his prohibitory
powers in derogauon of the privileges conferred by him
upon the licensee.” [L. L. Brown Paper Co.v. Hydroiloid,
Ine., 32 F. Supp. 857, 868 (--S.D.N.Y., 1939), affirmed, 118

2d 674 (C.A. 2, 1941).] “In’ its simplest form, a license
means only leave to do. a thing which the Ilcensor would
otherwise have a right to prevent. Such a license grants to
the 'licensee merely a privilege that protects him from a
claim of infringement by the owner of the patent monop-
oly.” [Western Electric Co. v. Pacent. Reproducer Corpo-
mtzon 42 F 2d 116 118 (CA 2, 193(}) o

- Form': No 'I'I 01 .
Nonexcluswe Llcense Under Pufeni

ABC hereby grants-. unfo XYZ the nonexcluswe nghT and
hcense to make; have made, use- and sell throughout the United
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States, its territories and - possessions, - automatic transmissions
embodying the inventions covered by said Letters Patent 8,765,
432 and any reissues or extensions fhereof

Form No. n 02
Excluswe Llcense Uncler Patent Appllcahon

ABC hereby grants Unfo XYZ the excluswe right Through-
out the United States, its ferritories and' possessions, to make,
use and vend all forms of automatic transmissions covered by
the aforesaid application for Letters Patent, or any division or
confinuation thereof, or. substitute therefor, .and the Letters
Patent that may be issued thereupon, for the full term of said
Letters Patent or any reissues or extensions thereof. .

~Form No.-'11.03
Exclusive License Under Patent. Application

ABC hereby grants to XYZ an exclusive. license to many-
facture, use and sell automatic transmissions constructed in ac-
cordance with said pending application and the Letters Patent
which may be issued thereon, for the fime during which said
application is pending and the fuli term for which said Letters
Patent may be granted, upon the terms and conditions here-
inafter more specifl ccl!y set forth ' '

. Form No. 11.04

 Exclusive l.lcense '
Sublecf l'q Retumed nghf by I.lcensor

ABC hereby grants unto XYZ an excluswe ngh’r und li-
cense to practice and use the method and apparatus covered
by. said Lefters Patent subject to the retained right of ABC to.
practice- and use said method and apparatus in ifs plcnt at
1000 East Adams Street,. Chicago, lHlinois. ' :
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Form No. 11.05

Exi:lu_sive License
Subject to Outstanding License

ABC hereby grants fo XYZ an exclusive license, subject
only to the existing license to MNO Manufacturing Company
set forth in Exhibit B, to make, have made for it, use and sell
throughout the United States and its territories, automatic trans-
missions embodying the inventions covered by ABC's Patent
ngh’rs identified in Exhibit A, :

-Termination of Outstanding License

In the event ABC shall terminate the outstanding agree-
ment with MNO Manufacturing Company, it shall first grant to
XYZ an opportunity to obtain a license in the fields covered
by said outstanding agreement on terms which shall be mutu-
ally satisfactory to the parties. In the event XYZ does not wish
to take advantage of the opportunity, ABC shall have the right
to grant substitute licenses fo other parties in the same fields
as the outstanding license, subject only to the condition that
the terms and obligations in such substitute licenses shall be
no more favorable than those hereby granted to XYZ. -

Form No. 11.06

Exclusive License Sub|ect fo
Prior Options and Licenses

ABC hereby grants to XYZ on eéxclusive license (subject
to the provisions of the next paragraph) to make, use and sell
Licensed Devices throughout the Licensed Territory.

This License Agreement is subject to all the terms and con-
ditions of any options and license agreements herefofore ex-
ecuted by ABC and which may be now outstanding, and. which.
in ‘any way impair or affect the license herein granted. ABC
shall, at the time of execution of this Agreement, deliver to
XYZ certified copies.of all such options and agreements; and
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ABC covenants that the copies of options and- agreements so
delivered shall be all of such options and agreements outstand-
ing at the time of execution of this Agreement which in any
way impair or affect the license herein granted. -

Form No.11.07

Exclusive ‘License -
~'Subject fo Future Licenses

ABC hereby grants unto XYZ a license under the Letters
Patent aforesaid and under such patents as may be granted
upon and from ‘said applications for United States Lefters
Patent or any renewals or reissues thereof, and under any
other United States patents or foreign patents now or hereafter
owned or conirolled by ABC covering or relating to autornatic
transmissions (hereinafter referred fo as ABC's Patent Rights),
to manufacture, use and sell automatic transmissions covered
by ABC's Patent Rights for the entire life of this Agreement; and
ABC agrees that it will not durmg the term of this Agreement
itself manufacture, or have manufactured: for it, use or sell
automatic transmissions covered by ABC's Patent Rights, or
grant any license or licenses to any other person, firm or cor-
poration, exéep’r as provided for in the next paragraph, to
manyfacture, use or sell automatic fransmisSIons covered by
ABC's Paten'r Rights. ‘

- ABC reserves the right to I|cense MNO Manufacfurlng
Company to make for itself, or to have made by any of ifs
branches or subsidiaries, for use only upon motor vehicles made
by itself or by any of its branches or subsidiaries, automatic
transmissions covered by ABC's Patent Rights, and ‘ABC further
reserves unto itself the right to grant licenses to manufacture,
use and sell automatic transmissions covered by ABC’s Patent
Rights in any or all foreign countries, provided that no such
license shall be so made os to exclude the rights of XYZ here-
under ‘or .any American” manufacturers - procuring - automatic
transmissions . from: XYZ to sell- any American mode . motor
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vehicles equped with sald au‘romcmc fransmissions .in said
foreign country, - :

§12. General Limitations: Aside from a process pat-
ent that relates solely to use, the patent right [see Sec. 2]
is concerned with the manufacture, use and sale of the
patented device or product. And, this patent right is divisi-
ble. “The right to manufacture, the right to sell, and the
right to use are each substantive rights, and may be granted
or conferred separately by the patentee.” [Adams v. Burke,
84 U.S. 453, 456 (1878).] Accordingly, a patent owner
may authorize another to make and use patented articles,
but withhold his right to sell them. If the licensee does
sell them, he infringes the right of the patentee. [United
States v. General Electric Company, 272 U.S. 476, 490
(1926).] Similarly, a patent owner may authorize another
to make and lease patented devices, but withhold his right
to sell them. [Kirby v. United States, 297 F. 2d 466 (C.A.
5, 1961).] Likewise, if a party has made patented devices
w1thout authority, or has purchased the devices from one
not having authority to sell them, the patent owner may
properly give that party a _limited license to use and/or
sell such devices. In the absence of sach a license, the
patent owner not only may recover damages from the man-
ufacturer for making and selling infringing devices, but
also may obtain an injunction against the purchaser ‘pro-
hibiting future use of the infringing dewces [Birdsell v.
Shalwl 112 US. 485 (1884).]

- Ordinarily, a licensee has an implied- rlght to have
others make licensed devices or materials for it: [Heywood-
Wakefield Company v. Small, 96 F. 2d 496 (C.A. 1, 1938);
Johnson Railroad Signal Co. v. Union Switch & Signal Co.,
55 F. 487 (C.A. 8, 1893); Harshberger v. Tarrson, 87 F.
Supp. 43 (N.D: I, 1949), affirmed, 184 F, 2d 628 (C.A.
7,.1950); I.-F. Laucks, Inc. v. Balfour Guthrie & Co., Lim-
ited, 35 USPQ 206, 215 (W.D. Wash., 1937); Marconi
Wireless - Telegraph - Co.- v.. Simon, 227 F. 908, 910
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(S.D.N.Y.; 1915), reversed on other grounds and re-
manded,246 U.S. 46 (1918).] However, this implied right
may be nullified by express language to the contrary. In
this connection, it has been held that under an “indivisible”
license the licensee is without authority to contract with
another to manufacture licensed devices for it. [Rock-Ola
Mfg. Corp. v. Filben Mfg. Co., 168 F.2d 919 (C.A. 8,
1948).] Similarly, it has been held that a license granting
the rlght to manufacture and sell “the apparatus of the li
censee’s manufacture” does not authorize the licensee to
have the apparatus manufactured for it by others but re-
quires manufacture to be in the licensee’s own plant and
by its own emwmployees. .[Westinghouse Electric Co. v.
Tri-City Radio Electric Supply Co., 23 F. 2d 628, 631
(CA. 8, 1927) Radio-Craft Co. v. Westmghouse Elecmc
& Mfg. Co., 7 F. 2d 432, 434 (C.A. 8, 1925). Contra:
Westmghouse Electric & Mfg. Co. v. Cutting & Washing-
ton Radio Corporation, 294 F. 671 (C.A. 2, 1923). Also
see Reynolds Spring Company v. L. A. Young Industries,
Inc., 101 F. 2d 257 (C.A. 6, 1939).] -

A license may also be granted under less than all of
the claims of a patent. Such occasion mlght arise when a
patent contains one set of claims directed to a process and
another set directed to apparatus, and the licensee is to
acquire rights under either one set of claims or the other,
but not both.. “Each .claim is, in effect, a separate and_
distinct: patent; and the right to use one patent does not
carry -with it the right to use the others without a further
license.”. [United Nickel Co. v. California Electrical Works,
95 F. 475, 479 (D Cal., 1885).]- -As a matter of construc-
tion, a llcense ‘to manufacture and sell and to use in ac-
cordance with any system claim”.eertain valves covered
by article claims is not limited to the system claims but
extends to the article claims as well. [U.S. Industries, Inc.
V. Camco, Inc., 277 F. 2d 292 (C.A. 5, 1960).]

A related sub]ect that requires attention is thé right
to. make and sell components: of licensed devices. When:
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an agreement speaks in terms of complete licensed de-
vices only, at least one court has held that the licensee
does not have the right to sell components to other manu-
macturers. [Eureka Co. v. Henney Motor Co., 91 F. 2d
708 (C.A. 8, 1987).] Also, another court ‘has held that
it is not patent misuse to restrict a licensee’s sales of com-
ponents, especially adapted for fabrication into patented
devices, to other licensees. [White v. Tak-Trak, Inc 140
USPQ 156, 165 (S.D. Cal., 1963) ] -

Form No 12, 01

Nonexclusive License
Make and Use Only

ABC hereby granis unto XYZ the nonexclusive right and
license fo make and use, but not sell, throughout the United
States, its ferritories and possessions, automatic fransmissions
embodylng the inventions covered by said lLetters Pcﬁent 8,765
-‘432 and any reissue or extension 1hereof

Form No. 12.02

No_hexclusive l.icensé _
Make, Use and Sell Limitations

ABC hereby grants to XYZ a nonexclusive license under
said Lefters Patent with the privilegé to manufacture and use
said products in XYZ's factory in Detroit, Michigan.

XYZ covenants and agrees not to manufacture for sale,
sell nor offer for sale in anywise any of said products during
the continuance of this Agreement, except in a local retail woy
from XZY’s fcc‘rory in Defrofr Mlch:gan

~Form Neo. 12.03

Excluswe License
Muke and Lease Only .

ABC hereby grants to XYZ the sole und excluswe right.
and license to manufacture, lease and let Licensed Products
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throughout the United States, its territories and possessions,
subject o the terms and conditions hereinafter set forth, -

. XYZ shall under no conditions sell any Licensed Products
which it shall manufacture under the terms hereof but such
Licensed Products shall be leased or ren’red by it on a per
mom‘h basis to its customers.

Form No. 12.04 -

Nonexclusive License
Munuft_:cture ‘Limited to Lice_nsee '

ABC hereby grants to XYZ a nonexclusive license to manu-
facture itself, and not to have manufactured for it by any one
else, and to use and sell throughout the United States, devices
embodying the inventions claimed in said Letters Patents.

Form No. 12.05

Exclusive License
Less Than All Claims

ABC hereby grants to XYZ the exclusive right and license
to make, have made, use and sell throughout the United States,
its territories and possessions, automatic transmissions embody-
ing the inventions covered by claims 1-5 inclusive (and no
other claims) of said Letters Patent 8,765,432. '

Form No. 1206
Nonexﬁlusive I.icenser

CompleIe Umfs OnIy

ABC hereby grants to XYZ The nonexcluswe rlght cnd
license to make, use and sell throughout the United States, its
territories and possessions, automatic transmissions embodymg '
the. mvenhons c]mmed in said Letters Puten'r :
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It is- understood and agreed by the parties hereto that
the license herein granted does not authorize XYZ to sell
parts of said automatic transmissions to other manufacturers
sepc:roﬁe qnd aporf from comp1e’re automatic Trcmsmlssaons

Form No 12.07:

Nonexclusive License
Complete Units Only

ABC hereby grqn'rs o XYZ a nonexcluswe license to make,
use and sell throughout the United States spectacles embody-
ing the inventions covered by said Letters Patent, subject to
the terms and conditions hereinafter. set forth.

The Rimmed Type Of Spectacle Unit shall include a fron’r
hcv:_n_g two end pieces and also a pair of temples. The fronts
and temples may be either assembled or unassembled as long
as the component parts of each complete unit are delivered in
one shipment. Fronts suitable for use in making complete units
embodying the same patented .inventlons are not to be sold
separately without temples. - The Rimless Type of Spectacle
Unit shall include a pair of end pieces and a pair of temples.
The component parts of each unit shall be delivered in one
shipment. Temples only for rimmed or. rimless unifs may .be
sold as such for replacement parts. . ...

" Form No. 12.08
Restriction on Sale of Components

XYZ agrees that it will not sell blank extrusions to any
firm or person of such shapesand sections as may be stamped
or processed into Licensed-Devices except to those persons or

firms as are [tcensed fo produce L|censed Devnces under said

pcfen’r

§13 Terrltorlal antatmns. In the absence Of a
contract provision or conduct to the contrary, a license un-
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der a specified United States patent is implicitly coexten-
sive in territory with the patent, and does not extend be-
yond the territorial imits of the United States. [Cold Metal
Process Company v. United Engineering & Foundry Com-
pany, 235 F. 2d 224, 229 (C.A. 8, 1956); Cold Metal
Process Company v. United Engineering & Foundry Com-
pany, 107 F. 2d 27, 31 (C.A. 3, 1939).] However, a li-
cense granted primarily in terms of subject matter — for
example, a license to manufacture products in.a specified
field under patents that are not specifically identified —
may constitute a worldwide license in the absence of any
designation to the contrary. [American Cyanamid Co. v.
Ellis-Foster Co., 190 F. Supp. 277 (D.N.]., 1960), affirmed,
298 F. 2d 244 (C.A. 8, 1962).] To remove all doubt con-
cerning the territorial extent of a license, the licensed ter-
ritory should be expressly set forth in the written agree-
ment.
A license to make use and sell a patented product
or use a patented process, may properly be granted either
in-the entire territory in which patents are owned by the
licensor, or in some subdivision thereof. The Patent Code
specifically provides that a party may “convey an exclusive
right under his application for patent,.or patent, to the
whole or any specified part of the United States.” [35
US.C., Sec. 261 (1952).] And, a number of courts have,
express]y or impliedly, approved the transfer of patent
rights that have been- limited territorially, for example:
(1) by country [Brownell v. Ketcham Wire & Mfg.
Co., 211 F. 2d 121 (C:A. 9, 1954); Becton, Dick-
inson & Co. v. Eisele & Co., 86 F. 2d 267 (C.A.
6, 1936; Elliott Co. v.. Lagonda Mfg. Co., 205 F.
152(W.D.Pa., 1913) affirmed, 214 F. 578 (C.A.
8, 1914)};

(2) by state [Keeler v. Standard Foldmg Bed Com—
pany, 157 U.S. 659 (1895); Industrial Machine
Tool Co. v. Miami Window Coip., 234 F. 2d 301
(C.A. 5, 1956); Brush Electric Co. v. California -



44 ' Patent License. Agreements

. Electric Light Co.,, 52 F. 945 (C.A. 9, 1892)];
. (8) by county. [che v. Boss, 46 F. 195 (N.D. N.Y,,
S 189

(4) by city [Adams v. Burke, 84 U.S. 458 (1873)];
(5) by plant location [Rubber Company v. Goodyear,
76 U.S. 788 (1869); Buffalo Specialty Co. v. In-
diang Rubber & 1. Wire Co., 234 F. 334 (C.A.
7, 1916); Cassidy v. Evan L. Reed Mfg Co., 293
. F. 797 (ED. 1IL, 1923)]. | |

Also see:. Virtue v. Creamefy Package Co., 227 U S. 8

(1913);. United States v. Parker-Rust- ]f"roof Co 61 F

Supp. 805 (E.D. Mich., 1945). |

A licensee’s permltted territorial activities are circum-
scribed, first, by the express terms of the granting clause.
As one example, a license to “manufacture, use, and sell
to others for use throughout the United States™ patented
apparatus does not authorize the licensee to sell such ap-
paratus in foreign countries for use there. [Elliott Co. v.
Lagonda Mfg. Co., 205 F. 152 (W.D, Pa., 1913), affirmed,
214 F. 578 (C.A. 3 1914).] As another example a license
to practice a patented invention at the licensee’s “own
establishment™ authorizes the licensee to use the invention
himself solely at his own establishment, and does not au-
thorize the Jicensee to use it in conjunction with others
or at an establishment occupied by himself and others.
[Rubber Company v. Goodyear, 76 U.S. 788, 799 (1869).]
The licensee’s activities may be further circumscribed by
an express negative convenant. Several courts have indi-
cated approval of a covenant on the part of the licensee
that it will not export patented articles to, or sell patented
articles in, unlicensed territories. [Brownellv Ketcham Wire
& Mfg. Co., 211 F. 2d 121, 129 (C.A. 9, 1954); American
Optical Co. v. New Iersey Optical Co., 58 F. Supp. 601
(D, Mass., 1944). Also see: Melard Mfg Corp. v. Chase
Brass & Co;n er Co., Inc., 1959 Trade Cases Par. 69,595
(N.D. 1L, 1959); Umted States v.'L. D. Caulk Company,
126 F. Supp. 693 (D. Del., 1954); Osmose Wood Pre-
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serving Co. of Canada v. Osmose Wood: Preserving Co.
of America, 74 F. Supp. 435 (W.D.N.Y., 1947).] Also, a
license to manufacture patented products at a specified fac-
tory may properly be accompanied by an express covenant
that the licensee will not manufacture the patented prod-
ucts at any other place. [Cassidy v. Evan L. Reed Mfg. .
Co., 293 F. 797 (ED 11, 1923).]

Form No ]3 o1

Exclusive License
Terrlforlul le:tation

ABC hereby grants to XYZ ‘rhe excluswe rtgh‘r !lcense
and privilege to manufacture, or cause to be manufactured,
solely in the State of Michigan, automatic transmissions em-
bodying the inventions covered by said Letters Patent 8 765, 432
and any reissue or extension thereof. '

XYZ agrees not to sell, or offer for sale, any such auto-
matic transmissions outside of the State of Michigan.

Form No._ 13.02 -

Exclusive License
Terriforial I.lmlfuhon

ABC hereby grants to XYZ the exclusive right cmd Ilcense
to mcxnufcxd_ure use and sell automatic transmissions embody-
ing the inventions covered by said Leters Patent 8,765,432
and any reissue or extension thereof, in the entire territory
comprising the United States of America with ‘rhe excep‘rlon
of the S’rafe of Mlchlgun Co :

- Form No. 13. 03

Nonexcluswe License :
Limited as to Place of Manufacfure

ABC hereby grants fo XYZ o nonexciuswe license o make
in its principal place of business wherever: situated, and .at.
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no ofher place or places, .and. to use and sell in the United
States and throughout the world automatic transmissions em-
bodying. the inventions: claimed in said Lefters Patents.

Form Nq-. 13.04

Nonexclusive License
Limited as to Place of Manufacture

ABC hereby granis to XYZ the nonexclusive right and
license to manufacture Licensed Products solely at XYZ's fac-
tory in Detroit, Michigan, and fo sell such Licensed Products
?hroughout the United Stafes, its 'rerrlfones and possessu:ms

$14.. Qllalltlty Limitations: A quan.t1ty or quota pro-
vision in a- patent license agreement may relate (1) to
the minimum number of patented devices or articles that
the licensee must make, (2) to the maximum number of
patented products that the licensee may. make, or (3) to
the maximum number of unpatented items that may be
produced by the licensee by a patented machine or process.
A minimum quota provision, which may be used to in-
sure exploitation by the licensee, will be considered in
Section 32, while the two types of maximum quota pro-
visions will be discussed below.

- A license limited in respect to the maximum number
ofr, patented products that may be made by the licensee
operates within the scope of the patent grant and serves,
to accord the licensee immunity from infringement lia-
bility. However, such immunity extends solely to products
produced by the licensee within the authorized number;
patented products produced in excess of the licensed num-
ber are infringing products. [Aspmwall Manufacturing Co.
v. Gill, 82 F. 697 (D.N.]J., 1887).] Also, it appears that
maximum quotas; at least to the extent that they are con-
fined to the production of patented products, may prop-
erly be based on a percentage of either industry sales or
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the licensor’s sales. [United States v. E. I. Du Pont De
- Nemours & Co., 118 F. Supp. 41, 226 (D. Del., 1953), af-
firmed on other grounds, 351 USs. 877 (1956) United
States v. General Electric Co., 82 F. Supp. 753, 876 (D.N.].,
1949). Also see: Goshem Rubber Works v. Single Tube
Automobile & Bicycle Tire Co., 166 F. 431 (C.A. 7,1908);
Rubber Tire Wheel Co. v. Milwaukee Rubber Works Co.,
154 F. 358 (C.A. 7, 1907).] .

A restriction on the total number of unpatented Items
that may be made by a licensee is cleaily objectionable.
But, a limitation in a patent license agreement concerning
the number of unpatented products that the licensee may
produce by a patented machine or process is in-a different
category. So long as the licensee is free to-make any num-
ber of unpatented items by processes or:machines other
than those licensed, the quota limitation solely. restricts
the extent of use of the patented machine or process and,
therefore, would appear to be within the scope of the
machine or process patent. This reasoning, however, has
not been adopted by all courts, and doubt remains as to
the legal status of quota limitations on unpatented prod-
ucts resulting from a patented machine or process. [Ap-
proved: Q-Tips, Inc. v. Johnson & Johnson, 109 F. Supp.
657, 660-1 (D.N.J., 1951). Disapproved: United States
v. General Electric Co., 82 F. Supp. 753, 814 (D.N.J.,
1949) Also see: American Equzpment Co. v. Tuthzll 69

2d 408 (CA 7 1934).] : .

Form No. 1401 |

Nonexcluswe I.lcense '
Quanfﬂy I.lmlfuhon

ABC hereby grants unto XYZ the nonexclusive rlgh’r cnd
license to make, use and sell throughout the United States, its
territories and possessions,_ one hundred (100) automatic trans-
missions embodying the inventions covered by. said Letters
Patent 8,765,432 and any reissue or extension thereof. .
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Form No. 14,02

_Nonexclusive License Under Process
Quantity Limitation =

ABC hereby grants to XYZ a nonexclusive license to use
throughout the United States, its territories and possessions, the
process covered by said Letters Patent to make not in excess
of one thousand .(1000) clutch p]a’res each year during the term
of this Agreemen’r S : :

§15. Style, Use and Customer Limitations: Most
products and devices are adapted to be made in a variety
of styles, used in diverse fields, used in different territories,
sold in combination with other products or devices, and
sold through various trade channels. Not uncommonly,
a licensor finds it desirable to limit the scope of the license
in one or more of these areas. Frequently, limitations of
this type are genencally referred to as “field-of-use” lim-
itations.

Usually, a product patent covers a variety of species,
types or styles of a particular product, and a process patent
covers the processing or making of a variety of species,
types or styles of a particular product. In genera,l the
owner of the patent may grant a license limited in respect
to the styles or classes of a patented product that are au-
thorized to be made and used or sold, or the styles or
classes of a product that are authonzed to be made or
processed by a patented process. Simple style limitations
have received judicial approval. . [Atlas Imperial Diesel
Engine Co. v. Lanova Corporation, 79 F. Supp. 1002 (D.
Del,, 1948). Also see: Rubber Company v. Goodyear, 76
U.S. 788 (1896); Becton, Dickinson & Co. v. Eisele & Co.,
86 F. 2d 267 (C.A. 8, 1936); Popsicle Corporation v. Good
Humor Corporation, 66 F. 2d 659 (C.A. 3, 1933); Whit-
field & Sheshunoff, Inc. v. Fairchild Engine & Airplane.
Corp., 158 F. Supp. 463 (E.D.N.Y., 1957), affirmed, 269
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F. 2d 427 (C.A. 2, 1959); Q-Tips, Inc. v. Johnson & John-
son, 109 F. Supp. 657 (D.NJ., 1951); Ruckstell Sales &
Mfg. Co. v. Perfecto Gear Differential Co., 28 F. 2d 407
(N.D. Cal, 1928).] Additionally, it appears that the li-
censor may exact a covenant from the licensee that it will
not make any styles of the patented product, or use the
patented process for making or processing any styles of
the product, other than those licensed. [Bement v. Na-
tional Harrow Company, 186 U.S. T0- (1902); Campbell
v. Mueller, 159 F. 2d 803 (C.A. 6, 1947 ); Reliance Molded
Plastics, Inc. v. Jiffy Products, 215 F. Supp. 402 (D.N.],,
1963). But compare Prestole Corp. v. Tinnerman Prod-
ucts, Inc., 271 F. 2d 146 (C.A. 6, 1959). Also see: Clancy
v. Troy Belting & Supply Co., 157 F. 554 (C.A. 2, 1907};
Libbey Glass Co. v. McKee Glass Co., 216 F. 172 (W.D.
Pa., 1914), affirmed per curiam, 220 F. 672 (C.A. 8, 1915).]

However, a covenant by a licensee not to make, use
or sell any products, or use any processes, that are com-
petitive to the licensed subject matter has been held to
be improper. The imposition of such a restriction is a
misuse of the licensed patent. [Mc¢Cullough v. Kammerer
Corporation, 166 F. 2d 759 (C.A. 9, 1948); National Lock-
washer Co. v. George K. Garrett Co., 137 F. 2d 255 (C.A.
3, 1943); Triumph Hostery Mills, Inc. v. Alamance Indus-
tries, Inc., 191 F. Supp. 652 (M.D.N.C,, 1961), affirmed
oni other grounds, 299 F. 2d'793 (C.A. 4, 1962); Chamber-
lain v. Clark Bros., 96 F. Supp. 498 (S.D. Cal., 1951);
Park<In Theatres v. Paramount-Richard Theatres, 90 F.
Supp. 730 (D. Del, 1950), affirmed per curiam, 185 F.
2d 407 (C.A. 8, 1950); Steffin v. W. J. Schoenberger Co.,
90 F. Supp. 710 (N.D. Ohio, 1950).  Also see Zajicek v.
Koolvent Metal Awning Corp. of America, 283 F. 2d 127,
182 (C.A. 9, 1960). Compare: North Drive-In. Theatre
Corp. v. Park-In Theatres, 248 F. 2d 232 (C.A. 10, 1957);
Flexwood Co. v. Faussner & Co., 145 F. 2d 528 (C.A.
7. 1944).] And, a license agreement embodying this type
of restriction may be illegal under the Sherman Act.



50 Patent License Agreements

[United States v. United States Gypsum Co., 333 U.S. 364,
897 (1947). Also see: Dole Refrigerating Ce. v. Kold-
Hold Mfg. Co., 185 F. 2d 809 (C.A. 6, 1950); Daniels v.
Brown Shoe Co Inc., 77 F. 2d 899 (CA 1, 1935); Con-
solidated Packagmg Machmery Corp. v. Kelly, 1957 Trade
Cases Par. 68,720 (N.D. I, 1957), affirmed on other
grounds, 253 F. 2d 49 (C.A. 7, 1958); United States v.
Crown Zellerbach Corporation, 141 F. Supp. 118 (N.D,
I1l., 1956); Fox Solid Pressed Steel Co. v. Schoen, 77 F. 29
(W.D. Pa., 1896), affirmed on other grounds ,84 F. 544
(C.A. 3, 1898). But compare: Radio Corporation of
America v. Hygrade Sylvania Corporation, 10 F. Supp.
879 (D.N.]., 1934); Radio Corporation of America v.
United Radw & Electric Cor;pomtwn 50 F. 2d 208 (D. NI
1926)] -

Numerous patented dev1ces are adapted to be incor-
porated with other mechanisms and, in such cases, a li-
censor may desire either to prohibit its manufacturing
licensee from selling the patented device alone or to limit
the style of other mechanisms with which its licensee may
sell the patented device. Since this type of limitation is a
direct restriction solely on the right of the licensee to sell
patented devices, it has been held to be within the scope
of the patent grant. [Vulcan Mfg. Co. v. Maytag Co., 73
F. 2d 136 (C.A. 8, 1934). Also see: Melard Mfg. Co. v.
Chase Brass & Copper Co., Inc., 1959 Trade Cases Par.
69,595 (N.D. IIl., 1959); American Optical Co. v. New
Jersey Optical Co., 58 F. Supp. 601 (D. Mass., 1944).] -

Marny patented devices are adapted to be tised in di-
verse fields. A licensor may desire to limit the licensee’s
right to sell- patented devices for use in certain fields only.
This limitation is, in effect, a limitation on the class of
customers to whom the licensee may sell. Thus, custom-
ers can be classified according to the expected and usual
use to which they will put the patented device. For ex-
ample, one group of customers may normally make only
a private use- of the patented article, while another group
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may normally make only a commercial use of the article.-
In such case, a licensee might be limited to selling the
patented article solely to one of the two groups.  Limited
licenses to sell to customers who will use the patented
device solely in certain’ fields ‘or for certain prescribed
purposés- have been uniformly upheld by the courts.
[General Talking Pictures Corp. v. Western Electric Com-
pany, 304 U.S. 175 (1938), on rehearing, 305 U.S. 124
(1938); Automatic Radio Mfg. Co. v. Hazeltine Research,
Inc., 339 U.S. 827 (1950); Armstrong v. Motorola, Inc., 152
USPQ 535 (C.A. 7, 1967); Aluminum Co. of America v.
Sperry Products, Inc., 285 F. 2d 911 (C.A. 6, 1960); Hazel-
tine Research v. Admzml Corp., 183 F. 2d 953 (C.A. 7,
1950). Also see: Hampton v. Paramount Pictures Corpo-
ration, 279 F. 2d 100 (C.A. 9, 1960); Deering, Milliken
& Co. v. Temp-Resisto Corporation, 160 F. Supp. 463
(S.D.N.Y., 1958), modified on other grounds, 274 F. 2d
626 (C.A. 2, 1960); Gamewell Fire-Alarm Telegraph Co.
v. City of Brooklyn 14 F. 255 (E.D.N.Y.; 1882)] '

Customers can- also be classified according to the ex-
pected and usual place in which they will either use or
resell the device. This type of limitation is useful for
example in connection with terrztorlally Jimited licenses.
Ordinarily, a territorially limited licensee is under no ob-
ligation to refrain from selling a patented device to a cus-
tomer who intends to take the device outside of the author-
ized territory of the licensee.. [Hobbie v. Jennison, 149
U.S. 355 (1893).] To create such an obligation, a licensor
might spemfy that its licensee can sell patented devices
for use in certain areas only or can sell only to customers.
who normally will use or resell the patented device in the:
designated area. [Dorsey Revolving Harvester Rake Co.
v. Bradley Manufacturing Co., 7 Fed. Case 946 (N.D.N.Y.,
1874). Also see Elliott Co. v. Lagonda Mfg. Co., 205 F,
152 (W.D. Pa, 1913) modified, 214 F. 578 (CA. 8
1914) I '
Many - channels of dlstrlbutlon are avaﬂable for the.-
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sale of various products. Products may be sold, for ex-
ample through wholesalers, jobbers, retailers, agents, chain
stores, department stores and discount houses or directly
to ultimate users. -Judicial decisions indicate that a licensor
may properly limit its licensee to selling a patented product
or device to one, or less than all, of such outlets — that is,
to customers who are of a designated trade classification.
[United States v. General Electric Co., 272 U.S, 476 (1926);
Coats Loaders & Stackers, Inc. v. Henderson 233 F. 2d
015 (C.A. 6, 1958); Sinko Tool & Mfg. Co. v. Casco Prod-
ucts Company, 89 F. 2d 916 (C:A. 7, 1937). Also see:
Bubber Company v. Goodyear, 76 U.S. 788 (1869). But
compare United States v. Crown Zellerbach Corporation,
141 F. Supp. 118 (N.D. Ill., 1956).] A license to manufac-
ture and sell patented radio apparatus to radio amateurs
and radio experimenters authorizes only sales directly to
amateurs and experimenters and not sales through ‘inter-
mediate distributors. [Westinghouse Electric & Mfg. Co.
v. Tri-City Radzo_Electmc Supply Co., 23 F. 2d 628 (C.A.
8, 1927); Radio-Craft Co. v. Westing_house Electric & Mfg.
Co., 7 F. 2d 432 (C.A. 8, 1925); Westinghouse Electric
& Mfg Co. v. Cutting & Washmgton Radio Corporation,
294 F. 671 (C.A. 2, 1998).] |

Our final consideration is a limited 11cense authonz-
ing -a manufacturing licensee to sell- patented - devices to
customers individually. approved or licensed by the li-
censor. This limited license would appear to be within
the scope of the patent grant because it merely concerns
the licensee’s right to sell patented devices. Also, the cus-
tomer approval or licensing would seem to be supported
by the line of authority holdmg that a patent owner may.
grant user licenses and require such licensees to purchase.
patented devices for use under the license from authorized
manufacturing licensees. [Steiner Sales Co. v. Schwartz
Sales Co., 98 F. 2d 999 (C.A..10, 1938); United States v.
The Consolidated Car-Heating Co., Inc., 1950-1951 Trade
Cases- Par. 62,656 (S.D.N.Y.,, 1950). Also see: Baldwin-
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Lima-Hamilton Corp. v. Tatnall Measuring Systems Com-
peny, 169 F. Supp. 1, 25-28 (E.D. Pa., 1958), affirmed per
curiam, 268 F. 2d 305 (C.A. S, 1959) Foster v. Gold-
schmidt, 21 F. 70 (S.D.N.Y. 1884) .] Customer limitations
of the type under consideration have been noted by sev-
eral courts. [Cream Top Bottle Corporation v. Bailes, 62
F. 2d 714 (C.A. 10, 1933); Deering, Milliken & Co. v.
Temp-Resisto Corporation, 160 F. Supp. 463 (S.D.N.Y,,
1958); Electrical Fittings Corporation v. Thomas & Betts
Co., 3 F.R.D. 256 (D.N.]., 1943).] However, the precise
status of such limitations under the patent and antitrust
laws still remains open. In the case of government regu-
lated industries, restrictive customer licensing has been
viewed with disfavor. [State of Missouri ex rel. Baltimore
& Ohio Telegraph Co. v. Bell Telephone Co., 23 F. 539
(E.D. Mo., 1885). Also see: State ex rel. Postal Telegraph
Cable Co. v. Delaware & A. Telegraph. & Telephone Co.,
47 F. 633 (D. Del, 1891), affirmed, 50 F. 677 (C.A. 3,
1892).] R

‘Form No. 15.01

Nonexcluéwe license .
Style Limitation

ABC hereby grants unto XYZ the nonexclusive rlght qnd
license under said Lefters Patents to make, have made, use
and sell throughout the United States, ifs territories and pos-
sessions, stationary, marine, industrial and automotive engines
with a piston displacement of not more than 1,000 cubic inches.

Form No. 15.02

Nonexclusve  License
Style Limitation -

ABC hereby grants to XYZ o nonexclusive right and li-
cense under said Letters Patents to make, use and sell through-
“out the United States automatic transmissions identifical fo the
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. sample which has been deposn‘ed by XYZ with ABC and which
is identified in Schedule A.

XYZ agrees not fo dlrec’rly or mdlrecrly engage- in- 'rhe
manufacture or sale of any automatic transmissions covered
by said Letters Patents other than those licensed hereunder,

except such as XYZ might manufacture and furnish another:

licensee of ABC, and then only such consfructions thereof as
such other licensee should be hcensed by ABC to mcnufqdure
cmd sell : :

* Form No. 15.03

Ndnexclusive ‘License
~ Limited ds to Style:
Limited as to Plants and ProdUci‘s

ABC hereby grants unto XYZ a nonexcluswe license, to

manufacture in any of its plants or factories and in such plants
or factories as it may hereafter own or lease, and fo use,
vend and lease throughout the United States of America and
its possessions and in any foreign country, (1) aircraft engines,

aircraft type engines and/or parts thereof; (2) aircraft andfor

parts thereof; and (3) appqro’rus or equipment andfor ports
thereof, intended for ‘Use or application to, on or with aircraft,
embodying, utilizing, comprising or including any and all of
the - processes; and/or apparatus  and/for products, covered

by Letters Patent of the United States and foreign countries.

and applications therefor which ABC owns, provided that XYZ

shall not have the right under said ||cense to manufacture or.
process cylinders or other engine parts for other manufactur-

ers, or engines or other aircraft parts other than XYZ's with-
out ABC's consent.

Form No. 15.04
Nonexclusive License
Limited fo Unfinished Articles
Li :fed us to Class of Cusfomers

. ABC hereby grants to XYZ a nonexclusive license to prac-
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tice throughout the United States the inventions covered by said
Letters Patent in the manufacture of pressed glass blanks for
cuiting, to- be sold only to cutting houses for use in the manu-
facture of cut glassware, .

It is understood by the parties hereto that the practice
of any of said patented inventions by XYZ in finishing glass-
ware to be put upon the market without cutting, otherwise
known as pressed glassware, or sold to other than cutting
houses, will be an infringement of said Letters Patent; it being
the intention and purpose of this license that said patented
inventions shall not be used by XYZ in the manufacture of
“imitation cut glassware” or other pressed glassware. .

| Form No. 15..05

Nonexclusive License
Limited to: Manual Apparatus

ABC hereby grants to XYZ a nonexclusive license to manu-
facture, use and sell throughout the United States manually
operated feather picking apparatus covered by the c!qlms of
said: Letters -Patent. :

- The parties understand and agree that this Ilcense is lim-
ited fo manually operated apparatus and that it does not
extend to or include automatic. apparatus,; thot is, apparatus
wherein a conveyor or other non-manual means are used to
convey fowls into contact with the feather picking apparatus,
and XYZ specifically agrees that it will not make or sell any
automatic dpparatus covered by the claims. of said Leﬁers
Pctenf durmg the ||fe of said Leﬂ'ers Pq’ren’r

" Form .No. -15.06-

Exclusive License
Reservation as fo Possible Future Fields of Use
ABC hei’eby grdrﬁs to XYZ the exclusive right and license
under said Letters Patents to manufacture, use and sell through-
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out the United States automatic fransmissions for automotive
vehicles. '

[t is understood and ugreed Tha‘r there may hereof‘rer
develop other uses for the automatic transmissions than the
application of the same as a part of qutomotive vehicles, which
is the subject- matter of this Agreement, and XYZ understands
and agrees that ABC shall have the unrestricted right to manu-
facture, use and sell automatic transmissions for such other
purposes. I is agreed, however, that if ABC does not itself
engage in the manufacture of autoratic transmissions for such
other purposes XYZ shall have the right to acquire a nonexclu-
sive license to manufacture, use and sell such automatic frans-
missions upon ferms equally favorable with those which ABC
may be willing to make to others for the manufacture, use and
sale of said c:uTomth fransmissions.

Form No. 15.07

Nonexclusive license
Sales Limited to Pr_escribed Combination

- ABC hereby grants to XYZ a nonexclusive license under
said patents and patent application fo manufacture and sell
throughout the United States swinging wringers and gear mech-
anisms -shown in the atfached circular, for use only in con-
nection with and as a part of power-opérated washing ma-
chines of the: genera!l type and design shown in the circular
attached hersto and make a part hereof, :

XYZ agrees not to sell any of said patented devices sep-
arately or as part of any other mechanism than on the wash-
ing machines made by it of the general type shown in the
affached circular to any person, firm or corporation, excepf
for repairs to machines previously sold by XYZ.

Form . Nc_o'. 15.08

.Ex'c_lusive License
Customer Limitation (Field of Usel.

ABC hereby grants to XYZ the exclusive right to make,
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use and vend the inventions covered by said Letters Patents
for the following purposes and no others; that is to say, for
the purpose of constructing and operating telegraph wires and
instruments within the corporate limits of any of the incorpo-
rated cities or villages, or other incorporated municipalities
analogous to cities and villages, in any of the states and fer-
ritories of the United Stafes, when said telegraph lines and
instruments. are  used solely by the municipal authorities for
fire-alarms or the transmission of police or other mummpal in-
’re!llgence : :

Form No, 15.09

anexclusive iicense'
Customer Limitation (Field 9'1’ Use)

ABC hereby grants to XYZ a nonexclusive license to manu-
facture said apparatus and to sell said apporatus of XYZ's
manufacture, as follows: (a} To radio amateurs for use in
radio amateur stations; (b) To radic experimenters and sci-
entific schools or. universities, for. use in experimental and sci-
entific school or university radio stations; (c) To purchasers in
the United States for use in their own non-commercial land
radio. stations, i.e., stations used for the private purposes of
their owners, and which do not receive or transmit for others
commercial messages for money or other valuable considera-
tion, -

Form No. 1510

Nonexclusive License
- Customer Limitation (Field of Use)

ABC hereby grants to XYZ a nonexclusive license to manu-
facture and sell throughout the  United States power supply
and power amplifying units embodying the inventions of said
Letters Patents for radio amateur rec:ep’non I'CIle expertmentcl
recep’rlon and radio broadcast reception. .
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The term “amateur reception”, for the purpose of this
Agreement, means reception by one not a professional in-
vestigator who is more than a mere broadcast listener, and
who evidences his Interest in the art of wireless telephony by
study, investigation, or experiment in the art.

The term “experimental reception”, for the purpose of
this Agreement, means the use in @ labomtory, college, school
or scienfific soclefy, or in professional investigations, but not
in any cose reception of messages, direcily or indirectly, for
business purposes. :

The term “broadcast reception”, for the purpose of this
Agreement, is defined as follows: The reception from radio
broadcast stations of news, music, speeches, sermons, adver-
tising, and entertainments, educational and similar matter, or
any of them, or combination of any of them, for the purpose
of exhibition, entertainment or instruction.

