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Agenda

 Identify appropriate IP definitions that should be included 
depending on the type of contract.

 Discuss relevant questions to be asked when licenses are to be 
included in a contract.

 Highlight the key representations and warranties to be aware of 
from the buyer/acquirer and seller/owner perspectives.

 Understand when and how IP indemnification clauses should be 
utilized.

 Understand when and how confidentiality and non-disclosure 
clauses should be included in a contract and whether to have as a 
separate agreement. 



WHAT IS INTELLECTUAL PROPERTY?

• Patents 
• Trademarks
• Trade Secrets
• Copyrights 
• Also may include 

Confidential/Proprietary Information

Presenter Notes
Presentation Notes
Intellectual property is generally understood to include patents, trademarks, copyrights, and trade secrets; however, a definition of IP in a contract also may include confidential or proprietary information. Each of these types of IP will be discussed in this presentation so before we dive into the discussion, it may be helpful to provide definitions for each, as you sometimes may see one, more than one, or all of these forms of IP in a contract or agreement.

Patents is a form of intellectual property that gives its owner the legal right to exclude others from making, using, or selling an invention for a limited period of years in exchange for publishing an enabling public disclosure of the invention.  In the US, patents generally last for 20 years from the time of filing assuming maintenance fees are paid through the life of the patent.

A trademark is a symbol used in commerce to indicate the source of a good or service.  Essentially a trademark is a source identifier for a business.  Trademarks can include words, logos, shapes, colors, and combinations of the same. The critical part of a trademark is use.  If a trademark continues to be used, it can last forever.  Trademarks can be registered with the US Patent and Trademark Office or with states usually through the Secretary of State, but there also can be common law (or non-registered trademarks).

Trade secrets are generally considered to be information that companies develop and maintain to give them an advantage over their competitors.  There is no registration requirement for maintaining information as a trade secret as there is for patents or trademarks.  The information just must be used continuously in business.  The most important characteristic of a trade secret is found in its name – the information must be kept secret to be maintained as a trade secret. If it is no longer secret, it cannot be maintained as a trade secret.

Copyrights protect works of authorship, such as writings, music, and works of art that have been tangibly expressed.  Include books, songs, software, architecture.  Copyright in work inherently created from moment that work is created.  Exclusive rights to reproduce, prepare derivative works, distribute copies, perform or display publicly.  Copyright lasts 95 years from first publication or 120 years from creation, whichever expires first.  There can be registered and unregistered copyrights.




IP Definitions

• Registered and non-registered IP?
• Domestic and international IP?
• Require IP to be reduced to writing to 

be covered?  Also include know-how?
• Include specific definitions of certain 

IP, such as patent number or 
trademark?

Presenter Notes
Presentation Notes
The IP definition in a contract may include registered as well as non-registered IP, domestic as well as foreign IP, but this may not always be the case.  Thus, it is important to start with how IP needs to be defined in a given contract so that the parties are on the same page as to what is being covered and what is excluded.

Contracts typically include a definition of IP.  The parties usually desire for this definition to be as broad as possible, particularly with respect to a definition that may be included in confidentiality or non-disclosure agreements.  The definition should avoid being limited to registered IP, as this might unintentionally exclude trade secrets or confidential information from being addressed.  There also may be instances in which IP may be defined as only those items that are reduced to writing or specifically identified by the parties, but this can be dangerous, such as in instances where “know-how” may be considered as IP.  If you are interested in an example of an IP definition that includes know-how, please reach out to me.

There also may be instances, such as in the case of an IP license or assignment when one or more particular items of IP should be specifically identified in the contract.  For example, if a party is granted the right to use a specific trademark, but not other trademarks, that specific trademark should be defined in the contract.  In another example, the contract may be geographically restricted; thus, if the contract is limited to the United States, a definition of IP may only include IP that is in effect in the United States and exclude foreign IP.  These separate definitions of certain IP may be included in a definition section of a contract, and they may be incorporated into the general IP definition.  While specific patent numbers or trademark registrations may be identified, there are also instances where terms within the general IP definition may be further defined.  In the example above, the IP definition may include the term “Patent Rights,” and the term “Patent Rights” may be further defined.

Again, more specific definitions of patents to be licensed or transferred may be included in a contract.  A contract may include an exhibit that lists the specific patents or other IP if needed, for example, to confirm that registered IP is clearly identified for recordation with the US Patent and Trademark Office or the US Copyright Office. 



Licenses
• Subsidiaries/affiliates of licensee 

licensed?
• What IP is being licensed?
• What license rights does licensee 

require?
• Do third parties working with licensee 

need access to licensed IP?
• What is the term of license? 
• What is fee for license? How will it be 

paid? 

