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BACKGROUND
When an invention results from or is further developed by research at an institution that was sponsored by a nonprofit funder, most often both the research performer and the foundation funder will desire that the invention is ultimately transferred to a for-profit corporation that will commercialize the technology and offer it to the public in the form of new products and services. The standard mechanism to effect the transfer to the for-profit is a license agreement. 

Both the funder and the research performer gain from a successful licensing outcome, which may include financial benefits as well as reputational benefit, among others. Thus, it is a standard best practice to agree in advance (i.e., during negotiation of the research agreement) on how the parties will handle the licensing of inventions created or developed in the funded research project.

This document is intended to provide a framework for nonprofit funders and research institutions when negotiating how the licensing process will be conducted.

CONTROL VS. COMMUNICATION
On most points, one party will be selected to lead or control a process. Often, the party deferring to the other will desire to be kept informed. There are many aspects to how such communication will be performed. Such details include the timing and frequency of the communication (regular intervals, upon certain milestones, etc.), the level of formality (e.g., written reports, email correspondence). When negotiating these details, both parties should keep in mind the following principles:

Some level of communication between the parties is fair and appropriate. Each party has contributed to the invention and each party has a responsibility to its various stakeholders to ensure that the licensing of the invention is responsibly handled.

Reporting obligations represent a burden on the party required to send the communications. Excessive length or frequency of communication can distract the communicating party from its other obligations. For many offices, it can be difficult to operationalize reporting obligations that are too frequent or simply outside of the office’s common practices.

Communication between the parties can be of benefit to both parties. In many instances, the non-lead party may be able to offer assistance (advice, contacts, etc.) to the lead party. Such opportunities for collaboration should be welcome and are facilitated by communication between the parties. 

Fundamentally, the parties’ interests are aligned. Both parties have a stake in the commercial success of the invention and are motivated to enter into a productive licensing arrangement with a for-profit company. As such, each party is usually best-served by considering the needs, input and reasonable suggestions of the other party. On many points, adequate communication is just as effective as control. 


MARKETING AND LICENSING PROCESS
Typically, either the research performer or the foundation funder will be selected to lead the licensing process. The lead organization is usually responsible for technology marketing, license negotiation, compliance monitoring, and collection and distribution of license revenues. For many of these activities, it is simply more efficient to have a single party coordinating the process. This is especially true in the case of license negotiations, as a bilateral negotiation between lead and potential licensee is widely thought to be significantly less cumbersome than a multilateral negotiation involving all of the parties. (The election of a lead party is also a standard practice when two or more research performers co-own inventions they have developed together.)

Typically, the lead party will have an obligation to communicate appropriately with the non-lead party regarding its progress towards licensing the invention. 

The party not selected to lead generally has few responsibilities in the licensing process. In some cases, the non-lead party may have the right to approve or disapprove of certain actions or terms that the lead party would suggest. 

When negotiating how the marketing and licensing process will be conducted, both parties should keep in mind the following principles:

In most cases, the research performer will act as lead for the licensing process. Research performers typically already have significant resources (e.g., people, skills, experience, funds) at their disposal for the commercialization and licensing of inventions resulting from their research activities. Most foundation funders do not. Additionally, it is common for the inventions to have been developed with funding from other sources, such as federal grants. In such cases, it is typically more expedient for the research performer to lead licensing.  

Required approvals by the non-lead party increase its control but limit efficiency. In some cases, the non-lead party may have the right to approve or disapprove of certain actions or terms that the lead party would suggest. While the parties will need to negotiate any such rights, the parties should recognize that too many required approvals will negate the operational efficiency benefits gained by selecting a lead party. At the same time, it should be recognized that the non-lead party may need to maintain some level of control over the licensing process.

The parties may want to treat control over financial terms and those that mitigate risk separately. Both foundation funders and research performers may reasonably expect to be insulated from the commercial activities of the licensee. License agreements will typically contain terms that protect the licensor from the commercial activities of the licensee. These terms include protection from third parties seeking financial damages as well as appropriate management of the licensor’s public image. Providing the non-lead party with a measure of control over these terms may be a separate issue from control over the financial terms of a license.  

The licensing process typically takes years. In some cases, the parties may agree that the non-lead party shall have the right to assume the lead role in licensing if the invention remains unlicensed after a certain period of time. Any such arrangement should account for the fact that the time from an initial invention disclosure to the execution of a license agreement is often quite long. During this time, the lead party will be investing resources in the invention (e.g., patent costs, marketing expenses, staff salaries, translational funding, etc.). It is only fair that the lead party have a chance to recoup its investment in these activities. Not providing such an opportunity will disincentive the lead party from investing significant effort in the licensing of the invention.	Comment by Jeremy Nelson: A possible project idea is to analyze some real data in order to quantify this. 

A license cannot be subject to arbitrary clawback provisions. The development of new products from inventions developed by a research performer requires a significant allocation of resources by the licensee. The license agreement must provide the licensee with assurance that such an investment is worthwhile. Research performers have consistently found that any language that would allow the licensor to terminate the license arbitrarily is a non-starter for licensees. Instead, appropriate diligence milestones and other terms are used by licensors to ensure that the licensee either successfully utilizes the invention or returns the invention rights back to the licensor. 

Communication between funder and performer should continue after execution of the license. Nearly every license will have requirements that the licensee provide periodic updates on its progress in developing new products and services with the invention. Once sales of products begin, the licensee will also be required to provide information on its sales. This information is of value to both the nonprofit funder and the research performer and should be shared whenever possible.
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