Form No. 'I 5.1 'l '

Excluswe License
" Customer I.|m|iuhon (Territory of Use)

ABC hereby grants fo. XYZ an exclusive license to manu-
facture machines. embodying the inventions of said Letters
Patents and to sell said machines fo purchasers for use solely
'in the State of Michigan.

Form No. 15.12

Nonexclusive License
Customer Limitation (Frade Classification)

ABC hereby grants to XYZ a nonexclusive license under
said Lefters Patents to manufacture cigar lighters throughout
the United States and to sell said cigar lighters to distributors,
jobbers and dealers for rescle as. qﬁachments rep!qcements
or accessories to automobiles, - ST :
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. It is expressly understood by the parties that the license
herein granted does not authorize XYZ to sell said cigar lighters
to aufomobile manufacturers. for use as sTandard eqmpmenf-
on automobiles.

§16. Price Limitations: This section is concerned
with price control exercised by a licensor over a manufac-
turing licensee. It is possible to exercise such control, for
example, by fixing the absolute or minimum price at which
the licensee may sell patented articles, or by binding the
licensee to sell at the same price, or at not less than the
price, used by the licensor in its own sales.. Ordinarily,
price fixing is- illegal per se. [United States v. Socony-
Vacuum- Oil Co., 310 U.S. 150 (1940); United States v.
Trenton Pottemes Co., 273 US. 392 (1927).] However;
in the 1926 General Electric case, the Supreme Cowrt held
that price limitations were permissible in patent licenses

- at least within the context of the facts presented to it in
that case. [United States v. General Electric Company, 272
U.S. 476 (1926). Also see Bement v National Hcm‘ow
186 U. S. 70 (1902)] = - -

Based on the doctrine of the General Electric case,
price fixing agreements involving patents have been ap-

proved by a number of lower courts. [Prestole Corp. v.
Tinnerman Products, Inc., 271 F. 2d 146, 156-7 (C.A. 6,
1959); Glen Raven Kmmng Mills v. Sanson Hosiery Mills,
189 F. 2d 845 (C.A. 4, 1951); Straight Side Basket Cor-
poration. v. Webster Basket Co., 82 F. 2d 245 (C.A. 2,
1936); United States v. Huck Manufacturmg Co., 227 F.
Supp. 791 -(E.D. Mich., 1964), affirmed per curiam, by
an equally divided court 382 U.S. 197 (1965); Ronson
Patents Corp. v. Sparklets Devices, Inc.,; 112 F. Supp. 676
(E.D. Mo., 1953}; General Electric Co. v. Willey's Carbzde
Tool Co.; 33 F. Supp. 969 (E.D. Mich.; 1940).]

Nevertheless, the use of any price lumtatlons in patent
licenses is on an extremely precanous footing. Since 1926,
the Supreme, Court has had occasion to. reconsider. the
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General Electric rule. Although a majority of the Court
has not overruled the General Electric case, neither has
a majority reaflimed it. [United States v. Huck Manufac-
turing Co., 382 U.S. 197 (1965); United States v. Line
Material Co., 333 U,S. 287, 304 (1948).] In these circum-
stances, the Value of the General Electric case as a rellable
precedent has been considerably diminished.

Moreover, the extent to which price control by pat-
ent license is still permissible at all has been considerably
circumscribed by numerous court decisions. First, it ap-
pears that a price fixing agreement is legal only when it
is imposed by a licensor who sells the licensed product
in competition with its licensee and who would be bene-
fited as a result of such price control. [United States v.
Vehicular Parking, 54 F. Supp. 828, 838 (D. Del.,, 1944).]

Secondly, the entire product, on which pnce control
is exercised, must be patented. [United States v. General
Electric Co., 82 F. Supp. 753, 813 (D.N.]., 1949); United
States v. General Electric Co 80 F. Supp. 989, 1004-5
(§.D.N.Y., 1948). Compare General Electric Co, v. Wil-
ley’s Carbide Tool Co., 33 F. Supp. 969 (E.D. Mich.,
1940). Also see United States v. New Departure Mfg. CO.,
204 F. 107 (W.D.N.Y., 1913).] -It is objectionable to fix
the sale price of an unpatented product even though it
is produced by a patented process or machine. [Reynolds
Metals Co. v. Metals Disintegrating Co., 176 F. 2d 90 (C.A.
8, 1949); Cummer-Graham Co. v. Straight Side Basket
Corporation, 142 F. 2d 646 (C.A. 5, 1944); Barber Col-
man Co. v. National Tool Co., 136 F. 2d 339 (C.A. 6,
1943); Metals Disintegrating Co. v. Reynolds Metals Co.,
98 F. Supp. 201 (D. Del., 1951). Contra: Straight Side
Basket Corporation v. Webster Basket Co., 82 F. 2d 245
(C.A. 2, 1936). Also see: Sylvania Industrial Corporation
v. Visking Corporation, 132 F. 2d 947 (C.A. 4, 1943);
United States v. Standard Sanitary Mfg. Co., 191 F. 172
(D. Md., 1911), affirmed on other grounds, 226 U.S. 20
(1912); -Temp_emto: v. Horstman, 1959 Trade Cases Par.
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69,294 (Mo. Sup. Ct., 1959).] And, in general, a licensor
inay not fix the selling price of any unpatented products
that may be ancillary to, similar to, or competitive to, the
licensed, patented product nor fix the price at which the
patented product is to be serviced or repaired by the li-
censee. [United States v. United States Gypsum Co., 333
U.S. 364 (1948); United States v. Vehicular Parking, 54
F. Supp. 828, 836 (D.Del,, 1944).: Contra: General Elec-
tric Co. v. Willey's Carbide Tool Co., 33 F. Supp. 969,
977 (E.D. Mich., 1940). Also see: C-O-Two Fire Equip-
ment Co. v. United States, 197 F. 2d 489 (C.A. 9, 1952);
Bond Crown & Cork v. Federal Trade Commission, 176
F. 2d 974 (C.A. 4, 1949); Keasbey & Mattison Co. v.
Federal Trade Commission, 159 F. 2d 940 (C.A. 6, 1947);
Sylvania Industrial Corporation v. Visking Corporation,
132 F. 2d 947 (C.A. 4, 1943); Consolidated Packaging
Machinery Corp. v. Kelly, 1957 Trade Cases Par. 68,729
(N.D. 11, 1957), affirmed, 253 F. 2d 49 (C.A. 7, 1958);
United States v. New Depa'rture Mfg Co., 204 F 107
(W.D.NY,, 1913).]

Th1rd1y, the licensor must retain the absolute right
to fix the sale price of the patented product and may not
relinquish to the licensee any control over the determina-
tion or enforcement of prices. [Cummer-Graham Co. v.
Straight Side Basket Corporation, 142 F. 2d 648 (C.A.
5, 1944); United States v. Krasnov, 143 F. Supp. 184, 198
(E.D. Pa.; 1956), affirmed per curiam, 355 U.S. 5 (1957).
Also see Interstate Circuit v. United States, 306 U.S. 208
(1939).]

Fourthly, there is authority holdmg that a l1censor
~is restricted to a price maintenance agreement with a
single licensee. [Newburgh Moire Co. v. Superior Moire
Co., 237 F. 2d (C.A. 8, 1956); Tinnerman Products, Inc.
v. George K. Garrett Company, 185 F. Supp. 151 (E D.
Pa., 1960), corrected, 188 F. Supp. 815 (E.D. Pa., 1960),
affirmed on other grounds, 292 ¥. 2d-137 (C.A. 3, 1961).
 Contra: Westinghouse Electric Corporation v.. Bulldog
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Electric Products Co., 179 F. 2d 189 (C.A. 4, 1950);
Indiana Mfg. Co. v. ] 1. Case Machine Co., 154 F. 365
(C.A. 7, 1907).]

Finally, as discussed in Sectlon 28, the vahdlty of
a patent under which a price restriction is imposed may
be challenged either by the licensee or by the government.

Form. No. 16.01
Price Limitation

XYZ agrees fo sell Licensed Devices at not Iess 1h01' ﬁﬁy
dollars $50 00} per unit.

Form. No. 16.02

Price Limitation
' The license herein 4grcn’red_ is conditioned on XYZ selling
Licensed Devices at prices, terms and conditions of sale no

more favorable to the customers than those foilowed by ABC
in making its sales.

Form No. 16.03
~ Price Limitation
XYZ agrees not to sell Licensed Devices at Iess prices or
on more favorable terms of payment and dellvery to The
purchqsers than those set forth in Schedule A.
Form No. 16.04-'

Ptrnce I.lmlfui:on

- XYZ agrees Tha? in- the event it seeks to sell Llcensed
Devices to known established customers of ABC, then and in
~ that event, XYZ will not sell or offer to sell such devices to said
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known established customers of ABC ot a price less than
or effectively less than the established price of ABC for the
same .orsimilar device in similar. quantities. - ABC shall within
ten (10) days of the execution of this Agreement provide XYZ
with a list of ABC's current customers and the prices being
charged said customers for.devices. The restriction provided
for in this paragraph shall apply only fo the customers named:
in the aforesaid list.

Form No. 16.05
Price Limitation

ABC reserves to itself, as one of the considerations, con-
ditions and limitations of Thls Agreement, the right to fix the
minimum selling prices of all Licensed Produc?s manvfactured
and sold by XYZ. XYZ promises and agrees to observe, main-
tain and cooperate in maintaining said minimum selling prices
of Licensed Products established by ABC, and promises and
agrees that failure o observe and maintain said minimum
selling prices shall render void the license herein granted to
XYZ. Terms of payment, time of delivery and differential for
quantity shall all be set forth in the price schedules furnished
by ABC fo XYZ, and deemed for all purposes herem to be a
part of The selling prlces ' ' ‘

Form No. 16 06
"Price leltcmon ‘

ABC reserves The right to establish minimum sales prices
for the articles or products which. XYZ:is-licensed to- manufacture
hereunder and to modify or change such minimum prices from
time to time durmg the life- of this Agreement. XYZ shall not,
without the consent of ABC, sell or offer for sale, or otherwise
dispose of any of said ficensed devices or producis below ‘said
minimum sales prices, or on more favorable terms of sale than.
Those set forth in- any such SCCI|e of prices so established by
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ABC. Contemporaneously with the execution and delivery of
this Agreement, XYZ has received from ABC a schedule of
minimum prices, effective as of the date hereof, below which
none of the products or devices made under this license shall
be sold. ABC reserves the right, upon thirty (30) days’ notice
in writing given by ABC to XYZ, to change said minimum-
prices from time to time during the life hereof

Form Nq. 16.07
Price Limitation

ABC grants this license on the express condition that the
prices, terms and conditions of sale for use or sale in the United
States, its territories and possessions of products embodying
the invention covered by said Letters Patent and so long as
such products continue o be covered by said patent, shall be
no more favorable to the customer than those which from time
to time ABC establishes and maintains for its own sales of simi-
lar or competing products under said patent to such or other
similarly situated customer purchasing in like quaontities. XYZ
shall be notified of all such prices, terms and conditions of
sale fixed by ABC. The prices, terms and conditions of sale
of ABC may be changed by ABC from time fo time, notice
being given XYZ, but not less than five (5) days’ notice shall
be given before any such change shall go into effect. It is
agreed that the sale of soid products by XYZ at prices lower,
or on terms or conditions more favorable, than those set forth
by ABC shall constitute a breach of this Agresment.

§17. Tying Arrangments: In general, the exclusion-
ary rights of a patent owner are limited .to the specific
invention defined in the patent claims and do not extend
to supplies required for practicing the invention. Accord-
ingly, except insofar as Section 271 of the Patent Act
may be concerned, licenses that restrict the source from
which the licensee may purchase supplies or components
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for practicing a patented invention are outsnie of the scope
of the patent grant.

. In line with this view, the courts have generally held
that the grant of a license under a product, machine or
process patent solely with the sale of supplies necessary
for practicing the invention, or on the express condition
that such supplies be purchased from the licensor, is a
misuse of the licensed patent. [B.  B. Chemical Co. v.
Ellis, 314 U.S. 495 (1942); Leitch Manufacturing Company
v. Barber Company, 302 U.S. 458 (1938); Carbice Corp.
v. American Patents Development Corp., 283 U.S. 27
(1931); 1. D. Russell Co. v. Dr. Salsbury’s Laboratories,
198 F. 2d 473 (C.A. 8, 1952); F. C. Russell Co. v. Com-
fort Equipment Corp., 194 F. 2d 592 (C.A. 7, 1952); Lin-
coln Electric Co. v. Linde Air Products Co., 171 F. 2d 223
(C.A. 6, 1948); Philad Co. v. Lechler Laboratories, 107 F.
2d 747 (C.A. 2, 1939); American Lecithin Co. v. Warfield
Co., 105 F. 2d 207 (C.A. 7, 1939); J. C. Ferguson Mfg.
Works v. American Lecithin Co., 94 F. 2d 729 (C.A. 1,
1938); F. C. Russell Co. v. Consumers Insulation Co., 119
F. Supp. 119 (D.N.]., 1954 ), affirmed on other grounds, 226

F. 2d 373 (C.A. 8, 1955); Jacquard Knitting Machine Co.
v. Ordnance Gauge Co., Inc., 108 F. Supp. 59 (E.D. Pa.,
1952), affirmed, 213 F. ‘ad 503 (C.A. 8, 1954); Miller v.
Zaharias, 72 F. Supp. 29 (ED. Wis., 1947), affirmed on
other grounds, 168 F. 2d 1 (C.A. 7, 1948); A. L. Smith
Iron Co. v. Dickson, 52 F. Supp. 566 (D. Conn., 1943),
reversed on other grounds, 141 F. 2d 8 (C.A. 2, 1944);
Universal Sewer Pipe Corp. v. General Construction Com-
pany, 42 F. Supp. 132 (N.D. Ohio, 1941); Slayter & Co.
v. Stebbins-Anderson Co., 31 F. Supp. 96 (D. Md., 1940),
afirmed on other grounds, 117 F. 2d 848 (C.A. 4, 1941).
Also see: Sylvania Industrial Corporation v. Visking Cor-
poration, 132 F. 2d 947 (C.A. 4, 1943); Dewey & Almy
Chemical Co. v. Mimex Co., 37 F. Supp. 36 (ED.N.Y.,
1941), modified on other grounds 124 F. 2d 986 (C.A.
2, 1942).] -
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- The grant of a patent license with a tie-in of sup-
plies or components that are required for making a pat-
ented product or machine, or for using a patented process,
has frequently been held to be a violation of the antitrust
laws. - [Mercoid Corporation v. Minneapolis-Honeywell
Regulator Co., 320 U.S. 680 (1944); Mercoid Corporation
V. Mzd-Contment Investment Co., 320 U.S. 661 (1944);
McCullough Tool Co, v. Well Stimeys, Inc., 343 F. 2d
381 (C.A. 10, 1965); Switzer Brothers, Inc. v. Locklin,
297 F. 2d 39 (C.A. 7, 1961); Master Metal Strip Service,
Inc. v. Protex, 169 F. 2d 700 (C.A. 7, 1948); Landis Ma-
chinery Co. v. Chaso Tool Co., 141 F. 2d 800 (C.A. 6,
1944); Radio Corporation of America v. Lord, 28 F. 2d
257 (C.A. 3, 1928), permanent injunction issued, 85 F.
2d 962 (D. Del., 1929), affirmed, 47 F. 2d 606 (C.A. 3,
1931); United States v. The Consolidated Car-Heating Co.,
Inc., 1950-51 Trade Cases Par. 62,656 (S.D.N.Y., 1950).
Compare: Electric Pipe Line v. Fluid Systems, 231 F. 2d
370 (C.A. 2,1956); Great Lakes Equipment Co. v. Fluid
Systems, Inc., 217 F. 2d 618 (C.A. 6, 1954); Bright Leaf
Industries v. Stabler, 158 F. Supp. 294, 303-4 (M.D. Ala.,
1957), reversed, 261 ¥. 2d 383 (C.A. 5, 1958); H-P-M
Development Corporation v. Watson—St@llnwn Co., 71 F
Supp. 906 (D.N.J., 1947).] -~

. Tying conditions may also be unposed by oﬁermg
‘alternative types--of patent licenses; one at a specified
royalty rate regardless of whether the licensee purchases
* required supplies from the- licensor, and the other-at a
lower royalty rate, or royalty-free, on condition that the
licensee - purchase required supplies solely from the li-
censor. The ise of licensing agreements: involving dif-
ferent royalty rates to tie-in the sale of supplies required
in practicing a licensed invention has repeatedly been con-
demned by the courts, not only as a misuse of patents, but
also as‘a violation of the antitrust laws. [National Foam
System-v. Urquhart; 202 F. 2d 659 (C.A. 3, 1953); De-
hydrators, Limited v. Petrolite Corporation, Limited, 117
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F. 2d 183 (C.A. 9, 1941); Barber Asphalt Corporation v.
La Fera Grecco Contracting Co., 116 F. 2d 211 (C.A. 8,
1940); Oxford Varnish Corporation v. Ault & Wiborg Cor-
poration, 83 F. 2d 764 (C.A. 6, 1936); Pyrene Mfg. Co.
v. Urquhart, 69 F. Supp. 555 (E D. Pa., 1948), affirmed
on other grounds, 175 F. 2d 408 (C.A. 3 1949); Ameri-
can Lecithin Co. v. Warfield Co., 42 F. Supp 270 (N.D.
11I., 1941), affirmed on other grounds 128 F. 2d 522 (C.A. -
7, 1942); Urquhart v. United States, 109 F. Supp. 409 (Ct.
Cl., 1953). Compare: Arthur ]J. Schmitt Foundation v.
Stockham Valves and Fittings, Inc., 151 USPQ 474, 486
(N.D. Ala., 1966); Hall Laboratories v. Springs Cotion
Mills, 112 F. Supp. 29 (W.D.S.C., 1953), affirmed on
other grounds, 208 F. 2d 500 (C.A. 4, 1953).] |
The application of the misuse doctrine to tying ar-
rangements has been modified to a limited extent by Sec-
tion 271 of the Patent Code. [35 U.8.C., Sec. 271.] Under
this section, certain tie-ins of components may be permis-

sible provided the components constitute a material part

of the patented invention, are especially made or especially
adapted for use in the invention, and are not a staple article
or commodity of commerce suitable for substantial non-
infringing use. [Calhoun v. State Chemical Manufactur-
ing Company, 153 F. Supp. 293 (N.D. Ohio, 1957); Sola
Electric Co. v. General Electric Company, 146 F. Supp.
625 (N.D. Ill, 1956). Also see: Buxton Incorporated v.
Julen Incorporated, 223 F. Supp. 697 (S.D.N.Y., 1963);

Amalgamated Dental Co. v. William Getz Corp., 90 USPQ
339 (N.D. 1ll., 1951); Calhoun v. United States, 339 F.
2d 685 (Ct. Cl 1964). - But compare: . Baldwin-Lima-
Hamilton Corp. v. Tatnall Measuring Systems Company,
169 F. Supp. 1, 8133 (E.D. Pa., 1958), affirmed per
curiam, 268 F. 2d 395 (C.A. 3, 1959); Dr. Salsbury’s
Laboratories v. 1. D. Russell Co., 212 F. 2d 414 (C.A. 8,
1954).] Thus, it appears that a patent owner may sell
such components and grant a license to purchasers to use
the components in the patented product, system or process,
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or may license another to make and sell such components
and authorize the purchasers,  either directly or through
the licensee, to use the components in the patented in-
vention. S o

There is also an apparent exception to the misuse
doctrine when the tied product is patented. For example,
a patent may contain one set of claims covering compo-
nents, material or apparatus and another set of claims
covering a method or system in which the patented com-
ponents, material or apparatus are adapted to be used.
In this circumstance, it appears permissible for the patent
owner to sell the patented components and grant a license
to purchasers to use the components in the patented
method, or to license another to make and sell the patented
components and authorize the purchasers, directly or in-
directly, to use the components in the patented method.
[Libby-Owens-Ford Glass Co. v. Sylvania Industrial Cor-
poration, 64 F. Supp. 516 (S.D.N.Y., 1945), appeal dis-
missed, 154 F. 2d 814 (C.A. 2, 1946). Also see Eastern
Venetian Blind Co. v. Acme Steel Co., 188 F. 2d 247 (C.A.
4, 1951).] - R ' '

Similarly, when a patent owmer grants a license to
another to use patented material or devices that the user
is not going to manufacture itself, a restriction is occasion-
ally incorporated in the license requiring the licensee to
purchase all patented material or devices, which it intends
to use under its license, only from the licensor or from a
manufacturer specified by the licensor. This type of re-
striction, which ‘is in form an exclusive purchase provi-
sion, has been approved in a few decisions. [Steiner Sales
Co. v. Schwartz Sales Co., 98 F. 2d 999 (C.A. 10, 1938);
Baldwin-Lima-Hamilton. Corp. v. Tatnall Measuring Sys-
tems Company, 169 F. Supp. 1, 25-28 (E.D. Pa., 1958),
affirmed per curiam, 268 F. 2d 395 (C.A. 8, 1959); United
States v. The Consolidated Car-Heating Co., Inc., 1950-51
Trade Cases Par. 62,656 (S.D.N.Y., 1950). Also see Car-
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dinal Films, Inc. v. Republic Pictures Corporation, 1957
Trade Cases Par. 68,584 (S.D.N.Y., 1957} ]

Form Neo. 17.01

Nonexclusive License to Make and Sell - _
Nonsiuple ‘Components for Use in Patented Construciion

ABC hereby grants fo XYZ a nonexclusive license to make
and. sell throughout the United States [nonstaple] seals for use
in said packing construction covered by said Letters Patents
as o part of, repair for, or replacement in devices in which
said packing construction is a part, and hereby licenses any
purchaser from XYZ to use the seal so sold, in uccordcnce with
said pq’renf : : :

Form No. 17.02

. Nonexclusive License to Make cmd Sell -.
Patented Composifion for Use in Patented Method

 ABC hereby grants to XYZ a nonexclusive license to make
and sell throughout the United States molding compositions
covered by said Lefters Patent, and hereby licenses XYZ to
authorize any purchaser from XYZ to use the patented mold-
ing compositions so sold in the mefhod covered by said Le’rrers
Patent. _ :

. Form No. 17.03
' Nonexclusive Use License
Limitation as to Source of Patented Devices

-~ ABC hereby grants to XYZ the nonexclusive right and [i-
cense to use said patented fowel cabinets,. including any im-
provements thereon, for the term of this Agreement; restricted,
however, to XYZ’s own business and own use in ’rhe followwg
cities and adjoining suburbs:

XYZ agrees to purchase said pa’renfed rowel cabme’rs
and ‘improvements solely and exclusively from ABC or from
a ‘manufacturer authorized by ABC. : :



CHAPTER 3 R
MONETARY CONSIDERATION =

§18. Prefatory: Patent licenses are usually granted
in exchange for some form of monetary consideration.
Broadly classified, the consideration may be fixed or varia-
ble. When the compensation is arranged on a variable
basis, there may be provisions concerning minimum and
maximum payments, and there usually are provisions con-
cerning royalty reports and related accounting matters.

In reference to compensation, “royalty” is a term com-
monly associated with patent licenses. Although this term
most frequently is used to refer to variable forms of com-
pensation, it may also be used in a technical sense to refer
to all forms of compensation. [Hazeltine Corporation v.
Zenith Radio Corporation, 100 F. 2d 10 (C.A. 7, 1938).]

Court decisions of recent years have raised several
problems relating to the establishment of royalties. Gen-
erally, royalties need not be reasonable. [Meurer Steel
Barrel Co. v. Martin, 1 F. 2d 687 (C.A. 3, 1924).] How«.
ever, one court has mdlcated that the imposition of “ex-
orbitant and oppressive” royalties which materially affect
prices constitutes patent misuse. [American Photocopy
Equipment Company v. Rivico, Inc., 359 F. 2d 745 (C.A.
7, 1966), on remand, 257 F. Supp. 192 (N.D. IIL, 1966).]
Additionally, in a series of cases, the use of discriminatory
rates in the leasing of patented machines has heen held
to be a violation of Section 2 of the Sherman Act, a viola-
tion of Section 5 of the Federal Trade Commission Act,
or a misuse of patents. [Peelers Company v. Wendt, 260
F. Supp. 193 (W.D. Wash., 1966); La Peyre v. Federal
Trade Commission, 366 F. 2d 117 (C.A. 5, 1966); Laitram
Corporation v. King Crab, Inc., 245 F. Supp. 1019 (D.
Alaska, 1965).] Further, the extension of royalty payments
beyond the expiration of the licensed patent has been con-
demned. [Brulotte v. Thys Co., 8379 U.S. 29 (1964). Also -
see Technograph Printed Circuits, Ltd. v. Bendix Avig-
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tion Corp., 218 F. Supp 1, 47 (D. Md., 1963}, affirmed,
327 F. 2d 497 (C.A. 4, 1964).] The foregomg decisions
concerning exorbitant, dlscrlmmatory -and post-expiration
royalties, together with the decisions referred to in Section
10 concerning royalties in relation to package Ilcensmg,.
must be given careful attention durmg the preparation and
negotiation of the royalty pr0v1510ns of a license agreement

$19. Fixed Consideration: A f_ixed consideration may
assume the form of a single lump sum payment, or a
fixed sum payable in installments over a period of months
or years, or a series of fixed sums each payable for a desig-
nated period of use of the 1nvent10n (e g ﬁxed monthly
or annual payments). - -

"This form of compensation offers certain advantages
to both parties. From the licensee’s standpoint, it is un-
necessary to disclose its business affairs to the licensor by
monthly reports, to maintain spe01al books and records
for the benefit of the licensor, or to permit regular audit
of its accounts for royalty purposes by the licensor. More-
over, the licensee has unrestricted freedom to sell to or
through affiliated corporations. From the licensor's stand-
point, all risk involving the licensee’s sales volume is shifted
from the licensor to the licensee, and the uniform fixed
payments afford the licensor an element of financial sta-
bility. Finally, because of the simplicity of the arrange-
ment, possible disputes regardmg payments under the con-
tract are mamtamed ata mlnlmum

To encourage prompt payment of sums payable in
installments, and to simplify the mechanics of recovery
of unpaid mstallments occasionally provision is made for
acceleration. That is, upon the nomn-payment or late pay-
ment of any mstallment the entire amount remaining un-
paid becomes due and payable immediately. [Otio v.
Orange Screen Co., 57 F. Supp. 134 (D.N.],, 1944) ] Also,
interest on overdue payments may be required.. .. .
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Form No. 19.01
I.ump Sum . Payment

XYz hereby agrees to pay to ABC the sum of ten thou-
sand dollars ($10,000) within ten days of The execution of'

'rhls Agreemen’r

Form No. 19.02

Fixed Sum Payable in Installments -

XYZ hereby qgrees fo pay to ABC fhé sum o_f ten thou-’

sand dollars ($10,000), one thousand dollars ($1,000) being
payable within fen days of the execution of this Agresment
and three thousand dollars ($3,000) being payable on each
of the three successive anniversary dotes of the execution of
Thls Agreemenf

Form No. 19.03 .
Fixed Annual Payments

XYZ hereby agrees tc pay to ABC one thousand dollars
($1,000) on execution of this Agreement and qnnucl!y 1‘here-
after durtng ’rhe term of this Agreemen’r -

Form No 19.04 .

leed Quarterly Paymenls

XYZ hereby agrees to pay to ABC o rqul’ry in quarterly
payments of $250 each on January 1, April 1, July 1 and
October .1 of each year. ' :

Form No. 19.05

|n!eresi on Overdue Paymenis

XYZ shall pay inferest to ABC upon any and oll amounts
of royalties ‘that are at any time overdue and payable to
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ABC af the rate of 6% per annum from the date when such-
royalties are due and payable as provided herem 1o fhe date
of paymem‘

Form No. 19.06

Acceleration Provision

Upon XYZ's failure fo meet punctually the terms and con-
ditions of this Agreement in respect to payments, the entire
amount remaining unpaid under this Agreement shall become
due and payable. The specific purpose of this paragraph is
to insure exact compliance with the terms and conditions in
reference fo payments,

§20. Variable Consideration: As an alternative to
receiving a fixed consideration, a licensor may agree to
receive payments from a licensee in the form of “royalties”
which are measured by prescribed activities of the licensee.
There are two principal factors involved in royalty pay-
ments: first, the rate of payment (namely, the amount of
money that must be paid for each designated unit dealt
with pursuant to the license agreement) and, second, the
base upon which payments are made ( namely, the defini-
tion of the units themselves). _

The royalty rate may be predicated upon a direct
proportion relationship, a déscending graduated basis, an
ascending graduated basis or a differential basis. Under
the first arrangement, a uniform price is payable for each .
unit made, processed or sold pursuant to the agreement;
therefore, irrespective of the number of units dealt with,
the unit-payment remains the same. If a descending royalty
rate is employed, the payment per unit decreases as the
number of units dealt with increases. Neither fixed unit
royalty rates nor descending royalty rates, standing alone,
appear objectionable. [Arthur J. Schmitt Foundation v.
Stockham Valves and Fittings, Inc., 151 USPQ 474, 485
(N.D. Ala., 1966); Eversharp, Inc. v. Fisher Pen Co., 204
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F. Supp. 649, 669 (N.D. IIL., 1961); and other cases cited
throughout tl:ns section.]

In connection with ascending royalty rates the pay—
ment per unit increases as the number of units dealt with
increases. Because ascending royalty rates are invariably
imposed to compel, or at least to encourage, compliance
with suggested quota or territorial limitations established
by the licensor, they would seem to be subject to the same
tests of legahty that are applied to quota and territorial
limitations in general. [See Secs. 13-14.] When dlﬁerentlal_
or separate royalty rates are employed, the licensee is
offered one rate if purchases of supplies are made on the
open market and a lower rate if purchases of supplies are
made from the licensor. Since a differential royalty serves
to tie in supplies with the grant of a patent license, the
legality of such an arrangement is questionable and would
appear to depend on the legality of the tie-in itself. [See
Sec. 17.] It will be appreciated that the rate of royalty may.
be expressed in terms of percent of sales as well as price
per. unit.

i In general, bases used in the determination and ¢ com-
putation of royalty payments fall into two groups, those that
bear a direct relationship to the use made of the patent right
and those that do not.

. Specified royalty rates may, for example, be applied
to the amount of raw materials, measured either by volume
or cost, used in a patented process or machine or for pro-
ducing a patented article; or to the number of articles,
measured by volume or sales, treated or produced by a
patented process or machine or produced under a product
patent. [Carbo-Frost, Inc. v. Pure Carbonic, 103 F. 2d 210
(C.A. 8, 1939); United States v. Linde Air Products Co.,
83 F. Supp. 978 (N.D. 11l 1949): United Statesv. Parker-
Rust-Proof Co., 61 F. Supp. 805 (E.D. Mich., 1945);
Ceramic Process Co. v. Cincinnati Advertising’ Products
Co., 28 F. Supp. 794 (S.D. Ohio, 1939), appeal dismissed,
116 F. 2d 497 (C.A. 6, 1940). Also see Armstrong v. Emer-
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son Radio and Phonograph Corp.; 179 F. Supp. 95 (S.D.
N.Y., 1959).] In the case of patented apparatus offered for
rent by the licensee, royalty rates may be applied to the
rental compensation received by the license. [Carbo-Frost,
Inc. v. Pure Carbonic, 103 F. 2d 210 (C.A. 8, 1939).] The
foregoing royalty bases bear a dlrect relatlonshlp to the
actual use of the patent right.

Broader royalty bases have also been approved on the
theory that it is permissible to exact royalties for the privi-
lege of use, as well as for the actual use, of the patent right.
In this connection, specified royalty rates may be applied:

1. To the licensee’s sales of certain products that
include both patented and unpatented compo-
nents. [American Optical Co. v. New Jersey
Optical Co., 58 F. Supp. 601 (D. Mass., 1944) ]

2. To unpatented parts as well as to complete
patented instrumentalities. [Wagner Electric
Corporation v. Hydraulic Brake Co., 12 F. Supp.
837 (S.D. Cal, 1935).]

8. To the licensee’s sales of patented and competl-
tive or similar articles. [Flexwood Co v. Fauss-
ner & Co., 145 F. 2d 528 (C.A. 7, 1944); Ohio
Citizens Trust Co. v. Air-Way Electric Appli-
ance Corporation, 56 F. Supp. 1010 (N D. Ohio,
1944)] -

4. To the licensee’s sales of certain products
irrespective of whether any invention of the
licensed patents is embodied therein. [Plastic
Contact Lens Company v. Butterfield, 366 F.
2d 338 (C.A. 9, 1966); Muth v. J. W. Speaker

- Corporation, 151 F. Supp. 188 (E.D. Wis,
1957); H-P-M Development Corporation v.
Watson-Stillman Co., 71 F. Supp 906 (D. N]
1947).]

5. To the licensee’s total sales of certain products
whether or not manufactured in accordance
with the process of any of the licensed patents.
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[International Carbonic Engineering Co. v.
Natural Carbonic Products, Inc., 57 F. Supp.
248 (S.D. Cal, 1944), affirmed, 158 F. 2d 285
(C.A. 9, 1946).]

. 6. To the licensee’s sales of an entire class of ap-
paratus regardless of the extent to which the
licensee uses any licensed patent. [Automatic
Radio Mfg. Co. v. Hazeltine Research, Inc. 339
U.S. 827 (1950); McCullough Tool Co. v. Well
Surveys, Inc., 343 F. 2d 381 (C.A. 10, 1965);
Hazeltine Research v. Avce Manufacturing
Corp., 227 F. 2d 137 (C.A. 7, 1955); Hazeltine
Research v. Admiral Corp., 183 F. 2d 953 (C.A.
7, 1950). Contra: Hazeltine Research, Inc. v.
Zenith Radio Corp., 239 F. Supp. 51 (N.D. 111,
1965).]

But compare the finding of the Supreme Court in United
States v. United States Gypsum Co., 333 U.S. 364, 397
(1948), that royalties payable on the production of un-
patented gypsum board was “strongly indicative of an
agreement not to manufacture unpatented board.” Royalty
rates may also be applied to the profits of the licensee.
[McCullough v. Kammerer Corporation, 166 F. 2d 759
(C.A. 9, 1948); Tate v. Lewis, 127 F. Supp. 105 (D. Mass.,
1954); American Delinting Co. v. Pomeraning, 274 F. 212
(M.D. Pa., 1921) ]

In the interpretation of general royalty provisions,
royalties are normally held to be payable not only on de-
vices literally covered by the patent claims but also on
equivalent devices under the doctrine of equivalents.
[Shicca-Del Mac, Inc., v. Milius Shoe Co., 145 F. 2d 389
(C.A. 8, 1944); Saco-Lowell Shops v. Reynolds, 141 F. 2d
587 (C.A. 4, 1944); Skinner v. Reynolds Metals Co., 69 F.
Supp. 306 (W.D. Ky., 1946), affrmed, 166 F. 2d 66 (C.A.
6,1948).]

Courts have also requu‘ed the payment of royal-
ties on certain devices without regard to the patent claims
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when the licensee has been found to be estopped, by con-
tract or conduct, to deny that the devices come within the
scope of the claims. [See Sec. 28.] When a provision speci-
fies that royaltles shall be paid on the sale of certain prod-
ucts identified in terms of complete units, the payment of
royalties i$ not required on the sale of component parts of
the product. [Kraniz v. Van Dette, 165 F. Supp. 776 (N.D,
Ohio, 1958), affirmed per curiam, 272 F. 2d 709 (C.A. 6,
1959).] When a percentage royalty is based on “net sales”

of the licensee, it has been held that royalties need not be
paid on patented items manufactured but not sold. [Mac-
Cluny v. Kelsey-Hayes Wheel Company, 186 F. 2d 552
(C.A. 6, 1951). But compare Chemical Foundation, Inc. v.
Bethlehem Steel Co., 46 USPQ 290, 292 (N.Y. Sup. Ct.,
1940).] However, once patented items have been sold,
royaltles ordinarily must be paid even though the licensee
“is not paid for the items. [Confectioners’ Machinery & Mfg.
Co. v. Panoulias, 134 F. 303 (C.A. 2, 1904); Bee Machine
Co. v. Freeman, 40 F. Supp. 299 (S.D. Ohio, 1939),

affirmed per curiam, 121 F. 2d 451 (C.A. 6, 1941).]

To avoid dlsputes concerning the foregOmg subjects,
it will be apparent that the license agreement should be
carefully drafted to clearly define what devices are subject
to royalties, when they are subject to royalties, and, in
appropriate circumstances, what constitutes a sale, what
part of gross receipts is to be included in the sales base,
and the effect of credit losses on royalties. In certain situa-
tions, special provision may be made for: a minimum unit
royalty when royalties are otherwise based on a percent of
sale price, the addition. of interest on overdue royalty pay-
ments [Form No. 19.05], an allowance for royalties payable
by the licensee to others, an exemption on the licensee’s
sales of licensed equipment to others licensed by the
Yicensor, and/or the payment of but one royalty for each
licensed wnit sold by the licensee. When the licensee has
some doubt concerning the validity and scope of the li-
censed patent, the parties may agree to a temporary low
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royalty rate until these issues have been adjudicated in a
suit against a third party. [Galion Iron Works & Mfg. Co.
v. J. D. Adams Mfg. Co., 105 F. 2d 943 (C.A. 7, 1939).]
The agreement may further provide that texmination there-
of shall not affect the licensee’s obligation to pay royalties
that may have accrued up to the time of termination.
[McEvoy Co. v. Kelly, 171 F. 2d 837 (C.A. 5, 1948).]

When royalties are computed as a percentage of sale
price, it is possible for a licensee to sell licensed devices
to an affiliate at a price lower than it would ordinarily
charge the public and thereby unfairly reduce royalty lia-
bility. In such circumstances, the licensor may be entitled to
general equitable relief. [Hazeltine Corporation v. Emerson
Television-Radio, Inc., 23 USPQ 344 (S5.D.N.Y., 1934).]
However, it is preferable to cover the matter specifically
by contract. This can be done by prescribing special terms
of royalty payments on sales' made by the licensee to affili-
ates. [In re Celotex Company, 17 F. Supp. 254 (D. Del,
1936).] Alternatively, the licensee can be bound not to
make any sales to affiliates. [Coats Loaders & Stackers, Inc.
v. Henderson, 233 F. 2d 915 (C.A. 6, 1956).]

Form No 20 01

Unit Royulhes, Umform Rate

XYZ hereby agrees to pay to ABC a royalty of ten dollcrs
($10.00) for each machine made and sold under the license
herein granted, ' :

Form No. 2002

Unit Royalties; Uniform Rate .
Total Sules of Licensee - -

XYZ agrees fo pay to ABC or fo one whom ABC may demg-
nate in writing, a royalty of ten dollars ($10.00) for each auto-.
matic transmission made and sold by XYZ gfter the effective



‘Monetary Consideration 79

date of this Agreement, whether or not said automatic trans-
missions fall within the scope of one or more of the claims of
said Licensed Patent; it being the understanding of the parties
that such royalty arrangement is for the purpose of simplify-
ing the determination of fhe roycxl’ry payable for fhe Ilcense
herein granfed.

: Form No. 20.03

'Unit Royalties; Uniform Rate
Temporary Low Rate

XYZ agrees to pay to ABC royalties as follows:

) $5.00 per machine for all machines manufactured and
sold subsequent to the date of this Agreement, embodying one
or more claims of said patent until either one or more claims of
said-patent have been held valid by @ court of competent juris-
diction in a decision on the merits and of such scope as to cover
‘machines now being made by XYZ dnd MNO Manufacturing
Compcmy, or until MNO accepts a license from ABC under said
patent at o royalty of $15.00 per machine, or has been enjoined
from mqnuchfunng, selling and using’ machmes under said
patent or’ has ceased to mcnufacture such machmes whichever
first occurs. -

(B) From and after the happening of any of the above-
mentioned events XYZ agrees to pay ABC a royalty of $15.00
per machine upon each machine manufactured or sold by XYZ
embodying one or more clcums of sald pa’ren'r

Form ‘No. 20.04
~ Unit_Royalties; Descenc!mg Rclte

XYZ hereby agrees fo pay to ABC a rqu!fy on all ma-
chires made and sold annually under ’rhe hcense herem
granted, as follows

First 100 machines =~ — $10 per ‘machine
Second 100 machines — $ 9 per machine
All mhachines thereafter . — § 8 per machine
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Form No. 20.05

Unit Royalfies; Ascending Raté

XYZ hereby agrees to pay to ABC a royalty on all ma-
chines made and sold annually under the license hersin granted,
as follows:

First 100 machines © —  $10 per machine
Second 100 machines  — $11 per machine
All machines thereafter — $12:per machine

Form No. 20.06

Unit Royalties fo be Collected by Licensee
Selling Components for Use in Patented Construction .

_ There shall be paid to ABC for ecach packing construction
used in accordance with said pafent, a royalty of one-fourth
cent (V4f) irrespective of the size of such construction. XYZ shall
act as the agent of ABC in the collection of such royalty from
purchasers of seals from XYZ for use in said packing construc-
tions, and shall make payment fo ABC in the mcnner herein-
after set forth,

Form No. 20. 07

Umt Royalties Based on
Size of Licensed Devices

XYZ agrees to pay to ABC a royalty on all engines made
~ and sold under the license herein granted. Royalties shall be
payable on the basis of the piston displacement of each.such
engine, as follows: .

Under 500 cubic inches  $10 per engine -

500-1000 cubic inches  $15 per engine

over. 1000 cubic inches:  $20 per engine .
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Form No. 20.08
Definition . of **Sold”

For the purpose of computing -royalties hersunder, an
article shall be deemed sold when it.is completed and ready
for shipment to the customer.

Form No. 20.09.
Definition of “Sold”

Licensed Devices shall be deemed to have been sold when

- billed out, or when shupped or when pc:d for, whichever shall
occur first. , .

Form N_o. 2010 |
Definition of “Sold™

For the purpose of computing royalties hereunder, Licensed
Devices shall be regarded as sold when they are billed out,
or if not billed out, when they have been shipped, or otherwise
delivered to the purchaser, except where such Licensed Devices
are shipped by XYZ on consignment or memorandum, in which
event the earned royalty shall be payable 1o ABC when the
Licensed Devices are sold by the consignee and billed by XYZ.