Presenter Notes
Presentation Notes
IP-related contracts often may include an assignment or license of IP to another party.  An assignment would result in transfer of ownership rights to the IP, while a license may permit the other party to engage in activities that would otherwise violate the owner’s IP rights.  With an assignment of registered IP, such as patents or trademarks, a contract should identify the registered IP that is being assigned and also confirm who will be responsible for preparing and recording the assignment or other instruments and documents necessary to effect the assignment of the registered IP, and who will bear the costs and expenses related thereto.  The contract may include an assignment provision within the contract itself, but it is not uncommon for there to be a separate assignment document that is executed by the parties.  This may allow the parties to record the separate assignment with the US Patent and Trademark Office, as opposed to recording the entire contract which could include provisions that the parties do not wish to be publicly accessible.

When there is a license, it is critical to know what is being licensed and the terms and conditions of the license.  

The slide includes a non-exhaustive checklist of items to consider when fleshing out the details of the license:
Are subsidiaries of the licensee also getting a license?
What IP is being licensed?
What license rights does the licensee require?
Do third parties working with the licensee also need access to the licensed IP?
What is the term of the license?  Is it perpetual or for a specific number of years?  Does it run with the term that the IP is in effect (i.e., does the license expire when the patent expires)?
What is the fee for the license, and how will it be paid?  Is it a fully paid-up license, or is it a royalty-based license? 



Patent Licenses Appropriate When
 The parties are settling a patent dispute;
 Two parties seek use of the other's rights (cross license);
 The licensee wishes to obtain an advantage over 

competitors by licensing the rights to a superior patent 
that it did not, or was unable to, invent;

 The licensor wants to generate revenue from its patent 
portfolio; or

 A licensor is distributing a commercial product on a mass 
scale (in which case, a "mass market license" such as 
clickwrap, browsewrap, label or shrinkwrap license, may 
be appropriate)). 



Trademark License Benefits
 Creating additional revenue streams
 Strengthening the trademark and brand awareness
 Introducing a new product under its established brand
 Obtaining or maintaining trademark registration based 

on the licensee's trademark use
 Having another company manufacture its branded 

products
 Taking advantage of the licensee's established business 

and/or operational capacity to enter a new 
business/market, territory, channel of distribution, 
demographic market, co-branding, aligning interests 
with an infringer by licensing it the trademark 



Reps and Warranties
• IP ownership

• Seller – avoid making reps and 
warranties about ownership before 
owning IP or after date of closing

• IP infringement
• Seller – limit exposure
• Buyer/acquirer – place burden on 

seller to lose something significant 
if reps and warranties untrue

Presenter Notes
Presentation Notes
Contracts often can include various IP representations and warranties.  Some of the representations and warranties may deal with IP ownership.  For example, a seller in an acquisition may be required to confirm that it is the sole and exclusive owner of each item of IP and that the IP is not subject to any limitations that restrict the seller’s ability to transfer the IP or give rights to third parties.  If representing a seller, it is critical to not require the seller to make representations and warranties as to ownership of IP either before the seller owned the IP or after the date of closing.  The latter is important as there can be occasions when a seller may be limited in its ability to exploit the IP following closing including: claims by third parties that patents are invalid (as a result of the existence of “prior art” or otherwise); liens on the IP in favor of banks or other lending institutions; claims by third parties that the IP infringes their patents or other IP rights; inadequate evidence that the employees or contractors who contributed to the creation of the IP assigned their rights in the IP to the seller; rights of first refusal, exclusivity or similar rights in favor of third parties with respect to the IP; the failure to have obtained any third-party consents necessary for the IP to have been transferred to the seller (if not originally developed by the company); broad licenses to the IP in favor of third parties that compete or may compete with the seller; open source issues; and the failure of the seller to have appropriately registered the IP with the applicable governmental body. 

Other IP representations and warranties may be directed to IP infringement.  This may be a statement that IP licensed and/or used pursuant to the contract does not infringe the IP rights of third parties.  In an acquisition, the acquirer wants representations and warranties that what the seller is transferring does not infringe, misappropriate, or violate the IP rights of another.  This may permit the acquirer to assert an innocent infringer defense to some IP claims.  The acquirer also may want assurances that the seller is not aware of a third party that is infringing, misappropriating, or violating its IP rights.  Both parties to a contract likely also want representations and warranties that there is no IP litigation that is pending or threatened.

In the case of the seller, the seller should try to limit this representations and warranties.  For example, the seller should seek to limit the representations and warranties as to IP infringement to those that are material and those that it has knowledge of (as opposed to all claims reasonably known or unknown).  A knowledge-qualified representation or warranty may state “to the best of seller’s/owner’s/licensor’s knowledge.”  If possible, it may be helpful to seek to limit the representations to infringement of issued patents, as opposed infringement of all IP rights.  If you are interested in an example of a pro-seller form of representation and warranty regarding IP non-infringement, let me know.

