DRAFT:   NFRI Royalty Sharing Subgroup Toolkit
Ideas for principles and guidelines - April 2020
Subject:  Research performers sharing royalty and license revenue with non-profit funders
Background:  If a licensing agreement executed by a performer generates revenue many funders want to receive a share.  After several funders received significant revenue shares, or conversely received no share of a major royalty stream received by a performer, donors and boards of directors of many funders began to insist that agreements covering grant funding include a sharing provision.  However, such provisions vary greatly in terms of the amount to which a funder is entitled and other implementation details.  
Sharing negotiations can be challenging and even adversarial and consume an inordinate amount of time in spite of the fact that major revenue “hits” are extremely rare.  The 2017 AUTM Annual Licensing Activity Survey (ALAS) reveals a key statistic:  only 189 (0.41%) of the 45,657 active performer licenses as of 2017 have generated more than $1 million.  Roughly 8% of all invention disclosures are licensed exclusively and significant royalty streams almost always derive from an exclusive license grant.  Thus, an excessive amount of effort is expended on an extremely rare possibility.  
Areas of general agreement:  
· Funders need to share in license revenue; performers, including inventors, deserve reasonable compensation  when participating in the technology transfer process
· Parties should avoid complex calculations in deciding on a sharing arrangement
· Sharing terms should be decided up front and included in the grant agreement
· A factor to consider is the amount of previous work done at the institution
· A factor to consider is the amount of financial support (in $) provided by the funder
· A factor to explore further is the relative value of “early money” vs. “late money” provided by the funder
Areas requiring further discussion: 
· If there is little or no funder support for facilities and administration or patent costs, the effect on the timing or amount of royalty  sharing  [one exception is where later reimbursement is provided by the funder]
· The specific royalty share percentage, e.g., 10% or 20% of what the performer receives and whether it is applied to gross or net royalties
· Whether a cap on the funder’s ROI is appropriate, e.g., 3X, 5X, 10X or unlimited
· Whether a windfall provision would offer simplicity for the agreement and security for the funder
· A factor to consider is future work done on an invention by the performer
· If value, excluding money, is provided by the funder and justifies additional compensation, whether the agreement should have language listing contributions that add value
· Language to modify a royalty sharing arrangement if multiple technologies (some not the result of funder support) are licensed




Additional areas of general agreement or rare issues:  

· Payments to funder could be made annually until they reach an agreed level or otherwise in accordance with performer’s policies
· No restrictions on use of royalties by either party
· Reduced share or premium for funder in some circumstances
Complicating factors:  
· Agreed provisions re sharing may not fit with actual research outcomes
· Ideal and best fit sharing terms could greatly increase complexity
· Royalty sharing policies of some performers require that inventors share be made “off the top”
· How to handle equity received by performer under a license [Note: not discussed at meeting]
· Some funders have their own research groups
· Some funders bring background IP to the project
Approaches which may offer promising solutions
· Royalty sharing schemes where no sharing is required until a trigger point at which time an agreed % is paid either until license with company expires/is terminated or until an agreed cap with a windfall provision to reinstate a funder royalty share in the event a license is extremely successful
Factors which may affect the sharing arrangement:
1- Amount and cost of previous research done at the institution using federal or internal $
2- Stage of development (how close to commercialization is the technology?)
3- Amount of financial support from funder
4- Value added by funder exclusive of money (additional support, collaborative research, assistance leading to a license or startup, etc.)
5- Expenses not paid by funder (for patents; for research operating costs)
6- Number of technologies licensed in portfolio generating revenue
Considerations:
a- Avoid complex calculations requiring extensive research into past investments by either party
b- Funder needs to share in “big wins”; institution needs to be fairly compensated for the contributions of its inventor, speculative patent expenses and foregone project operating or F&A costs
c- Incorporate sharing provisions in the executed research agreement  (i.e., do not negotiate later thereby avoiding a third party having to agree to terms)
d- Base sharing on amount of funding provided with a premium applied if there are extenuating factors (funding provided at a very early stage, funder is bringing independently-developed technology or other valuable assets to the project, etc.)
e- Sharing for funder may be reduced if there are extenuating circumstances (beyond F&A support, additional institutional funding is provided; additional funding is provided by third parties such as government or other non-profit organizations)
f- Sharing kicks in only after a certain amount of royalties have been received by the institutional licensor (e.g., after $100K, $250K, $500K) to compensate for its financial contributions or foregone F&A expenses and to delay the administrative burden of distributing small amounts
g- Payments to funder would be made annually until they exceed a specified amount per year; thereafter payments would be made a predetermined number of times per year (e.g. quarterly)
h- Funder share is a reasonable % of net revenue (e.g., 10% or 15%)
i- Funder ROI resulting from successful licensing of project outcomes is a reflection of financial or other contribution provided
j- No restrictions on use of royalties received by either party