Form No 20 'l'l
One Royuliy Payment . Per Umi
Regardless of the number of inventions or patents pertain-
ing to any Licensed Device sold by XYZ, and regardless of the

number of times any Licensed Device is sold, onEy one roycfty
puymenr ’rherefor shall be due ABC :
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Form No. 20.12

- ‘Royalty Base:

. Amount of Supplies Consumed
in Patented Process

XYZ agrees to pay to ABC an amount of five cents ($0.05)
for each pound of welding rod used by XYZ in practicing said
patented welding process.

-Form Neo. 20.13 - -

VRoyulty Base:

Cost of Supplies Consumed
in' Patented Process

XYZ agrees to pay to ABC royalties equal to three per
cent (3%) of the net price paid by XYZ for all solid carbon
dioxide deposited or used in apparatus manufactured in ac-
cordance with said Inventions for the purpose of converting such
solid cctrbon dloxnde mto liquid omd/or gos.

Form No. 20.14
Rqulfy Base

Compensnﬂon Recewed by Licensee
While Using Licensed Apparatus or Method

. XYZ agrees to pay to ABC a royalty of five percent (5%)
of the amount received by XYZ from customers for any work
performed. by XYZ during the continuance -of this Agresment,
in which XYZ shall employ the Licensed Apparatus or Methed.
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Form No 20 15

Royalty Base

Compensahon Re&:elved hy I.n:enseg o
for Use of Pufenied Apparatus

: XYZ agrees to pay fo ABC a sum equal to thres percenf
(3%) of any and all sums paid by the user of said apparatus
for:the use thereof, whether by wouy of rem‘ql or other chqrge
howsoever deagnu'red '

" Form No. '20.1:6" i
Roydalty Base:

Net Sales of Licensed Devices
Minimum Unit Royalty

XYZ agrees to pay to ABC q roYdl'ry of ten percent (10%)
of the net selling prtce but not Iess than fifty c[olldrs ($50 00)

sublicensees, under the ferms of ThIS Agreemen’r

Form No. 20.17

. Royuliy Buse

Net Sales of Licensed Muchmes
Descending Rate

XYZ agrees to pay tfo ABC rqulhes on net sales in. each"
12-month period of machines made. and sold under fhe license:
herein granted, as follows: - S .

Under $1,000,000 - - - %
$1,000,000-$2,000,000-- %%
Over $2,000,000 %
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Form No. 20.18
Royaity Base:

Net Sales of Licensed Devices
Royaliies on Cerlain Sale_s Subject 1o Negotiation

XYZ hereby agrees fo pay to ABC from the. date of this
Agreement, as royalty for the use of said invention, eight per-
cent (8%) of the net selling price of all devices made and sold
under the license herein granted, provided, however, that roy-
alties payable on devices sold by XYZ fo the United States gov-
ernment, or any agency thereof, shall be subject to negoﬂqhons
between the parties hereto.

Form No. 20.19"

Roy_alty Base:

Nef Sales of Licensed Devices
Allowance for Royalfies Payable to Others -

XYZ agrees to pay to ABC a royalty of five percent (5%}
of the net selling price of said units, or the portions thereof
embodying any of the inventions listed in Exhibit A hereof, it
being understood that if any unit embodies more than one of
said inventions but one royalty of five percent (5%) is to be
paid on such unit regardless of the number of patents involved.
In the event any unit upon which a royalty is payable here-
under includes inventions other than those of ABC, upon which
XYZ is required to pay-a royalty to others, then an_ apportion-
ment of the net selling price.shall be made in accordance with
cecepted accounting practices, fo arrive ot the portion of the
net selling price upon which the reyalty to ABC is to be based,
but this shall in no event be less Thqn one- hqlf the entire net
selling price of the unit. '
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| Form No. 20.20
Royalty Base:

Adjusted Invoice Price |
- Credited Against Prescribed Advance Payments

XYZ agrees to pay ABC a royalty of 2% of the adjusted
invoice price of Licensed Devices sold under the present Agree-
ment. As used herein, “adjusted invoice price” means the actual
invoice price excluswe of excise taxes, fully credited returned
articles, and allowances for cash payment. Royalty payments
made pursuant to this paragraph shall be credited against said
advance instaliment payments: provided for in the preceding
puragraph

.' Fﬁrm No. 20.21 o
Roydlty Base:

' -Nei Sales of Patenied and
' Compehhve Articles

XYZ agrees to pay to ABC ¢ royalty of three percent (3%)
of the net selling price of all articles manufactured ond/or sold
under the license herein granted.

XYZ may manufacture and/or sell, during the term of this
Agreement, any article or articles which compete with any or
all of the articles authorized to be manufactured and/or sold
under said ‘patents or applications for patents, and it shall be
wholly optional with XYZ as to whether it will manutfacture
and/or sell any articles under said patents or applications for
pc:fenfs or any of them, but in any and in every such event or
events, XYZ shall pay to ABC the same royailties that it would
be required to pay to ABC if said competitive article or articles
so manufactured and/or sold had been manufactured and/or
sold under any of said patents or applications for patents. -



86 Patent License. Agreements
Form :No..20.22

.R°¥°"'Y¢ Base::

Gross. Sales of Patented and
. . Similar Matetial = .

XYZ agrees to pay to ABC an .amount hereinafter called
royalty equal fo 10% of the gross sales of said pa?eni'ed mate-
rial and any other wood veneer, wall covering or other mate-
rial similar in charccfer and general use to said patented
material. )

'~ Form No. 20.23 _

Royalty Base:

Total Sales of Product
Whether Patents Involved or Not

XYZ agrees to pay to ABC an amount of one cent ($0.01)
for each pound of solid carbon dioxide manufactured and sold
by XYZ whether or not such solid carbon dioxide has been
manufactured in accordance with the methods, processes und
apparatus of any one of the licensed patents. - '

Form Nb.' 2024 :_
_ S 'Royalty Base:
: Nei Sules of Enhre Cluss of Apparatus

XYZ agrees to pay ABC a royclfy of two percenf (2%) of
-the net selling price of all equipment manufactured and sold
by XYZ embodying systems, apparatus for and methods of.
operation of hydraulic presses of the self-contained, high speed,
oil pressure type, including all types of circuits, methods of con-
trol, and .power ‘and control elements therefor: It is specifically
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covenanted and -agreed by and between the parties that said
royalty-shall be paid on all of the foregoing equipment irrespec-
tive of whether or not any poi‘ented invention of ABC is em-
bodied therein. .

- Form Neo. 20.25 -

Royalty Base: '~
Net Sales of Entire Class of Apparuius

. As a conaderohon for the pnwlege of usmg ‘rhe inventions
of cmy desired number which XYZ may elect of ABC's patenis
in.the radio and television field, XYZ. agrees to pay to ABC
o royulfy of one percent (1%) of tbe_ net selling price of all radio
and television receivers manufactured and sold by XYZ,

Form.No. 20.26
Deﬁniﬁon of ‘fNet . Selling. Price"

The ferm “net se!llng prlce " means the actual price at
“which the arficle is sold by XYZ, f.o.b. XYZ’s planT Royalties
shall be payable regardless of terms of payment by XYZ’s
vendee or credit risks or losses. Appropriate adjustments in
royalty payments shall be made ‘to. reflect bona fide returns.

Form No 20 27 i .
Deﬁmhon of “Nef Sellmg Pr:ce“ __

" The term “net selllng price” shall mean 1he invoice price
less quantity and cash discounts thereon actually allowed, and
Iess sales; use, and other similar taxes arid any transportation
or delivery charges borne by XYZ. No royalty shalf be due on
Licensed Products which are not accepted by the customer, and
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when royalties shcli have been paid on such products they shall
be credited against future royalties to be paid hereunder.

Form No. 20.28

Definition of “Net Invoice Price”

The term “net invoice. price” shall mean the total gross
sales billed, less the following items of expense fo the extent to
which they are paid or allowed and included in gross sales
billed in accordance with recognized principles of accounting:
{1) sales, use or turnover taxes on sales invoices; (2) excise taxes,
custom duties or consular fees; (3) transportation and insurance
on shipments fo customers; {4) trade or quantity discounts (but
not cash d|scounfs) cmd S ) credits allowed for returned goods.

Form No. 20.29
Sules'"ﬂ:io Afﬁllaies

The pr:ce for which XYZ shall sell cmy Licensed Producf to
an Affiliate (as hereinafter defined) shall be deemed to be the
higher of the actua! price churged or the price of such ‘product
when sold by the Affiliate to the Ulflmcx’re user,

Form No. 20 30

Sules to Affiliates

Anything herein to the confrary no’rwﬁhs’fundmg, royai'nes
with respect to.all sales, transfers or consignments made by
XYZ to an Affiliate (as hereinafter defined) or to any purchaser
which otherwise ‘does not deal ot arms-length. with it, shall be
computed on an amount equal to the price at which XYZ at the
time of such sales, transfers or consignments, would invoice the
same or. similar items to: purchasers deu!mg ot arms-length
with XYZ : :
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Form. No. 20.31
Definition of “Afﬁliuie“

As used herein, ”Aﬁillc’re” means (A) any entity in which
XYZ or any of its stockholders, directors or officers has a direct
or indirect ownership interest {other than insubstantial interests
in publicly held companies) or (B) any entity which directly, or
indirectly through one or more intermediaries, controls, is con-
trolled by, or is under common control with, XYZ. °

Form No. 20.32
Sales to Associates

If XYZ shall make any sales of Llcensed Products to a sub-
sidiary, associated or affiliated company, or through any
agency or sublicensee, then the selling price subject to royalty
shall be that charged to the consumer or customer, by XYZ's
subsidiary, associated or affiliated company, or ogency, or
sublicensee, : S S

Form No. 20.33
Sales Through Related Company

. XYZ shall have the right to conduct sales through a sub-
sidiary or related company provided that XYZ shall be respon-
sible for the payment of royalties and for other obligations
under this Agreement, and the net selling price subject to royalty
shall be deemed the price at which Licensed Devices are sold
or resold by XYZ or by its subsidiary or reloied company, which-
ever be fhe hlghest

Form No. 20.34
Sales to Affiliates Prohlblied

XYZ agrees that it wul! not sell to any drs’rrnbufor or dealer
in which it or any of its stockholders or officers have any finan-
cial interest, directly or ind wecﬂy, unless otherwise mutually
agreed.upon, ‘ . _
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Salés fo O!ﬁér ‘I:.iéehéeés
Royuliy Buse. Prof'ls

XYZ shall not be requlred to pay any royalhes on sales of
Licensed Equipment or parts thereof to Other Licensees as cnbove
specified in this Agreement, except as follows:

Until XYZ has made o profit of fifteen percent (15%) upon
the net selling price of said equipment, ABC shall receive no
royalties or payments; in case of profits to XYZ in excess of
fifteen percent (15%) XYZ and ABC shall divide equally such
excess over fifteen percent (15%) until ABC shall have received
five percent (5%) and XYZ twenty percent (20%) of said net
selling price. =~ R A

© §21. Minimum and Maximum Payments: Minimum
payment provisions are of interest to the licensor; while
maximum payment provisions are of interest to the licensee.
To guarantee that the licensor will receive some com-
pensation even though the licensee may not exploit the
licensed invention, provision may be made for an initial
down payment of a fixed sum to supplement the conven-
tional royalties otherwise payable. The down payment thus
serves as a, minimum payment. The parties can provide
either that the down payment shall be completely inde-
pendent. of other royalties payable, or that it may be
credited against future accrued royalties.

Correspondingly, to protect the licensor, a minimum
royalty may be established. The agreement may provide,
for example, that the miinimum royalty shall equal at least
a certain amount in.designated time periods, or that it shall
be paid on not less than a certain number of articles, irre-
spective of the extent of exploitation by the licensee under
the license. A minimum royalty is a proper and sufficient
consideration to support a patent license agreement. [Auto-
 matic Radio Mfg. Co. v. Hazeltine Research, Inc., 339 U.S.
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827 (1950); Brawley v. Crosby Research Foundation, Inc.,
68 USPQ 406 (Cal. App. Ct., 1946).] The payment of a
minimum royalty may be mandatory_ or optional, '
~ .Mandatory minimum payments may be required for a
fixed term of years or for the life of the licensed patent.
During the prescribed period, and in the absence of any
provision to the contrary, the licensee cannot refuse to make
minimum payments and cannot terminate the license agree-
ment. [American Delinting Co. v. Pomeraning, 274 F. 212
(M.D. Pa., 1921); International Photo Recording Ma-
chines, Inc. v. Microstat Corporation, 61 USPQ 334 (N.Y.
Sup. Ct., 1944); Miller v. McClintock, 49 USPQ 458 ( Minn.
Sup. Ct., 1941).] Even if the licensee has an express right
to terminate the agreement, it may be compelled to pay
minimum royalties up to the date of termination when the
obligation to pay is found to be absolute. [McEvoy Co. v.
Kelly, 171 F. 2d 837 (C.A. 5, 1948); American Radiator Co.
v. Foster, 98 F. 2d 135 (C.A. 6, 1938).] Ordinarily, mini-
mum royalties must be paid for the full term of the agree-
ment even though licensed devices are not made and the
Jicensee does not operate under the license. [Elgin National
Watch Co. v. Bulova Watch Co., 96 USPQ 176 (N.Y. App..
Div., 1953); Bucky v. Sebo, 88 USPQ 161 (N.Y. Sup. Ct.,
1951).] However, when a licensor has agreed to disclose
a commercially usable process, the licensee is not obligated
to pay minimum royalties if the process is found not to be
usable commercially. {Kraus v. General Motors Corpora-
tion, 120 F. 2d 109 (C.A. 2, 1941).]

Alternatively, payment of a minimum. royalty may be
made optional on the part of the licensee. For example,
minimum royalties may be required only so long as the
licensee desires (a) to maintain the exclusive features of
an exclusive license [Kennedy v. Engelhard Industries, Inc.,
288 F. 2d 642 (C.A. 3, 1961)], and/or (b) to maintain the
license in full force and effect. [Standard Appliance Co. v.
Standard. Equipment Co., 296 F. 456 (C.A. 6, 1924);
Roberts Numbering Machme Co..v.. Blaok Heat Elecmc
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Corp., 81 USPQ 571 (N.Y. App. Div., 1949).] In the event
of nonpayment, the licensor is given the right to cancel the
exclusive features and/or to terminate the license outright.
The licensor is afforded these remedies in lieu of the right to
collect unpaid minimum royalties. An option to convert an
exclusive license to a nonexclusive license may, in appro-
priate circumstances, be accompanied by a provision effect-
ing, upon exercise of the option, termination of or modifi-
cation in certain other rights, such as the right to sue third
parties, originally granted the licensee.

An implied duty to work or exploit the mventlon is
usually imposed on an exclusive licensee, and a minimum
royalty provision alone may not suffice to discharge this
duty. [See Sec. 32.] Therefore, if the payment of minimum
royalties is to bé in full satisfaction of the duty to exploit,
this fact should be recited in the agreement. Additionally,
to compensate for possible fluctuations in the licensee’s ac-
tivities under the license, provision may be made for credit-
ing certain royalties paid in one year agamst the minimum
royalty required in a subsequent year.

Finally, to limit the licensee’s 11ab111ty, the license
agreement may provide for the cessation of royalty pay-
ments after a certain amount has been paid to the licensor
in each year or in total. [Tesra Company v. Holland Furnace
Company, T3 F. 2d 553 (C.A. 6, 1934).] A maximum roy-
alty payment provision is a limitation only and does not
create an absolute obligation on the part of the licensee to
pay the maximum amount designated. [Grauer v. Schenley
Products Co., 32 F. Supp. 225 (S.D.N.Y., 1940).]

Form No. 21.01
- Supplementary Initial Payment

In addlhon to the royalties specified herein, XYZ hereby
agress to pay o ABC the sum of five thousand doflars {$5,000)
within ten days of the execution of this Agreement. '
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Form No. 21.02

Supplementary Initial Payment
Credit Agamsf Royualties

The first annual royalty period shall commence with the
date of execution of this Agreement. XYZ agrees fo pay to ABC
within ten days of such date of execution the sum of five thou-
sand dollars ($5,000), which amount shall be credited only
against the royalties due from XYZ to ABC for the first annual
royalty period, and not o’rherWISe

Form No. 21.03
Advance Royalty Payment

- Upon execution of this Agreement, XYZ agrees to pay to
ABC fifty thousand dollars ($50,000) s advance royailties,
which _amount shall be non-returnable but which shall be
credited against royalties becoming due and payable from XYZ
to ABC pursuant to the succeeding paragraph,

Form No. 21.04

Minimum Royally
Payment Mandatory

The minimum royalty per calendar year under. this Agree-
ment shall be five thousand dollars ($5,000), beginning with
the calendar year 2000 and continuing throughout the life of
this Agreement. The minimum royalty herein specified shall be
paid by XYZ to ABC regardless or irrespective of actual manu-
facture or sale of Licensed Devices.

Form No. 21.05
Minimum Royaity
Payment Mandatory |

- Beginning January 1, 1937, and continuing thereafter for
the life of said patents or until: this licensé and agreement is
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voided by mutual consent or nonperformance, XYZ agrees that
if the royalties at the rate of 5% on gross sales or installations
made by XYZ do not amount fo as much as o total of Twenty-
four Hundred Dollars ($2,400) in one year, the difference be-
tween the amount of said royalty and the sum of Twenty-four
Hundred Dollars ($2,400) will be paid as an uddl’rlonal royalty
to ABC. :

Form No. 21.06

Minimum Royalty
Advance Payment Mandatory

XYZ agrees that, starting with the date of this Agreement,
it will pay to ABC a minimum of twelve thousand dollars
($12,000) per year on account of royalties under the license
provided herein, said annual minimum to be paid in advance
installments of three thousand doliars ($3,000) per quarter, and
such advance instaliments to apply against earned royalties due
during the following quarterly period under the license pro-
vided herein, and it is further agreed that if and when royalties
are payable in accordance with paragraph X hereof, the pay-
ment of such royalties shall be credited against the advance
payment to be made by XYZ at the beginning of each calendar
quarter as provided for in this paragraph.

Form No. 21.07

Minimum Royalty; Payment Opfional
Exclusiveness Subject to Termination

If payments made by XYZ to ABC in any one year do not
total five thousand dollars ($5,000), ABC at its option may
terminate the exclusive features of the license herein: grcm’red
and XYZ shall then have a nonexclusive license,
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Form No. 21.08 -

Mmlmum Royuliy, demeni Ophonul‘
‘ Right to Grant Another I.lcense ‘

If payments made by XYZ to-ABC in any one year do not
total five thousand dollars ($5,000),  ABC may ot its ophon'
license one other manufacturer to make and sell Licensed De-
vices on the same terms and conditions as are provided in this
Agreement, except for the payment of advance royalties.

: Form No. 2'| 09

Minimum. Royalty, qumeni Ophonul
Llcense Subject to Termmatlon

Durmg the life of this Agreement, the Agreement shc:ll not:
be terminable for lack of diligence so long as the minimum
royalty herein specified shall be paid.. XYZ agrees that to en-
title it fo retain the license herein granted, a minimum rqulty
as follows shall be payable: _

(0 For the first three years royalties on ﬁf’ry (50) Llcensed
Dewces per year. . .

(b} Thereafter royal'rles on Twenfy—f‘ ve (25) Llcensed De-
vices per year.

Failure on the part of XYZ to accoun’r to ABC for The an-
nual minimum royalty hereunder shall constitute a breach of
this Agreement and be- cause for fermination hereof in the
manner and subject to the provisions of paragraph X hereof,
and such termination shaH be ABCs so!e remedy for such
breach.

‘Form No. 21.10

- Minimum Royalty; Payment Ophona!
Llcense Sub]ec! to Termmcmon o

In 'rhe evenf that the roydlhes payable under thls Agree—
me_n’r during: any twelve (12) months’ period shall not equal
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fifteen thousand dollars ($15,000), ABC shail have the right
to notify XYZ of the amount of the deficiency. XYZ may there-
upon within sixty (60} days pay to ABC the difference between
the actual royalties received by ABC during the preceding
twelve (12) months’ period and fifteen thousand dollars
($15,000). In the event that XYZ fails to make such payment,
ABC may as its sole remedy terminate this Agreement, . =

Form No. 21.11

Minimum Royalty Based on. Production
Payment Optional _
License Subject to Termination

XYZ agrees that if beginning with January 1, 2000 it does
not sell five hundred (500) devices annually per calendar year,
ABC shall have the right at its option, within thirty (30) days
after the end of each calendar vear, in which XYZ has failed
to sell five hundred (500} devices as aforesaid, to terminate this
Agreement by notice in writing, provided, however, that' if
XYZ should make payment of a sum equal to the difference
between the royalty on the number of devices actually sold and
the royalty on five hundred (500) devices, such notice of can-
cellation shall not be effective, and this Agreement shall con-.
tinue in effect.- ' '

Form No. 21.12

Minimum Royalty .
Carry Over Provision

In connection with said minimum royalty it is agreed that
if in any year or years the royalty paid by XYZ exceeds the
minimum above recited for that year or years, such excess may
be taken into consideration and used by XYZ for its credif to-
ward the minimum required In any year or years thot the
royalty: called for by the actual sales of XYZ has not equaled
the minimum specified, and in the event XYZ shall in any year
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pay royalty in excess of that called for by its actual sales in
order to pay the minimum required for that year, and in any
subsequent year shall have actual sales calling for a royalty
‘in excess of the minimum, it may credit against royalty called
for in excess of the minimum in the subsequent year the royalty
paid in excess of that called for by actual sales in the said pre-
vious year, and XYZ shall be held to have complied with said:
minimum royalty requirement up to any specified date so long
as its total royalty payments from the date of this Agreement
to such date shall equal the total of the annual minimum royal-
Tles specified. for the same perlod

Form' No. 21.13_
Maximum Royalty:

Afier XYZ has paid ABC royalties ’ro'rchng fifty thousand
dollars ($50,000), XYZ's obligation to pay royalties shall cease,
and XYZ shall 1herec1ﬁer have a. roya!'ry-free pcud -up license
under said patem‘

Fon‘n No. 21:14
Maximum Royalty

XYZ hereby agrees to pay to ABC the sum of one dollar
($1.00) per unit for each set of Licensed Conirols made and
sold by it, until there has been. paid to' ABC the sum of fifty
Thouscmd doflc:rs {$50,000).

§22 Reports and Related Accountmg Matters- In
addition to specifying how royalties are to be computed, it
is necessary to prescribe (a) when the licensee is obligated
to render reports of royalties due and payable (and the con-
tents of such reports) and (b) when the licensee is obli-
gated to make payments of such royalties. And, so that the
licensor may verify the licensee’s reports and payments of
royalties, it is customary for the licensee to agree to keep
books and records of sales of licensed devices and to permit
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examination of such books and records by the licensor. Per-,
mission to examine books and records may be given broadly
to any representative of the licensor, or limited to a certi-.
fied public accountant or a designated accounting firm. The:
right of the licensor to inspect the books and records of the
licensee does not by implication include the right to have.”
the records copied and furnished to it. [National Pigments.
& Chemical Co.v. C. K, thlmms& Co.; 94F 2(1 792, 796
(C.A.8,1938).]

.. To minimize - the hcensee g burden of mamtammg.
books and records, it may be.desirable to stipulate that the
licensor’s right to examine the licensee’s books and records
relating to any particular year is limited to a prescribed
period (e.g., one year) following the end of that year.
Additionally, to protect:the licensee, the licensor may be.
expressly bound to maintain confidential all information
concerning the licensee’s operations. To perniit an orderly
windup of affairs upon termination of the license agree-
ment, the parties may provide that the right of the licensor
to examine the licensee’s books and records shall survive
termination for a prescribed period.. -

Form No 22 O'I

Reporfs Tlme of Royulfy Puymenfs
-Books of Account; Exammuilon

For the purpose of computing ’rhe royol‘rles referred o in
Paragraph. X of .this :Agreement, .the. year shall: be divided into
quarters, beginning January:1, April 1, July 1, .and October -1
of ‘each ‘year: Within thirty- (30) days after the: end- of each
quarter, reports.shall.be made by XYZ to ABC sefting forth the
number of devices, embodying the above-mentioned invention;
which have been sold during the preceding.quarter, and also -
showing the net: selling price of:such: devices. XYZ's remittance
for the full-amount: of royalties due -for such:quarter shall ac-
- company such. reports. XYZ «agrees to keep complete. and. cor-
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rect account of the number and sales price of said devices em-
bodying the above-mentioned inventions made and sold, and
ABC or its representative shall have the right fo examine XYZ's
books of account at all reasonable times to the extent and
insofar as is necessary to verlfy the uccurccy of fhe above-
menhoned reports : : :

Form No. 22,02

Reports; Time of Royalty Payments
Books of Account; Examination

XYZ agrees to keep regular books of account and to render
a statement within thirty (30) days after the end of each cal-
endar quarter setting forth, under oath if requested, the class
of units sold, the number of each class sold, the net selling
price thereof, and the royalty due thereon, and shall accompany
each such report with a remittance covering the royalty due.
Such books of account shall be open at all reasonable business
hours for inspection by ABC or its duly authorized representa-
’rlve

: i'-'orm No. 22.03
Reports; Time of Royalty Payments

XYZ agrees to render a report (under oath if requested
by ABC) to ABC on or before the last day of each month, set-
ting forth the total billing covering sales by XYZ of the licensed
equipment and parts thereof during the preceding month, which
billing shall correctly represent the net sales prices and the total
number of units billed out during said month, and to accom-
pany said report with payment to ABC of five: percent (5%) of
the amount of said billing covering sales, provided, however,
that if any part of billing so reported has not been paid for by
the customer at the time of making said report, then as fo said
unpaid part, said five percent (5%) shall not-be remitted until



100 Patent - License Agreements

the time of making the next monthly report following the date
of payment by the customer. With respect to accounts uncol-
lectible, in.whole or in part, XYZ shall not be required o pay
a greater proportion of the five per cent (5%) than the propor-
tion of said account collected by XYZ. In case XYZ writes off
any account as uncollectible, in whole or in part, it shall so re-
port to ABC, but in case any such items are subsequently col-
lected, sufficient records shall be kept so that ABC shall receive .
due credit,

" Form No. 22.04
Books and Records; Examination

XYZ agrees to make and keep full qnd accurate books and
records showing the sales of Licensed Products sold under the
license herein granted in sufficient detail to enable royalties
payable hereunder to be determined, and further agrees that
ABC shdll be permitted to inspect such books and records from
time to time, during business hours, as contain any data mate-
rial to the computation of royalties hersunder, and to make
copies thereof to the extent necessary to verify the royalty re-
ports and payments provided by this Agreement.

Form No. 22.05
Reporis, Records, Exummuhon

XYZ agrees. Thcﬂ‘ it will render fo ABC with ectch royc:l'ry
payment specified in the preceding paragraph .a written re-
port seiting forth the sales price of all Licensed Devices sold
under this Agreement during the period covered by such state-
ment, together with a computation of the royalty accruing by
virtue of such sales; and XYZ agrees to keep a separate record
in a suitable book or set of books provided for the purpose in
sufficient detail to :enable the royalties payable hereunder to
'be determined, and. further agrees that it will permit such book
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or set of books and related records and accounts to be ex-
amined by an auditor or accountant authorized so to do by ABC
at any resonable time during business hours to the extent
necessary fo verify the reporis, records and payments pro-
vided for herein. XYZ agrees not to destroy. such records prior
to the expiration of one yec:r subsequent to the termination of
this Agreement. : -

Form No. 22. 06
: Books and Records

XYZ agrees to keep full, accuréte and complete records
and books of account showing the quantity, cost and selling
price of all automatic transmissions coming under the terms of
this Agreement, e

* Form No. 22.07 -

- Verification of Reporis and Payments
' Books of Account; Exumindiion

XYZ hereby agrees that ABC shall have the r:ghf durmg'
any normal working day for the life.of this Agreement, to have
a duly authorized agent or representative in its behalf come
upon and enter the premises of XYZ's operations, ptants or busi-
ness premises to check and verify all statements, records, re-
ports or payments made or required to be made by XYZ to
ABC hereunder. XYZ further agrees to keep accurate books of
account covering all sales made of Licensed Products, all orders
received for Licensed Products, and all Licensed Products on
hand. Such account or accounts shall be available for exami-
nation by ABC or a duly authorized agent or representative of
ABC in its behalf, in accordance with the provisions of this para-
graph, and for the purpose of verifying the correctness of any
reports, statements or payments made by XYZ to ABC.
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Form No. 22.08 .
Audlis §

It is qgreed Thc‘r ABC shc:]i have the pnwlege of- havmg
a certified public- accountant audit all- statements of account,
reports, etc, provided for in this Agreément to be made by XYZ
to ABC, as frequently as ABC may desire to have such audits
made, and that XYZ shall place at the disposal of sdid certified
public accountant for the purposes of this paragraph any and
all records essential to the verification of such reports. The ex-
pense of such audits and verifications shall be borne by ABC.

- Form No. 22. 09
Verlﬂcahon of Reporfs

chh monthly report shall be subject to an” mdependent
verification, of the option and expense of ABC, by an inde-
pendent certified public accountant selected by ABC, fo whom
all books and records of XYZ relating to Licensed Products and
reasonably necessary fo verify said reports: shall be accessible
at reasonable times and for reasonable pertods to verify the
reports and payments required by the preceding paragraph;
provided that no more than four audits shall be made during
each calendar year, and provided further, that the accountant
shall not disclose to ABC the names of XYZ’s customers or the
prices churged by XYZ for Llcensed Produds -

. Form ‘No. 22.10--.

:Royulfy and Audit Information
io be qufumed Conﬁdenﬂu!

ABC agrees to hold strictly confidential all information
concerning royalty payments-and' reports and all” information
learned in'the course of any audit hereunder, except when 1t is
necessary for. ABC 1o revedl such mformahon in order to enforce
its rights under this:/Agreement. ceal
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Form No. 22.11

' Examination of Records
After Termination

. In the event of ’rermmahon of this Agreement for any rea-
son whctsoever, XYZ agrees fo permit ABC, its audifors, ac-
countants or agents to inspect. all said records and - books of
XYZ and to investigate generally all transactions of business,
carried on by XYZ pursuant to. this Agreement and the license
hereby gramed for a per:od of six (6) mon‘rhs after such
’rermmchon ' c :



CHAPTER 4.

OTHER PRINCIPAL RIGHTS AND OBLIGATIONS

§23. Prefatory: In addition to main granting and
compensation clauses, a conventional patent license agree-
- ment-will usually include many other substantive provisions
concerning the rights and obligations of the parties. The
licensor may release the licensee for past infringement,
make certain express warranties, agree not to grant other
licenses on more favorable terms, and authorize the licensee
to grant sublicenses; while the licensee may agree expressly .
to acknowledge the validity of the licensed patent. Who has
the responsibility for enforcement of a licensed patent, and
the effect of a judicial holding of invalidity of the patent,
are also frequent contractual subjects. With respect to
exploitation of the licensed invention, the licensor may
agree to furnish know-how and technical assistance to the
licensee; the licensee may undertake exploitation in quan-
titative and qualitative terms, and agree to follow pre-
scribed patent marking procedures; and the parties may
cover in advance the possibility of infringement by the
licensee of patents of third parties. Further license provi-
sions may establish the respective rights of the parties in
their improvements on the licensed invention, the respon-
sibility for prosecution of licensed patent applications, the
rights of the parties in regard to foreign exploitation of the
licensed invention, and the right of the licensee to purchase
the licensed patent. Provisions of the foregoing nature will
be reviewed hereinafter in the order in which they have
been noted.

§24. Release for Past Infringement: If the licensee
has been practicing the patented invention, without author-
ity, prior to the license agreement, a provision releasing the
licensee for past infringement is normally included in the
agreement. Such release may be extended to the licensee
alone, but usually extends to the licensee and its customers.
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The release may be absolute and unconditional; or, for the
protection of the licensor, may be conditioned either on
the continuance of the agreement for a period of years or
on the payment of a prescribed sum. The latter sum may
be made payable either in a single payment or in install-
ments, and may be either maintained independent of other
royalties payable or treated as an advance against future
accrued royalties. A claim for past infringement of the
licensed patent may be released either alone in a specific
release, or together with other claims, for example, in a
general release. Of course, any claims, or portions thereof,
which the parties wish to leave for separate settlement,
may be expressly excluded from the immediate release.

Form No. 24.01

Unconditional Release For
Past Infringement

ABC hereby releases XYZ and its customers from any and
all liability resulting from the manufacture, use or sale of auto-
matic transmissions infringing the Licensed Patent prior to the
effective date of this Agreement.

Form No. 24.02

Release for Past Infringement
Conditioned on Continuance of Agreement

ABC hereby releases XYZ and its customers from any and
all claims for infringement of the Licensed Patent arising prior
to the effective date of this Agreement, such release being
conditioned upon the continuance of this Agreement for a
period of three (3) years without any breach or default thereof
by XYZ. ' ' '

Form No. 24.03
Lump Sum Payment for Past Infringement

In full seftlement of all claims of ABC for past infringe-
ment, XYZ agrees to pay to ABC within ten days of the execu-
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tion of this Agreement a lump sum payment calculated at $250
per quarter for the period since the issuance of the Licensed.
Patent that XYZ has sold devices embodying the inventions of
smd quenf

" Form No. 24.04

Release for Past Infringement
Condnhoned on Payment of Prescribed Sum

XYZ hereby agrees to pay to ABC as a non-refundable
advance payment against royalties the sum of $10,000 in the-
following instaliments: $2,500 upon the execution of this Agree-
ment, and $2,500 on each of the three succeeding anniversary
dates thereof. ABC hereby releases XYZ and its customers from
any and all liability resulting from the manufacture, use or sale
of automatic transmissions infringing the Licensed Patent prior
to the execution of this Agreement, such.release. being con-
ditioned upon full payment of said $10,000.

-Form No. 24.05 ,

General Release
With Exceptions

ABC hereby accepts the sum of $10,000 in full payment
of any and all claims against XYZ of whatsoever nature, aris-
ing prior to the effective date of this Agresment; except that
under this Agreement ABC does not relinquish any claim for
past infringement of the Licensed Patent, for apparatus manu-
factured or sold by XYZ for or to the Um’red States government
or ugenqes thereof. . . :

§25. Warranties by Licensor: A tiransfer of all
“right, title and interest” in a patent is comparable to a
quit claim deed of realty and carries with it no warranty
of title, express or implied. However, the grant of an ex-
clusive license that constitutes an assignment carries an
implied warranty of title and draws to it any after-acquired
right or title of the licensor. [All Steel Engines, Inc. v. Taylor
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Engines, Inc., 88 F. Supp. 745 (N.D. Cal,, 1950), affirmed,
192 F. 2d 171 (C.A. 9, 1951).] Also, there is an implied
warranty by the licensor that it has the right to grant.the
license, [Kent v. Addicks, 126 F. 112 (C.A. 3, 1903). Also
see Seal v. Beach, 118 F. 831 (D.N.]J., 1901).] Generally,
there are no unphed warranties by the licensor: :
1. That the licensed invention has commercial utlhty
[Appliance Corp. of America v. Speed Queen Corp.,
186 F. 2d 798 (C.A. 7, 1951); Johnson v. Brewer-
 Titchenor Corporation, 28 F. Supp. 1002 (N.D.
. NY,1989)] |
2, That the licensed patent is valid. [Eno v. Prime
" Manufacturing Company, 58 USPQ 681 (Mass.
Sup. Ct., 1943); M. Nirenberg Sons, Inc. v. Truben-
izing Process Corporation, 49 USPQ 464 (N.Y. Sup.
Ct,, 1941). Also see: Barber Asphalt Paving Co, v.
Headley Good Roads Co., 284 F. 177 (D. Del,,
1992), affirmed, 292 F. 119 (C.A. 8, 1923); Huber
v. Guggenheim, 89 F. 598 (S.D.N.Y., 1898).]
8. That the licensed invention does not infringe any
~ patents owned by third parties. [See Sec. 84.]
If a licensor is to be bound on any warranties that are
not implied in law, they must be expressly set forth in the
license agreement. Similarly, if a separate clause negates
implied warranties [See Sec. 46], all warranties ordinarily
implied in law that are to be undertaken by the licensor
should be expressly recited. Express warranties are en-
forced in accordance with their terms. [Gray Engine Starter
Co. v. Gray & Davis, Inc., 224 F. 723 (D. Mass., 1914);
Hazeltine Research, Inc. v. DeWald Radio Mfg Corp 79
USPQ 448 (N.Y. Sup. Ct 1948)]

Form No 25. O'I

- Warranty of Ownership and
Right to License.

7 ABC represents and: warrants. that it is the owner of the
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entire right, title and interest in and 1o said Letters Patent, and
that it has the sole right to grant for the United States, its ter-
ritories and possessions, licenses under said letters Patent, re-
issues and extensions, of the scope herein granted. :

Form No. 2502

Warranty of Right to
Enter into Agreement

ABC represents and warrants that it has -the right o
enter into this Agreement, and that there are no outstanding
assignments, grants, licenses, encumbrances, obligations or
agreements, either written, orc:l or implied, inconsistent with
this Agreement

Form No. 25.03
Warranty of Commercial Utility

ABC hereby represents and warrants that Licensed Devices
made in accordance with said Letfers Pcrren'r have commercial

uhll‘ry .
Form No. 25.04
Warranty of Validity

ABC' hereby represents and warrants that said Leﬁers
Patent is genuine and valid. :

$26. Most Favored Licensee: In the absence of an
express prohibition, a licensor ordinarily may grant two or
more nonexclusive licenses on different terms. {[McKay v.
Smith, 39 F. 556 (D. Mass., 1889).] However, there may be
an exception to this rule in the event competition among
the licensees is adversely affected as a composite result of
the different terms and of the licensor’s related business
activities. [La Peyre v. Federal Trade Commission, 366 F.
2d 117 (C.A. 5, 1966); Peelers Company v. Wendt, 260 F,
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Supp. 193 (W.D. Wash., 1966); Laitram Corporation v.
King Crab, Inc., 245 F. Supp. 1019 (D. Alaska, 1965).]

For the benefit of a licensee, a nonexclusive license
agreement commonly incorporates a “most favored licen-
see” clause. This type of clause, in general, provides that
if the licensor grants any other license on more favorable
terms, such more favorable terms shall automatically, or
at the original licensee’s option, apply to the original license.
Such clause, which may refer to all terms of the license or
merely to those terms concerning royalties, serves to elimi-
nate discrimination among licensees to the extent agreed
upon, and will be enforced in accordance with its terms.
[Cold Metal Process Co. v. McLouth Steel Corp., 170 F. 2d
369 (C.A. 6, 1948); Newport News Shipbuilding & Dry
Dock Co. v. Isherwood, 5F. 2d 924 (C.A. 4, 1925).] The le-
gality of a most favored licensee clause has been specifi-
cally upheld. [Technograph Printed Circuits, Lid. v. Bendix
Aviation Corp,, 218 F. Supp. 1, 51 {D. Md., 1963), affirmed,
327 F. 2d 497 (C.A. 4, 1964).] However, in one notable
case the Supreme Court held that proof of “concert of
action” among a licensor and its muluple licensees to re-
strain and monopolize trade was “established by the fa-
vored licensee clause of the standard license agreement.”
[United States v. United States Gypsum Co., 340 U.S. 76,
83 (1950).]

Under the ordinary most favored licensee prov1s1on
neither the mere failure of a licensor to proceed against
infringers, nor a release by the licensor of damages for past
infringement, relieves the licensee from liability for the
payment of royalties accruing during the period of in-
fringement. [Core Laboratories, Inc. v. Hayward-Wolff Re-
search Corp., 115 USPQ 422 (Del. Sup. Ct., 1957 ); Univer-
sal Oil Products Co. v. Vickers Petroleum Co., 49 USPQ
333 (Del. Sup. Ct., 1941); Raytheon Mfg. Co. v. Radio
Corp. of America, 21 USPQ 253 (Mass. Sup. Ct., 1934).
Also see Lathrop v. Rice & Adams Corporation, 17 F. Supp.
622 (W.D.N.Y., 1936).] However, when the licensor grants



110 Patent License Agreements

a-royalty-free implied license, which is operative prospec-
tively, to another, the obligation of the original licensee to
pay royalties ceases. [St. Joseph Iron Works v. Farmers
Manufacturing Co., 106 F, 2d 294 (C.A. 4, 1939).] In the
event the original licensee has an option of either retaining
the original license or surrendering such license for a new
and different license corresponding to one granted to an-
other, the licensee cannot demand the benefit of the more
favorable terms of the new license and at the same time re-
fuse to accept those which are more onerous. [Foster v.
Goldschmidt, 21 F. 70 (S.D.N.Y., 1884). Also see Raytheon
Manufacturing Company v. Radio Corporation of Amer-
ica, 21 USPQ 253 (Mass. Sup. Ct., 1934).] Corresponding-
ly, when the licensor grants another a paid-up license, the
original licensee is entitled, upon request, to receive a
paid-up license in return for the payment of the same lump
sum; but the original licensee cannot continue to make roy-
alty payments under the original license and at some later
date request a paid-up license and have such royalty pay-
ments credited against the stipulated lump sum. [Harley C.
Loney Co. v. Mills, 205 F. 2d 219 (C.A. 7, 19583).]

If the other licensees are given the option of paying
either a percentage of total sales or a fixed annual sum, and
the original licensee under a most favorable “rate of royal-
ty” clause elects to continue paying a percentage of total
sales, the original licensee is not entitled to have its rate of
percent factor reduced to the lowest rate of percent factor
that would be obtained by dividing the stipulated fixed
annual sum by the largest total annual sales of any licensee
who has elected to pay the fixed annual sum--"“the two rates
of royalty are substantially different types and . . . there
is no basis in fact for the conversion of a lump sum rate of
royalty into a rate of percent of selling price royalty.”
[Hazeltine Corporation v. Zenith Radio Corporation, 100 F.
2d 10 (C.A. 7, 1938).] Other controversies can arise con-
cerning the scope and effect of a most favored licensee
clause that mentions royalties only. One court has held that
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when another licensee is given non-royalty ‘concessions
that have the effect of reducing the stipulated royalties, the
original licensee is entitled to the benefit of such conces-
sions. [Prestole Corp. v. Tinnerman Products, Inc., 271 F,
2d 146 (C.A. 6, 1959).] Another court, however, has held
that non—royalty coricessions are not covered by a limited

“favorable royalty” clause. [The India Machine and Rubber
Mold Company v. The B. F. Goodrich Company, 4 USPQ
310 (E.D. Ohio, 1930).] Still another court has concluded
that if extra non-royalty consideration is given by another
licensee. for a reduced royalty rate, the licensor is not re-
quired to give the original licensee any reduction in rate
under -its agreement. [Dwight &Lloyd Sintering Co. v.
American Ore Reclamation Co., 44 F. Supp. 391 (S.D.N.Y,,
1937). Also see Raytheon Manufacturing Company v.
Radio Corporation of Amemca, 21 USPQ 253 (Mass. Sup.
Ct., 1934).]