Regardless what type of IP representations and warranties are being made, it is important to attempt to limit exposure in the case of the seller.  For example, the seller may seek to include protective language in the indemnification provisions of the contract, which may include thresholds/deductibles, right to control the defense of third-party claims, and the limitation of IP infringement claims to the portion of the purchase price placed in escrow.  On the other hand, with the buyer/acquirer, it is important to place the burden on the seller to lose something significant (i.e., indemnify the acquirer in an infringement action or even refund all or a portion of the purchase price) if the representations and warranties turn out to be untrue. 



Reps/Warranties - Examples

 Capacity to grant rights
 Title and validity
 Non-infringement
 Goodwill
 Authority to enter into agreement



Indemnification
• Seller

• Know what you are agreeing to 
indemnify

• Limit time in which required to indemnify
• Cap indemnification obligation
• Push for control of defense of claims

Presenter Notes
Presentation Notes
As discussed in the prior Section on IP representations and warranties, indemnification can be a way of holding a seller responsible for breaches of IP representations and warranties.  These types of breaches may not be the only matters for which indemnification may apply in a contract, but in contracts where IP may not be the main focus, the IP-related indemnification provisions sometimes can be overlooked in the negotiations, and this can lead to trouble down the road if a claim later arises.

Negotiations related to IP indemnification should include addressing the scope and survival of indemnification.  The seller will want to try to limit the time in which it can be required to indemnify, while the acquirer will want to negotiate for a longer survival period.  The seller also will want to try cap its indemnification obligation, although sometimes this is difficult to achieve.  If there are caps in place for breaches of general representations, the seller may seek similar caps with IP breaches, but it is fairly common for the acquirer to ask for a higher cap for IP breaches.  Acquirers also may seek to exclude some matters from being limited by a cap (i.e., fraud claims, intentional breach).  Another area that is negotiated related to IP indemnification concerns control of defense of claims.  The seller may wish to push for control, as the seller may be more incentivized to resolve the claim than if the acquirer has control and merely sends the invoices to the seller.

In the case of an IP license, which may be a standalone agreement or part of a larger agreement, indemnification provisions may require the licensor to extend its IP protection to cover the licensee if or when there is an IP dispute with a third party.  Regardless what type of IP matters may be indemnified, it is important for the indemnitor to know what it is agreeing to indemnify. 



Confidentiality and Non-Disclosure

• Define separately or as part of IP 
definition

• Consider whether one-way or two-way
• Define what constitutes a breach and 

whether it can be cured
• Exceptions for independent (prior) 

knowledge or publicly available 
information

• Time limitations

Presenter Notes
Presentation Notes
Most contracts include at least one confidentiality or non-disclosure provision, and these provisions can be important to IP protection.  Sometimes confidential information is defined as part of the definition of IP; however, in many cases, confidential information is separately defined in these provisions and can include all or a portion of what is covered in the definition of IP.  If the scope of what is to be covered as confidential information is different than what is defined as IP, it may result in different obligations depending on the other terms of the contract.  Another consideration is whether the confidentiality or non-disclosure provisions are one-way or two-way.  If it is one-way, this means that only one party is disclosing confidential information to be protected, while a two-way provision contemplates that all parties to the contract may be disclosing confidential information to be protected.

The scope of the non-disclosure obligation may differ from contract to contract, and it is important to define so that the parties know when a disclosure constitutes a breach and whether a breach can be cured.  For example, one non-disclosure provision may include an absolute prohibition on disclosure (i.e., “you will not disclose”) while another provision may include a reasonableness requirement (i.e., “you will use reasonable efforts not to disclose”).  In negotiating a non-disclosure provision, the critical concern is what could happen if a disclosure occurs (i.e., how the business would be affected and whether it is curable).

In most non-disclosure provisions, there are exceptions for independent (or prior) knowledge as well as information that is public or later becomes public outside of the disclosures made pursuant to the contract.  If you are interested in an example of such an exception, let me know.

Non-disclosure provisions may include a time limit after which disclosure may be made, but it is not atypical for these provisions to be ongoing even if the contract expires due to the nature of the information being disclosed.  If you are interested in an example of language that reflects that confidential information must be kept confidential until it ceases to constitute confidential information, reach out to me.



Key Takeaways
 Important to start with how IP needs to be defined in a given 

contract so that the parties are on the same page as to what is 
being covered and what is excluded. 

 Use the checklist of items to consider when fleshing out details of 
an IP license.

 Negotiations related to IP indemnification should include 
addressing the scope and survival of indemnification.

 Scope of non-disclosure obligation may differ from contract to 
contract; important to define so that parties know when a 
disclosure constitutes a breach and whether a breach can be 
cured.



Questions?  Contact Me.

Kirby Drake
Kirby Drake Law PLLC

kirby@kirbydrakelaw.com
972-635-0531

LinkedIn: 
https://www.linkedin.com/in/kirbybdrake/

Firm Website: 
www.kirbydrakelaw.com
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