***************************************************************************

Notes from surveys re royalty sharing policies, some common threads for Funders
Commonalities:  
1- Most are ok with negotiating a share deal based on proportion of support
2- Many Funders suggest multiples of the award with 10X being the max and others at 1X, 2X, 3X and 5X
3- Many Funders will accept a threshold of $250K/$500K/$1MM before sharing starts
4- Most will allow exclusion of inventor share, patent expenses and even, in some cases, a % of foregone F&A payments as compared to RI’s NIH rate.  
5- Set royalty rates range from 5-10% usually, some at 20%.  
6- Funder will share bases on relative contribution.  Failure to agree defaults to 25% share of net revenue for Funder
7- Some address potential royalty stacking

Outliers:
· Fixed payment option which forces parties to accurately predict $ outcomes
· 50% share of revenue
· Default 25% share to Funder if parties cannot agree on sharing arrangement
· De facto march-in:  Arbitrary 3 to 5 year take over if “practical application” not achieved with cancellation of any licenses in existence; no definition of “	“
· Language that puts RI in role of the commercializing entity
· Use of a fraction to determine a party’s share which could be very high so a guaranteed floor for either party is 20%
· Forcing assignment of FIP to Funder or forcing free non-exclusive licensing
· Directing how licensing revenue will be spent by the RI (e.g., in a lab and on subject Funder chooses)
· Administrative fee or 15% to the RI
· Share paid to the Funder will be used solely to support further work at the RI which work is consistent with mission of Funder
· Requiring a direct grant of equity share to the Funder
· No hard requirement for sharing but RI has the option to make a gift to Funder if they receive income, even if not directly resulting from Funder grant.  
Observations:
1- Both NFs and RIs seem ok with calculating a royalty % or other sharing based on proportionate contribution to the research.  This is unfortunate in one sense because it leads to challenging, time-consuming or subjective calculations.  Maybe our focus should be on ways to facilitate that calculation process, e.g., agreed definitions and guidelines on how to do the calculation.  
2- Allowing exclusion of foregone F&A support is not that helpful because large revenue is so rare  the RI is unlikely to ever be compensated.  Also, using licensing revenue to recoup F&A could conflict with royalty distribution policies. 
Notes re royalty sharing policies, some common threads for Research Institutions
Commonalities:
1. Most will negotiate a sharing amount based on proportionate support of research
2. Caps of 5X to 10X of award amount are typical
3. Many feature no sharing until RI has received $250K, $500K or $1MM
4. Some allow exclusion of full F&A costs
5. Some address royalty stacking
Outliers:  
· One instance of policy guidance (if >10% Funder share, need permission from leadership)
· Setting a % floor for Funder
· Sharing is 5% but can derive from future research agreements (funded by third parties) that Funder’s support helped generate and the obligation is in perpetuity 
· Net royalties = Gross less licensing costs, inventor share and all mandatory distributions required under policy (in other words, 100%)
· Funder’s share based on proportionate support but will not be less than 20% with threshold of $500K
· Funder’s share will not exceed 50%
Observations:  
An arrangement under which Funder gets 5% or 10%, exclusive of payments to inventor, (with a 10X cap and threshold of $500K or $1MM or alternatively, exclusion of foregone F&A support) seems like a very safe arrangement for both parties.  It assures the Funder that it will participate in a blockbuster with either no cap or a high cap; the inventor that they will not be cut out; and the RI of a reasonable royalty with either recovery of F&A or a cap.  The Q is whether this kind of deal will convince people not to go the route of calculating proportional support.  