Finally, when the licensor is obligated by the original
license agreement to give notice to the licensee of another
license, failure to give such notice is a breach of contract..
In these circumstances, the licensor may be precluded from
recovering royalties accruing during the period of the.
breach, while the licensee may be entitled to a refund for
any: excess royalties paid. [Prestole Corp. v. Tinnerman
Products, Inc., 271 ¥. 2d 146 (C.A. 6, 1959); St. Joseph.
Iron Works v. Farmers Manufactumng Co., 106 F. 2d 294
(CA. 4, 1939)] :

Form No. 2601 -
Most Favored I.lcensee.
AII Terms Generally

In fhe evemL ’rhcﬁ' ABC shOUFd grant a license to another
(other than a license to or for the benefit of any corporation
more than fifty percent (50%) of the voting shares of which.
are owned or controlled directly or indirectly by ABC) under
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the same patents herein licensed and on terms different than.
the terms of this Agreement, XYZ shall, of its option, have the
right fo incorporate such different terms in this Agreement.

Form Ne. 26.02

Most Favored Licensee
Royaliy Rates and Other Terms

In the event ABC grants other licenses under said patents:
on terms or royalty rates more favorable to the licensee than
the terms and royalty rates sef forth in this Agreement, it shall -
so advise XYZ, and XYZ may elect to substitute for the license
herein granted, a license duplicating any of said other licenses.

Form No. 26.03

Mosft Favored licensee
Royalty Rates and Other Terms

If ABC grants a license fo any other party under one or
~more of the patents or applications for patent, which are the
subject matter of this Agreement, upon more favorable terms
and/or royalty rates than those specified herein, ABC shall give
immediate written notice thereof to XYZ. If XYZ so elects, it
shall automatically become entitled to such more fcvorable
terms andfor royalty rates, '

Form No. 26.04

Most Favored lLicensee
Royalty Rafes and Other Terms

In the event ABC shall hereafter grant a license under the
aforesaid pafent af a royalty rate or rates lower than the
corresponding rate or rates provided for herein, or on any more
favorable terms and conditions, XYZ shall be entitled to the
benefit of such lower royalty rate or.rates or such more favor-
able terms or conditions for its manufacture, use and sale here—
under subsequent to the date of such grant.
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Form No. 26.05

Most Favored Licensee
Royalty Rates and Other Terms

ABC agrees that in the event ABC shall have entered info
or shall hereafter enter into any license agreement, or shall
have modified or shall modlfy any existing license agreement
covering similar operations in the United States, providing for
a lower or more advantageous royalty rate or for any other
terms or conditions more favorable to the licensee than herein
set forth, then and thereafter, XYZ shall have the benefit of such
lower or more favorable royalty rate, terms or conditions.

Form No. 26.06

Most Favored Licensee
Royalty Terms Only

In the event that ABC grants a license with more favorable
royalty terms, then within thirty (30} days of the execution of
such licenss, a copy shall be delivered to XYZ and XYZ shall
then have thirty (30) days in which to determine whether it de-
sires to adopt such royalty terms.

Form No. 26.07

Most Favored Llicensee
Royalty Rate Only

ABC agrees that in the event that ABC shall enter into any
license agreement, or shall modify any existing license agree-
ment, covering operations in the United Stafes providing for a
fower or more advantageous royalty rate, then and thereafter
XYZ shall, under substantially similar conditions, have the bene-
fit of such lower or more advantageous royalty rate.

" Form No. 26.08

Most Favored Licensee
Royalty Rate — Conditional

- If ABC shall in the future grant another license for. the
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same purpose and for the same terrifory as provided herein, at
a rate of royalty less than fen percent (10%) for future manu-
facture and sale, then XYZ shall thereafter have the benefit of
such lower rate of royalty, provided that XYZ at the same time
accepts all the other conditions and obligations imposed on the
licensee by such other license. ABC ‘shall netify XYZ ‘upon ’rhe
granting of such other hcense '

Form No. 26.09

Most Favored Licensee
Royalty Rate Only
Specified License Excepted

In the event that ABC shall, at any time during the life of
this Agreement, grant to another a license in the United States,
at a more favorable raote than the rate herein required, the
royalty rate for this license shall at the same fime be reduced to
said more favorable rate and shall continve at said more favor-
able rate during the remaining life of this license. It is under-
stood by XYZ that ABC has heretofore granted a certain license
to MNQ, dated January 1, 2000, at o more favorable royaliy
rate than in this license; but the operation of said license shall
not be considered as being a grant by ABC of a more favor-
able license to third parties during the life of this Agreement
than is hereby granted to XYZ. ABC agrees, however, that in
the granting of any further license to MNO, the provisions of
this paragraph shall be operative, and that it will not enlarge
the scope of said license dated January 1, 2000, ABC shall
promptly disclose to XYZ the fact of the granhng of any license
in the United States during the life of this Agreement ot o more
favorable rate than the rate herein required.

§27. Sublicensing: An analysis of the case law indi-
cates that, in the absence of a provision spemﬁcally con-
cerning subhcensmg, a licensee under a “transferable” li-
cense may have the right to grant sublicenses, while a
licensee under a “non-transferable” license does not have
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such right. [Walen v. United States, 273 F, 2d 599 (C.A. 1,
1959); Rock-Ola Mfg. Corp. v. Filben Mfg. Co., 168 F. 2d
919 (C.A. 8, 1948);. Heywood—Wakeﬁeld Company V.
Small, 96 F. 2d 496 (C.A. 1, 1938); Simmen Automatic
Railway Signal Company v. Generadl Railway Signal Com-
pany, T2F. 2d 232 (C.A. 2, 1934).] Preferably, the subject
~ of sublicensing should be covered by an express provision.
Sublicensing may be prohibited absolutely, or permitted
generally, or permitted only with the consent of the licen-
sor, [Benger Laboratories, Limited v. R. K. Laros Company,
209 F. Supp. 639 (E.D. Pa., 1962), affirmed, 817 F. 2d 455
(C.A. 8, 1963).] Absent an express requirement, sublicenses
need not be in writing, and copies of sublicenses need not
be furnished the primary licensor. [National Pigments &
Chemical Co. v. C. K. Williams & Co 94 F 2d 792 796
(C.A. 8,1938).]

If sublicensing is to be permltted it Would seem desir-
able that the primary license agreement specify (a) the
terms and conditions that may, or must, be embodied in
any sublicenses; (b) whether the sublicenses may have a
duration independent of the primary license, or are to ter-
minate automatically at the termination of the primary li-
cense; {¢) whether the sublicenses must be in writing; (d)
whether the licensee must furnish the licensor with copies
of sublicenses; and (e) the rights and obligations of the
licensor and licensee with respect to royalties paid or due
under the sublicense. [As to item (e), see Simmen Auto-
matic Railway Signal Company v. General Railway Signal
Company, 72 F. 2d 232 (C.A. 2, 1934).]

Form No. 27.01
Sublicensing Pfohibited

XYZ agrees and undertakes that it will not sublicense the
rights herein granted and that it will not authorize any other
person, firm or corporation fo use the inventions herein licensed.
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Form No. 27.02

Sublicensing Prohibited
With Exceptions

XYZ agrees that it will not grant sublicenses with respecr
to the patents for which licenses are herein granted, or any
improvements or developments with regard thereto; unless it
shall first receive the written consent of ABC thereto; except,
however, that XYZ shall have the right to grant sublicenses to
any corporations or other enterprises in which Joe Doe shall
directly or indirectly control a majority of the stock,

Form No. 27.03
Limited Sublicensing Authorized

XYZ is hereby authorized o sublicense one corporation
now contemplated by it to be formed to handle the manufacture
of adhesive products embodying any one or more of said in-
ventions herein licensed, provided however, the granting of
any said sublicense by XYZ shall in no wise relieve XYZ from
accounting directly to-ABC under this Agreement for the actions
or conduct of said sublicensee, the acts of said sublicensee being
for all purposes herein, the acts and conduct of XYZ. Said sub-
licensee shall be under the control of XYZ and no plywood
company or user of adhesive shall own any stock. or other in-
terest in said sublicensee. Before any sublicense is issued by
XYZ the written approval thereof of ABC shall first be obtained.
ABC shall not withhold its approval arbitrarily.

Form No. 27.04
Sublicensing Permitted

XYZ shall have the right, at any time, upon thirty (30) days’
notice in writing to ABC to grant sublicenses under any of the
licenses herein granted under paragraph X hereof, subject to
the restriction that any such sublicense shall not be on any ferms
less favorable to ABC than the terms of the present Agreement.
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In the event that XYZ grants any sublicenses fo others un-
der the inventions covered by this Agreement it shall make the
same terminable, at ABC's option, with this Agreement, shall
furnish ABC within thirty (30) days with a true and complete
copy of each such sublicense and any changes or additions.
thereto, and shall assume full responsibility for the payment
of all royalties- due ABC on Licensed Devices made, used or
soid by any such subllcensees :

" Form No. 27.05
Sublicensing Permitted

XYZ may grant written sublicenses within the United States
under ABC's Patent Rights upon such terms as XYZ may arrange,
provided that: (a) XYZ shall include all sales of Licensed Devices
by all sublicensees in XYZ’s statements to ABC, as provided in
paragroph X hereof, and pay royalties thereon to ABC as
though all of such sales by sublicensees were in fact made by
XYZ hereunder; and (b} Licensed Devices shall be considered
as sold by such sublicensees when they are billed out, or if not
billed out, when they have been delivered, shipped or mailed.

XYZ agrees to deliver to ABC a true and correct copy of
each and every sublicense entered info by XYZ within thirty (30)
days after execution thereof and shall promptly advise ABC in
writing of any modification or termination of each sublicense.

Upon the fermination of this Agreement for any cause,
any and all existing sublicenses hereunder shall thereupon
automatically terminate. This shall be made a condition of any
such sublicense that may be granted by XYZ.

Form No. 27.06

Sublicensing Permitted
in Foreign Countries

Under all foreign patents and applications for foreign
patents as herein contemplated, XYZ shall have the right to
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grant sublicenses  for the :manufacture, use and/or sale only
in the .country or countries respectively in which ABC has secured:
patents or filed applications for patents as provided for else-
where herein. As to any sublicense granted in accordance here-
with the .cash payments ‘and-royalty payments received. there-
from shall: be divided one-half to ABC and .one-half 1o XYZ,
and"ABC shall be entitled: to no other ‘compensation thereon.:
On any foreign sublicense executed. by XYZ a'royalty of notf
less than six percent (6%) on nef selling price shall be provided,
unless otherwise agreed to in writing by ABC.

§28. Acknowledgment of Validity and Admission of
Infringement: As a general rule a licensee is estopped to
deny the validity of the patent under whick it is licensed.
[Automatic Radio Mfg. Co. v. Hazeltine Research, Inc., 339
U.S. 827 (1950).] Although this estoppel is implied by law,
it is nevertheless customary, and not improper, to have the
licensee expressly acknowledge the validity of the licensed
patent and agree not to contest it. [Steiner Sales Co. v.
Schwartz Sales Co., 98 F. 2d 999, 1009 (C.A. 10, 1938);
Carter Products v. Colgate-Palmolwe Company, 164 F.
Supp. 503, 525 (D. Md., 1958), affirmed on oth_er grounds,
269 F. 2d 299 (C.A.4,1959).] |

_ When a license concerns several patents, a spemﬁc
identification of only one patent in an express stipulation
“of validity may preclude an estoppel arising as to the other
patents coming under the license. [Chance v. Lehigh Navi-.
gation Coal Company, 25 F. Supp. 532 (E.D. Pa., 1938),
affirmed per curiam, 107 F. 2d 1009 (C.A. 3, 1939).] A
licensee under a limited license ordinarily is not estopped
to contest the validity of the licensed patent in defense of
an infringement action concerning operations of the licen-
see outside the scope of the limited license. [Davis v. Buck-
Jackson Corporation, 230 F. 2d 655 (C.A. 4, 1956); T. H.
Symington Co. v. National Malleable Castings Co., 257 F.
564 (N.D. 111, 1919); Indiana Mfg. Co. v. Nichols & Shep-
ard Co., 190 F. 579 (E.D. Mich., 1910).] However, a li-
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censee’s express agreement not to contest validity may
create an estoppel in such circumstances. [Sinko Tool &
Manufacturing Company v. Casco Products Corporation,
89 F. 2d 916 (C.A. 7, 1987); Eskimo Pie Corporation v.
Arctic Fruit Ices, 15 F. 2d 853 (E.D.N.Y., 1926); Pope
Manufacturing Co. v. Owsley, 27 F. 100 (N.D, Ill., 1886);
Dunham v. Bent, 72 F. 60 (D. Mass., 1885). Contra:
Chance v. Lehigh Navigation Coal Company, 25 F. Supp.
532 (E.D. Pa., 1938), affirmed per curiam, 107 F. 2d 1009
(C.A. 3, 1939) Also see United Lens Corporation v. Doray
Lamp Co., 93 F. 2d 969 (C.A. 7, 1937).]

Usually, the estoppel to deny validity, or an acknow!-
edgment of validity, ceases when the license terminates,
either because of lapse of time or the completion of the
number of patented devices authorized by the license, or
through complete repudiation of the license by the licensee,
or by cancellation or revocation of the license by the li-
censor. [Bucky v. Sebo, 208 F. 2d 304 (C.A. 2, 1953);
Miehle Printing Press & Mfg. Co. v. Publication Corpora-
tion, 166 F. 2d 815 (C.A.7; 1948); N. 8. W. Co. v. Whole-
sale Lumber & Millwork, 123 F. 2d 38 (C.A. 6, 1941); In-
ternational Burr Corporation v. Wood Grinding Service,
84 F. 2d 905 (C.A. 2, 1929); Eskimo Pie Corporation v.
National Ice Cream Co.; 26 F. 2d 901 (C.A. 6, 1928); Gen-~
eral Motors Corporation v. Rubsam Corporation, 65 F. 2d
217 (C.A. 6, 1933); Tate v. Baltimore & O. R. Co., 229 F.
141 (C.A. 4, 1915); Mudgett v. Thomas, 55 F. 645 (S.D.
Ohio, 1893 ); Brown v. Lapham, 27 F. 77 (S.D.N.Y., 1886).]
Whether a licensee can lawfully agree not to contest valid-
ity of patents beyond the termination of the license agree-
ment is an unsettled question. It appears that such agree-
ment may be proper if the patents involved are restricted
in number. [Straight Side Basket Corporation v. Kull, 24 F.
Supp. 771 (D. Idaho, 1938), appead dismissed per curiam,
104 F. 2d 1015 (C.A. 9, 1939); Philadelphia Creamery
Supply Co. v. Davis & Rankm Bldg. & Mfg. Co., 77 F. 879

(N D. 111, 1896). Also see: Eskimo Pie Corpomtwn v. Na-
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tional Ice Cream Co., 26 F. 2d 901 (C.A. 6, 1928); United
States v. Wayne Pump Co., 44 F. Supp. 949 (N.D, IlL,
1942), appeals dismissed, 317 U.S. 200 (1942); United
Shoe Machinery Co. v. Caunt, 134 F. 239 (D. Mass.,
1904 ).] However, an agreement of this type concerning a
large number of patents has been held to be against pub-
lic policy and hence unenforceable. [Pope Manufacturing
Company v. Gormully, 144 U.S. 224 (1892). Also see
Nachman Spring-Filled Corporation v. Kay Mfg. Co., 139
F. 24781 (C.A. 2,1943).]

When a price fixing provision is embodied in a patent
license agreement, the doctrine is now established that,
irrespective of general estoppel rules, the licensee may chal-
lenge the validity of the licensed patent in an effort to
demonstrate that the price provision is illegal because not
justified by a valid patent. [MacGregor v. Westinghouse
Electric & Mfg. Co., 329 U.S. 402 (1947); Edward Kai-
zinger Co. v. Chwago Metallic Mfg, Co., 329 U.S. 394
(1947); Sola Electric Co. v. Jefferson Electmc Co.,317US.
173 (1942); National Transformer Corp. v. ance Manu-
facturing Co., 215 F. 2d 343 (C.A. 6, 1954); American Cut-
ting Alloys v. General Electric Co.. 1385 F. 2d 502 (C.A. 2,
1948); American Optical Co. v. New Jersey Optical Co,,
50 F. Supp. 806 (D. Mass., 1943).] Although this doctrine
has been primarily confined to price restrictions, there is
no fundamental reason why it should not be extended to
other types of license restrictions that would be illegal in
the absence of patent protection. [Nachman Spring-Filled
Corporation v. Kay Mfg. Co., 139 F. 2d 781 (C.A. 2,1943).
But compare: Automatic Radio Mfg. Co. v. Hazeltine Re-
search, Inc., 339 U.S. 827 (1950); Brownell v. La Salle Steel
Co., 140 F. Supp. 353 (N.D. 1lL, 1956), affirmed, 250 F.
2d 607 (C.A. 7, 1957).] In this connection, the Supreme
Court has also indicated that the government can, in an
antitrust proceeding, attack the validity of the patents of
the defendant. [Unied States v. United States Gypsum Co.,
333 U.S. 364, 386-388 (1948).] Such attack presumably
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would be for the purpose of showing the lack of patent
justification for the otherwise 1llega1 activities of the de-
fendant.

Even when estc)pped to contest the validity of the
licensed patent, a licensee ordinarily is not estopped to deny
infringement in an action for royalties and may show the
state of the art to construe, narrow or qualify the claims.
[Midland Steel Products Co. v. Clark Equipment Co., 174
F. 2d 541 (C.A. 6, 1949); Freeman v. Altvater, 129 F. 2d
494 (C.A. 8, 1942); Kessel v. Vidrio Products Corporation,
113 F. 2d 381 (C.A. 7, 1940); Galion Iron Works & Mfg.
Co.v.].D. Adamstg Co., 105 F. 2d 943 (C.A. 7, 1939);
Baldwin Rubber Co. v. Paine & Williams Co.,,99F. 2d 1
(C.A. 8, 1938); Pressed Steel Car Co v. Union Paciﬁc R.R.
Co., 270 F. 518 (C.A. 2, 1920); Timken-Detroit Axle Com-
pany v. Alma Motor Company, 47 F. Supp. 582 (D. Del,,
1942}, modified, 144 F. 2d 714 (C.A. 3, 1944). Also see
Westinghouse Electric & Mfg. Co. v. Formica Insulation
Company, 266 U.S. 342 (1924).] However, an express
agreement not to contest the scope of claims may preclude
the licerisee from showing the state of the prior art to nar-
row the claims. [United Lens Corporation v. Doray Lamp
Co., 93 F. 2d 969 (C.A. 7, 1937).] A provision specifying
that the licensee may dispute infringement after termination
of a license agreement has been held not to constitute an
implied limitation on the right of the licensee to contest
infringement during the term of the agreement. [Galion
Iron Works & Mfg. Co. v. J. D. Adams Mjg. Co., 105 F.
9d 943 (C.A. 7, 1939) ]

A licensee may be estopped to deny infringement as
to a particular device when the license agreement was
entered into for the purpose of licensing that device, when
the license agreement specifically designates such device
as being included in the license, when the licensee has
worked closely with the licensor in developing such device
and in obtaining patent protection thereon, or when the
licensee represents to the public that it is operating under
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the licensed patent. [Eureka Company v. Bailey Company,
78 U.S, 488 (1870); Cold Metal Process Co. v. McLouth
Steel Corp., 170 F. 2d 369 (C.A. 6, 1948); Baker Oil Tools
v. Burch, 71 F. 2d 31 (C.A. 10, 1934); Kant-Shore Piston
Co. v. Sinclair Mfg. Corp., 32 F. 2d 882 (C.A. 6, 1929);
Miami Cycle & Mfg. Co. v. Robinson, 245 F. 556 (C.A..
6, 1917); Muth v. J. W. Speaker Corporation, 151 F. Supp.
188 (E.D. Wis., 1957), affirmed, 262 ¥. 2d 797 (CA. 7,
1959); Cluett, Peabody & Co., Inc. v. Sayles Finishing
Plants, Inc., 52 F. Supp. 214 (N.D.N'Y., 1943); Dwight &
Lloyd Sintering Co. v. American Ore Reclamation Co., 44
F. Supp. 401 (S.D.N.Y., 1941}; Sproul v. Pratt & Whitney
Co., 97 F. 807 (S.D.N.Y., 1899); Andrews v. Landers, T2
F. 666 (D. Conn., 1896).] But such implied estoppel or
estoppel by conduct ceases upon termination or expiration
of the license. [Bucky v. Sebo, 208 F. 2d 304 (C.A. 2, 1953);
Cushman Paper-Box Mach. Co. v. Goddard, 95 F. 664
(CA.1,1899).] |

When a licensee expressly admits for the purpose of
a license agreement that certain devices are covered by
the patents therein licensed, it is estopped from repudiating
this admission. [Universal Rim Co. v. Scott, 21 F. 2d. 346
~(N.D. Ohio, 1922).] The. legal effect. of an express general
admission of infringement. in a license agreement appears
to be unsettled. One court has held that such admission pre-
cludes the licensee, in a proceeding for royalties, from
denying infringement as to any features in its machine at
the time of suit that were in its machines at the time the
license agreement was entered into. [Lathrop v. Rice &
Adams Corporation, 17 F. Supp. 622 (W.D.N.Y., 1936).
Also see: H. D. Smith & Co. v. Southington Mfg. Co 247
F. 842 (C.A. 2, 1917); American Specialty Stampmg Co.
v. New England Enameling Co., 176 F. 557 (C.A. 2,
1910).] Another court chose to dlsregard the admission on
the ground. that the agreement otherwise obligated the
licensee to pay royalties solely for products. embodying the



Other Principal Rights and Obligations 123

licensed invention. [Whﬁte \& Lee, 14 F. 789 (D. Mass.,
1882).] ot

Form No. 2801 R
Acknow!edgment of Vulldlfy

XYZ shall not, either directly or mdirecﬂy, use scud in-
vention otherwise. Thqn in accordance with this license, nof
shall it af any time durlng the continuance of this license dis-
pute or. objec’r to the validity of said Letters Pcn‘em‘ or The_
novelty or uhll’ry of said mvenhon .

Form No. 28.02
Acknowledgment of ‘Validity

XYZ agrees. that so long as this- Agreement is in force
and effect, it will not contest, nor assist others in contesting,
the validity of the Letters Patent of the United States which
are the subject of this Agreement, nor the title- thereto of ABC;
but it is understood and agreed that if this Agreement is can-
celled, or otherwise terminated, then from the date of cancella-
tion or termination, XYZ shall be free 1o contest the validity,
scope and title of any of said Letters Patent under which it is
licensed herein, to the same extent as if this Agreemem' hc:d
never been entered info.

Form No. 28.03
Acknowledgment of Validity:

~ XYZ -hereby acknowledges, during the life of this Agree-
ment only, the validity of the patents and patents to be issued
included in- ABC’s Patent Rights, and agrees not fo contest
the same, or be a party, directly or indirectly, to-any procedure
disputing the validity or tending to impair the value of the
inventions or Letters Patent included in or resulting from the
applications included in ABC's Patent Rights, or in which the
en|oymen‘r of full revenue from the same by ABC may be re-
duced T : - :
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Form No. 28.04
Acknowledgment of Validity

XYZ hereby expressly admits the tile of ABC in and to
each and all of the respective patents enumerated in this
Agreement and the validity of each claim of each patent now
granted and enumerated within this Agreement, and agrees
that it will not at any time deny or contest or contribute or aid
in ‘any way either directly or indirectly in the contest of the
validity of any of the respective patents enumerated in this
Agreement, or the scope of any claim or claims contained
therein.

- - Form No. 28.05
Acknowledgment of Validity -

XYZ hereby acknowledges for all time and all purposes
the validity of each and every of the Licensed Patents which
are or may become a part of this Agreement, hereby agrees
not to contest, directly or indirectly, the validity of any of said
patents either during the term of this Agreement or during
the life of any of said patents, and hereby agrees that it will
not lend its aid to any person, firm or corporation in attack-
ing, directly or indirectly, the validity of any of said patents.

_ Form No. 28.06
Acknowledgment of Validity.

XYZ agrees that it will not at any time hereafter, directly
or indirectly infringe said patents, nor dispute, nor contest the
validity of any of said patents, or the novelty or utility or
patentability of any subject matter of any of said patents, or
the ftitle thereto of ABC, nor directly or indirectly ossist any
other person contesting the same, and that said patents shall
throughout their respective terms, and for all purposes be
deemed to be in force and valid. XYZ agrees that the expira-
tion of this license or its termination shall not in any way affect
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the operation of this paragraph nor release nor discharge
XYZ from its obligation or its admissions or estoppels herem
contqmed : :

_ Form No. 28.07
Acknowledgment of Validity

XYZ agrees that it will not during the next twenty years
after execution hereof, if ever, confest the validity or title of
any of the above described patents, applications or inventions,
irrespective of the fact that this Agreement and/or the license
herein provided for, may be cancelled or terminated for any
cause whatsoever; this recognition of title and validity in this
Agreement shall be deemed to extend, in any event, to the
end of said twenty years, in consideration of the waiver of
damages herein, except as otherwise provided herein, and,
provided no royalty is to be paid for the use of any patents
after the same shall have expired, nor shall the parties hereto
be restricted in the free use of such patents after the sume have
expired or may have been sooner held invalid by final decree
from wh:ch no qppea! is or can be perfected.

§29 Enforcement of Licensed Patent: In the ab-
sence of an express covenant requiring enforcement of the
licensed patent, there is no obligation on the part of the
licensor to protect the licensee against the competition of
infringers. [Lathrop v. Rice & Adams Corporation, 17 F.
Supp. 622 (W.D.N.Y., 1986); Martin v. New Trinidad
Lake Asphalt Co., 255 ¥, 93 (D.N.]J., 1919); National
Rubber Co. v. Boston Rubber-Shoe Co., 41 F. 48 (D. Mass.,
1890); Hazeltine Research, Inc. v. DeWald Radio Mfg.
Corp., 79 USPQ 446, 449 (N.Y. Sup. Ct., 1948); Universal
Oil Products Company v. Vickers Petroleum Company, 49
USPQ 333 (Del. Sup. Ct., 1941). Also See: Nachod &
United States Signal Co., Inc. v. Automatic Signal Corpo-
ration, 105 F. 2d 981 (C.A. 2, 1939); Sea Gull Specialty
Co. v. Humphrey, 242 F. 271 (C.A. 5, 1917); McKay. v.
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szth 39 F. 556.(D, Mass 1889) appeal dlSmlssed 161
US. 855 (1896).] =

However, if the licensor under an excluswe hcense
fails to take action to stop unauthorized competition within
the scope of the licensed patent, the licensee may be able
to surrender its license. [Schutte & Koerting Co. v. Wheeler
Condenser & Engineering Co., 295 F. 158 (E.D. Pa.,
1924).] Also; a licensee under an exclusive license, that
is in Jegal effect an assignment may itself bring suit for
infringement of the licensed patent. [Waterman.v. Mac-
kenzie, 138 U.S. 252, 255 (1890); Independent Wireless
Telegraph Company v. Radio Corporation of America, 269
U. §. 459, 469 (1926).] In such circumstances, the licensor
is not under any implied obligation to contribute to the
cost of infringement suits brought by the licensee. [Simplex
Phonograph Corp. v. Rudolph Wurlitzer Co., 47 USPQ 161
(N.D. Ill.,, 1940); Photochart v. del Riccio, 83 USPQ 401
(Cal. Ct. App . 1949).]

Many times, the resp0n51b111ty for enforcmg the li-
censed patent against infringers is expressly established in
the license agreement. One approach, which has been up-
held under the antitrust laws, is to impose full responsibility
on the licensor. [Virtue v. Creamery Package Co., 227 U.S,
8 (1918); United States v. L. D. Caulk Company, 126 F,
Supp. 693 (D. Del., 1954). Also see: Hazeltine Research
v. Avco Manufacturing Corp., 227 F..2d 137, 148 (C.A.
7, 1955); United States Consolidated Seeded Raisin Co.
v. Griffin &Skelley Co., 126 F. 364 (C.A. 9, 1903).] Failure
of the licensor to comply with a covenant to protect the
licensed patent may relieve the licensee of its obligation to
pay royalties. [Wilfley v. New Standard Concentrator Co.,
164 F. 421 (C.A. 9, 1908). Contra: Specialties Develop-
ment Corp. v. C-O-Two Fire Equipment Co., 207 F. 2d
753 (C.A. 8, 1953). Compare: Newport News Shipbuild-
ing & Dry Dock Co. v. Isherwood, 5 F. 2d 924 (C.A. 4,
1925); Critcher v. Linker, 169 F. 653 (W.D. Wis., 1909).
~Also see Western Battery & Supply Co. v. Hazelett Stor-
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age Battery Co., 61 F. 2d 220 (C.A. 8, 1932).] In this re-
spect, the institution of four suits, and the issuance of a
number of infringement notices, within a two-year period
satisfies a licensor’s contractual obligation to use due dili-
gence in prosecuting infringers. [Straight Side Basket Cor-
poration v. Webster Basket Company, 10 F. Supp. 171
(W.D.N.Y., 1935), affirmed, 82 F. 2d 245 (C.A. 2, 1936).]
When a clause concerning enforcement of a patent includes
a condition that the licensor be “notified” of alleged in-
fringements, actual notification by the licensee is required
to render the clause operative. [General Motors Corpora-
tion v. Swan Carburetor Co., 88 F. 2d 876 (C.A. 6, 1937).]
Although the successful prosecution of infringement suits
is not an implied condition precedent to the obligation to
pay royalties, an unsuccessful suit may effect termination
of the agreement and hence the obligation to pay royalties
thereafter. [Frost Ry. Supply Co. v. T. H. Symingiton &
Son, 24 F. Supp. 20 (D. Md., 1938).] -

Axnother approach is to give the licensee first option,
at its own expense and with the right to all recoveries, to
sue infringers. An exclusive licensee may even be given
the right to collect and recover for infringements occurring
prior to the license. [Ceramic Process Co. v. Cincinnati
Advertising Co., 28 F. Supp. 794 (S.D. Ohio, 1939), ap-
peal dismissed, 116 F. 2d 497 (C.A. 6, 1940).] Usually the
licensor is expressly obligated to cooperate with the li-
censee. Failure to cooperate precludes the licensor from
recovering royalties accruing thereafter. [Penly Bros. Co.
v. Hall, 84 F. 2d 371 (C.A. 1, 1936).] Still another
approach is to have the parties participate jointly in
suits against infringers. In such case, the parties will
usually share expenses and recoveries in accordance with
a predetermined formula. For example, the licensor’s obli-
gation to contribute to expenses might be limited to a de-
fined percentage of royalties payable by the licensee dur-
ing the period of the suit. And, the licensor’s share in the
recoveries might be limited to the percentage of its con-
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tribution to expenses. . In any event, when joint participa-
tion is contemplated, the agreement should prescribe which
party has the right to select counsel and to. control prosecu~
tion of suits.

Express remedies for inaction or defanlt by one party
in regard to enforcement of the licensed patent are de-
sirable. For example, the agreement might provide that
the licensee shall have the right to cease paying royalties
and/or the right to terminate the agreement when the
licensor is in default. Correspondingly, the licensor might
be given the express right to cancel the exclusive features
of an exclusive license and/or the right to terminate the
“agreement when the licensee is in default.

Form No. 29.01

Enforcement of Licensed Patents
Licensor has Exclusive Right

XYZ agrees to keep diligent waich over the Licensed
Territory during the term of this Agreement in order to detect
any equipment which infringes, or possibly infringes, the Li-
censed Patfents. Upon discovery of any such infringement, or
possible infringement, XYZ shall promptly notify ABC thereof,
and ABC shall thereupon have the exclusive right, but shall
not be obligated, to take appropriate legal action in connec-
tion therewith. In the event that ABC shall elect to toke such
action, the conduct of the action shall be entirely directed by
ABC, and the parties agree to share. equally all cosfs. c:nd
recoveries of any such action.

Form No. 29.02

Enforcement of Licensed Patents
Licensor has First Right

[t is mutually understood and agreed that XYZ shall have
the right to call to the attention of ABC any infringement of
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the patent rights set forth in Exhibit A hereof, which infringe-
ment, if continued, might affect the rights of XYZ herein, and
if after giving notice to ABC, ABC does not file suit or cause
such alleged infringement to cease within a period of six (6)
months from the date of such notice, then ABC agrees to grant
XYZ the right to sue in its own name, at its own expense and
for its own benefit, any such infringer under any of the quen’rS'
lls'red or included in Exhibit A,

Form Nq. 29.03

‘Enforcement of Licensed Patent
Licensor’s Obligations

ABC agrees to prosecute all substantial claims of infringe-
ment of said Letters Patent, at its own cost and expense, but
it shall not be required to prosecute af one time. more than
one suit or action under said patent.

Form No. 29.04

Enforcement of Licensed Patent
Obligation of Licensor
Cessation of Royalties

in the event any unlicensed person infringes said Licensed
Patent on a commercial scale, XYZ may make written demand
upon ABC to abate such infringement stating in the demand
the name of the infringer and the place and circumstances of
the infringement. If within six (6} months after receipt of such
demand the infringement set forth shall not have ceased, then
XYZ shall be relisved of all obligations to pay royalties here-
under until such infringement shall cease, unless a civil action
for infringement of said patent shall be pending and is being
diligently prosecuted; which civil action need not be against
the infringer referred to in XYZ’s demand, there being no obli-
gation fo prosecute more. than one suit at a time.
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Form No. 29.05

Enforcement of Licensed Patents
I.lcensors Obllgahons

ABC agrees 1o.use all reasonable measures, whether by

action, suit, proceeding or otherwise, to prevent the infringe-
ment of any Licensed Patents by others and for that purpose
agrees to diligently maintain any action, suit or proceeding
against any person, firm or corporation so infringing any Li-
censed Patents necessary to prevent such infringement and to
recover damages resulting therefrom, but ABC shall never be
required to prosecute more than one infringement action at
any one time. XYZ shall have the right to select the infringer
against whom ABC files an action. All costs, disbursements
and expenses of such action, suit or proceeding, unless col-

lected from the person against whom the same is brought,
shall be borne by ABC. Any domages recovered in such action

shall be first applied to the reasonable expenses incurred in
prosecuting the infringement action, and any remdinder shall
be divided equally between XYZ and ABC. XYZ agrees to
cooperate with ABC in any way necessary, but without expense
to XYZ, in the prosecution of any action, sulf or proceeding
~ for. infringement.

Forrh No. 29.06

Enforcement of Licensed Puienfs
Defense of Infringement Suits
- Licensor’s Obligations

ABC will, ot its own cost and expense, defend and pro-
tect XYZ in fhe exclusive making, using and vending of Licensed -

Devices against all infringers, licensees, or others in the coun-
tries where applications for patents are now pending, and

where patents have been or may be issued for Licensed Devices,.

and will, at its own expense, take such. proceedings in law
and in equity as may be necessary and proper to prevent and
enjoin such infringement, and to save XYZ harmless from the
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results of such acts; and, in case of the failure of ABC to ful-
fill any of the obligations contained in this paragraph XYZ
shall have the right and privilege of prosecuting: and defend-
ing any such proceeding ot its own expense, and to charge the
same against ABC and collect from it, provided, however, that
XYZ shall first give to ABC 30 days’ notice in writing demand-
ing. compliance with the terms. of the agreement on its: part

before proceedmg to exercise the rights hereby -conferred on
XYZ. : -

Form No. 29.07

Enforcement of Llcensed Patenis
Licensee’s Rights

_ XYZ shall have the right to sue any infringer of said

patents on the process in its field at its own expense, in the
name of ABC, if necessary, and ABC agrees fo execute any
necessary papers for: such suit. -

' Form No. 29.08 -

- Enforcement of licensed Patent
Licensee’s Rights -

XYZ will use its best endeavors fo detect every suspected
infringement of said Letters Patent, and on discovery of any
suspected infringement, XYZ, at its own cost, may take all
necessary proceedings for effectually protecting and defending
said Letters Pafent. In such event, ABC agrees fo render to
the licensee every assistance in his power, except financial
assistance, in helping the licensee to protect and defend the

- same,

Form No. 29.09

Enforcemé'nl of Licensed Patents
L:censee has First nght

~XYZ is hereby given the first right during fhe term of this
. Agreement fo sue infringers of the said Letters Patent which:
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are the subject matter of this Agreement, and ABC will permit
the use of its name in all such suits and sign cll necessary pa-
pers. The expenses of such suit or suits shall be paid by XYZ,
and any and all recoveries from said suit or settlements thereof
shall go to- XYZ. Should XYZ fail to take the necessary steps
by litigation or otherwise to stop infringement of said Letters
Pafent, then ABC may conduct af its own expense, and with
the right to all recoveries, such litigation as it may deem neces-
sary, provided that ABC has first given a written sixty (60) day
notice to XYZ of its intention to initiate such litigation, and
provided further, that XYZ fails during said sixty (60) day
period fo indicate its willingness to initiate said suggested litiga-
tion or fails to initiate said suggested litigation within four (4)
months after said notice. ‘

Form No. 29.10

Enforcement of Licensed Patents
Licensee has First Right
Option by Licensor to' Cancel Exclusiveness

XYZ is hereby given the exclusive right during the time
that this Agreement is in effect to sue infringers of any patent
included in or resulting from any application included in ABC’s
Patent Rights, and ABC agrees in such cases fo permit the use
of its name in all such litigation suits, to sign all necessary
papers, o take all rightful caths, and to do whatever else may
be necessary to assist XYZ in such suits, but af the expense of
XYZ. Any recoveries from such litigation shall go to XYZ with
the provision that should the recoveries exceed the outlays for
such litigation, then XYZ will pay to ABC ten percent (10%)
of such excess, XYZ will during the time that this Agreement
is in effect diligently and prompily take those steps which are
calculated to be in the best interests of the monopoly secured
by ABC’s Patent Rights, and will in the event of litigation stand
all the charges, costs, and expense of such fitigation. XYZ will
keep ABC fully and promptly informed of such steps and of
the. progress of such litigation. ABC may at its own expense.
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employ counsel to act in an advisory capacity. Should XYZ
fail to take the necessary steps as hereinbefore outlined, then
ABC may conduct in its own name and ai its own expense such
litigation as it may deem necessary in the interests of said rights.
In the event, however, that ABC should undertake such litigation,
then ABC has the right to cancel the exclusive features of this
license and may Thereupon license others to make or sell the
Llcensed Dewces S :

Form Neo. 29.11

" Enforcement of Licensed Patent
Licensee’s Contribution to Expense

XYZ hereby covenants and agrees to bear the expense,
not exceeding Twenty-five Thousand Dollars ($25,000} of con-
ducting an action for. infringment- of said Letters Patent to be:
filed by ABC against. an infringer of said Letters Patent, such
expense to be paid by XYZ when, as and if bills for services
and/or disbursements are rendered by the attorneys conducting
such action. All sums paid by XYZ under the terms of this
paragraph shall be credited to XYZ on the books of ABC as
advances against royalties to be paid by XYZ to ABC, and
XYZ shall be entitled to deduct quarter annually from royah‘les
hereafter to become .due, a sum equivalent to two and one-
fourth percent (2%%) of the amount standing fo-the credit
of XYZ on the books of ABC at the time of pcymenf of such
royalties. . .

Form No. 29.12
Pcteni' I.lhgahon Fund

A pctenf litigation fund of Twenty Thousand Dollars
($20,000.00) shall be built up and maintained out of royalties
received by ABC from XYZ. It shall be kept in a Chicago,
lllinois bank as a special fund in the name of ABC, as trustee.
This fund shall be for the joint benefit of the parties, and ABC
shall contribute to it from time to time out of royalties to build
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it up and to ‘maintain it at .Twenty Thousand Dollars
{$20,000.00) by depositing to-the fund ‘when necessary for
such building or mainienance 50% of all royalties received
by ABC from XYZ as.provided herein. This fund shall be
used only to defray. cost of defense or prosecution of litiga-
tion, the. preparation for the defense of thredtened litigation
and the preparation for the prosecution of proposed litigation,
and payment of costs and awarded damages or. settlements,
insofar as they relate to the infringement of any Licensed Pat-
ents or o infringement of patents of others by the manufacture,
use or sale by XYZ of Licensed Products. At the termination of
this Agresment, the fund shall be liquidated by distributing
it to ABC; but in the ‘event that at the time of termination
there-is an infringement suit pending, or an infringement suit
threatened and imminent, which suit, except for termination,
would be prosecuted or defended by money from this fund,
then the liquidation of the fund shall be withheld until such
conditions no Ionger exist.

Form No. 29._13

Eh'fbrcen-_ie_nt of_. Licensed Patent
Joint Participation

Upon the discovery of any infringement of said Letters
Patent, and if the parties shall agree fo do so, appropriate
legal action in connection therewith shall be undertaken by
the parties jointly. In the event thot such action is taken, each
party shall contribute equally to the expenses of any such ac-
tion, except that ABC's confribution shall be limited fo one-half
of the royalties payable to ABC by XYZ during the pendency
of any such action. If any damages for infringement are
awarded by a final decree or judgment to ABC and XYZ, then
after deducing all expenses arising from the litigation and
reimbursing ‘each contributing party for its contributions, the
remainder shall be divided equally among the .contributing
parties. If one party shall not wish to join or ‘continve in any
such action, but the other party shall wish to institute or con-
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tinue such action, said one party shall render all reasonable
ossistance to said other party in connection therewith ot said
other party’s expense and said other party shall be entitled
to retain all recoveries obtained. with respect to such action.

$30. Invalidity of Licensed Patent: In the absence
of an express provision on the subject, the effect of in-
validity of the licensed patent on the licensee’s obligation
to pay royalties generally depends on whether the license
is nonexclusive or exclusive. A nonexclusive license merely
protects the licensee from a claim of infringement by the
licensor. If the licensed patent is held invalid in a suit
by the licensor against a third party, such holding is bind-_
ing only on the parties to that suit, does not preclude the
licensor from bringing other suits, and does not affect the
protection received by the licensee under its license. In
the case of a nonexclusive license, there is authority to
the effect that the licensee is not, merely because the L
censed patent has been held invalid, released -from its:
obligation to pay royalties. [Automatic Radio Mfg. Co. v.
Hazeltine Research, Inc., 176 F. 2d 799 (C.A. 1, 1949),
affirmed on other grounds, 339 U.S. 827 (1950); Appleton
Toy & Furniture Co. v. Lehman Co. of America, 165 F.
2d 801 (C.A. 7, 1948); Pope Manufacturing Co. v. Owsley,
97 F. 100 (N.D. Ill., 1886); M. Nirenberg Sons, Inc. v.
Trubenizing Process Corporation, 49 USPQ 464 (N.Y. Sup..
Ct., 1941). Compare Drackett Chemical Company v.
Chamberlain Company, 63 F. 2d 853 (C.A. 6, 1933).]
However, an exclusive license purports to grant the licensee
a complete monopoly, and freedom from all competition,
in the subject matter of the licensed patent.. If the patent
is held invalid in a suit against an infringer, the desired
monopoly is destroyed and competition is authorized. In
these circumstances, an exclusive licensee has the right
to terminate its license and cease paying royalties, on the
ground of failure of consideration or eviction. [Drackett
Chemical Company v. Chamberlain Company, 63 F. 2d
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853 (C.A. 6, 1933); Touchett v. E Z Paintr Corp., 150 F.

Supp. 384 (E.D. Wis., 1957); Ross v. Fuller & Warren
Co., 105 F. 510 (N.D.N.Y., 1900).] Eviction is a defense
to a suit for royalties accruing after, but not for those:
accruing before, the eviction occurred. [Drackett Chemical
Company v. Chamberlain Company, 63 F. 2d 853 (C.A.

6, 1933); Barber Asphalt Paving Co. v. Headley Good
Roads Co., 284 F. 177 (D. Del., 1922), affirmed, 292 F.

119 (C.A. 8, 1923).]

Because of the substantial economic consequences in-
volved, the effect of invalidity of the licensed patent on
the licensee’s obligation to pay royalties should be ex-
pressly covered in the license agreement and not left to
judicial fiat. Commonly, parties provide that if any claims
of the licensed patent are held invalid by a court of last
resort, or by any other court of competent jurisdiction
from whose judgment or decree no appeal is taken, the
licensee is thereafter freed from the payment of royalties
with respect to the claims held invalid. Under this type
of provision, the licensee is relieved of paying any royal-
ties with respect to devices covered solely by claims held
invalid. However, a declaration of invalidity of some, but
not all, claims covering the licensee’s devices does not en-
title the licensee to a proportionate reduction of the agreed
royalties. [Magnus Harmonica Corp. v. Harmonic Reed
Corp., 106 USPQ 268 (E.D. Pa., 1955).] Moreover, this
type of provision does not permit the licensee itself to at-
tack the validity of the licensed patent. [United States v.
Harvey Steel Co., 196 U.S. 310, 317 (1905). Contra:
Miami Cycle & Mfg. Co. v. Robinson, 245 F. 556 (C.A.
6, 1917).] The parties may also provide that if any claims
of the licensed patent are construed by a court such claims
shall thereafter be mterpreted for purposes of royalties in
conformity with the court’s decision as to scope. [Mechani-
cal Ice Tray Corp. v. General Motors Cerp., 144 F. 2d 720
(C.A. 2, 1944); Galion Iron Works & Mfg. Co. v. J. D,
Adams Mfg. Co., 105 F. 24 943 (C.A. 7, 1939).] When
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the licensee has an express right to cancel the license
agreement in the event the licensed patent is held invalid,
the licensee cannot rescind the agreement on the ground
that the patent is invalid if the designated event has not
occurred. [Bowers Mfg. Co. v. All-Steel Equipment Inc.,
275 F. 2d 809 (C.A. 9, 1960).] Moreover, if. the licensee
“has an express option to terminate the agreement on no-
tice in the event the patent is held invalid, failure to give
the specified notice after occurrence of the designated event
precludes the licensee from raising the defense of evic-
tion in a suit for unpaid royalties. [Shicca-Del Mac, Inc.
v. Milius Shoe Co., 145 F. 2d 389 (C.A. 8, 1944).] But,
if the licensee is expressly relieved of paying royalties in
the event the patent is held invalid, and certain claims
are held invalid and not disclaimed, the licensor can re-
cover no royalties under the agreement. [Rosenthalv. E. I.
du Pont de Nemours & Co., 145 F. 2d 571 (C.A. 2, 1944) ]

Form No. 30.01

Claims Held Invalid

Right to Terminate
XYZ hereby reserves the right to terminate this Agreement
and be relieved from further obligation thereunder, except as
to the assignment of any foreign rights to ABC as provided in
paragroph X, should claims covering the Licensed Devices, as

manufactured by XYZ, be declared mvchd by a court of findl
jurisdiction. '

Form No. 30.02

Claims Invalidated or Construed
Effect on Royalty Payments

if in any suit involving the validity or infringement of
claims of said Letters Patent, such claims have been held to be
invalid, or not infringed, by o final judgment or decree from
which no appeal can be taken, then in that event XYZ shall
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be free of any obligation hereunder to the same extent, as
and fo the same or equivalent subject matter, as the party in
whose favor said judgment or decree shall hcve been entered,
while said final judgment or decree shall be in effect, -

Form No 30. 03

Clqlms lnvc:hdated or. Consiruecl
Eﬂ"eci on Royalty Payments .

I any decision by -a lower court of competen? |urasd|c-
tion" in a suit for infringement brought by ABC should be un-
favorable to said. Letters Patent, either .on the question of
validity or infringement, no further royalties shall be due from
XYZ, ‘until and unless ‘said unfavorable decision s reversed,
with -respect 'to Licensed Devices manufactured by XYZ- sub-
stantially of the same. desxgn and construction as that involved:
in sarid suit and within the scope of the claims involved, Should:
said unfavorable decision be reversed by a court of appellate
jurisdiction, all royalties which would have been payable ex-
cept for said unfavorable decision shall thereupon immediately
become due and pc:ycble upon notlce from ABC.

Form No 30. 04

" Claims Invalidated or Construed
Eﬁect on Royalty Paymenis

If in any suit for infringement of the United States Letters
Patent which are the subject of this Agreement, any of the
claims of said Letters Patent shall be held to be invalid or not
infringed by a court of last resort; or. by a lower court of com-
petent jurisdiction from whose decree no appeal is taken or
certiorari granted wn‘hm the period allowed therefor, the con-
struction placed upon the patent by the courts shall be followed
from and after the date of enfry of the decree of such court,
and royalties shall thereafter be payable by XYZ only in-ac-.
cordance with: such: construction until the same shall be modi-
fied or reversed by a subsequent court decree, and with respect
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to claims which dre by any such decree held to be invalid,
XYZ shall be relieved of its obligation to make reports and to
pay royalties on devices soid under and covered only by said
claims, until the decision with respect to such claims shall be
mod|f‘ ed or reversed. by a subsequent court decree

§31 K.now-how and Technical Assistance: When
considerable technology and experience are involved in
practicing the licensed invention, the licensee will usually
desire to receive know-how developed by the licensor and
general technical assistance. In this connection, the license
agreement may provide that the licensor shall fumnish the
licensee with know-how and engineering and manufactur-
ing information. Such information may be: (a) confined
to existing information only or extended to both present
and future developments; (b) restricted to information
that the licensor has a right to divulge without incurring
any obligation or liability to a third person; (¢) limited to
the furnishing of written or printed material prepared in
the normal course of the licensor’s operations.

Ordinarily, there is nothing inherently confidential in

the relationship between a licensor and a licensee under
a patent. [Laughlin Filter Corporation v. Bird Machine
Company, 69 USPQ 23 (Mass. Sup. Ct., 1946).] There-
fore, if know-how and technical information furnished by
the licensor to the licensee is to be received in confidence
and is not to be used except during the life of the license
and for the purposes of the license, an express provision
to this effect should be incorporated in the license agree-
ment. Occasionally, the parties will provide that the li-
censee shall indémnify the licensor for any breach of con-
fidence, that the obligation of secrecy shall survive termi-
nation of the license, and that all information in tangible:
form relating to the licensed invention shall be turned
over by the licensee to the licensor upon termination of
the license. The licensor can gain additional protection
by requiring the licensee to cause all of its key employees
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to. agree in writing to be bound individually by the re-
strictions concerning confidential 1nf0rmat10n imposed on
the licensee. '

The license agreement may further prov1de that the
licensee shall be afforded the right to visit the licensor’s
facilities and to have its personnel receive training, and/or
that the licensor shall furnish the licensee with advisory
services and supervision at the licensee’s facilities. Rea-
sonable time limitations may be placed on visits, training
and advisory services. Also the licensee may be obligated
to compensate the licensor for all expenses and/or sala-
ries of the licensor and its personnel incurred in rendering
training and advisory services, and to assume all responsi-
bility for damage or injury. to its property or employees
arising out of acts of the licensor pursuant to the license
agreement. In special circumstances, the licensor may be
employed, or retained as a consultant, by the licensee, for
a spemﬁed number of years. .

Form No. 31.0T
Furnishing of Know-How

ABC ogrees to disclose to XYZ, from time fo time. during
the term of this Agreement, for XYZ's sole use, know-how re-
lating to the productioh of Licensed Products, but only to the
extent that such know-how is owned by ABC on the date of
this Agreement or acquired by ABC during the term of this
Agreement, and further only to the extent that ABC can permit
XYZ to use such know-how without incurring breach of con-
tract, breach of confidence or any obligation or liability, by
reason of the transfer thereof or by reason of the use thereof
by XYZ to pay, grant or fransfer any money, properfy or right
to any third person. ‘

Form No. 31.02 ‘ |
Furmshmg of Technical Informqhon _
ABC agrees that it will give XYZ the benefit of the know|~
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edge and experience which ABC or its officers or engineers may
have to enable XYZ to make Licensed Products to the extent
that the same can be done and furnished by written or printed
instructions with drawings or prints of developments ABC may
have made, and to continue transmitfing to and for the benefit
of XYZ such knowledge and experience during the life of This '
Agreement.

Form No. 31.03

Furnishing of Technical Information
Visitation Rights of Licensee

ABC agrees to provide XYZ, to the extent to which it has
not heretofore done so, with complete sets of detail and as-
sembly drawings, physical and metallurgical specifications of
Its parts and complete engineering data for the size or sizes
of Licensed Producis which XYZ proposes to manufacture; and.
further agrees to moke available its plant at Chicago, Illinois
for representatives of XYZ who may be sent there by XYZ for
supplying such representatives with any manufacturing assist-
ance required by XYZ. ABC assumes no responsibility for the
designing or engineering of any parts except those used as
sTcmdczrd upont. ABC products.

Form No. 31.04

Maintenance of Information Confidential
Return of Tangible Material

XYZ agreses to freat as confi dential matter all mvenhons,_
drawings, specifications, engineering data, processes and other.
information or materials furnished by ABC to XYZ pursuant fo
this Agreement, except such matter as may be first made public
by ABC or made public by others independent of derivation
from ABC. XYZ agrees fo use such confidential matter solely and
exclusively in the manufacture, use and sale of Licensed Products
pursuant to this Agreesment. ABC shall have the right to termi-
nate this Agreement if XYZ makes any unauthorized use of any
confidential matter furnished by ABC to XYZ. Upon termination
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of this Agresment for any reason whatsoever, XYZ agrees that
it will make no further use of such confidential matter and that-
it will keep such matter secret, and XYZ further agrees that it
will immediately deliver to ABC all such confidential matter as
shall be in written or other tangible form (including oll copies
thereof), together with all other tangible property which ABC
shall theretofore have loaned to XYZ to assist XYZ in the manu-
facture or sole of Licensed Products.

Form No. 31.05

Maintenance of Information Conﬁdenﬂul
Restrictions on Subconiracted Work
~ Indemnification for Breach

XYZ agrees that the know-how obtained by it from ABC:
pursuant to this Agreement shall be held by it in strict con-
fidence for Its exclusive use and benefit in the Licensed Territory
and shall not be imparted to others, that it will undertake to.
enforce this provision with respect to its officers and employees
by separate agreements (to be approved by ABC} with all key
officers and employees, and that it will provide ABC with
copies of such agreements executed by officers and employees
of XYZ who may be designated by XYZ to have access to ABC's
know-how. With respect to the construction of apparatus for
the production of Licensed Products, XYZ agrees that the de-
signs will be retained in confidence and that, if the components
of such apparatus are fabricated by others for XYZ, the manu-
facture of such components will insofar as it may be possible
be divided among such others in such manner that the entire
apparatus or design will not be disclosed to any one such other
person, and further, that XYZ will insofar as it may be possible
perform the assembly of such components in its own plant. In
the event of any breach by XYZ of the provisions of this para-
graph, it agrees to indemnify and hold ABC harmless from and
against any damage or loss that may result, including, but not’
limited to, loss of profits or royalties, and without prejudice to
any oTher rights or remedies that ABC might have.
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Form No. 31.06

Maintenance of Information Secret
7 Restrictions on Use
‘Secrecy Survives Terminction

It is recognized by the parties hereto that information de-
livered by ABC to XYZ pursuant to this Agreemeni will contain
and incorporate confidential information in which ABC has and
will continue to have a property interest as the owner of such
information, and XYZ agrees to maintain, and will maintain, as
confidential any and all information disclosed to XYZ, directly
or indirectly, pursuant to this Agreement, XYZ will obtain from
its employees, confractors, consultants, agents, stockholders and
other persons having access to information acquired by XYZ
from ABC, pursuant to this Agreement, duly binding agree-
ments by such persons, in form acceptable to ABC, to maintain
in confidence any such information disclosed to such person by
XYZ. XYZ agrees fo reveal information furnished to it by ABC
pursuant to this Agreement, only to such persons and only to
the extent as may be required to permit XYZ to moke possible
the utilization of such information pursuant to this Agreement.
The provisions of this paragraph shall survive the termination
of this Agreement, and as to any particular piece of informa-
tion, shall continue until such ‘information becomes publlc .
knowledge through no fault of XYZ,

. Form No. 31.07
Furnishing of ‘Advisory Services
. It is mutually understood and agreed that from and after
the date of execution of this Agreement XYZ shall have the
right to the personal advisory services of John Doe of ABC for
- a period of not less than one (1} week per month for two (2)
years at the XYZ plant ot Detroit, Michigan, and XYZ agrees
to pay to ABC only the reasonable and necessary living ex-
penses of John Doe in or near Detroit, Michigan when incurred
in connection with said work, and John Doe’s reasonable and
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necessary traveling expenses to and from Chicago, lllinois. In
the event of the incapacity or demise of John Doe, it is under-
stood that ABC will furnish another of its engineers for the
purpose of rendering such services.

Form No. 31,08
Fumnishing of Engineering Assistance

Upon request of XYZ, ABC agrees to render engineering
assistance to XYZ in connection with Licensed Products by fur-
nishing the services of one of its engineers, who is skilled in
the construction and operation of Licensed Products, at XYZ's
premises or af the premises of a customer of XYZ. For this
service XYZ agress o pay to ABC {a) the engineer’s reasonable
and necessary travel expenses from and to ABC’s place of busi-
ness, {b) the engineers reasonable and necessary living ex-
penses away from ABC's place of business, and (c) a consulting
fee for the time devoted by the engineer in rendering service
to XYZ and the time necessarily spent in travel from and to
ABC’s place of business. The consulting fee shall be computed
at the rate of two hundred dollars ($200.00) per day.

Form No. 31.09
Training of Licensee’s Personnel

During the two (2) year period commencing with the date
of this Agreement, ABC will permit no more than three (3) rep-
resentatives of XYZ, together but not individually, fo visit ABC's
plant in Chicago, 1llinois, for a period of training, which shall
not exceed four (4) weeks in the aggregate, in the manufacture
of Licensed Products. ' -

_ Form No. 31.10
Training of Licensee’s Personnel

, ABC agrees 1o train, in its plant in Chicago and af its con-
venience, not more than six (6) XYZ personnel in the manufac-
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ture - of Licensed Devices. It is understood that ABC does not
assume responsibility, -and shall not be liable, for any injury
which may occur o any such trainee during any training period
or otherwise. XYZ agrees to pay all expenses of such trainees.

Form No. 31.11
Assumphon of Risk by Llcensee

XYZ agrees that it shall be responsible for dc:mc:ge to its
proper’ry and for injury or death of its employees and agents’
caused by any acts or omissions to act, including negligence,
_of the employees or agents of ABC durmg the performance of
‘this Agreement. XYZ agrees to release ABC from any and all:
liability for loss or damage so caused to its properties, and
further -agrees to indemnify and hold harmless ABC against
all claims and causes of action arising out of such damage to
property or such injury or death of employees or agents.

§32. Exploitation of Licensed Inventionm: For the
benefit of the licensor, a license agreement may include a
provision that the licensee will use its best efforts to pro-
mote diligently the licensed invention. - Unless expressed
in the agreement, there does not appear to be any obliga-
tion on the part of a nonexclusive licensee to practice the
invention. However, many courts have adopted the view
‘that an exclusive licensee or assignee under a royalty agree-
ment has an implied duty to work or exploit the invention.
[Dwight & Lloyd Sintering Co. v. American Ore Reclama-
tion Co., 44 F. Supp. 391 (S.D.N.Y., 1937); Caron v.
Nickel Processing Corporation, 106 USPQ 124 (N.Y., Sup.
Ct., 1955); Guardino Tank Processing Corp. v. Olsson, 81
USPQ 318 (N.Y. Sup. Ct, 1949).]JAnd, in the absence
of clear intent to the contrary, a minimum royalty provi-
sion may not suffice to discharge this implied duty. [Driver-
Harris Co. v. Industrial Furnace Corporation, 12 F. Supp.
918 (W.D.N.Y., 1935); Eno Systems, Inc. v. Eno, 53 USPQ
393 (Mass. Sup. Ct., 1942); Brawley v. Croshy Research
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Foundation, Inc., 68 USPQ 406 (Cal. Ct. of App., 1946).
Also see Mechanical Ice Tray Corporation v. General Mo-
tors Corporation, 144 F. 2d 720 (C.A. 2, 1944).]

For breach by the licensee or assignee of an implied
or express duty to exploit, the courts have approved recis-
sion by the licensor or assignor of the agreement outside
its express terms. [Oscar Barnett Foundry Co. v. Crowe,
219 F. 450 (C.A. 3, 1915); Neenan v. Otis Elevator Co.,
194 F. 414 (C.A. 2, 1912); International Aluminum Win-
dow Corp, v. Ferri, 101 USPQ 131 (Fla. Sup. Ct., 1954);
Guardino Tank Processing Corp. v. Olsson, 81 USPQ 318
(N.Y. Sup. Ct., 1949); Eno Systems, Inc. v. Eno, 53 USPQ
393 (Mass. Sup Ct., 1942). Also see Driver-Harris Co,
v. Industrial Furnace Corporation, 12 F. Supp. 918
(W.D.N.Y,, 1935).] Also, for breach of an express duty to
exploit, a Iicensor has been. awarded damages computed
by reference to- previous profits of the licensee [Stentor
Electric Mfg. Co. v. Klaxon Co., 115 F. 2d 268 (C.A. 3,
1940)], an assignor has been awarded damages for sales
that could have been made by the assignee but were not
[General Finance Corp. v. Dillon, 172 F. 2d 924 (C.A. 10,
1949)], and another assignor has been awarded recovery
on a quantum meruit based upon the estimated value to
the assignee of possession of the patents during the period
of non-exploitation. [Neenan v. Otis Elevator Co., 194 F.
414 (C.A. 2, 1912).] In addition, afthough a licensor can-
not enforce an express or implied covenant by a licensee
not to make, use or sell any products competitive to the
licensed products [see Sec. 15], a licensor under an agree-
ment imposing an express duty to exploit. has been held
by at least one court to be entitled to recover royalties from
the licensee on alternative devices that are not both better
than and substantially different from the licensed device.
[Carbo-Frost, Inc. v. Pure Carbonic, Inc.; 103 F. 2d 210
(C.A. 8, 1939)... Also see: Eclipse Bwycle Company. v.
Farrow, 199 U.S, 581 (1905); Mechanical Ice Tray Corp.
v. General Motors Corp., 144 F. 2d 720 (C.A. 2, 1944);
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Barber Asphalt Paving Co. v. Headley Good Roads Co.;
283 F. 236 (D. Del,, 1922).]
Generalily, obhgatlons to exploﬂ: are strlctly construed. _
For example, mere ownership and use of a competing
patent do not necessarily in themselves constitute a viola-
tion of the implied obligation to use due diligence in work-
ing the licensed patent. [Dwight & Lloyd Sintering Co.
v. American Ore Reclamation Co., 44 F. Supp. 391
(S.D:N.Y., 1937).] Nor does a licensee incur any liability
for promoting devices that are equivalent to devices cov-
ered by claims under which payment of royalties is ex-
- pressly excluded by reason of the claims having been held
invalid, [Mechanical Ice Tray Corp. v. General Motors
Corp., 144 F. 2d 720 (C.A. 2, 1944).] Also, specific per-
formance and damages have been denied for an alleged
breach of duty to exploit, in view of the licensee’s in-
ability to develop a marketable article. [Peck v. Shell Oil
Company, 142 F. 2d 141 (C.A. 9, 1944).] Similarly, it has
been held that an agreement by a licensee to “use its best
efforts to supply the demand™ for licensed products does
not require the licensee either to create a demand or to sell
any licensed products when no demand exists. [Krantz
v. Van Dette, 165 F. Supp. 776 (N.D. Ohio, 1958); Dixie
Cotton Picker Co. v. Bullock, 188 F. 921 (ND 1., 1911).}
Finally, specific performance of an agreement by a Ticensee
to create, promote and supply a demand for licensed prod-
ucts has been denied on the ground that the acts directed
to be done were of such character that it was impractic-
able for a court to oversee and compel the performance
of them, [Daniels v. Brown Shoe Company, Inc., 77 F
2d 899 (C.A. 1, 1935).]
- To minimize controversy, the hcense agreement
should, at least in the case of an exclusive license, specifi-
cally 1nd1cate whether the licensee is; or is not, under an
obhgatlon to exploit: the invention. "When a duty to ex-
ploit is expressly imposed on the licensee, the agreement
should recite the precise nature of the duty, for example,
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in terms of filling demand, creating a demand and/or
maintaining minimum production. Also, it is advisable to.
specify what remedies — for example, the right to cancel
the agreement andfor grant other licenses — are to be
available to the licensor for breach of such duty by the
licensee. Moreover, if the agreement incorporates a mini-
mum royalty provision, the parties should make known
whether this provision is a full substitute for the licensee’s
duty to exploit. In practice, a general statement of the
licensee’s duty to exploit is frequently accompanied by one
or more of the following additional express agreements:

that the licensee will complete required manufacturing
facilities, and/or enter into commercial production, within
a speciﬁe__d period of time; that the licensee will advertise
and otherwise promote the licensed. products; that the
parties will exchange information concerning commercial
contacts and prospects in the licensed field; that the licensee
will (in appropriate circumstances) establish service fa-
cilities and supply the trade with repair and replacement
parts; and that the licensee will maintain specified quality
standards in the manufacture and/or servicing of licensed
products and parts thereof,

Form Neo. 32.01

7 Duty to Exploit
Approval of Licensee’s Advertising

XYZ agrees to use its best efforts to promote diligently.
the sale of Licensed Products. XYZ agrees to use all reasonable
means to advertise and promote acceptance of Licensed Prod-
ucts, ot XYZ’'s expense. All such advertising shall indicate that
XYZ is licensed by ABC to manufacture and sell Licensed Prod-
ucts under this Agreement. All such advertising shall be sub-
mitted to ABC in proposed form, in advance of publication or
other dissemination, and no such advertising shall be published.
or disseminated unless and until it shall have been approved in
writing by ABC. . '
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Form No. 32.02

_: Duty to Exploit

0 Qualifications
XYZ will use its best efforts to promote diligently Licensed
Devices. However, XYZ will have the right to determine for
itself whether the competitive conditions and costs are suitable
for the manufacture of any particular device at'a given time,
will hot be bound to manufacture all Licensed Devices af the
same time, and will not be bound to do the marketing of any

Licensed Devices which in ifs judgment hc:ve become obso]e‘re
or do no’r meet mcn‘kef requnremenfs

~ Form No. 32.03 -

| Duty to Exploit
Remedy for Breach

It is understood and agreed that XYZ undertakes to itself
manufacture or fo have manufactured for it and under its su-
_pervision and fo supply and to sell Licensed Equipment and
parts thereof as may be required by purchasers, but shall not
incur any pecuniary liability o ABC for breach of this under-
taking, it being understood and agreed that if XYZ declines
to accept orders from any purchasers or fails to supply the
requirements of any purchaser for Licensed Equipment pro-
vided for in orders accepted by XYZ, ABC may license other
supplemental parts manufaciurers to supply Licensed Equip-
ment to such purchasers. Said licenses to said other supple-
mental parts manufacturers shall be confined to supplying Li-
censed Equipment to only such purchasers from whom XYZ
may have refused to accept orders or whom XYZ has failed
to supply, and said license shall not be limited as to fime.
ABC agrees that no license will be granted fo any supple-
mental parts manufacturer upon terms more favorable to the
supplemental parts manufacturer than the terms 'rhen in force
between ABC and XYZ. :
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Form No. 32.04

Duty to. Exploit
Cooperation. With Retailers
Remedy for Breach

It is mu’ruqlly qgreed by and befween the parhes to this
Agreement that XYZ shall, during the life of this Agreement,
exercise its best efforts to supply the public demand for Li-
censed Products, and shall also use its best efforts to create and
promote such a demand. To this end XYZ agrees to cooperate
with' retailers in promoting window displays, and other adver-
tising features, and in other ways and manners to exp[oﬁ and
develop Licensed Products and the sales thereof. If at any time
XYZ ceases to use its best efforts fo supply the public demand
for Licensed Products, or discontinues its efforts to create such
a demand, then upon written notice ABC may at its option
terminate this Agreemen'r :

Form No. 32.05
" Advertising Commitment

XYZ agrees to subscribe and contribute in cash fo the ap-
propriation for advertising for the year 2000, and annually
thereafter an amount equal o ten percent (10%) of the total
cost of advertising by ABC, this participation not to exceed
ten thousand dollars $1000O per annum. Such advertising
shull mclude uppropr:q’re reference to XYZ

Fomi No. 32.06
Adbverfising Fund

~In uddl’rlon to the roydlhes hereinbefore provided for,
XYZ agrees to pay to ABC an amount equal fo two and one-
half percent (2%2%) of the net selling price of Licensed Prod-
ucts to be used and spent by ABC for the purpose of no’nonally
advertising Licensed Products, o
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- Forin No. 32.07
Approval of ‘_I._if;gﬁseé"s _AdVeﬂising
XYZ agrees that. it will not advertise the sale of Licensed
Products, without first submitting such advertising to, and ob-
taining ABC’s written approval thereof, which approval in all

instances shall be contingent upon the entire cost of said ad-
~ vertising being paid by ‘XYZ. - .

Form No 32 08

Establishment of Munufaciurmg Facilities

With promp’r expediﬁon but not later than four (4) months
after the signing of this Agreement, XYZ guarantees to com-
plete such” arrangements for ‘space, tooling, machinery and
labor as will enable XYZ to produce if required a minimum of
two hundred (200) Licensed Devices per day, the cost of prep-
- aration and such manufacture fo be at the sole expense of XYZ.

Form No. 32.09

Commencement. of  Procluction
- Remedies for Breuch

XYZ agrees ‘ro exert every reqsonqble eﬁor’r to sell Li-
censed Devices under the license herein granted and to provide
the necessary manufacturing facilities to take care-of its sales.
If, by December 31, 1999, XYZ is.not producing in commercial
quantities Licensed Devices under the license granted herein, |
andfor has failed to comply with the provisions of this para-
graph, or if XYZ thereafter discontinues commercial production
of Licensed Devices, ABC may, ot its option, cancel this Agree-
ment by giving XYZ sixty (60) days’ advance written notice
of its intention so-fo do and/or mc:y grant cddmonql licenses
to -others in  the field. : S
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Form No. 32.10

Minimum Gross Sales
Remedies for Failure 1o Meet

if, within four (4) years after the date of this Agreement,
the gross sales of any individual Licensed Product shall not
equal fifty thousand dollars ($50,000) during the preceding
twelve (12) months, ABC may, at ifs option, manufccrure or
license others to manufacture such products.

Form No. 32.11

Minimum Sales
Right to Terminate-

In the event that sales by XYZ of Licensed Products shall
be less than Ten Thousand Dollars {$10,000) in any six-month
period, ABC shall have the right to terminate this Agreement,
«at any time within the three months succeeding such six-month
period, upon notice of not less than thirty (30} days by ABC
to XYZ. '

Form No. 32.12

Inability to Fill Orders
Remedy

Upon the receipt by XYZ of bona fide orders which are
acceptable by XYZ, XYZ will undertoke to manufacture and
deliver Licensed Machines as ordered within a period not to
exceed six months from the date of each order. In the event
XYZ is unable to fill any order, which would otherwise be ac-
ceptable by XYZ, ABC shall have the right to have Licensed
Machines manufucfured e!sewhere to f‘ It such order. -

Form No 32 13

Inability to Supply Demund
Remedy

In the event of or at the time XYZ should be unable o
supply the demand for Licensed Devices as evidenced by bona
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fide orders, ABC shall have the right after thirty (30) days’
notice to XYZ to engage in the manufacture andfor sale of
such devices for the purpose of fulfilling such demand over and
above XYZ's capacity and may continue to fulfill such demand
over and above XYZ's capacity but only so long as XYZ shaill
be unable to fulfill said demand. This shall not constitute a
default.

Form No. 32.14

_ Multiple-Field License
Remedy for Failure o Exploit Any Field

In the event XYZ does not enter into commercial produc-
tion in each and every one of the fields covered by this Agree-
ment before December 31, 1999, ABC shall have the right to
grant other licenses in those fields in which XYZ has noi' en-

tered info commercial production. :

Form No. 32.15
Product Standards

XYZ agrees that all Licensed Devices manufactured or
sold by it under this license shall meet in every detail, the
specification attached hereto as Exhibit A.

Form No. 32.16

Product Standards
Remedy for Breach

XYZ agrees that the design and specifications of Licensed-
Devices which it proposes to build under this Agreement shall
be first submitted to ABC and that XYZ will not build and sell
during the life of this Agreement a design of Licensed Device
which is not approved in writing by ABC unless ABC fails to
furnish or indicate any design or specifications which it does
approve. XYZ agrees that ABC shall have the right to inspect
the manufacture by XYZ of all Licensed Devices, at any and all
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stages of manufacture.or assembly, and to terminate this Agree- -
ment if such construction does not com‘orm to the requwemem‘s
of this pcrcgruph : :

Form No. 3217

Product Standards
Corrective Action Specified

In the event Licensed Devices sold by XYZ under this
Agreement are found to have defects or deficiencies causing
such Licensed Devices to perform unsatisfactorily in any re-
spect, as compared to Licensed Devices sold by ABC under
the Licensed Patent, XYZ agrees fo take all reasonable action
to correct such defects or deficiencies of which notice has been
given-to XYZ by ABC, such action including, but not limited to,
making requested changes in the materials or fabrication of
the components used in XYZ's Licensed Devices or in the assem-
bly of such components.

Form No. 32.18

Establishment of Service Facilities -
Supplying Replacement Parits -

XYZ hereby dgrees to establish in ifs present branches or
service stations within the United States, an organization for
the purpose of rendering service to the owners of and dealers
in motor vehicles equipped with Licensed Devices; fo provide
such branches or service sfations with an adequate supply of
repair or replacement parts; to place in the field o sufficient
number of trained mechanics familiar with the mechanical de-
tails of said Licensed Devices; and to thoroughly train the me-
chanical divisions of the said branches or service stations that
they may in turn give similar instructions to the sub-service sta-
tions or stations operated through the said branch or service
station. XYZ agrees o provide such branches or service stations
or sub-service stations with sultable advertising signs indicating
such establishments to be an official service station of Licensed
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Devices. If is mutually understood and agreed that the quality
of service to be rendered by XYZ as provided for herein shall
equal the quality of service rendered by XYZ with respect to
equipment heretofore and now being made by XYZ; and that
replacement parts made by XYZ shall be properly manufac-
tured in accordance with the designs and specifications ap-
proved by ABC under which the original Licensed Devices. for
which the replacement parts are intended was manufactured.

" Form No. 32.19
Exchange of Commercial Information

ABC agrees to furnish to XYZ all commercial and market-
ing information and contacts which it has heretofore obtained
or developed in connection with the exploitation of Licensed
Products in the Licensed Territory, and XYZ agrees to furnish
to ABC all commercial and marketing information and confacts
which it shall obtain or develop in connection with the exploita-
tion of the Licensed Products within the Licensed Territory,

§33. Patent Marking: The Patent Code provides that
notice may be given to the public that a patented article
is patented, “either by fixing thereon the word ‘patent’ or
the abreviation ‘pat.’, together with the number of the
patent, or when, from the character of the article, this
can not be done, by fixing to it, or to the package wherein
one or more of them is contained, a label containing a like
notice.” [35 U.S.C., Sec. 287 (1952).] If patented articles
are not marked, “no damages shall be recovered by the
patentee in any action for infringement, except on proof
that the infringer was notified of the infringement and
continued to infringe thereafter, in which event damages
may be recovered only for infringement occurring after
such notice,” [35 U.S.C., See. 287 (1952).]

In view of this statutory provision, it has been held
that if patented devices sold by a licensee are not prop-
erly marked there can be no recovery by the licensor
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against third parties for infringement occurring prior to
actual notice. [Gordon v. Easy Washing Machine Corpo-
ration, 39 F. Supp. 202 (N.D.N.Y., 1941); Hazeltine Cor-
poration v. Radio Corporation of America, 20 F. Supp. 668
(S.D.N.Y., 1937).] Therefore, a licensor normally requires
its licensee to mark licensed devices either as specified by
statute, as specified in the agreement, or as specified by
the licensor from time to time during the term of the
agreement. An express clause requiring marking by the
licensee has been held to be specifically enforceable.
[Da,mels v. Brown Shoe Company, Inc., 77 F. 2d 899 (C.A.
1, 1935) ]

Form No. 33.01

Patent Marking

XYZ agrees to mark permanently and legibly all Licensed
Devices manufactured or sold by it under this Agreement with
the notation “Licensed under Patent No. 8765432

Form No. 33.02
Patent Marking

XYZ agrees to mark every device manufactured or sold
by it under this Agreement in accordance with the statutes of
the United States relating to the marking of patented articles.

- Form No. 33.03 .
Patent Murking '

XYZ agrees to attach fo some part of each and every Li-
censed Device manufactured by it heréunder a permunen'r
label or plate having printed thereon the word “patented”
and the number of the patent as furnished from fime to time
by ABC. - I :
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Form No. 33.04
Patent 'M'urking

XYZ agrees to place in a conspicuous location on each
Licensed Device sold by it, a patent notice, as required by the
applicable statutes relating to the marking of patented articles,
provided ABC advises XYZ of the patent number or numbers
and the applicable: statutory notices to be applied.

Form No. 33.05
Patent Marking

XYZ agrees that it will stamp the Patent Numbers on the
sock lining or heel pad, on the inside of the shoe where it will
be visible to the purchaser of the shoes, on all shoes utilizing
vamps, quarters or parts thereof manufactured in Gccordcnce
with this Agreement in The following form:

Licensed Under
2-C. H. Daniels
U.S. Letters Patent
No. 1,828,320, October 20, 1931
with a figure “2” on the second line to identify XYZ.

§34. Indemnification and Defense of Infringement
Suits: In the case of any licensed patent there is always
the possibility that a dominating patent owned by a third
party may exist. Ordinarily, there is no implied warranty
or covenant of quiet enjoyment in the sale or lease of a
patent right, [Wynne v. Allen, 112 USPQ 405, 410 (N.C.
Sup. Ct., 1957).] However, license agreements frequently
include provisions concerning claims which may arise be-
cause of asserted mfrmgement by the licensee’s use of the
patent.

The licensor may properly warrant non-infringement
and/or agree to defend, and hold harmless, the licensee
against infringement suits involving activities under the
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licensed patent. [Virtue v. Creamery Package Co., 227
U.S. 8, 32-3 (1918); Plastic Contact Lens Company v.
Butterfield, 366 F. 2d 338 (C.A. 9, 1966); Covell v. Bost-
wick, 39 F. 421 (S.D.N.Y,, 1889).] The licensor’s commit-
ment may extent to the licensee alone or also cover the
licensee’s customers. Usually, the licensor’s liability is con-
ditioned on prompt notification by the licensee of any
claims and-on the licensee’s full cooperation. In some in-
stances, the liability of the licensor is limited to an arbitrary
amount, or to the amount of compensation paid by the li-
censee under the license agreement.

If the licensor fails to protect the licensee in accord-
ance with a warranty or indemnity provision, the licensor
is precluded from recovering royalties, the licensee may
cancel the license agreement, and the licensor is liable in
damages for the amount expended by the licensee as the
result of the failure of the licensor to comply with the
license agreement. [Kool Vent Metal Awning Co. of
America v. Bottom, 95 F. Supp. 798 (E.D. Mo., 1951),
affirmed, 205 F. 2d 209 (C.A. 8, 1953). Also see Macneale
v. Lalance & Grosjean Mfg. Co., 276 F. 491 (C.A. 6,1921);
M. Nirenberg Sons, Inc. v. Trubenizing Process Corpora-
tion, 49 USPQ 464 (N.Y. Sup. Ct,, 1941). Compare Vic-
tory Bottle Capping Machine Co. v. V. O. & J. Machine
Co., 280 F. 753 (C.A. 1, 1922).] But a licensor is not obli-
gated under the usual indemnification clause, to reimburse
the licensee for sums paid by the licensee voluntanly, and
without consulting the licensor, to settle an infringement
suit. [Simplex Phonograph Corporation v. Rudolph Wur-
litzer Company, 47 USPQ 161 (N.D. IIL, 1940).] Corres-
pondingly, when the licensor retains competent counsel,
in accordance with the license agreement, to defend the
licensee in an infringement action, the licensor is not liable
for the fees and expenses of additional counsel retained
by the licensee. [Slezak v. Andrews, 21 F. Supp. 688 (D.
Del., 1937).]

o many cases,. the obhgatlon to defend infringement
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suits is retained by the licensee. Here, the agreement may
provide that funds expended by the licensee in such ac-
tions shall be offset against royalties otherwise payable to
the licensor. [Caddo Rock Drill Bit Co. v. Reed, 4 F. 2d
136 (S.D. Tex., 1925), affirmed, 12 F. 2d 207 (C.A. 5,
1926).] As a further alternatlve the parties may agree
to share the costs and expenses of defending infringement
actions. -[Leicester & Continental Mills Co. v. Macon
Knitting Co., 116 F. 196 (C.A. 3, 1902).] In connection
with the latter agreement, it is advisable to establish which
party has the primary authority and respon31b111ty for the
conduct of the defense

- Form No 34.01
Defense of lnfrmgement Suit

In the event that XYZ is sued for infringement of any
United States Letters Patent, by reason of its making and sell-
ing the Licensed Inventions, ABC will, ot the request of XYZ,
and if immediately notified by XYZ of the filing of any such
suit undertake, at its own expense, the defense of any such
suit, but this liability of ABC fo undertake such defense is to
be assumed only when ABC is notified of the filing of the suit
within ten (10) days after service thereof upon XYZ and ABC’s
liability is restricted to the defense of the suit. -

Form No. 34.02
Defense of Infrmgemeni Suit

XYZ agrees to promptly notify ABC, in writing, of any
claim by another that the manufacture, use or sale of Licensed
Products infringes the United States patent rights of such third
person, or the institution of any proceeding predicated upon
such claimed infringement and fo be guided in its actions with
reference to such claim or proceeding by the instructions issued
by ABC with respect thereto, all costs cnd expenses of whlch
actions by XYZ shall be paid by ABC. :
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Form No. 34.03
Defense of Infringement Suit

It XYZ or any customer of XYZ shall be charged with or
sued for infringement of any United States patent of another
by doing acts necessary to practice the inventions of said Li-
censed Patent, XYZ shall promptly notify ABC of the name and
address of each such other or others charging infringement or
suing therefor. XYZ and ABC shall cooperate in the disposition
of each such charge and the defense of sach such suit, and
ABC will undertake the defense thereof or at ABC’s option
permit XYZ to defend and in such event XYZ shall have the
right to reimburse itself from future royalties becoming due
hereunder, following the filing of each such suit, for all its
expenses arising out of, or in connection with, the defense of
each such suit,

Forrﬁ No. 34.04

Defense of Infringement Suit
Indemnification
Foreign Patents Excepted

ABC hereby agrees that it will at all times during the
life of this Agreement at the expense of ABC defend all ac-
tions, litigation or claims against XYZ, its customers, distribu-
tors, agents and dealers brought for the infringement of any
United States Letters Patent because of the exercise by XYZ
of the rights herein granted under any United States pafent
or patents now existing or any United States patent or patents
which may be granted upon pending applications, and ABC
agrees fo indemnify and hold harmless XYZ, its customers, dis-
tributors, agents and dealers against all cost and damages
adjudged against them or any of them in any such action, litiga-
tion or claim aforesaid, provided, however, that XYZ shall have
notified ABC in writing of such actions, litigations and claims
against it, its customers, distributors, agents and dealers
brought for the infringement of any United States Letters Pat-
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“ent, and further provided that the apparatus claimed io be
an infringement has been submitted to ABC and has received
the written approval of ABC, and ABC agrees that if ABC fails
to defend any such action, litigation or claim against XYZ
after such notice in writing, XYZ may defend such action, litiga-
tion or claim and ABC agrees to compenscﬂe XYZ for c:ny re-
sulhng expense and damages.. : :

" Form No. 34.05

~ Claim of Infringement
Assistance by Licensor

XYZ agrees to report to ABC, promptly and in recsonub!e

written detail, each claim of patenf infringement based on
XYZ's manufacture, use or sale of Licensed Products.

' In the event of litigation against XYZ on account of any
_claim of infringement arising out of the manufacture, use or
sale of Licensed Products, ABC agrees that it will furnish. fo
XYZ, upon the request and at the expense of XYZ, all evidence
and information in its possession relating to The defense of -
~such hhgcmon

835, Improvements by Licensor or Llcensee. Dur- _
_ing the life of the license agreement, either the licensor
or the licensee or both may make improvements in the
field of the licensed invention. Ordinarily, in the absence
of an express provision, neither party acquires rights in
the future inventions of the other. [Monsanto Chemical
Works v. Jaeger, 31 F. 2d 188 (W.D. Pa., 1929), affirmed

per curiam, 42 F. 2d 1018 (C.A. 8, 1930).] Frequently,
the licensee is given the right to use improvements devel-
oped by the licensor; sometimes, the licensee is obligated
to pay royalties on exploitation of its own improvements;
and, occasionally, the licensor is accorded rights, under a
so-called “grant back” provision, in the improvements de-
veloped by the licensee. Such arrangements require con-
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sideration of decisions concerning the interpretation of “im-
provement” clauses, and the legality of grant backs:
* On the matter of interpretation, such phrases:as “im=
provements o ‘(or in or of) the licensed invention” have
been construed narrowly. They may cover additions to
or alterations in'the original invention that do not-change
its identity, and developments that make the original in-
vention work better; but they do not cover improvements
to the art in general, nor developments that are substan-
tially different, either in construction, mode of operation
or purpose, than the original invention, [American Cone
& Wafer Co. v. Consolidated Wafer Co., 247 F. 335 (C.A.
2, 1917); Jenkins Petroleum Process Co. v. Sinclair Re-
ﬁmn_g Co., 32 F. 2d 247 (D. Me., 1928), modified and
affirmed, 32 E. 2d 252 (C.A. 1, ‘192_9)..' Also see Barlow
v. United States, 28 USPQ 499 (Ct. Cl, 1936).] Also, this
type of phrase does not cover prior.art or prior inventions.
[Krantz v. Van Dette, 165.F. Supp. 776 (N.D. Ohio, 1958),
affirmed per curiam; 272 F. 2d 709 (C.A. 6, 1959).] Some
courts, in effect, equate the scope of phrases.of the above
class with the scope of the claims of the licensed patent,
and then apply a conventional test of infringement to- the
improvements in controversy. [Chicago Pneumatic Tool
Co. v. Ziegler, 151 F.-2d 784 (C.A. 8, 1945); Frick Co. v.
Geisler Mfg. Co., 100 F. 94 (C:A. 3, 1900); Stebbins Hy-
draulic Elevator Manufacturing Co. v. Stebbins, 4 F. 445
(S.D.N.Y., 1880). Also see American Cone & Wafer Co.
v. Consolidated Wafer Co., 247 F. 335 (C.A. 2, 1917).]
The following phrases have been given a broader
construction than those noted above and have not been
restricted to . mprovements that mfnnge the or1g1na1
pa,tent
(1) improvements on or upon the licensed invention
[Universal Sales Corp. Ltd. v. California Press
Mfg. Co., 55 USPQ 107 (Cal. Sup. Ct., 1942).
Also see: West Disinfecting Co. v. United States
- Paper Mills; Inc., 44 F. 2d:- 803 (C.A. 3, 1930);



Other Principal Rights and Obligations | 163

American Cone & Wafer Co. v. Consolidated

- Wafer Co., 247 F. 335 (C.A. 2, 1917); Patent
- Developers v. Gear Grinding Mach. Co., 17 F.
Supp. 734 (E.D.: Mich., 1936); Jenkins Petro-
leum Process Co. v. Sinclair Refining Co., 32 F.
2d 247 (D. Me., 1928), modified and affirmed,
32 F. 2d 252 (C.A. 1, 1929)];

(2) variations of the licensed invention [West Disin-
fectmg Co. v. United States Paper Mills, Inc., 44
F. 2d 803 (C.A. 8,1930)];

(3) new designs of the licensed invention [Erick Co.
- V. Geiser Mfg. Co., 100 F. 94 (C.A. 3, 1900)];

(4) Improvements of any of the features covered by
the licensed patent application [Barlow v. United
States, 28 USPQ 499 (Ct. CL, 1936)];

(5) improvements in a class of products generally

“ ' [U.S. Industries, Inc. v. Camco, Inc., 277 F. 2d
.-292 (C.A. 5, 1960); Kool Vent Metal Awning
Co. of America v. Bottom, 95 F. Supp. 798 (E.D.
Mo., 1951)];

(6) inventions relating to the field of the licensed
patents. [Flakice Corp. v. Short, 115 F. 2d 567
(C.A. 2, 1940). Compare Ogden v. General
Printing Ink Cor;p 87 F. Supp. 572 (D. Md
1941).]

On the subject of grant backs the courts at the pres-
ent time have refused to declare ‘either assignment-back
provisions or license-back provisions illegal per se. [T'rans-
parent-Wrap Machine Corp. v. Stokes & Smith Co., 329 -
U.S. 637 (1947).] Such conditions have been condemned
only against the background of monopolistic practices and
other illegal restraints of trade. [United States v. General
Electric Co., 82 F. Supp. 753 (D.N.]., 1949); United States
v. General Electric Co., 80 F. Supp. 989 (S.D.N.Y., 1948).]
Courts have approved specific grant backs on the basis of
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one or more of the following reasons: (a) the grant backs
were not employed with the purpose or effect of violating
the antitrust laws; (b) the licensees were required to license
back only patents which could not be exploited without
risking infringement of the licensor’s basic patent; (c) the
improvements gained by the licensor through grant backs
were disseminated among all licensees without extra
charge; (d) no adverse effect on competition by the grant
backs was shown; (e) the rights granted pursuant to the
grant back provisions did not in fact enhance the licensor’s
power; {f) no one was refused a license by the primary
licensor. [Stokes & Smith Co. v. Transparent-Wrap Ma-
chine Co., 161 F. 2d 565 (C.A. 2, 1947); United States
v. Huck Mfg. Co., 227 F. Supp. 791 {(E.D. Mich., 1964),
affirmed per curiam by an equally divided court, 382 U.S.
197 (1965); International Nickel Company v. Ford Motor
Company, 166 F. Supp. 551 (S.D.N.Y., 1958); Modern
Art Printing Co. v. Skeels, 123 F. Supp. 426 (D.N.]., 1954),
reversed on other grounds, 223 F. 2d 719 (C.A. 8, 1955);
United States v. E. I. du Pont de Nemours & Co., 118 F.
Supp. 41 {D. Del., 1953}, affirmed on other grounds, 351
U.S. 877 (1958). Also see Zajicek v. Koolvent Metal Awn-
ing Corp. of America, 283 F. 2d 127, 132 (C.A. 9, 1960);

Binks Mfg. Co. v. Ransburg Electro-Coating Corp., 281 F.

2d 252 (C.A. 7, 1960); Malco Mfg. Co. v. National Con-
nector Corp., 151 USPQ 255 (D. Minn., 1966); Well Sur-
veys, Incorpomted v. McCullough Tool Company, 199 F.
Supp. 874, 895 (N.D. Okla., 1961), affirmed and re-
manded, 343 F. 2d 381 (C.A. 10, 1965); H-P-M Devel-
opment Corporation v.Watson-Stillman Co 71 F. Supp.
906 (D.N.J., 1947).]

When the parties contemplate joint development
work, the license agreement should further specify who is
to own improvements made jointly by the parties, whether
such improvements are to be included in the primary li-
cense for royalty purposes, and how the parties are to
~ share the responsibility for and expenses of filing and
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prosecuting patent applications on the improvements. In
special situations, the parties may also find it desirable
to provide that each shall obtain assignment-of-invention:
agreements from its key employees. - -

.Form No-._ 35.01

Improirelhehis by Licensor
Included in: License

ABC agrees that all inventions, Letters Patent, and appli-
cations therefor which are acquired by it during the term of
this Agreement’ and which constitute improvements on Licensed
Devices shall aufomatically become a part of ABC's Patent
Rights under which XYZ is licensed by this Agreement.

Form No. 35.02

Improvemen'is by Licensor
Included in License

~ ABC shall communicate to XYZ any improvement or fur-
ther invention it may discover or acquire in connection with
metal awnings and shall disclose to XYZ the manner of making
and using the same and XYZ shall be at liberty to manufacture
and sell metal awnings containing any such improvement or
further invention within the limits oforesaid during the sub-
sistence of this license free of all furfher royal’nes chqrges or
pcymen’rs wha’rsoever :

" Form No.: 35.03

Improvements' by Licensor.
Included in License
The license granted hereinabove also extends to future:
improvements wholly owned, wholly acquired, or wholly con-
trolled by ABC. “Improvement” as used in this Agreement:
shall mean any invention in any Licensed System or parts there-
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of which, of the time of reduction to practice or acquisition by
ABC, come within the scope of the subject matter being claimed
in the Licensed Patents and Applications. |ABC will, during the
period this Agreement.is in effect, promptly disclose to XYZ.
from time fo time each such improvement,

Form No. 35 04

Improvemenfs by I.lcensor
lncludqble _m Ll;ense

ABC agrees that in the event it should make any improve-
ments upon the machine which is the subject of this Agreement,
it shall communicate the same to XYZ and XYZ shall have the
right to use such improvements, provided that in the event’
ABC should secure the grant of Letters Patent on any such im-
provements it will notify XYZ, who shall have the right ot its
option to include the same within the terms of the present
Agreement. “Improvements” shall mean machines which come
within the scope of (l.e., infringe) one or more claims of the
Licensed Patents. Only one royalty per machine shall be due,
regardless of the number of quenTs involvecl ina ||censed ma-
chme

- _Form No. 35.05
Improve'meni:';‘ by Licensor
. . Includable in License :
On Puyment by Licensee of Pafent. Cosis

ABC agrees that in the event it applies for and obtcuns
cmy Letters Patent on improvements relating fo Licensed De-
vices it will grant, and does hereby grant, unto XYZ the ex-
clusive right to make, use and sell.any and all of such improve- _
ments under any Letters Patents that are or may be obtained
therefor, under the terms heretofore set forth; providing, how-
ever, that XYZ, upon the indication of its desire to obtain such’
~ license under any one or more of said: improvements, shall pay

all expenses to be incurred or theretofore incurred by ‘ABC, in
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connection with the applications for and securing Letters Pat-
enfs covering such of said -improvements. ’rhq’r XYZ desires to
‘have mcluded in the license. L : :

Form No. ;35.06

- Improvements by Licensee 7'
-~ Ownership Retained by Licensee

I'r is mutually understcod and agreed that any inventions
or improvements developed solely by XYZ engineers during
the course of this Agreement shall belong to and be assigned
to XYZ and XYZ shall hqve excluswe right, title and interest
thersto.

qum No. 35.07

Improvemenis by Licensee
License to Licensor

In the event XYZ ob’rams a patent or pc:'rents for an in-
venfion or inventions pertaining to the subject matter claimed
in the Licensed Patent, XYZ agrees to grant, and hereby does
- grant, ABC a royalty-free nonexclusive. license, together Wl'l‘h
the right fo grant sublicenses, to make, use and sell the inven-
tions of such patent or patents for the full term or terms thereof.

" Form No. 35.08

Imp_fovemenis by Licensce
‘License fo Licensor
- Applications for Patents

_ XYZ, os a part consideration for the license hereby
granted to i, hereby agrees to submit to ABC, during the life
of this Agreement, all developments or improvements in auto-
matic transmissions made by or at the instance of XYZ, and
XYZ agrees that, during the life of this Agreement and ofter
the fermination of this Agreement, ABC and each of its li-

- censees, both past and future, shall have the right to make,
use and sell said developments.or improvements, whether pat-

ented or unpatented. . XYZ agrees that upon inquiry of it by
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ABC it will disclose to ABC whether it has applied for United
States patent protection vpon said developments or improve-
ments, and if ABC so requests XYZ will either apply for patent
protection upon said developments or improvements at ifs own
expense or will permit ABC to apply for patent protection af
the expense of ABC, in which lafter event said developments
or improvements shall be assigned to ABC and shall be the
sole property of ABC, except, however, that XYZ shall have
a nonexclusive license thereunder for the term of any patent
or patents granted thereon.

"~ Form No. 35.09
Improvements by Licensee

Sub|ecr to Terms of Primary License
* License fo Llcensor

In the event XYZ now owns or com‘rols or if during the
term of this Agresment XYZ or any of its officers or employees
shall make any inventions which constitute improvements on
the Licensed Devices, title thereto shall remain in XYZ, but
during the term of this Agreement they shall be regarded as
a part of ABC’s Patent Rights hereunder, Upon termination of
this Agreement for any cause, ABC shall thereupon have and
receive from XYZ a nonexclusive, assignable license under
any and all said improvements which may have been patented,
and such license shail be subject fo a royalty at a rafe to be
determined by negotiation, but not in excess of ten percent
(10%) of the manufacturer’s cost of- The device made under
said |mprovemen’r patents.

Form No. 35.10

Improvements by Licensee

Assignment to Licensor

Limited License Retained o
Licensee Obligated to Pay Royalties

XYZ hereby agrees to disclose promptly to ABC any im-
provements wholly owned, wholly' acquired or ‘wholly con-
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trolled by XYZ. XYZ further agrees that any such improvement
shall be the property of, and properly assigned to, ABC, who
. may maoke, or have made for it, use, and sell, including the
right to sublicense, such improvement without restriction, and
XYZ shall be obligated to pay royalties on the use of such im-
provements, except that XYZ shall retain a perpetual non-
exclusive royalty-free right to make, use and sell, including
the right to sublicense, such improvements in any field not
relating specifically fo the Licensed Field herein defined. XYZ
also agrees, whenever requested to do so by ABC, to execute
any and all documents and to take any and all action which
may be necessary or appropriote to assign and transfer to
ABC all the right, title and interest in and to such improve-
ments.

Form No. 35.11

Improvements by Licensee
Subject fo Terms of Primary License
Assignment to Licensor '

XYZ agrees that any ideas or improvements, either in
the Licensed Products or apparatus for manufacturing the
same, patentoble or otherwise, acquired, designed or other-
wise obtained by XYZ or any person or persons working for
XYZ shall be disclosed prompily to ABC and shall be consid-
ered to come under the terms of this Agreement. XYZ agrees
to assign fo ABC, or to cause to be assigned to ABC, the en-
tire right, title and inferest in and to such ideas or improve-
ments, and to aid and assist ABC in acquiring patent protection
‘rherefor af the option and expense of ABC

Form Neo. 35.12

Improvements by Licensor or Licensee -
Properfy of Licensor
Subject to Terms of Primary License

Any improvements that XYZ may make within the scope
~ of said Licensed Patent shall be by XYZ made known immedi-
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ately to and assigned to ABC, and ABC may at its expense en-
deavor fo secure patents thereon and also on such improve-
ments made by ABC deemed by it patentable; and all patents
obtained thereon, whether originated by XYZ or ABC, shall
be the property of ABC and shall automatically come under,
and be subject to, all the terms and conditions of this Agree-
ment.

Form Neo. 35.13

Joint Improvements
Joint Ownership Maintained
Subject to Royalty Provisions

It is mutually understood and agreed that any inventions
or improvements developed by XYZ and ABC jointly shall be
assigned to XYZ and ABC as joint-owners. As long as this
Agreement remains in force, such jointly owned inventions shall
be ireated for royalty purposes as included in Exhibit A.

Form No. 35.14
Joint Improvements

It is mutually understood and agreed that ABC and XYZ
shall jointly file and prosecute applications for patents for any
improvements developed by ABC and XYZ jointly, and that
any patents granted thereon shall be the joint property of the
parties. The expenses of filing and prosecuting each such
application shall be shared equally by the parties, unless one
party advises the other party in writing that it has no further
interest in the application, whereupon the party discontinuing
its contribution shall cease to have any rights thereafter in,
to or under said application for patent or any patent granted
thereon and shall promptly assign to the other party its right
in, to and under said cppllcuhon for pafen‘r and uny patent
granted thereon. S . o
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Form No. 35.15
Joint Improvements

It is mutually understood and agreed that any improve-
ments developed by ABC and XYZ jointly, and any patents
granted thereon, shall be the joint property of ABC and XYZ,
except as otherwise hersinafter provided., The parties hereto.
agree to file and prosecute jointly applications for patents
for any such improvement, The expenses of filing and prosecut-
ing each such application before the principal examiner to
a condition of allowance and issuance of a patent, or to
a condition of final rejection, shall be shared equally by the.
parties. Prosecution beyond such conditions of issuance or final
rejection shall thereafter be subject to further timely discus- .
sion, and neither party shall be compelled to coniribute to
the expenses of further prosecution if it does not desire to. If
further sharing of expenses relative to any application is dis-
confinued by a party, it shall thereafter, upon request of the:
other party, convey fo the other party all its right, title and.
interest in, to and under the application for patent, the im-.
provement covered thereby and any patent granted thereon.

~ Form No. 35.16
Definition of “!mprovemeni"

As used herein, “improvement” means any part, or d
combination of parts, or a method of using or manufacturing
either of the foregoing, the use of which affects Licensed De-
vices in any one or more of the following ways: (1) reduces
production costs; (2) improves performance, .(3) increases serv-
ice life, (4) broadens applicability, (5) increases marketability,.
or.(6) |mproves qppeorcnce S »

Form No. 35. 'I7
Agreements With Employees
Regarding Inventions Made by Them

Each party agrees that it will ob’rcln from its officers, en-
gineers and consultants duly bmd:ng agreements by such per-
sons to disclose, and to assign, to it inventions and improve-
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ments made by them within the fi eid of the license herein
granted.

§36. Prosecution of Licensed Application: When
one or more patent applications are being licensed, the
parties should have an express understanding concerning
who is to assume prosecution of the application and pay
all costs relating thereto. The parties may provide, for ex-
ample, that either the licensor or the licensee shall assume
total responsibility for prosecution of the application, or
that the licensor shall attend to prosecution of the appli-
cation while the licensee pays all expenses and costs. Not

infrequently, the party prosecuting the application is fur-

ther obligated to keep the other party fully informed of all
‘communications to and from the Patent Office involving the
application. In the absence of an express provision on the
subject, responsibility for prosecution is ordinarily borne
by the licensor. However, such responsibility may fall on
the licensee as a result of the conduct of the parties. [Gen-
eral Finance Corp. v. Dillon, 172 F. 2d 924 (C.A. 10,
1949).]

Additionally, when a patent application is bemg h-
- censed, a special provision concerning royalties should be
incorporated in the agreement to cover the contingency
of non-allowance of claims or of denial of a patent by the

Patent Office. Such provision might specify that, if within

a certain period (e.g., three years) allowed claios of an
application for patent have not been obtained by the
licensor with respect to all of the licensed subject matter,
then the licensee may cease paying royalties on devices
not covered by allowed claims, unless and until allowed
claims are thereafter obtained on such devices.

Form No. 36.01

Patent Application
Licensor’s Responsibilities

- ABC cgreés to pay all the costs and expenses of prosecut-
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ing any upphca‘non which Is the subject of this Agreement, and
agrees to promptly inform-XYZ of all communications to ‘and |
from ‘rhe Pcz’renf Office invo!vmg such cppi:cahons ‘ f

Fo_rm No;.- __36.02 -

Prosecution and Mainfenance '
of Apphcuhons -and Patents

ABC agrees to promp’rly supply XYZ with @ comp[efel
copy of each application for Letters Patent filed by it and.
coming within the scope of this Agreement, and . agrees that
XYZ may have access to any such application in the United
States Patent Office or any other pcﬂem‘ office for . lnsPectlon
and copying.

ABC agrees d|l|genﬂy to prosecu’re L:censed Apphcahonsi
at its own expense, to fransmit promptly to XYZ all official
communications as soon os recelved from any patent office, 1‘0}
submit to XYZ for consideration and. advice all responses. to
such communications before filing them, and to give due con-.
sideration to the. advice of-XYZ in this connection. )

If, at any time during the life of this Agreement, ABC. in- ‘
’rends to allow any Licensed Patent or Application to lapse or
to become abandoned or forfeited without having first filed
a substitute, ABC shall: (1) notify XYZ in writing of its inten-
tion at least sixty (60) days before the date on which the patent
or application is.due to.lapse or to become abandoned or for-
feited, and {2) within thirty (30) days of its giving written no-
tice, if requested by XYZ and at the expense of XYZ, assign
the entire right, title and interest, legal and equitable, in and
to that patent or application fo XYZ XYZ shall be under no
obligation fo prosecute or mainfain in force any application’
assigned fo it under the provrswns of Th[s paragroph.

837. Exploitation of Licensed Inventmn in Foreign
Countries: If either party contemplates explmtatlon of
the licensed’invention in foreign countries, a specific pro-
vision on the sub]ect is usually warranted. At one extreme,
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the licensee may be granted a license under the licensor’s
foreign patents and applications and/or the right to apply
itself for foreign patents. [Esco Corporation v. Hensley
Equipment Co., Inc., 251 F. Supp. 631 (N.D. Tex., 1966).]
In this COnnection, the costs of applying for and maintain-
ing foreign patents, and possible sublicensing rights of the
licensee, are factors that should be carefully considered
by the parties. Under one type of intermediate arrange-
ment, the domestic licensee may be accorded the right to
export licensed products to foreign countries, while for-
eign licensees are accorded a corresponding rlght to im-
port into the United States. At the other extreme, the par-
ties may agree that the domestic licensee will not export
licensed products, at least to countries where the licensor
has patent protection, and that the licensor or foreign li-
censees will not import licensed products into the United
States. [Brownell v. Ketcham Wire & Mfg. Co., 211 F. 2d
121 (C.A. 9, 1954); United States v. L. D. Caulk Com-
pany, 126 F. Supp. 693 (D. Del., 1954); Osmose Wood
Preserving Co. of Canada v. Osmose Wood Preserving Co. .
of America, 74 F. Supp. 435 (W.D.N.Y., 19047); American
Optical Co. v. New Jersey Optical Co., 58 F. Supp. 601
(D. Mass 1944) I

Form No. 37.01
I.tcense Under Foreign Paten!s

ABC hereby grants unto XYZ the nonexclusive right and
license to maoke, have made, use and sell. Licensed Devices
under any and all foreign patents correspondmg to said United
States Letters Patent.

'Form .No 37.02

Licensee’s R:ghi to Foreign Puienis

XYZ shall be entitled to take out patents in foreign coun-
tries on the aforesaid invention and on any improvements which
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shall be communicated to it by ABC, and the same shall be in-

~ cluded within the provisions of this Agreement, save only that
" no minimum production in any foreign country shall be re- -
quired.

Form Nq. 37 03

Cosls of Obtaining and Mamiammg
. Foreign Patents

It is Undersfood and agreed that the original cost of f‘lmg
applications for foreign patents. shall be paid by ABC, and
that all expenses thereafter, including prosecution costs, taxes
and workings, shall be pcud by XYZ during the life of this
- Agreement, , _

Form No. 37.04

Llcense Under Foreign Pateni's
Costs of Obtaining and Mami‘ummg
Sublicensing Arrangements

XYZ agrees Thcﬂ it is desirable to seli Llcensed Devxces
in certain countries foreign to the United Stafes and agrees to
pay to ABC, upon demand, the cost of obtaining.and maintain-
ing foreign patent protection in Australia, Brazil, Canada,
France, Great Britain, Mexico and West Germany. ABC agrees
to file patent apphcc’nons in all of the countries specified above
ond further agrees that the cost thereof when paid by XYZ
shall be amortized out of royalties accruing under this Agree-
ment. ABC hereby grants XYZ an exclusive license to make,
use _and sell Licensed Devices in the couniries aforesaid, and
XYZ agrees to pay to ABC royalties, under the conditions speci-
fied in Paragraph X hereof, on the sale of Licensed Devices in
the countries aforesaid. It is further provided that should XYZ
enter info a sublicensing agreement in any one of the countries

aforesaid, then ABC shall share to the extent of one-half of
the proceeds received by XYZ therefor. In the event this Agree-
ment is terminated, XYZ agrees to assign and transfer ifs in-
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terest in and fo any sublicenses in any of the foreign countries
above specified to ABC.to become. ABC's exclusive property.

F;)rm No. 37.05

Export Right of Domestic Licensee
Import Right of Foreign Licensees

It is c:greed that XYZ shall have the right 1o export into
all foreign countries from the United States Licensed Devices
and. parts thereof for use in motor vehicles, and that any for-
eign licensee of ABC shdll have o correspondmg r:gh’r tc im-
por'r info the Um’fed Stc’res :

Form No. 37.06

Exports by Licensee Prohibited
lmporfs by Others Prohlblted

It is undersfood and qgreed that XYZ w:li not sell or ex-
port Licensed Devices to any foreign country, and ABC will not
import nor permit the importation of Licensed Dev:ces info The
United S’rc’res |’rs 'rern’rortes and possessmns :

§33 Optlon to Purchase Iacensed Patent. In cer-
tam circumstances, the licensee is given an option to pur-
chase the licensed patent. There are two principal reasons
why a.licensee might desire such an option: (1) to per-
mit a fixed purchase sum to be substituted for continuous
unit royalties in the event commercial demand for licensed
products favors such substitution as a means of reducing:
unit patent costs; (2) to prevent a competitor. of the li-
censee from purchasing the patent from the licensor and
gaining a competitive advantage through the receipt of
royalties from the licensee or otherwise.. In the first situa-
tion, an outright optlon to purchase | the patent at any time
is reqmred while in the second ‘situation a first right to
purchase (or right of first refusal) when and if the, li-
censor decides to sell the patent will suffice. . .
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Form No. 38.01
Opfion to Purchase Patent -

ABC hereby granis-to XYZ an irrevocable option to pur-
chase said patent and all then existing claims for infringement
thereof not at the time of purchase reduced to a liquidated

value, together with any licenses ABC may have issued, at @
price to be negotiated between the parties but in any event
not to exceed $25 000.

l‘-'orm No. 38.02
First Right to Purchase Patent

‘In the .event ABC, during the term of 1‘h|s Agreemenf
shall desire to sell said invention, or any improvements thereon,
or patent relating thereto, ABC shall give to XYZ first opportu-
nity to purchase the same af a price to be mutually agreed
upon, which price shall not be greater than that for which
sald invention, improvement or pcn‘en‘r is offered for scde to
‘any other purchaser. S R



CHAPTER 5

DURATION, TERMINATION AND
SUBSIDIARY FORMAL PROVISIONS

§39. Prefatory: The next section is concerned with
the duration of the license agreement and the circum-
stances and manner in which it may be terminated. In the
remaining sections of this chapter, various formal contract
provisions will be discussed. They deal, for example, with
the inability of a party to perform its obligations through
no fault of its own, the effect of an illegal provision on the
remainder of the agreement, the settling of disputes by
arbitration, and the nature of waivers of breaches of the
agreement. Also reviewed are agency and similar relation-
ships between the parties, oral modifications of the written
agreement, assignability of the license agreement, and
principles concerning what law governs the agreement.
Finally, general assurances in support of the agreement,
and the formalities of notices under the agreement and of
execution of the agreement, are considered.

$40. Duration and Termination: To fix the time
limits of the rights and obligations between the parties
under the license agreement, it is necessary to establish
the effective date, and the term, or the expiration date, of
the agreement. The effective date may be identified as
such in the agreement. If not so identified, the effective
date is ordinarily the specified date of making, or the date
of signature, of the agreement. However, 2 license agree-
ment may have an earlier effective date if it is merely the
reduction to writing of a prior oral agreement. [Paul E.
Hawkinson Co. v. Carnell, 30 F, Supp. 178 (E.D. Pa.,
1039), affirmed, 112 F. 2d 396 (C.A. 8, 1940).] The term
of the agreement is usually specified. The agreement may
provide, for example, that it will remain in effect until
expiration of the licensed patent, or for a fixed term of
years, or for an initial term subject to renewal for one or
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more like terms. [Rowland v. Biesecker, 185 F. 515 (C.A. -
2, 1911).] In the absence of an expressed term, a license
under a patent is implicitly coextensive in time with the
unexpired life of the patent. [St. Paul Plow Works v. Star-
ling, 140 U.S. 184, 195 (1891); Cold Metal Process Com-
pany v. United Engineering & Foundry Company, 107 F.
2d 27, 81 (C.A. 8, 1939); Starke v. Mfrs. National Bank
of Detroit, 174 F. Supp. 882 (E.D. Mich., 1959), affirmed.
per curiam, 283 F. 2d 117 (C.A. 6, 1960) Muth v. J. W,
Speaker Corporation, 151 F. Supp. 188 (E.D. Wis., 1957),
affirmed, 262 F. 2d 797 (C.A. 7, 1959); Burton v. Asbestos
Limited, Inc., 92 F. Supp. 310 (D.N.J., 1950); Common-
wealth Trust Co. of Pittsburgh v. Hachmeister Lind Co.,
27 USPQ 389 (Pa. Sup. Ct., 1935); Deye v. Quality En-
graving & Electrotype Co., 89 USPQ 336 (Ohio Ct. of
Common Pleas, 1950).]

During the term of a license agreement neither party '
ordinarily has a unilateral xight to cancel or terminate the
agreement, without cause, outside the express provisions
of the agreement. [St. Paul Plow Works v. Starling, 140
U.S. 184, 195 (1891 ); Automatic Radio Mfg. Co.v. Hazel-
tine Research, 176 F, 2d 799, 809 (C.A. 1, 1949), affirmed,
839 U. S. 827 (1950); Muth v. J. W. Speaker Corporation,
151 F. Supp. 188 (E.D. Wis., 1957), affirmed, 262 F. 2d
797 (C.A. 7, 1959); Miller v. O. B. McClintock Co., 49
USPQ 458 (Minn. Sup. Ct., 1941); Commonwealth Trust
Co. of Pittsburgh v. Hachmeister Lind Co., 27 USPQ 389
(Pa. Sup. Ct., 1935); Dall Motor Parts Co. v. Packard
Motor Car Co., 12 USPQ 185 (Ohio Sup. Ct., 1931). Also
see American Type Founders v. Lanston Monotype Ma-
chine Co., 137 F. 2d 728 (C.A. 3, 1943).] However, ex-
press provision may be made for cancellation or surrender
of the license by one or either party, without cause, (a)
at any time on notice, (b) within an initial trial period,
or {c) after the agreement has been in effect for a stated.
period of time. An option to cancel is a valid provision,
and a license agreement embodying such option may be
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specifically enforceable in equity. [Daniels v. Brown Shoe
Company, 77 F. 2d 899 (C.A. 1, 1935); Meurer Steel Bar- -
rel Co. v. Martin, 1 F. 2d 687 (C.A. 3, 1924); Brawley v.
Crosby Research Foundation, Inc., 68 USPQ 406 (Cal.-
App. Ct., 1946). Also-see: Kraus v. General Motors Cor-
poration, 120 F. 2d 109 (C.A. 2, 1941); Stimpson Com-
putmg S)cale Co v. W. F. Stzmpson Co., 104 F 893 (CA‘
, 1900).] -

While every breach of a contractual obligation con--
fers a right of action upon the injured party, every breach
does not give to the injured party the right to rescind or
terminate the contract. In the absence of a forfeiture clause,
the breach of a covenant, which is merely subordinate
and incidental to the main purpose of the contract, does
not authorize termination by the injured party. [Cold
Metal Process Company v. United Engineering & Foun-
dry Company, 107 F. 2d 27, 82 (C.A. 3,1939); Howe v.
Howe & Owen Ball Bearing Co.,- 154 F. 820, 826 (C.A.
8, 1907); Neenan v. Otis Elevator Co., 180 F. 997, 1000
(S.D.N.Y., 1910).] Thus, the breach of a covenant to pay
royalties at the time stipulated is not ground for cancella-
tion of a patent license. ‘[Rowland v. Biesecker, 185 F. 515
(C.A. 2, 1911); Hazeltine Research Corporation v. Freed-
Eisemann Radio Corporation, 3 ¥. 2d 172 (ED.NY.,
1924). Also see: Wagner Typewriter Co. v. Watkins, 84
F. 57 (S.D.N.Y., 1897); Consolidated Middlings Purifier
Co. v. Wolf, 28 F. 814 (E.D. Pa., 1886).] But when the
breach of a covenant goes to the whole consideration of
the license agreement — such as when the licensee ceases
entirely to manufacture under the license — the agree-
ment may be terminated by the licensor. [Oscar Barnett
Foundry Co. v. Crowe, 219 F. 450 (C.A. 3, 1915). Also
see:: Shephard v. Kinner, 86 F. 638 (C.A. 2, 1898); Ruby
v. Ebsary Gypsum Co., 36 F. 2d 244 (W.D.N.Y., 1929);
Hat Sweat Mfg. Co. v. Porter, 34 F. 745 (D.N.]., 1888),
on final hearing, 46 F. 757 (D.N.]J., 1891); McKay v.
Smiith; 29 F.-295 (D. Mass., 1886), further proceedings,
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39 .F. 556 (D. Mass 1889) appea.l d1sm1ssed 161 US
355 (1896).] g

- By specific. pr0v1s1on a contractmg party may’ ac-
quire a right of termination which it would not otherwise
have. [Miller v. O.. B. -McClintock Co.; 49 USPQ 458
(Minn: Sup. Ct., 1941).] A clause authorlzmg termination
for breach has been enforced in accordance with its literal
terms. - [National Rejectors v. A. B. T. Mfg. Corporation,
184 F. 2d 612 (C.A. 7, 1950).] However, clauses. of this
type usually are strictly construed against termination and
are reluctantly enforced by ‘the courts. Slight or -inad-
vertent infractions of contractual obligations by one party
will not permit termination of the agreement by the other
party, .[Carr v. Jaeger Mach. Co., 69 F. 2d 434 (C.A. 7,
1934); Standard Stoker Co..v. Brewster, 277 F. 783 (C.A.
7, 1921); Critcher v. Linker, 169 F. 653 (W.D. Wis.,
1909); Dare v. Bolyston, 6 F. 493 (S.D.N.Y.; 1880).] Also,
all conditions precedent must be performed by the party
requesting cancellation, [Dixie Cotton Picker Co. v. Bul-
lock, 188 F. 921 (N.D. IIL; 1911).] And, recission of a li-
cense agreement for a breach thereof may be denied when
the breach results from a mistaken intexpretation of the
agreement. [I. F. Laucks, Inc. v. Balfour Guthrie & Co.,
Limited, 35 USPQ 206 (W.D. Wash., 1937); Slezak v.
Andrews, 21 F. Supp. 688 (D. Del,, 1937).] Further,
relief against a contractually authorized forfeiture may be
obtained in a court of equity. [Standard Stoker Co. v.
Brewster, 277 F, 783 (C.A. 7, 1921); Foster Hose Sup-
porter Co. v. Taylor, 184 F. 71 (C.A. 2,1911).] Ordinarily,
in the absence of express words compelling automatic can-
cellation, - breaches are not self-operative as forfeitures
[Chadeloid Chemical Co. v. Johnson, 203 F. 993 (C.A. 7,
1913)), and & clause authorizing termination for breach
confers a right only upon the non-defaulting party. [Kant-
Skore Piston Company v. Sinclair Manufacturing Corpo-
ration, 32 F. 2d 882 (C.A. 6, 1929); Ohio Citizens Trust
Co. v. Air-Way Electric- Appliance Corporation, 56 F:
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Supp. 1010 (N.D. Ohio, 1944); Murray v. Edes Mfg. Co.,
50 USPQ 395 (Mass. Sup. Ct, 1941); Miller v. O. B.
McClintock Co., 49 USPQ 458 (Minn. Sup. Ct., 1941).]

A licensor has the right to select a licensee of its own
choice. To protect the licensor’s freedom of choice of a
licensee and to prevent the substitution of an undesirable
licensee for the one initially selected, a license agreement
will not uncommonly include a provision specifying that
the agreement may be terminated at the option of the
licensor, or shall terminate automatically, in the event of
bankruptey, insolvency or dissolution of the licensee. [See:
In re Digna Shoe Corporation, 80 F. 2d 827 {C.A. 2, 1936);
In re Dr. Voorhees Awning Hood Co., 187 F. 611 (M.D.
Pa., 1911), reversed on other grounds, 188 F. 425 (C.A.
3, 1911); New York Phonograph Co. v. Edison, 136 F. 600
(S.D.N.Y., 1905), affirmed per curiam, 144 F. 404 (C.A.
2, 1906).] In this connection, it has been held that reor-
ganjzation under the Bankruptcy Act does not come with-
in the operation of a termination clause referring only gen-
erally to “bankruptey, insolvency or dissolution.” [Sim-
mons v. National Tool Co., 110 F. 2d 850 (C.A. 6, 1940).]

At the cancellation or termination of a license agree-
ment, the licensee may have completed patented products
on hand, work in process especially adapted for use in
manufacturing patented products, andfor uncompleted
contracts for the sale of patented products. For the pro-
tection and benefit of the licensee in these circumstances,
the parties can provide that the licensee may complete
such work and contracts and sell products on hand in re-
turn for the payment of royalties as scheduled in the }-
cense agreement. [See Robertshaw-Fulton Controls Co.
v. Patrol Valve Co., 106 F. Supp. 427 (N.D. Ohio, 1952),
affirmed, 210 F. 2d 146 (C.A. 6, 1954).] If desired, the k-
censee’s right to complete and sell patented products sub-
sequent to termination may be limited in time or to a
designated number of wmits, or the licensee’s right to as-
semble and deliver patented products after termination
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may be confined to the filling of orders taken prior to ter-
mination. [Pelzer v. City of Binghamton, 95 F. 823 (C.A.
2, 1899).] Also, as a control over commercial sales, the
licensor may reserve the right to purchase from the k-
censee completed devices on hand and work in process.
In appropriate circumstances, the agreement may further
provide that termination shall not affect (a) any other
rights and remedies that the terminating party might have
against the other party at law or in equity by reason of
any default, or (b) any contractual rights and obligations
which, by the terms of the agreement are intended to sur-
vive the termination thereof;

‘Form No. 40.01

Duration; Initially Ten Years
Automatic Extension if Patent Granted

The férm of this Agreement shall be for ten (10} years

“from the effective date hereof, and in the event a patent or
patents issue pursuant to said applications the term of this
Agreement shall be from the effective date hereof until the
expiration date of the last fo issue of said patents.

Form No. 40.02

Duruhon, Initially Ten Years
Aufomuhcully Renewable Annually

This Agreement shq!l extend for an initial ferm of ten
(10) years from the date hereof, and shall be automatically
renewable on an annual basis thereafter, unless either party,
by notice in writing, at least sixty (60) days before the expira-
tion of the initial ferm of this Agreement or any renewal term
thereof, shall advise the other party of its desire to terminate.
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Form No. 40.03
Duraiibn}, Life of Patent :

This Agreement shall become effective on the 1st day of
July, 1999 and, unless sooner terminated as otherwise herein
provided, shall remain in effect until the explronon of said
Llcensed Patent. :

~ Form No. 40.04
Duration; Life of Patents

This Agreement shall endure and remain in full force, un-
less terminated or cancelled under the provisions of this Agree-
ment, throughout the life of said patents and such patents as
may be granted from said applications, and throughout the
life of any other patents now or hereafter owner or controlled
by ABC, its successors or assigns, which contain a claim cov-
ering Licensed Products or parts thereof manufactured by XYZ.

" Form No. 40 05 -

Duruhon Lnfe of Pqtenis

7 It is undersfood and agreed between the parties hereto
that the license granted herein shall ‘continue until the expira-
tion of the last expiring patent of the patents and/or patent
applications or any additions thereto as covered in Exhibit A
hereof, it being: understood that Exhibit A shall be considered
as omended from time to time by the addition thereto of any
further applications or divisions of applications, reissues, or
extensions thereof, covering improvements developed by ABC
as to subject matter contained in the patents and applications
now listed, and ABC hereby agrees that such new applications,
divisions, reissues or extensions thersof shall qu’romahcaliy be
included in the present Agreement. S
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Form No. 4006

' R:ght of Either Parl'y to Cancel
At Any Time on Notice

This Agreement may be cancelled by either party at cny.
time upon not less 1han ’fhlrfy (30) dqys wriﬁen notice to the
other party, . I

Form No 40 07

Rnght of Enther Parfy io Cuncel
. At Any Time on Notice .

This Agreement may be cancelled by either party on
sixty (60) days’ written notice fo the other party, without in-
demnity for cancellation,

“Form No 4003 S

nghi of Either chriy io Ccmce[
At Any Time on Noﬂce o

Either party hereto may ot any time hereuﬁer ccmcel and
terminate this Agreemen‘r upon forwarding to the. o’rher party,
by registered mail, a written notice of its election to so can-
cel and terminate, and upon the expiration of a perlod of sixty
(60).days after the mailing of said notice, this Agreemen’r shall
cease and terminate, except that this Agreement shall there-
after continue in force for the purpose only of adjusting the
rights of the parties herefo whlch muy hcwe accrued prior to
the termination hereof: L

?Fpm!Né.f 009
Right of Licensor to Cancel
At Any Time on Notice

Thls License shall extend for one year from the date here-
of, and shall be automatically renewed for a like period, from
year fo year, until the expiration of- the patent last above
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granted on the foregoing inventions, upon the terms and con-
ditions aforesaid, unless this Agreement shall be terminated
by ABC by at least six' months’ notice in writing.

Form No. 40.10
Right of Licensee to Cancel
At Will

It is understood and agreed that XYZ may cancel this
Agreement af any time within one year from the date hereof,
and that ot any time after one year from the date hereof XYZ
may cancel. this Agreement upon giving to ABC six months’
notice in writing.

Form No. 40.11

Right of Licensee to Cancel
- Within Investigation Period

For a period of thirty (30} days from the date of this
Agreement XYZ is to have the privilege of investigating the
merit and possibilities for Licensed Products in the market; and
XYZ shall have the right to cancel this Agreement if during the
thirty (30} day investigation period either the market for Li-
censed Products or the quality or practicability of the same
has not been found by XYZ to be as qnhmpa’red at the time
fhls Agreemen’r was entered info.

Form No. 40.12

Right of Licensee to Cancel
Within Trial Period

XYZ shall have ninety (90) days from the execution of
this Agreement in which to satisfy ifself as to the quality of
work produced, the time saved and other economies of the
processes covered by the inventions of said patent and said
applications, qnd as to the relation of said inventions and




Dugration, Termination/Formal Provisions 187

their use to prior patents. In the event XYZ within ninety (90)
days is not satisfied that the inventions and processes will ac-
complish the results desired, or is not satisfied as to the patent
situation relative thereto, it shall have the right to cancel this
Agreement and be relieved of all liability thereunder by nofi-
fying ABC in writing of its desire so to do. In the event XYZ
has not notified ABC within ninety (20) days from the execu-
tion of this Agreement of its desire fo cancel this Agreement,
XYZ shall be deemed to be satisfied that the inventions and
processes will accomplish the results desired and shall be 'rhere-
after bound by al] the ferms of this Agreement.

Form N_o. 40.13

Right of Licensee to Cancel
Aﬂer Siaiecl Period

XYZ shall hcve the rlghf to terminate thls Agreement
after it has been in effect two years upon giving fo ABC no-
tice in writing by registered mail at: least ninety (90) days prior
to the date of termination, but it is understood that in such
‘event XYZ shall be liable for any royalties which may accrue
up fo the date of termination. :

Form No. 40.14

Right of Licensee to Cancel
-+ After Stated Period

XYZ may at any fime subsequent fo three years from the
date hereof, provided that XYZ shall not be in default there-
under, terminate this Agreement by giving written notice of
termination delivered to ABC, such termination to be effective
on the date of receipt of said notice by ABC, and XYZ shall,
upon such delivery of notice of termination to ABC cease to
manufacfure said Llcensed Devices.
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Form No. 40.15

nght of ‘Licensee fo Cunce]
-Affer- Stated Period

The ferm of ?hls Agreemenf shall extend 10 the end of the
life of the last to expire Letters Patent which are the subject
matter of this _Agreement, provided, however, that XYZ shall
have the right after one (1) year from the da’re of this Agres-
ment, to cancel this Agreemen? on sixty (60) doys written no-
tice fo ABC.. Such notice of termination shall not relieve XYZ
of any roycxlhes due and unpaid to ABC, and the requirement
for minimum production or payment of royalties in lieu thereof
shall be pro-rated in the year in which such termination occurs
up to the date of such terminafion.

Form No.: 40 16

Right of Eliher Purly to Termmuie
On Breach by Other Party

If one party shall any time commit any breuch of any
covenant, warranty or ‘agreement hersin contained, and shall
fail to remedy any ‘such breach within ’rh:rfy (30) days after
written notice thereof by the other party, such other party may
at its option, and in addition to any other remedies that it
may be entitled fo, cancel this Agreement by notice in writing
to such effect.

Form No. 40 17

Right of Eliher Party to . Termmate
On Breach by Other Party

1If ot any Hime hereafter en‘her of the por’rles ‘hereto shall
foul to perform each and every of the terms, covenants and
conditions hereof, at the time and in the manner herein pro-
vided for their performance, time being the essence of this
Agreement, then the party not in default may forthwith can-
cel and terminate this Agreemenf by forwarding to the other
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party, by registered mail, a wriften notice of its election to
so.cancel and terminate this Agreement, and said cancellation
and fermination shall become effective upon the mailing of
said notice, except that this Agreement shall thereafter con-
tinue in force for the purpose only of adjusting the rights of
the parties hereto, which mczy have accrued prior to the termi-
nation hereof. L

Form No. 40. 18

Right of Llcensor fo Termmute
On Breuch by I.[censee

If XYZ shall at any time make default in the payment of
any royalty, or the making of any report hereunder, or shall
commit any breach of any covenant or agreements herein con-
tained, or shall make any false report, and shall fail to remedy
any such default or breach within thirty (30) days after written
rictice thereof by ABC, ABC may, at its option, cancel this
Agreemen’r and revoke the license herein granted, by notice
in writing fo such effect, but such act shall not prejudice the
right of ABC to recover any royalty or other sums due fo the
time of such cancellation, and shall not prejudice any cause
of action or claim of ABC accrued or to accrue on qccounf
of any breach or defqul‘r by XYZ

Form_ No._ 40.19

Right of Licensor fo Terminate
On Breach by Licensee

It is mutually understood and agreed between the parties
hereto that the failure of XYZ to make and render any stafe-
ment or o make any payment as in this Agreement specified
at the time hereinbefore stipulated shall give ABC the right
to cancel this Agreement by giving XYZ thirty (30) days’ no-
tice in writing of its election so fo do, it being understood,
however, that if within thirty (30) days after delivery of any
such notice XYZ shall have rectified its default, then this license
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shall remain in force the same os if no breach or default had
occurred on the part of XYZ; otherwise, the same shall stand
cancelled and rescinded, but such rescission shall not impair
or prejudice any right or remedy which ABC may have against
XYZ at law or in equity by reason of such breach by XYZ,
nor shall such recession in any way relieve XYZ of its obliga-
tion to pay monies then due ABC as herein provided.

Form No. 40.20

Right of Licensor to Terminate
On Breach by Licensee

In the event of the failure of XYZ to comply with any of
the terms of this Agreement, then ABC shall have the right to
give notice in writing to XYZ that this Agreement is hereby
and forthwith terminated and concelled; provided that, during
the thirty days’ period after date of such notice, XYZ shall
have the privilege of reinstating this Agreement by making
good within said thirty days, the breach on account of which
the Agreement was terminated.

Times of payment and strictness of performance are of
the essence of this Agreement throughout. All such strictness as
to fime of payment and right of cancellation, it is mutually
agreed, is necessitated by the fact that such business is, itself,
under patents limited as fo fime. Also, it is expressly agreed
and understood that any such cancellation by ABC, as here-
inbefore provided for, shall not in anywise release XYZ from
liability to make any payments due from the date hereof under
this Agreement.

Form No. 40.21

Right of Licensor To Terminate
On Bankruptcy etc. of Licensee

In the event of any adjudication of bankruptey, appoint-
ment of receiver by o court of competent jurisdiction, assign-
ment for the benefit of creditors, or levy of execution directly
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involving XYZ, ABC may, at its option, ferminate this Agree-
ment upon not less than twenty (20) days’ notice to XYZ, pro-
vided, however, that such termination shall not impair or pre-
judice any right or remedy that ABC might otherwise have
under this Agreement..

Form No. 40.22‘

Avutomatic Termination
On Bankruptcy etc. of Licensee

If XYZ shall become insolvent, or shall make any assign-
ment for the benefit of creditors, or if XYZ is adjudged bank-
rupt, or if a receiver or trustee of XYZ's property shall be ap-
pointed, this Agreemenf shall thereupon qu’romancclly termi-
nafe

Form No. 40.23 _

Avtomatic Termination
On Bankruptcy etc. of Licensee

This Agreement shall be terminated automatically in any
one or more of the following circumstances: (a) in the event
that XYZ is ordered or adjudged bankrupt or is placed in the
hands of a receiver, or otherwise enters info any scheme or
composition with its creditors or makes an unauthorized assign-
ment for the beneflf of creditors; (b) in the event that the assets
of XYZ are seized or attached, in conjunction with any action
against it by any third party; or (¢) in the event that XYZ is
dissolved, or that a sale of all or substantially all of the assets
of XYZ is made, or that this Agreement is attempted to be as-
signed by XYZ without the prior written consent of ABC.

Form No. 40.24
Disposition of Licensed Devices
On Hand at Termination
Upon fermination of this Agreement for any cause, noth-
ing herein shall be construed to release either party of any
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obligation matured prior to the effective date of such termina-
tion, and XYZ may, after the effective date of such termina-
tion, sell ali Licensed Devices and parts therefor that it may
have on hand at the date of termination, provided it pays
earned royalty thereon to ABC and renders to ABC statements
thereon as provided for herein. '

“ Form No. 40.25

,Cdﬁibleiioﬁ ‘of Contracts and
- Disposition of Licensed Devices
After Termination

In The event of termination of this Agreement, XYZ shall
have the right to sell thereafter (1) completed Licensed Devices
then on hand, (2} Licensed Devices then in the process of manu-
facture, and (3) Licensed Devices with respect to which manu-
facture has been firmly committed -at the time of termination
by reason of either (a) dny contract for the purchase of mate-
rials to be used in the manufacture of Licensed Devices or
(b) any contract for the sale of Licensed Devices. 'All such sales
shall be subject to reporting and rquhy payments exactly os
‘rhough Termlnohon had not occurred

o Form“No_. 40.26"

- Completion of Confracts and
Disposition of Licensed Devices
-~ On Hand at Cancellation

In the event of cqﬁcellaﬁon' of this Agreement, XYZ shall
have the right to complete any and oll coniracts for the sale
of Licensed Devices that it may then have upon its books or
that it has become obligated for, and may fabricate and sell
such uncompleted parts of such devices as it. may have on hand
at such expiration of this' Agreement, paying the same royalty
as herein provided for, and provided such contracts and such-
sales shall be compieted Wl'['hln six (6_) months after such can-
cellation.” -~ : ' S
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- Form No., 40.27
Disposition of Licensed Devices
"~ On Hand at Termination
Option by Licensor to Purchase

: Upon termination of this Agreemen? for any reason, XYZ
may sell any completed Licensed Products. munufodured by
XYZ before the effective date of such termination, without au-
thorization by ABC, such sale 1o be subject to all of the terms
and conditions of this Agreement as.though the latter were
still in force, provided, first, however, that XYZ shall, within
ten (10) days after the effective date of such termination, de-
liver fo ABC a true and correct list of all Licensed Products
{and all work in process which would permit the assembly. of
complete items), and ABC shall thereupon have the option,
exercisable by written notice to XYZ, given within- thirty (30)
days after ABC’s receipt of said list, to purchase all or any of
the items or work in. process set forth on said list-at a price
equal to the cost of manufacture. SR :

Form No. 40.28

Licensed Devices on Hand at Termination
Obligafion of Licensor to Purchase

' Upon termination of this Agreemen’r for any reason, ABC
shall, at the option of XYZ, purchase from XYZ at cost all
Licensed Devices then on hand; provided, however, that the
obligation of ABC in this regard shall in no event exceed the
sum of Ten Thousand Dollars ($10 000.00).

§41. Imposmblllty of Performance. During the term
of a license agreement, the surrounding circumstances may
change to such an extent as to make performance of the
agreement, as originally contemplated, impossible. War,
changes in the law or its administration, fires, floods, ete.,
may intervene. Such events give rise to the question of
their effect on the rights and obligations of the contract-
ing parties. - There is a considerable body of general con-
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tract law on this subject; however, uniformity in the de-
cisions appears to be lacking. For example, when preduc-
tion by a licensee is interrupted by governmental order
arising from a state of war, the licensee may or may not
be excused from making monetary payments during the
period of inactivity. One court suspended all terms of the
license agreement for the duration of the governmental
order. [Patch v. Solar Corporation, 149 F. 2d 558 (C.A.
7, 1945).] Contrariwise, another court compelled payment
by the licensee of fixed sum royalties during the period of
interrupted production. [Otto v. Orange Screen Co., 57
F. Supp. 134 (D.N.J., 1944). Also see Ohio Citizens Trust
Co. v. Air-Way Electric Appliance Corporation, 56 F.
Supp. 1010 (N.D. Ohio, 1944).]

To avoid uncertainties in the effect of changed cir-
cumstances, a force majeure clause should be considered.
This type of clause may be used to excuse expressly, either
the licensee alone, or both parties, from carrying out some
or all of their obligations under the agreement during pe-
riods of inability to perform resulting, for example, from
acts of God or the public enemy, or strikes, fire, flood or
governmental intervention. If desired, either party may
also be afforded an option to terminate the agreement in
the event the inability to perform continues for a prescribed
period. A force majeure clause will be enforced in accord-
ance with its terms. [Fast Bearing Co. v. Precision Devel-
opment Co., 67 USPQ 349 (Md. App. Ct., 1945).]

Form No. 41 O'I

Impossibility of Performance
Obligations Suspended

In the event of acts of God or the public enemy, or strikes,.
fire, flood, or control exercised by the Government of the United
States, or of any state thereof, which render performance un-
der this Agreement impossible for XYZ, XYZ's failure on that

“account during such period shall be excused, and the mini-
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mum royalty calied for in the preceding paragraph shall not
be required dunng such perlod or periods of mabzll’ry to per-
form,

" Form No. 41.02

Impossibility of Performance
Obhguhons Suspended

Neither of the parties hereto shall be liable in dqmqges
or have the right to cancel this Agreesment for any delay or
default in performing hereunder if such delay or default is
caused by conditions beyond its control including, but not lim-
ited to acts of God, government restrictions, wars or. insurrec-
tions, strikes, fires, floods, work sfoppages cmd/or lack of
mcatenals :

~ Form No. 41.03
Impossibility of Performance
Obligations Suspended

If performance of this Agreement is hindered or prevented
by act of God, action of the elements, fire, labor disturbances,
failure or lack of transportation facilities, shortage of laber,
material, or supplies, inability to obtain equipmenf or parts,
breakdown of equipment, interruption of power or water, war,
invasion, civil commotion, commandeer, enactment of legisla-
tion or issuance of governmental orders or regulations, or other
casualty or cause, whether similar or dissimilar, beyond either
party’s conirol, performance by either party hereunder. to the .
extent so hindered or prevented, shall be excused.

Form No. 41.04
Impossibility of Performance
Obligations Suspended

Right to Terminate
Neither of the parties hereto shall be liable in damages
or have the right to cancel for any delay or default in per-
forming hereunder if such delay or default is caused by con-
ditions beyond its control, incfuding but not limited to Acts of
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God, governmental restrictions, continuing demestic.or infer-
_national problems such as wars or insurrections, sirikes, fires,
floods, work stoppages, embargoes, andfor lack of materials;
provided, however, that any party. hereto shall have the right
to terminate this Agreement upon thir’ry (30) days prior written
nofice if either party is unable fo fulfill its obligations under
this Agreement due to any of the above-mentioned causes and
such inability continues for a period of six (6) mom‘hs

§42, Severabﬂ1ty. A severablhty or “saving’ clause
in essence provides that, in the event any provision of the
agreement is J'nv_alidated by law, the validity of the other
provisions shall not be thereby affected: The purpose of
this type of clause is to prevent the illegality of one pro-
vision from tainting the remainder of the agreement and
rendering the entire agreement. unenforceable or void.
However, contrary to the explessed intent, a severability
clause may not be effective in ‘all circumstances. For ex-
ample, in an action to recover royalties under ‘a patent
contract, a state supreme couit disregarded an express
severability clause, concluded that a provision for royalty
payments and a provision which was found to be illegal
under state antitrust laws were indivisible and insepar-
able, and held the entire contract void. [Patrizi v. Mc-
Aninch, 102 USPQ 44 (Tex. Sup. Ct., 1954). Also see:
MacGregor v. Westinghouse Electric Mfg. Co., 329 U.S.
402, 407 (1947); Edward Katzinger Co. v. Chicago Me-
tallic Mfz. Co., 329 U.S. 894, 401 (1947).] Thus, when the
illegal part of an agreement is found in law to be insepar-
able from the lawful part, a severability clause may not
be competent to preserve the otherw1se lawful part of the
agreement. - :

Form No. 42.01 :
Severablhfy

Should any por’r or provision of this Agreemem‘ be held
unenforceable or in conflict with the law of any jurisdiction,



Duration, Termination/Formal Provisions 197

the validity of the remaining parts or prov151ons shall not be
offected by such holdlng _ S

* Form No. 42. 02"

Intention. Not to Violate Law |
Severablltiy

Both parties hereby expressly agree and contract that it
is the intention of neither party fo violate any. public policy,
stafutory or common laws; that if any sentence, paragraph,
clause or combination of the same is in violation of any state
or federal law, such sentences, paragraphs, clauses, or com-
bination of the same shall be inoperative and the remainder
of this Agreement shall remain binding upon the parties here-
to; and that in any event, the :paragraphs herein concerning
royalties shall be binding upon the parties, .and XYZ shall not
be relieved of the obligation to pay royaities as herein provided.
It is the intention of both parties to make this Agreement bind-
ing only to the extent that. it may. be lawfully done under
existing state and federal laws. -

: !§43. Arbltratlon: To avoid the expense and delays
involved in court actions, and to gain the advantages of
private hearings, an arbitration provision governing the
resolution of future disputes may be incorporated in a li-
cense agreement. Although not used extensively, arbitra-
tion provisions concerning patent matters have been held
valid and enforcible. [Schweyer Electric & Mfg. Co. v.
Regan Safety Devices Co., 4 F. 2d 970 (C.A. 2, 1925);
Cavicchi v. Mohawk Mfg, Co 34 F. Supp. 852 (SD.N.Y.,
1940); Zip Manufacturing Company v. Pep Manufactur—
ing Company, 9 USPQ 415 (D. Del., 1931); In re Kallus,
59 USPQ 440 (N.Y. App. Div., 1943).] Usually, the courts
reserve the right to determine whether a particular dis--
pute is within the scope of the arbitration clause. [Necchi
v. Necchi Sewing Maohme Sales Corp . 348 F. 2d 693
(C.A: 2 1965)] : : X
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When drafting the arbitration clause, consideration
should be given to: (1) what disputes are to be arbitrable
— that is, all disputes arising under the agreement, or spec-
ific disputes only; (2) whether arbitration is to be an op-
tional or exclusive remedy; (3) the number of arbitrators
to be selected and the manner of their selection; (4)
where the arbitration shall be held; and (5) whether a
majority or unanimous award is desired when there is more
than one arbitrator. In general, the arbitration proceeding
can be simplified by placing it under the established rules
of a designated tribunal such as an association, chamber
of commerce or trade group. [See: Coulson, The Business
Lawyer Discovers Arbitration, 50 ABA Journal 459 (1964).]

Form No. 43.01

American Arbitration Association
Standard Arbitration Clause

Any controversy or claim arising out of or relating to this
contract, or the breach thereof, shall be settled by arbitration
in accordance with the Rules of the American Arbitration Asso-
ciation, and judgment upon the award rendered by the Arbi-
trator(s) may be entered in any Court having jurisdiction there--

of.

Form- No. 43.02
Arbifration; All Disputes

In the event of any dispute, difference or question arising.
between the parties in connection with this Agreement or any.
clause or the construction thereof, or the rights, duties or lia-
bilities of either party, then and in every such case, unless the
parties concur in the appointment of a single arbitrator, the
matiter of difference shall be referred to three (3) arbitrators: .
one fo be appointed by each party, and a third being nomi-
nated by the two so selected by the parties, or if they cannot
agree on a third, by the American Arbifration Association. In.
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the event that either party within one (1) month of any notifica-
tion made to it of the demand for arbiiration by the other
party, shall not have appointed its arbitrator, such arbitrator
shall be nominated by the American Arbitration Association,
The arbitrators shall determine the place or places where meet-
ings are to be held. The arbitrators must base their decision
with respect io the difference before them on the contents of
this Agresment, and the decision of any two of the three arbi-
trators shall be binding on both parties.

_ Form No. 43.03
Arbitration; Optional; Specific Dispute:

If ABC shall be of the opinion that XYZ is not using ifs
best efforts to promote and exploit Licensed Products as re-
quired in this Agreement, such question may, at the option of
ABC, be submitted fo three arbitrators in the City of Chicago,
1o be appointed in the following manner: ABC shall serve upon
XYZ o notice in writing stating that it desires to submit to ar-
bitration the question of XYZ's best efforts in promoting and
exploiting Licensed Products, and naming the arbitrator ap-
~ pointed fo represent it; and XYZ shall, within ten days after
the receipt of said notice, appoint an arbitrator to represent
it, and shall serve on ABC a notice naming such arbitrator.
The two arbitrators so appointed shall, within ten days after
the appointment of the second arbitrator, appoint a third arbi-
trator to act with them, and the decision of any two of the
three arbitrators shall be binding and conclusive upon the
parties. In the event that XYZ shall fail to serve on ABC a
notice naming the arbitrator appointed to represent XYZ as
hereinabove provided, or in the event that the arbifrators ap-
pointed by ABC and XYZ shall fail to appoint a third arbitro-
tor to act with them os hereinabove provided, such arbitrator
to represent XYZ or said third arbitrator, as the case may be,
shall be appointed by the American Arbitration Association.
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. Form No. 43.04
Arbliruhon, Specific Dlsputes

If ABC shall consider that the quality of service bemg
rendered or the quality of parts made by XYZ do not comply
with the provisions of the preceding paragraph, ABC shall
advise XYZ in writing of the deficiency in service, or quality of
parts which it considers to exist, and if the parties hereto are
unable to agree with respect fo the issues raised, sach party
shall appoint a disinterested arbitrator having knowledge of
the subject of automotive service, and these arbitrators shall
appoint a third arbitrator. The arbitrators shall cccord the
parties a full hearing and if, after such hearing, the majority
of them shall be of the opinion that the provisions of the pre-
ceding paragraph have not been complied with by XYZ, the
exclusive license hereunder granted to XYZ shall become non-
exclusive, and ABC shall have the right to grant a license to
one other manufacturer to manufacture and sell replc:cemenf
parts and- render service of The klnd prowded for in 1he pre-
cedmg pdrcgraph

It is further Undersfood und agreed that 'rhe service fu-
cilities provided by XYZ are to be reasonably adequate to the
commercial necessities for service of Licensed Automatic Trans-
missions, and that if the parties hereto are unable to ogree
that. the service facilities provided by XYZ. comply with this
understanding, the controversy shall be referred to a board
of arbitration constituted as hereinabove provided, and if upon
full hearing said board shall be of the opinion that certain
additional service stations, connections, or facilities should be
provided by XYZ fo comply with the above understanding,
and XYZ does not within a period of ninety (90) days comply
with the direction of the arbitrators, ABC shall then have the
right fo grant a license to one other manufacturer to manu-
facture and sell replacement parts and render service as in
the case of default with respect to quality of service. cnd parts
as heremabove provided for. S
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§44. Waiver: The performance of an obligation may
be waived by the party who has a right to.enforce. it
[Automatic Radio Co. v. Hazeltine, 339 U, S. 827, 835
(1950).] For example, when one party to an agreement
is bound to make a certain payment within a certain time,
failure to tender payment within the stipulated time is a
breach of the agreement. However, acceptance of such
payment by the other party after the stated period con-
stitutes a waiver of the breach. [Otto v. Orange Screen
Company, 57 F. Supp. 134 (D.N.]J., 1944); Critcher v
Linker, 169 F. 653 (W.D. Wis,, 1909)] Also, a right of
forfelture may be waived when the licensor induces the
licensee to continue in the performance of its obligations
after a breach by the licensee, or when the licensee con-
tinues to operate under the license after a breach by the -
licensor. [Specialties Development Corp, v. C-O-Two Fire
Equipment Co., 207 F. 2d 753 (C.A. 8, 1953); Miami Cy-
cle & Mjg. Co. v. ‘Robinson, 245 F. 556 (C.A. 6, 1917);
Barnett v. Q. & C. Co., 226 F. 935 (C.A. 7, 1915).] To
limit the effect of a partmular waiver, the parties to a li-
cense agreement may provide that a waiver of one breach
of a provision shall not be construed as a waiver of other

breaches of the same or other provisions.

EREEA *Form No 4401
hmﬂuhon on Eﬂ‘ecf of quer

A waiver of any breach of any provisuon of this Agree-
ment shall not be’ construed as a continuing waiver of other
breoches of the same or other provisions of this Agreement,

Forhi Nd 44 02
Limitation on Eﬁeci of Wcuver

The fcu]ure of either of the par’nes hereto to cqnce! and
- terminate this Agreement, by reason of the brecch of any of
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the provisions hereof by the other party, shall not estop the
party not in default from thereafter terminating the same by
reason of any subsequent breach of any of The provmons here-
of. -

Form No. 44.03
Limitation on Effect of Waiver

It is understood and agreed that any delay, waiver or
omission by ABC to exercise any right or power arising from
any breach or default by XYZ in any of the terms, provisions
or covenants of this Agreement shall not be construed to be a
waiver by ABC of any subsequent breach or default of the

same or other Terms provisions or covenanfs on the part of
XYZ.

_ §4-5 Agency and Similar Relationships: A simple
license agreement alone will not ordinarily establish an
agency, partnership or joint venture relationship between
the licensor and the licensee. For example, a transaction
involving a license agreement does not become a joint
venture merely because the amount of royalty is meas-
ured in part by the licensee’s profits. [McCullough v. Kam-
merer Corporation, 166 F. 2d 759 (C.A. 9, 1948).] How-
ever, when extensive commercial transactions and coop-
eration, ancillary to or outside the scope of the patent
rights, are contemplated by the license agreement, the
licensee may have a basis for assuming and asserting in
good faith (albeit incorrectly) that it has authority to act
on behalf of and bind the licensor in certain transactions
with third parties. To protect the licensor in this regard,
when an agency or similar relationship is not intended or
desired by the licensor, a specific clause may be incorpo-
rated in the license agreement either expressing the non-
existence of an agency relationship and the like, or setting
forth an agreement by the hcensee not to act in behalf
of the licensor. :




Duration, Terminationf/Formal Provisions 203

Form No. 45.01
Negation of Agency and Similar Relationships

Nothing herein contained shall be deemed fo create an
agency, joint venture or parfnersh:p relation between The par-
ties hereto. :

Form No. 45.02
Negation of Agency

- It is understood and dgreed that XYZ is not, by this Agree-
ment or anything herein contained, constituted or appointed
the agent or representative of ABC for any purpose whatso-
ever, nor shall anything herein confained be desmed or con-
strued as granting to XYZ any right or authority fo assume
or to create any obligation or responsibility, express or implied,
for or in behalf of or in the name of ABC, or to bind ABC in
any way or monner whctsoever

Form No. 45.03

Licensee as Indepeﬁdent | Contractor

It is agreed that the relationship between the parties is
such that XYZ in its performance of this Agreemem‘ is an in-
_dependenf contractor. :

Form No. 45.04
Licensee Not to Act in Behalf of Licensor
- XYZ agrees (a) not to act for or represen’r ABC in cmy'
manner whatsoever; and (b) not to incur any obligations or
make any payments or advances for or in behalf of ABC, it
being distinctly understood that any such unauthorized obliga-

tions, payments and qdvqnces will be at the sole responsibility
of XYZ. :
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Form No. 45.05 -
Licensee Not: to Act in Name . of Licensor

- XYZ agress thdt it does not have the right to, and will
not-at any time hereafter, transact any business in the name:
of ABC or obligate ABC in any manner, character or descrip--
tion; and ABC shall not, under any circumstances, be liable for
any agresment, contract,: representation or warranty, which
XYZ may hersafter enter into or make,

§46. Entire Agreement and Modifications: For the
sake of certainty, the entire agreement between the parties
should be embodied in the written agreement, and that
this is the fact should be recited. A recitation of this na- .
ture is usually accompanied by a statement that the writ--
ten agreement merges all prior discussions, or supersedes
and cancels all previous agreements, between the parties.
Such a statement will tend to nullify attempts: by either
party to establish prior or contemporaneous oral under-
standings relating to the written agreement. However,
unless a contrary intent is clearly expressed, a merger pro-
vision is inapplicable to matters outside the scope of the
license agreement and does not extend to an independent
oral contract. [Champlin Refining Co. v. Gasoline Prod-
ucts Co., 29 F. 2d 331 (C.A. 1, 1928).] Alternatively, or.
in addition to a merger provision, the existence of all war- .
ranties and conditions not set forth in the written agree-

ment, or those of a spe01ﬁed nature, may be expressly
denied.

Generally, a written agreement. may be modified or
amended, after it is made, by the express agreement of the
parties either in writing or by parol, or by the conduct
of the parties. [Hotchner v. Neon Products, Inc., 163 F.
2d 672 (C.A. 6, 1947).] To minimize disputes concerning
alleged modlﬁcatmns a clause requiring all modifications
or waivers to be in writing may be incorporated in the li-
cense agreement. However, such a clause may be appli--
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cable to oral executory agreements only, and may not be
effective in the case of executed modifications. [Hohmann
& Barnard, Inc. v. Scmky Bros Inc 333 F. 2d 5 (C.A.
2, 1964) 1

Form No. 46.01. .
] Enhre Agreemeni _

Thls Agreement embodles The en’rlre understandlng be-
tween. the parties and there are no prior representations, war-
ranties, or agreements between :the -parties relating hereto,

and this Agreement is executed and delivered upon the basis of
this understanding.

Form No. 4602
Enhre Agreement

This Agreemenf sefs forth-the entire agreement and un-
derstanding of the parties relating fo the subject matter con-
tained herein and merges all prior discussions between them,
and neither party shall be bound by any definition, condition,
warranty, or. representation other than as expressly stated in
this Agreement or as subsequently set forth in a writing. SIgned.
by the party to be bound thereby.:

Form No. 46.03

Entire Agreemeni
Modnfcuhons to. be. ln Wrmng

This coniract includes all the cgreemen’rs of the parties in
respect to'the ‘subject. matier hereof: No.claimed oral agree-
ment. in respect hereto shall be considered as any part thereof.
No waiver of or change in any. of the ferms hereof subsequent
to the execution hereof claimed to have been made by any
representative . of: either party shall have. any force or effect
unless-in wrmng s:gned by duly qufhorlzed represen’rahves of
the parties.. . : o fou -
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. FormNo. 46.04 .

. Enhre Agreement
 Modifications to be in Wrﬂmg

This Agreement contains the entire agreement between
the parties hereto and supersedes and cancels all previous
agreemenis, negotiations, commitments and writings in respect
to the subject matter hereof, and may not be released, dis-
charged, abandoned, changed or modified in any manner,
oraily or otherwise, except by an instrument in: writing signed
by a duly authorized officer of each of the: parties hereto.

Form No 4605

Enhre Agreement
Modifications ‘to- be in Writing

This Agreement contains the entire and only understand-
ing between ‘the parties and supersedes all prior agreements
between the parties respecting the subject matter thereof, and
any warranty, ‘representation, promise or condition in connec-
tion therewith not incorporated herein shall not be binding upon
sither party. No modification, renewal, extension or ‘waiver
of this Agreement or any of its provisions shalll be binding un-
less in writing. :

Form No. 46.06.
‘Enfire Agreement - ..
Modlf' cations to be in- Wrmng

The mc:!(mg, execution and delivery of. ’rhls Agreement
by XYZ have been inducéd by no representations; statements,
warranties, or agresments other than those herein expressed.
This Agreement embodies the entire understanding of the par-
ties and there are no further. or other agreements or under-
standings, written or oral, in effect between the parties; re-
lating to the subject matter hereof. This Agresment may be
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amended or modified only by.an.instrument of equal for-
mality sngned by the duly uufhorlzed oﬁ‘ icers of the respecflve.
parnes : S BT : S o

Form No.. 46 07
Negation of .Certain Warrcmhes

No warranty or represenfcmon is given or made by ABC -
(a) that' Licensed Devices are free from infringement of the
patent rights of third. parties; or (b) as fo the scope or validity.
of ’rhe Llcensed quem‘ o

Form ‘No. 46 08

l..lmliahon on Represeniuﬂon
- Regarding Infringement.

ABC mqkes no representation that the: mcmufac’rure use
or sale of Licensed Products will not infringe any patent grcm‘ed
to others, other than to state that it knows of no such patent
‘which would be so infringed.

§47. Assignability: In the absence of an express pro-
“hibition, it appears that a licensor can effectively assign
the right to receive royalties under a license agreement.
[Gray Engine Starter Co.v. Gray & Davis, 224 F. 723 (D.
Mass., 1914), Also see Sunnen v. Commissioner of Inter-
nal-Reoenue, 161 F. 2d 171 (C.A. 8, 1947).] However,
whether a patent license is assignable by the licensee when
the agreement is silent on the point is a question that is still
open. Federal courts have followed the general rule that a-
patent license which is not in legal effect an assignment
cannot be effectively assigned by the licensee unless the
right of assignment is expressed. [e.g., Hapgood v. Hewitt,
119 U.S. 226 (1886).] But, at least one state court has
refused to adhere to the federal rule in the absence of cir-
cumstances showing that the license was intended to be
nonassignable. [Farmland Irrigation Co., Inc. v. Dop‘pl--.
maier, 113 USPQ 88 (Cal. Sup Ct., 1957)] a
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. In the foregoing circumstances, the rights of assign-
ment of the respective parties should be discussed, mutu-
ally agreed upon and expressed in the license agreement.
On the one hand, the agreement may authorize assignment,
e1ther unquahﬁedly or restrictively, by either or both par-
ass1gnor is not released from llablhty under the 11cense
agreement in the absence of an express release, whlle the
assignee does not become liable to the non-assigning party
for the obligations of the assignor in the absence of evi-
dence that the assignee assumed such obligations. [Loose
~ v. Bellows Falls Pulp Plaster Co., 266 F. 81 (C.A. 2, 1920) ]
On the other hand, the agreement may provide that it shall
be non-transferablé or non-assignable, either absolutely
or with exceptions; by either or both parties. Such pro-
vision will be-enforced ‘in accordance with its terms and
the apparent intention. of the parties. [Rock-Ola Mfg. Corp..
v. Filben Mfg. Co., 168 F. 2d 919 (C.A. 8, 1948); Lock
Joint Pipe Co. v. Melber 234 F. 819 (C.A. 8, 1916).] .

For'm' Ngf 47'01. .
Ass'gl'lﬂblllty

ABC mqy csagn and Tmnsfer ifs rlghfs in: 1hls Agreement
as it so desires, provided: that :\no such dssignment: shall be
valid as against XYZ unless a- true copy of such assignment: is
delivered to XYZ wn‘hm fwenty (20) dqys affer The execuﬂon‘
thereof. - : o
' XYZ may assign or Transfer its rlgh’rs in fhls Agreemen'r to
any  financially responsible individual;  firm, : or: ‘corperation,
prowded however, that XYZ shall; coincident with'such assign-
ment or transter, deliver to ABC o written assumption ‘of all of
'rhe obhguflons of 'XYZ under this Agreément; executed by the
assigriee or transferes, and XYZ hereunder shall: 1‘hen be re-
lieved of all obligations to ABC herein set forth: E
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Form No. 47.02
' Asagnab:hiy

This Agreement or any interest herein is 055|gnuble cmd
transferable by ABC, and this Agreement shall be binding
upon and be for the benefit- of ABC, his legal representqtlves,
executors, administrators, -heirs and assigns.

Neither this Agreement nor any inferest herein is assign-
able or transferable by XYZ except as a part of the transfer
of the entire buszne_ss of XYZ to which this Agreement . relates.

~ Form No. 47. 03
Assignability

_ Thls Agreement, or any of the rights or obl:gqhons cre-
ated herein, may be assigned, in whole or in"part, by ABC;
however, this Agreement is restricted to XYZ and shall not be
assignable by XYZ except fo the successors of XYZ's entire busi-
ness or of substantially all of XYZ's assets relating to The munu-
facture and sale of automatic fransmissions.

Form No. 47.04
Assigndbilify

~ Any assignment, grant or license made by ABC convey-
mg any rights in, fo or under the licensed Invention; or the
Licensed Patent, or the Licensed.Patent Applications, shall be
made subject to the rights of XYZ under this Agreement. ABC
agrees to deliver to XYZ a copy. of every such ussrgnmenf'
grant or license which is entered into by ABC with @ ’rhlrd parfy _
or parties.

This Agreement shall not -be assignable by XYZ excep’r
to the successor of substantially its entire business and assets
or upon the written consent of ABC, and any such assignment
shall require the delivery to ABC of the assighee’s written agree-
ment fo accept such assignment ‘and be bound thereby. "Sub-
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ject to the foregoing, this Agreement shall extend to and be
. binding upen the successors and permlﬁed assigns of the par-
ties herefo

Form No. 47.05
Assignability

ABC may assign or otherwise transfer its rights and Obll-‘
gations fo o third party, provided, however, that any such
assignment or transfer shall not be effective as to XYZ until
notice thereof to XYZ and full and complete assumption in
writing by the assignee or transferee of all of ABC's cbligations
under this Agreement.

Neither this Agreement nor any interest herein is assign-
able by XYZ (whether by way of assignment, sublicense, op-
eration of law or otherwise) unless the written consent of ABC
is first obtained. Any attempted assignment or transfer by,
XYZ without first obtaining the written consent of ABC. thereto
shall, of ABC’s option, become null and void, and shall, ot
ABC's option, forthwith terminate and cancel this Agreement
and all rights of XYZ hereunder. ' S

Form No. 47.06
Assignability

ABC may assign monies due or to become due under this
Agreement, but neither the Agreement, nor any of the rights
or obligations created 'I'herem shall otherwise be assignable
by ABC.

The rights of XYZ under this Agreement are not assignable
or transferable by operation of law or otherwise without the

express written consent of ABC, except to a purchaser of XYZ’
entire business.

Form No. 47.07
Assignability

This. Agreement shall not be usmgnab!e by ABC, excep’r
that ABC may assign af any time any part or all of its rights
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and obligations under this Agreement to any subsidiary, as-
sociated or controlled company, or to any successor of its entire
business and assets.

This . Agreement shulf not be css:gnable by XYZ, excepf
that XYZ shall have the right to assign the Agreement to a
corporation to be formed, provided that XYZ shall directly or
indirectly control at least a majority of the stock of such new
corporation. Upon such new corporation assuming in writing
all of the obligations of XYZ under this Agreement, XYZ shall
be released from any and all further. liability hereunder, -

. Form No. 47.08
Assignability

Neither this Agreement.nor any interest herein may be
assigned, in whole or in part, by either party hereto without
the prior written consent of the other.party hereto, except that
without securing such prior written consent, either party may
assign this Agresment fo a successor of all or substantially all
of its business, provided, however, that no assignment shall be
binding and valid until 'dnd unless the assignee shall have
assumed in writing all of the duties and obligations of the
assignor, and, provided, further, that the assignor shall remain
liable and responsible to the non-assigning party hereto for
the performunce and observance of aII such du’nes and obhgc:-
tions.

Form No. 47.09

-Assignability
Neither this Agreement nor any of the rights and pOWers
creatéd -herein may be assigned, in whole or in part, by either

party hereto without the written consent of 'rhe ofher parfy
first obtained.

§48. Governing Law: In reference to the enforce-
menit of agreements, several alternative theories have been
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advanced by the courts: (1) the law of the place of con~
tracting governs [Specialties Development Corp. v. C-O-
Two Fire Equipment Co., 207 F. 2d 753 {C.A. .3, 1953);
Stentor Electric Mfg. Co. v. Klaxon Co., 115 F. 2d 268
(C:A.:3, 1940)]; (2) the law of the place of performance
governs; (8). the:law expressly or presumably intended
by the parties governs.. [Hall v. Keller, 80 F. Supp. 763,
773 {(W.D.-La., 1948), modified on other grounds;. 180 F..
2d 753 (C.A. 5 1950).] Under the latter theory, the par-
ties may contract with reference to the laws of any state
or country, provided it is done in good faith, and provided
the place selected has a real or substantial connection with
the transaction or subject matter of the agreement. In the
absence of proof as to the place of execution, the place of
performance or the intent of the parties, the law of the
forum may be applied. [American Type Founders v. Lans-
ton Monotype Machine Co., 137 F. 2d 728 (C.A. 3, 1948) |
Usually, a license agreement will incorporate a provision
that expresses the intent of the partles w1th respect to the
govermng law '

Form No. 48. o1'
- Governing Law

- Th|s Agreemenf shall be mferpreted and construed, and
the legal relations created herein shall be determined, m ac-
cordance with the laws of the State of lllinois,

Form ‘No. 48.02:
Governing :Law
: ._This_Agreement shall be considered to have been exe-
cuted in the City of Chicago, State of [llinois, .and shall be

governed-and construed by and in accordance wﬂh the laws
of the State of lllinois.

§49. General Assurances: To the extent.possible, all
documents to.be ‘executed, and all other acts to be per-
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formed, by the parties subsequent to the date of the Ii-
cense agreement should be specifically identified in the
agreement, However, -occasionally additional documents
or acts are contemplated,.but -their. precise nature and
character are undetermined on-: the date:of the license.
Moreover, need for additional formal action, dictated for
example by changes in law or governmental regulations,
may first arise and become k‘nown ‘to the parties at some
time in the future. These circumstances are frequently
covered by an omnibus clause reciting general assurances
to. the effect that the parties will execute all documents
and do all other acts that may be necessary or. appropnate
to carry out the purposes of the agreement, - ST

Forni-'No. 49.01
Generq_l'si_Assurunces
The parties agree to .e;(ecute,.c:cknowl_edg_e and deliver
all such further instruments, and fo do all such other acts, as

may be necessary or appropricte inorder to carry out the in-
tent cmd purposes of thls Agreemenr

§50 Notices: Whenever the giving of notices under
a license agreement is contemplated, the agreement should
specify (1) whether notices must be in writing, (2) how
they may be given or served, for example, by mail or in
person, and if by mail, whether by regular, registered or
certified mail, and (3) when they are effective, that is,
upon mailing or upon receipt. - When appropriate, the no-
tice clause may also include reference to reports or state-
ments payments and other communlcatlons

B ;'fqrm, No. 50.01
Notices

Notices reqmred under this Agreement shall be in wrlrmg
and- shall for all purposes be deemed to be fully given and



214 B . Patent License Agreements

received if sent by registered mail, postage prepaid, to the
respective parties af the foliowmg addresses: to ABC,

ABC Manufacturing Company’
- 1000 East Adams Street
R . . Chicago, lilinois
to XYZ, o
' XYZ Manufacturing Compcmy
100 Baker Street '
Detroit, M:chigcm

El'rher pc:r’ry here'ro may change its address for the pUrposes
of this Agreement by glvmg the other party written- notice of
its new address,

Form No. 50,02
Notices

.. All notices provided for in this Agreeemnt shall be given
in writing and shall be effective when either served by per-
sona! delivery, or deposited, postage prepaid, in the United
States registered or certified mail addressed to the parties at
their respective addresses hereinabove set forth, or to such
other address or ‘addresses as. sither party mc:y later specn‘y
by written notice to the other. .

Form No. 50.03
- Noftices and Reports -

All notices and reports required or permitted to be given
by ABC to XYZ, or by XYZ to ABC, under the provisions of
this License Agreement, shall be in writing signed by ABC or
XYZ, as the cose may be, and mailed by registered mail in
the case of XYZ to its principal office at 100 Baker Street,
Detroit, Michigan, and in the case of ABC to its principal of-
f' ce at 1000 East Adams_Street, Chicago, Illinois, or at such
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other address, in either case, as may. hereinafter be designated
by either party hereto in written notice mailed by registered
mail to the other party. The date of mailing shall be deemed
fo be 1he date on whlch such nohce or repor’r was glven

- Form No. 50.04
Notices, Statements and Payments

All notices, statements and payments to be delivered fo
ABC under the terms of this Agreement shall be considered as
~ so delivered when sent by registered mail, postage prepaid,
and addressed to. ABC Manufacturing Company, 1000 East
Adams Street, Chicago, lllinois, or to such address in the United
States as may be designated by ABC from time fo time by
ten (10) days’ written notice thereof delivered to XYZ.

All noftices, statements, and payments to be delivered to
XYZ under the terms of this Agreement shall be -considered as
so delivered when sent by registered mail, postage prepaid,
and addressed to XYZ Manufacturing Company, 100 Baker
Street, Detroit, Michigan, or to such other address in the United
States as may be designated by XYZ from time fo time by ten
(10) days’ written notice thereof delivered to ABC,

§51. Execution of Agreement: Affer an agreement
has been reached and reduced to writing, it must be exe-
cuted by the contracting parties. Generally, a written
agreement is concluded with a signature clause or recital
of execution, and the signatures of the parties are affixed
lmmed1ately under this clause. If the date of execution (or
effective date) does not appear elsewhere in the agree-
ment, it may be placed in the signature clause. To sim-
plify proof of signature should such proof be required at
a later date, the signatures of the parties may be affixed
in the presence of subscribing witnesses, or, preferably,
acknowledged before a notary public.
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.. Form:No. 51.01
 Recital of Execution; Signatures =~
Licensor: Individual; Licensee: Corporation
IN WITNESS WHEREOF, the parties herefo have executed
this Agreement, ABC by affixing his signature and seal in the
presence of two witnesses, and XYZ by causing ifs corporate
seal to be hereunto affixed and duly attested, and these pres-

ents to be signed by its duly authorized officers, this 1st day
of July, 1999

“ . Alert B. Conceiver

Witnesses: -

' XYZ MANUFACTURING COMPANY

[corporate seal]

" By. —
C President

Attest:. -

Secf_etary :
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Recital of Execution; Signhatures
Llcensor Truslee, I.lcensee Purfnershlp

[N WITNESS WHEREOF fhe pc:rhes hereto have ccused
this Agreement to be. 519ned seq!ed und dehvered on the date
first c:bove written, : :

' ABC BANK qnd TRUST COMPANY

‘ c:s Trusfee '
By. ;
' * President -

XYZ MANUFACTURING COMPANY
By \
.-Partner
By -

'P_cm'fner

. Form No. 51 03
Recital of Execuhon in Duplu:ate .
IN WITNESS WHEREOF the par‘r:es have hereum‘o coused
their names to be subscribed, and have executed this Agree-

ment in duplicate, each copy of which shall for all purposes be
deemed an original, . . -



CHAPTER 6
SPECIAL AGREEMENTS AND PROVISIONS

§52. Prefatory: In the preceding-chapters, numerous
terms and conditions that might be incorporated in a con-
ventional license agreement have been reviewed. In the
present chapter, various agreements and provisions of
a special nature are considered. The next two sections are
concerned with an option to enter into a license agree-
ment, and the peculiarities of a sublicense agreement. The
succeeding three sections discuss the interchange of pat-
ent rights by cross license, the settlement of an interfer-
ence, and the settlement of infringement disputes and liti-
gation. The terminal section covers the requisite provi-
sions of an agreement between a domestic licensor and
a foreign licensee.

§53. Option to Enter Into License Agreement: A
prospective licensee may, before making a long-term li-
cense commitment, desire a preliminary period within
which to investigate the operability of the licensed sub-
ject matter, the feasibility of manufacturing the same, the
extent of the commercial market, and the scope and valid-
ity of the licensed patent rights., At the same time, the
prospective licensee may not wish to leave the licensor
free to enter into a license with another during the period
that the foregoing matters are being considered.

These problems can be solved in one of two basic
ways. The prospective licensee can enter into a definitive
license agreement but reserve the right to cancel the agree-
ment at any time within a prescribed trial period. [See
Forms Nos. 40.11-40.12.] Alternatively, the prospective li-
censee can procure an option to enter into a pre-negotiated
license agreement. An option agreement will prescribe the
period within which the option may be exercised and the
consideration therefor. In special circumstances, the op-
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tion agreement may further include various warranties by
the licensor which are to be effective during the option
period, undertakings by the licensor to furnish drawings
of the licensed subject matter and copies of the licensed
patents and applications, and provision for offset of the
option .consideration against royalties that may become
due under the license agreement in the event the optlon
is exerc1sed : :

Form Nd 53.01
| Option (Short Form}

For and in consideration of the sum of Five Hundred Dol-
lars ($500.00) fo it in hand paid, receipt. of which is hereby
acknowledged, ABC MANUFACTURING COMPANY, a corpo-
ration of the State of lllinois, has gronted, and does hereby
grant unto XYZ MANUFACTURING COMPANY, a corporation
of the State of. Delaware, an Option, for a period of ninety
(90) days from the date hereof, to enter into the attached
License Agreemen‘r relative to United States Leiters Patent No.
8,765,432,

Done at Chlcago |1||n0|s this 1s'r day of July, 1999.

: Form No. 53.02
Option (long Form)

[Headmg identifying. the parties]
~ ABC represents and warrants that it ‘is the owner of the
entire right, title -and interest, legal and equitable, in and to
the inventions, applications for Letters Patent, and Letters Pai-
ent listed in the attached schedule.

ABC further represents and warranfs that it has the right
to enter into this Option Contfract and the License Agreement
attached hereto as Exhibit A, and that there are no outstanding
assignments, granfs, licenses, encumbrances, obligations or
agreements, either written, oral or implied, inconsistent with
the terms of this Option Contract or said License Agreement..
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-+ ABC -agrees to:enfer: info.and sign a: license -agreement
having the terms:.and conditions of said: License: Agresment
attached hereto: as. Exhibit A: it XYZ tenders. .a:signed .copy
thereof to ABC: at any. time on or before July 1, 1999. Unitil
after:that date,- ABC: agrees not fo sell;-and not to enter into
any -agreement, writien, oral or: lmplled “with _anyone else
pertaining -fo, said- inventions, -applications: or. Letters Patent
listed in the aftached schedule; agrees not to take: any other .
action which would encumber said inventions, applications or
Letters Patent or which would: be ‘inconsistent with the pro-
visions of this Option Contract.or said License Agreement;
agrees not to permit any transfer of its ‘stock; and agrees not
to take steps: Involving any’ merger or mvolvmg dcqmsmon of
cny of ifs: assets’ by another.

XYZ agrees to pay to ABC Five Thousand ' Dollars
$5 000.00) when this Option Com‘rqcf has been signed by
both parties. If the parties enter into said License Agresment
attached hereto as Exhibit A, the Five Thousand Dollar
($5,000.00) payment shall be offset against royalties payable
by XYZ under the terms of said License Agreement. If XYZ
elects nof to enter into said License Agreement, ABC may never-
theless retain the Five Thousand: Dollars {$5,000.00), and ABC
agrees not to asserf any claim against XYZ growing out of
their relationship except as may arise: from valid claims of a
patent owned by ABC.

ABC agress to promptly furnish XYZ upon execution of
this Option Contract, complete copies .of all blueprints and
drawings which ABC may have concerning said inventions, and
complete copies of said applications dnd- said Letters Pofen‘r

[Recn‘ql of execuﬂon] '

-§54. Sublicense: A sublicensé agreement will nor-
mally identify the agreement under which the sublicensor
has authority to grant sublicenses, and may provide for
termination of the sublicense upon termination of the pri-
mary license if such is a requirement of the primary license.
Before executing a sublicense agreement, the sublicensee -
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should review the corresponding primary license to insure
that the sublicense is authorized in all respects. And, if
the:sublicensee desires a self-sustaining term for the sub-
license, good judgment dictates that the sublicensee obtain
from the primary licensor an express agreement on the
subject. For example, it would be satisfactory for the pri-
mary licensor to agree either that the sublicensé ‘agree-
ment ‘will be subject to termination solely in aeccordance
with its own terms,: or that the primary license agreement
will be maintained in full force and effect during the spec-
ified term of the sublicense agreement. In all other re-
spects, a sublicense agreement may be patterned after a
conventional primary license. Finally; one court has held
that a primary licensor who is not a party to the sublicense
agreement cannot enforce any provisions of the sublicense
- directly against the sublicensee. [Good Humor Corpora-
tion v. Bluebird Ice Cream & C. R 1 F. Supp. 850
(E.D.N.Y., 1932), affirmed per- cumm 66 F 2d 1013
(C.A. 2, 1933).] .

~ Form No. 54.01

Exclusive Sublicense
~ Three Parly Agree_mem

Recn‘c:ls

WHEREAS MNO is the owner of Unn‘ed Stqtes Leﬁers
Pc:’rent No. 8,765,432, |ssued June 4, 1999 for Aufomcmc
Transmissions; :

WHEREAS, ABC has herefofore en’rered into an ogree-
ment with MNO- dated July 1, 1999 pursuant to which it has
been granted an exclusive ]icen'se by MNO to make, have
made, use and sell throughout the United States, ifs territories
and possessions, automatic transmissions embodying the in-
ventions covered by said Letters Patent No, 8 765 432 cmd cmy
reissue or reissues Thereof and : .
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- WHEREAS, XYZ ‘is desirious of acquiring the exclusive
right to make, have made, .use and sell aufomatic transmis-

sions embodying the inventions.covered by said Letters Patent
No. 8, 765 432; :

Operchve Paragraph

ABC hereby grants unto to XYZ the exclusive nght fo
make, have made, use and sell throughout the United States;
its territories.and possessions, automatic transmissions embody-
ing the inventions covered by said Letters Patent No. 8,765,432
and any reissue or reissues thereof. MNO hereby authorizes
ABC. to gront the aforesaid exclusive right to XYZ for the
term specified hereinafter, and during said term agrees to
maintain in full force and effect its agreemenf dated July 1,
1999 with ABC.

§55. Cross Llcense- A cross license agreement is one
of several arrangements by which an mterchange of patent
rights may be effected.

With respect to matters of form, most provisions of
a cross license agreement are comparable to those incor-
porated in a conventional license agreement. In the main,
appropriate provisions selected from the many appearing
throughout this book may be readily modified and adapted
to the requirements of a cross license agreement. There-
fore, no additional forms are presented in this section.
Only one clause — the termination-on-breach clause — re-
quires a few additional words. In a conventional license
agreement, it is usually the entire agreement that is termin-
able by one party upon the breach or default of the other
party. Under this type of clause, the non-defaulting party
can not terminate the rights of the defaulting party with-
out giving up its own rights. In a cross license agree-
ment, it may be preferable to establish that the reciprocal
licenses and rights of the respective parties are terminable
independently. Thus, rather than making the agreement
solely terminable in its entirety upon a breach, the parties.
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can provide that the non-defaulting party shall have the
right to terminate the licenses and rights granted to the
defaulting party, and that such termination shall not af-
fect the licenses : and r1ghts granted to the termmatmg
party.

Although a cross license agreement does not present
any special dlﬁiculty from the standpoint of form, such
agreement can raise serious problems under the antrtrust
laws. :

In general unrestricted mterchanges of patent rrghts
have been approved by the courts. [Standard Oil Co. v.
United States, 283 U.S. 163 (1931); International Manu-
facturing Co. v. Landon, Inc., 336 F. 2d 793 (CA. 9,
1964); Baker-Camimack Hoszery Mills v. Davis Co., 181
F. 2d 550 (C.A. 4, 1950); Shicca-Del Mac v. Milius Shoe
Co., 145 F. 2d 889 (C.A. 8, 1944); Arthur J. Schmitt
Foundation v. Stockham Valves, Ing., 151 USPQ 474 (N.D.
Ala., 1966); King v. Anthony Pools, Inc., 202 F. Supp.
426 (S.D. Cal.,, 1962). Compare United States v. National
Lead Co., 63 F Supp. 518, 532 (SDNY 1945), aﬂirmed

332 U.S. 319 (1947)]

However, most restricted 1nterchanges of p_a_tent
rights, particularly when competition is adversely affected,
have been judicially condemned under Section 1, and
sometimes also Section. 2, of the Sherman Act.

Thus, interchanges of patent rights have been held
to be illegal when the number of participants to the inter-
change is restricted and the collective patent rights are
unavailable to others, or when competition is otherwise
excluded between one or more of the participants and oth-
ers in the industry. [United States v. Singer Manufactur-
ing Co., 374 U.S. 174 (1963); Clapper v. Original Tractor
Cab Company, 165 F. Supp. 565 (S.D. Ind., 1958), re-
versed in part and remanded on other grounds, 270 F.
2d 616 (C.A. 7, 1959); Mason City Tent & Awning Com-
pany v. Clapper 144 F. Supp 754 (W.D. Mo., 1956);
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United States v. Krasnov, 143 F. Supp. 184 (E.D. Pa,
1956), affirmed per cutiam, 355 U.S. 5 (1957).] ‘
Also, interchanges of patent rights have been held to
be 1Ilega1 ‘when competition among the participants to the
interchange is restricted by reason, for example, of price
fixing, division of fields of operation or division of territory.
[United States v. New Wrinkle, 342 U.S. 871 (1952);
United States v. Line Material Co., 333 U.S. 287 (1948);
United States v. National Lead Co., 332 U.S. 319 (1947);
Hartford-Empire Company v. Umted States, 323 U.S. 386
(1945); Standard Senitary Manufacturing Company v.
United States, 226 U.S. 20 (1912); Westinghouse Electric
Corporation v. Bulldog Electric Products Co., 179 F. 2d
139 (C.A. 4, 1950); Hazeltine Research, Inc. v. Zenith
Radio Corp., 239 F. Supp. 51 (N.D. Ill, 1965); United
States v. Associated Patents Inc., 134 F. Supp 74 (E.D.
Mich., 1955), affirmed per curiam, 350 U.S. 960 (1956);
United States v. Holophane Co., 119 F. Supp. 114 (S.D.
Ohio, 1954), affirmed per curiam, 352 U.S. 903 (1956);
Ung'ted States v. Imperial Chemical Industries, 100 F,
Supp. 504 (S.D.N.Y., 1951); United States v. Minnesota
Mining & Mfg. Co., 92 F. Supp. 947 (D. Mass., 1950);
United States v. General Instrument Corpomtwn, 87 F.
Supp. 157 (D.N.]J., 1949); United States v. General Elec-
tric Co., 80 F. Supp. 989 (S.D.N.Y., 1948); United States
v. Vehicular Parking, 54 F. Supp. 828 (D. Del,, 1944);
National Harrow Co. v. Hench, 84 F. 226 (NDNY
- 1898); Nationgl Harrow Co. v. Hench 76 F. 667 (E.D.
Pa., 1896), affirmed, 83 F. 36 (C.A. 8, 1897); National
Harrow Co. v. Quick, 67 F. 130 (D, Ind., 1895), affirmed
on other grounds, 74 F. 236 (C.A. 7, 1896). Also see: Apex
Electrical Mfg. Co. v. Altorfer Bros. Co., 238 F. 2d 867
(C.A. 7, 1958); Blount Mfg. Co. v. Yale & Towne Mfg.
Co., 166 F. 555 (D. Mass., 1909); Remington Rand, Inc.
v. International Business Machines Corporation, 35 USPQ
532 (N.Y. Sup. Ct., 1937). Compare: Cutter Laboratories
v. Lyophile-Cryochem Corporation, 179 F. 2d 80 (C.A.
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9, 1949); United States v. Aluminum Co. of America, 148

F. 2d 416, 438 (C.A. 2,:1945); United States v. Birdsboro
Steel Foundry and. Machme Company, 139 F Supp 244
(W D, Pa., 1956).] .

§56. Settlement of Interference° When two or more
apphcatlons for a patent, or an application for a patent
and an issued patent (in certain circumstances), relate to
the same invention, interference proceedings may be. in-
stituted by the Patent Office. In such proceedings, the
Patent Office, on the basis of evidence presented by the
parties named in the interference, resolves questions of
priority of inventorship and thereby determines which one
of the parties is entitled to a patent on the interfering sub-
ject matter. _

At any time during the course of the interference pro-
ceedings, the parties may enter into an agreemént pro-
viding that the prevailing party will grant rights — for
example, a nonexclusive license — under the subject mat-
ter of the interference to the other party. In this manner,
each party is assured that it will not be foreclosed by
reason of an adverse decision of priority from continuing
to use the subject matter in interference. To expedite a
resolution of the interference, the parties may further
agree that a determination of ‘the issues of priority shall
be made informally by counsel for the parties or an ar-
bitrator, and that the proceedings in the Patent Office
shall be terminated in accordance with such determina-
tion. Correspondingly, the parties to a cross license agree-
ment may include a provision for informal disposition of
any future interferences that might arise between the par-
ties and involving the subject matter of the license.

However, an informal resolution of an interference
must be legitimate, and an interference settlement agree-
ment should not be used as a vehicle to suppress evidence,
such as fraud; which would tend to invalidate any of the
applications. or patents in interference. Otherwise, neither
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the settlement agreement nor any patent issued pursuant
to the settlement will be enforceable. [Precision Instru-
ment Manufacturing Co. v. Automotive Maintenance Ma-
chinery Co., 324 U.S. 806 (1945). Compare Campbell v.
Mueller, 159 F. 2d 803 (C.A. 6, 1947). Also see Walker
Process Equipment, Inc. v. F ood Machmery & Chemwal
Corp., 382 U.S. 172 (1965)] .

Furthermore, all agreements settlmg patent interfer-
ence proceedings must be filed in the Patent Office. [Title
35, U.S. Code, Sec. 135 (c), as added by P.L. 87-831,
October 15, 1962, 76 Stat. 958.] The Commissioner of
Patents is obligated to notify the parties to an interference
of this filing requirement, and settlement agreements nor-
mally must be filed before the termination of the inter-
ference. Upon request of any party filing such agreement,
the copy will be made available only to government agen-
cies on written request or to other parties on a showing of
good cause. The failure to file a copy of such agreement
renders the agreement and the patent involved perma-
nently unenforceable. The purpose of this legislation is to
publicize interference settlement agreements so as to re-
duce or climinate the incorporation of restrictive provi-
sions therein and help prevent the usc of the agreements
as a means of violating the antitrust laws. [See K United
States v. Smger Manufactumng Co., 374 U. S 174 190
(1968)]

_ Form No. 56.01.
| Seﬂlement of Existing Interference

Each party héreto shall submit to the attorney for the
other a full showing of the evidence available to it upon the
issues of priority of the inventions as fo the present and any
future counts of said interference, fo the end that the issues
of priority may- be determined as between the parties hereto,
and the said interference caused to be terminated, as provided
heremaffer but failure of the pchles to present any evidence
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or to decide said issues of priority shall not affect the license
rights granted and agreed to be granted herein. If, after con-
sideration of the evidence by the aftorneys for the - parties,
there is. any uncertainty as to the defermination of the issue or
issues of priority of the subject matter involved in said inter-
ference, so that no decision can be reached by the attorneys
for the parties, the issue or issues shall be submitted to the
proper Tribunal of the United States Patent Office on the
basis of stipulated facts and festimony or on the basis of festi-
mony. taken in accordance with the Rules of Practice of the
United States Patent Office as may be appropriate in the pre-
mises. The decision of said Tribunal shall be accepted by all
parties as final and binding and no appeal shall be taken
from said decision by any of the parties to said interference.

Upon a determination of priority of invention as to any -
count or counts of the aforesaid interference in accordance
with the preceding paragraph, whether by the attorneys or the
Patent Office, each party hereto against whom such determina-
tion of priority shall be made agrees to cause to be filed in the
Patent Office such concession of priority, abandonment of con-
test, or other appropriate action as may- suit the facts and
the law in the premises in order to give effect fo such deter-
mination of priority.

In the event that said Thomcs Jones. [applicant] shc!l be
the prevailing party in the above-mentioned interference as -
to any count, ABC [assignee of the Jones application] agrees
to grant and does hereby grant to XYZ royalty-free nonexclu-
sive licenses of the scope hereinafter specified under each such
count, including any counts that may be added to the infer-
" ference. Any license granted or to be granted hereunder shall
be to make, have made, use ‘ond sell apparatus embodying
the licensed invention or inventions throughout the United
States, ifs territories and possessions, to the full end of the term
or terms of such Letters Patent as may issue from the Jones
application, or any reissue or reissues or. ex'rens;on or exten-
sions thereof. '

In the event that said Paul Brown [uppl:ccnf] shall be 1he
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prevailing party in the above-mentioned: interference as to
any count,. XYZ: [assignee -of the Brown application] agrees to
grant and does hereby grant to:ABC royalty-free nonexclusive
licenses of the scope hereinafter: specified under ‘each ‘such
count, “including any counts’ that-may be added-to the inter-
ference. Any license granted or fo be granted hereunder shall
be to make, use and sell or to have -mads, used -or: sold by
MNO - Corporation of Toledo, Ohio ‘apparatus’ embodylng the
licensed inivention or inventions throughout the United Stafes;
its ‘territories and possessions,’ fo-the: fuII end of the term or
terms of such Letters Patent as may ‘issue from-said Brown dp-
phccmon or cmy reissue or reissues or ex’rensmn or ex’rensmns
fhereof e T ' :
.Form No.-56.02
Seiﬂemenf of Fuiure Inierl‘erences _

The parties hereto agree ’rhcn‘ iri- the: event cmy m’rerfer-
ence. is declared by the Patent Office between any of the above
identified: patent applications ‘of the -parties  hereto - and/or
patent or patents-that ‘may be granted thereon, all' availoble
and necessary facts and proofs relating to conception and
completion of the inventions pertaining to oll ‘subject matter
common to such patent applications andfor patents shall be
promptly submitted fo and considered jointly by the attorneys
for ‘the parties who ‘shall decide ail questions of priority of
invention of the interfering subject matter. If, after consid-
eration of the evidence by counsel for the pdirties, there is any
uncertainty as to the determination of the issue or issues of
priority of the subject matter involved- in any said-interference -
so that no decision can be reached by counsel for the parties,
the issue’ or issues shall be submitted to an arbitrator fo be
selected by counsel for the ‘parties. Should counsel for the
parties fail fo agree upon dn arbitrator s authorized herein,
then an arbitrator shall be dappointed by the Judge of the
District Court in the district in which ABC has its residence. - [t
is agreed that the decision of counsel for the parties, or the
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arbitrator, as the case may be, shall be binding upon the par-
ties hereto, and ABC-or XYZ, as the case may be, will use its
best efforts to have executed by. the inventor or .inventors of
the patent or patents or. application or applications involved
. in any such interference, a.formal concession of priority, in
accordance with the decision of said counsel, or arbitraior,
as the case may be, and to file 'rhe same forthwith in the
United Stotes Patent OﬁD ice. U

§57. Settlement of Infrmgement Dlsputes and Liti-
gation: An alleged mfrmger either to forestall the institu-
tion ‘of litigation or to terminate litigation already com-
menced, may (1) accept a license from the patent owner
— general principles of licensing are discussed throughout
this book —, or (2) may agree to cease infringing the pat-
ent in issue and to acknowledge the validity of such patent.

Although the second type of settlement is not uncom-
mon, whether the agreements by the alleged infringer will
be enforced in all circumstances by the courts, when the
legality thereof is challenged, remains unsettled. [En-
forced: United Lens Corporation v. Doray Lamp.Co., 93
F. 2d 969 (C.A. 7, 1987); Elliott Co. v. Lagonda Mfg. Co.,
205 F. 152 (WD Pa., 1913), modified on other grounds,
214 F. 578 (C.A. 8, 1914) ‘Not enforced: Pope Manufac-
turing Company v. Gormully, 144 U.S. 224 (1892); Nach-
man, Spring-Filled Corporation v. Kay Mfg. Co., 139 F.
2d 781 (C.A. 2, 1943).] Moreover, under this type of set-
tlement, the. alleged infringer is not precluded from later
denying the fact of infringement, at least as to products
different than those made prior to the settlement agree-
ment. [H. D. Smith Co. v. Southington Mfg. Co., 247 F.
342 (C.A. 2, 1917); American Specialty Stamping Co. v.
New England Enameling Co., 176 F. 557 (C.A. 2, 1910).]

- In connection with the settlement of a pending suit,
the Order of Dismissal and the settlement agreement may
each be silent as to the other instrumert; the Order of
Dismissal or a supporting stipulation may simply refer to



230 - Patent License Agreements

the agreement executed, or to be executed, by the parties;
or, as is more frequently the case, the agreement may
recite the terms under which the pending action will be
dismissed. [Apex Electrical Mfg. Co. v. Altorfer Bms Co.,
238 F. 2d 867, 872 (CA 7, 1956)]

Form No. 57.01 |
Agreement to Cease Infrmgemenf

7 agrees to resped the vchdn‘y of said Letters Patent,
and o hereafter avoid any .and dll infringement, directly or
indirectly, thereof, either by the manufacture of products of the
forms purhculdrly complcnned of by ABC.and sold by XYZ or
otherwise. -

_ Form No. 57. 02
Agreemenf No} to Infrmge

XYZ hereby expressly admits the title of ABC to each
and all of the respective patents enumerated in. this Agreement
and the validity of each claim of sach patent now granted and
enumerated in this Agreement, and agrees that it will not at
any time deny or confest or contribute or aid in any way either
directly or indirectly in the contest of the validity of any of
the respective patents enumerated in this Agreement, or the
scope of any claim or claims contained therein, and further
agrees that it will not infringe either directly or indirectly any
of the claims of 1he respecnve pcn‘em‘s enumerated in fhls
Agreemen’r '

Form No 57 03

Agreemenl' to Dismiss Pending Suﬂ

ABC agrees promptly to dismiss with prejudice the lawsuit
referred to in the preamble to this Agreement and agrees not
to file any suit based on the same cause, or causes, of action:
against XYZ, ‘or against. ifs successors or predecessors, or
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against any officer, director, employee or agent of the fore-
going. XYZ agrees promptly to dismiss with prejudice all coun-
terclaims: against ABC in said lawsuit, and agrees not to file
any suit based on the same cause, or causes; of action against
ABC, his heirs, executors, personal representatives, administra-
tors, employe_es_qr agents, :

o Form Neo. 57.04
Seiﬂemeni of Pending I.lhgcmon

XYZ shall procure the appeal 'in the cause first above
mentioned fo be dismissed, so as fo leave the decree appealed
from in full force; but no accounting is to be had in the said
District Court in said case. Consent decrees are to be entered
in favor of ABC in each of the other two pending cases above
referred fo in the usual form, excepting that all right fo an
accounting for past infringement in each case shall be waived.

XYZ shall at once discontinue the manufacture of said pat-
ented products, but it shall have the right within sixty (60) days
hereafter to dispose of its stock of said products now on hand ‘
to -the number of two thousand (2,000), reporting, however,
to ABC all such sales, with the. date. of sale name of cus-
tomer, and number sold.

ABC shall not disturb by suit or otherwnse any of The
customers of XYZ on account of the past or future use of
products heretofore made and sold by XYZ in infringement of
any of said Letters Patent, all of such products being regarded
os though rightfully made and sold by XYZ.

XYZ shall pay to ABC the sum of three 1housand dollars
($3,000) within ninety (90) days-from the date hereof in full
for- all damages, profits, and costs of suit for past infringe-
ment by itself and .its customers of any of said Letters Patent,.
and as compensation to ABC for the future use by the customers
of XYZ of such infringing products heretofore sold to them by
it, and also as compensation for the right to dispose of said
stock of products now on hand; and no costs shall be awarded
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in favor.of either.party against the other in any of the said
suifs. hereinbefore referred to, the judgment for costs in the
District Court in the case first -above referred to shall be en-
tered ‘satisfied, and the unpaid costs in. any and aII cases shall
be paid by the party incurring the same..

Neither of the parties hereto shall hereafter make any
printed advertisement of the terms of this settlement or any
of the decrees hereinbefore referred to, either by circular or
otherwise; but XYZ may, by circulars, advise the trade of its
intention to abandon: the: manufacture ‘and. sale of products
made uccording to said Leﬁers Pa'renf

§58. Foreign Licensee: A llcense agreement between
a domestic licensor and a foreign licensee will normally
contain many provisions comparable to those incorporated
in domestic license agreements. However, such foreign
license agreement usually requires certain spe01a1 or modi-
fied provisions ‘and the more important of these w111 be
discussed below.

In a number of foreign countrles, paténts are granted
without claims and/or without a novelty ‘examination;
while in other countries, the courts do not interpret the
scope of claims in a ‘consistent manner. Therefore, when
negotiating and drafting a foreign license agreement, it
would seem apparent that the licensed: subject matter
should be carefully defined independently of the scope of
the patents, or ‘claims ‘therein, of such countries. - :

With respect to the imanner of payment of royal_tles
or other consideration, it is' customary to specify that such
payment shall be made in U. 8. Dollars at a bank in the
United States. When royalties are based on a percentage
of the licensee’s sales and are initially computed in terms
of foreign currency, an exchange rate to convert such royal-
ties to U, S. Dollars should ‘be specified. The exchange
rate may be the official rate on the date when the licensee’s
payment is due, the average of the official exchange rates
prevailing during the period covered by the royalty pay-
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ment, or the official exchange rate applicable on the last
day of each royalty period or on the day of each sale
subject to royalties. In special circumstances, the licensee
may be required to furnish proof of financial responsi-
bility to satlsfy the licensor that payments will be made
as: specified in the license agreement.

' Many foreign governments impose local income taxes
on royalties, turnover taxes based on volume of business,
and stamp taxes on various forms of written agreements.
Not- infrequently, the parties will agree that the licensee
shall be obligated to pay. all such taxes and to remit royal-
ties free and clear of taxes. On the other hand, if the foreign
taxes do not exceéd, and are directly deduchble from, U. S.
income taxes, the licensor may well agree to pay such
taxes. In special cases, when the licensor is obligated to
pay foreign taxes and desires to receive a particular net
royalty, the contract royalty rate may be increased to cover
foreign taxes, and the agreement may provide for adjust-
ments of the royalty rate to compensate for any changes
in the tax rate. :

* Primarily because of exchange control Iaws govern-
mental approval of license agresments is requn'ed in many
foreign countries. - Usually, the licensee is given the ex-
press duty to obtain governmental approval of the agree-
ment and of the payment of royalties thereunder. In this
connection, the license agreement should provide that it
shall not beconie effective until the required governmental
approval is obtained, or that the licensor may cancel the
~ agreement if such approval is not obtained within a speci-

fied period of time. Also, the licensor should satisfy itself
that the agréement is in compliance with United States
and foreign antitrust laws and all other foreign laws. In
certain instances, it may be appropriate to require the li-
censee. to submit an opinion of foreign counsel that no
provisions of the agreement violate any laws of any for-
elgn country in the licensed territory, - '

Durmg the term of the license agreement, remlttance
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of royalties to the United States may become.impossible
as a result of foreign currency restrictions. To cover this
contingency, the agreement may provide, in such event,
that the licensor has the right to designate other terms for
the payment of royalties, that the royalties be deposited
in a local foreign bank to the account of the licensor, or
that the licensor has the option of terminating the agree-
ment. Additionally, the license ‘agreement should include
a special provision for termination in the event of expro-
priation, confiscation, or the like, of the licensee’s business.
~ In certain foreign countries, annual taxes must be
paid to maintain patents in. force. Occasionally, the li-
censee is obligated to pay such taxes, with or without the
right to deduct them from royalties. Often, a provision
concerning acknowledgment of validity [Sec. 28] includes
an agreement by the licensee not to participate, directly
or indirectly, as a party adverse to the licensor, in any
opposition, revocation or compulsory licensing proceed- -
ings involving the licensed patent rights. What right each -
party may have in future improvements developed by
the other party should be explicitly recited in the agree-
ment. One further alternative to the various' arrangements
outlined in reference to domestic agréeements [Sec. 35] is
to require the foreign licensee to grant the licensor a non-
exclusive license under foreign rights and an- assignment
of United States rights. Disputes arising under foreign
license agreements may, as in the case of domestic agree-
ments [Sec. 43], be settled by arbitration. Frequently, the
International Chamber of Commerce is relied on, in whole:
or in part, in such matters. :
It is generally desirable to spemfy that the license
agreement is to be governed by the law of a particular
place [Sec. 48]. Commonly, the law of one of the states
of the United States is selected. However, this raises many
uncertainties in the event litigation must be commenced
in a foreign court. The foreign court may refuse to apply.
United States law; or the United States law may be wholly
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inapplicable — for example, should the dispute concern
the scope of a foreign patent —, may be difficult to prove,
or may be less favorable to the licensor than the foreign
law.  For these reasons, it would seem preferable to des-
ignate the governing law to be that of the country where
the principal activities of the licensee will take place, or
where enforcement of the agreement is most likely to be
sought. When United States law is to. govern, one ap-
proach is to have the licensee expressly submit to the
jurisdiction of a particular state and designate the Secre-
tary of that state or a local firm of attorneys as its agent
for the service of legal documents. In any event, when
different languages are involved, it is customary to specify
that the English language version of the agreernent shall
be controlling, ...

In addition to the foregomg consxderatlons appllca-
ble foreign law concerning the formalities of execution —
such as notarization, legalization and authentication —
should be observed. Also, the license agreement should be
registered, recorded or ﬁled When required by foreign
law.

" ‘Form No. 58.01
Paymenf in U. S. Dollurs

XYZ agrees to pay 'rhe royalties provided for hereln to
ABC, ot ABC’s office in Chicage, lllinois, U.S.A.; or at such
other pldce as ABC may specify from time fo-time, in United
States Dollars and through a New York bank designated. by
ABC.

Form- No. -58.02
Applicable Exchange Rate:

Each: quarterly royalty payment shall be computed ot
the lawfu! exchange rate most fuvorqble to ABC prevculmg on
’rhe date such payment is due SR
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-Form No. 58.03.
Appllcuble Exchcmge Ruie

Royalhes are to. be -paid in quarterly . msfc:l!men‘rs wﬁh:n
thirty (30) days after the close of each quarter of the contract
year. Each.such payment shall be computed according to the
average of the official exchange rates prevalllng dur:ng ’rhe
qucrterly penod for whlch the: paymen’r Is: due

',"Fbmi No. 5804
Appllcable Exchcmge Rufe

The Unn‘ed States currency amount- of any sum payable
hereunder shall be determined on the basis. of -the official
rate of exchange” applicable thereto as of the day-on which
there shall- occur the sale of any LlcenSed Dev1ce as’ o con-
sequence of whlch such sum shull accrue;

Form No-. 58.05
Evidence of F.inancial ‘Responsibility

XYZ will furnish- ABC with proof or adequate evidence
that the five (5) annual installments provided for in the pre-
ceding paragraph: will be paid. Such proof. may be in the
form of an official letter from a bank agreed to by the parties,
or in the form of open bank letters of credit to be esfc:bhshed
at & bank designated by ABC. S :

Form -No. 58.06
Payment of Taxes by Licensee

All foreign taxes, assessments or other charges made in
respect to this. Agreement or fo royulhes payoble hereunder
shall be borne and paid by XYZ.: NS SRS
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Form ‘No. 58.07.
Royalties to be Paid Free of Taxes

Royalfies shall be paid to ABC free and clear of all for-
eign income taxes, including withholding and turnover taxes,
except such taxes which XYZ may be required to withhold by
a foreign country, provided, howsver, that . ABC can receive
full credit for the payment of such taxes. with the !nfernclz
Revenue Serv:ce Umfed States Treczsury Depar?mem‘

Form No 58 .08

| Adlustmenf of Royulhes to
‘Compensdte for Change in Taxes :

if the toxes which may be levied on the royalties paya-
ble to ABC shall vary from 25%, the amounts payable here-
under shall be adjusted so that 75% of the amounts set out
“ hereinabove shall be receivable by ABC. '

Form No. 58.09 |
- Governmental Approval of Agreemenf _
' Opm:on of Validity -

Thls Agreement shall not become effective unﬂl XYZ fur-
nishes to ABC (1} written evidence that the Foreign Government
approves this Agreement and the payment of royalties in
United States funds as provided for herein, and (2) a written
opinion satisfactory to ABC from an' independent attorney and
counsellor at law acceptable to ABC and-licensed to practice
in the Foreign Couniry to the effect that no provision of this
Agresment coniravenes any low of the Foreign Country. [If
such written evidence .and written opinion are not furnished by
- XYZ to ABC within two (2) months of the date of this Agree-
ment, ABC. shall have the rlght af its- optron 1o ccmcel Thls
Agreement. S . Lo
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Form No. 58.10

~‘Payment in U. S. Doflars
Governmental Approval of Agreement
Right of Licensor to Cancel

XYZ agrees to pay ABC the sum of Fifty Thousand
United States Dollars ($50,000. 00) net, in New York in any
depository ABC may designate, upon the execution of this
Agreement, or within a reasonable time thereafter, provided
the proper authorities of the Foreign Government approve said
payment and the other conditions of this Agreement. If XYZ
has not arranged said approval and made said payment within
three (3) months affer the execution of this Agreement, ABC
may ot its option cancel this' Agreement upon a. written notice
to that eﬁec’r

Form No. 58.11

Terms of Agreemeht SuBiecf fo
Governmental Reguluﬁons and Court Decrees

All terms and condihons of this AgreemenT mcludmg all
rights granted hereunder by ABC, shall be subject to all appli-
cable existing and future laws and regulations of the United
States government and aoll decrees or orders of any Um’red
States federal. court. :

Form No. 58.12

Designation of Other Payment Terms 7
In Event of Foreign Currency Restrictions

XYZ agrees that ABC may, in the event of- forelgn cur-

rency restriction, elect o receive payment in such form as may

be permissible, and if payment in no form is permlsmble eled
to terminate this Agreement,
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- Form No. 58.13 |

Deposﬂ of Royuliles in Foreign Bank
In Eveni of Foreign Currency Restrictions -

In the event the Foreign Government at any time by de-
cree, legislation or otherwise, restrains the export of funds for
payment of royalty fees, all such fees as they become payable
shall be deposited to the credit of ABC in a Foreign Bank or
other depository designated by ABC until permisswn can be
obfumed for expor‘r Thereof S

“Form No. 58.14
Excluded Technical Information

ABC shall not be obligated to disclose. any information

which at the time it is so obligated or requested to disclose is . -

properly the information of its Government or any agency
thereof or is primarily designed for or used in connection with
military, naval or other application relating to national defense
or security. : :

- Form No. 58.15
Disclosure Subject to Governmental Regulations

It is expressly understood and agreed that ABC’s obliga-
tions to disclose ‘information and fo grant rights to XYZ pur- .
suant fo this Agreement are subject fo any applicable laws
and regulations of the United States governmenf relcmng to
the export of fechnlcql dota

Form No. 58.16. .
* Modification of Licensed Subject Matter -
' to Meet I.ocal Standards

XYZ agrees to make at its own expense any modlﬁcuflon
of the Licensed Products, or any modification of the drawings
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and specifications therefor, ‘which may be necessary to adapt

them to the standards of the Foreign. Couniry.. Any and all

such modlﬂcquons shull be subiec'r fo. the written. approval of
ABC

Form No 58 17
Orlgm uncl Llcense Nohce

XYZ agrees to mark permanently and Iegib[y qII Lacensed
Devices manufactured or sold by it under this Agreement with
the notation “made in [name of country] by XYZ Manufactur-
ing Company under I:cense from ABC quufocfurlng Com-

Form ‘No, 58 18

!mprovemenis by Lucensee
License of Foreign Rights -
Assignment of U. S. Righfs

XYZ agrees that it will promptly. notify ABC of any im-
provements relating to Licensed Products which 1t may develop;
that if will“grant ABC & royalty-free nonexclusive  license In
Foreign Countries under.said . improvements. and .under any
patent-applications or potents it may file and. secure in Foreign
Countries on said improvements; and that it will assign fo ABC
the United States rights to all. said improvements, without
charge to ABC. XYZ agrees to cqqperafe with ABC to secure
the execution of all papers necessary to enable ABC o make
application for and receive grant of United States Letters Pat-
ent on said improvements ‘and-to perfect ABC's title in and to
the same., XYZ agrees o advise ABC of «any applications for
patent on’ said improvements which it. may file in Foreign
Countries, in sufficient time under apphccble laws fo allow
ABC “at-its’ optioh to-fi le correspondmg apphcchons in The
United " States.” :
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Form No. 58.19 -
Termmuhon on Expropnuhon o

This Agreemen’r may. he termmq’red at the op’rlon of ABC
in the event of exercise of.authority by supervening powers,
such as foreign. governments or -the like, which results in the
expropriation or. confiscation of XYZ's manufacturing plant.

: - Form ‘No. 58. 20
: Termlnuhon on Governmental Intervention

This Agreement shall be terminated automatically in the
event that the voling :power of the present stockholders of
XYZ becomes ineffective in the affairs thereof, either by reason
of the nationalization of the industry of which it is a part, by
reason of a.decree or order of a competent court or by reason
of the: intervention-of any governmental of military power in
the aﬁmrs of XYZ, .whether or not accompanied by war or
civil strife.

Form No. 58.2T

Arbifration Under Rules of
Iniemuhonal Chumber of Commerce

AII d isputes arising in connection with the presem‘ Agree-
menf shall be finally settled under the Rules of Conciliation
and Arbitration of the International Chamber. of Commerce by
arbitrators appointed- in-accordance .with such rules.: -

‘Form No. 58.22
Arbitration; All Disputes
Any disagreements arising under the provisions of this
Agreement shall be decided by arbitration, each party fo

appoint an arbitrator, and the two arbitrators thus selected
to designate a third, If either of the parties fails fo appoint
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its arbitrator within sixty (60) days after receipt of notice of
the appointment by the other of its arbitrator, or if the arbi-
trators selected by the parties fail to appoint a third, then the
President of the International Chamber of Commerce shall
have the power, on the request of either party, to make the
appointments which have not been made- as: contemplated
above. The arbitration shall be held as promptly as possible
at such time and place as the arbitrators may determine. The
decision of a majority of the arbitrators shall be final and
binding upon the parties hereto, and the expense of the arbi-
tration shall be paid as the arbitrators: may. determine.

Form No. 58.23
~ Governing Law
This Agreement shall be construed under cmd governed

by the laws of the Foreign Country. The English language ver-
sion of this Agreement shall be deemed controlling.

Form No. 58.24
Govemmg Law -

This Agreemeni‘ is to be cons’rrued ‘and fo take effect as
an agreement made in the State of lllinois, United States of
America, in accordance with the laws of that state, and the
parties hereby submit to the jurisdiction of the courts.of that
state. XYZ further agrees that the Secrefary of State of the
State of lllinois shall be designated as its agent for the service
of legal documents under this Agreement.
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