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FUNDAMENTALS OF SOFTWARE LICENSIN Gl

H. Ward Classen, Esq.
Assistant General Counsel
Computer Sciences Corporation -

L INTRODUCTION

ThlS outhne examines some of the fundamental issues that both hcensors and llcensees
- may confront 1n_the negotiation of a sofiware license. Tt focuses primarily on non-mass market
agreements, as most “retail” or mass market “off- the-shelf” software is governed by non-
negotiable “shrinkwrap” and: “clickwrap” licenses. Nonetheless, the principles of software
licensing are the same for both shrinkwrapped, clickwrapped and cu_stom-develop_ed software.
For a brief overview of a-few of the significant issues involved in software licensing, see:
Davidson, Avoiding Pitfalls and Allocating Risk in Major Software Developmentand - -
Acquisition Contracts, 14 Computer Law. 12 (May 1997) and Boudreau, An Introduction to
Software Licensing, 20 ACCA Docket 54 (No. 9 2002).- Further, this outline does not address
the licensing of open source software. For.a general overview of op'en‘source software, see

Kennedy, A Primer on Open Source Licensin Le al Issues Co t, Copvleft and Copvﬁlture,
20 StL U. Pub L.R. 345 (2001) SRR

The structure and context of every software llcense is. dlfferent dependmg on the needs of
the parties. While this outline discusses some of the most important issues and includes several
forms, D. C. Toedt III; Esq. in conjunction with the Computer Programs Committee of the
Information Division of the Section of Intellectual Property Law of the American Bar -
Association created a model license which, although voluminous, is quite thorough and
educational. It is available by contacting him at (713) 787-1408. For a detailed discussion of
this model license, see Toedt, The Model Software License Provisions: Precursor to a Gap-
FillinJgLUnifonn License Statute; 1_8_ Rutgers Computer & Tech. L.J. 521 (1992).- - -

o LICENSE vs. SALE
A The Flrst Sale Doctrme

The theory of the FII‘St SaIe Doctnne under the Copynght Act 17 U. S C 101 et.
bq is that an individual who purchases an anthorized copy may use and resell that
particular copy free of any restraint by the copyright owner. 17 U.S.C. §109(a) (emphasis
supplied). See Bobbs Mermrill Co. v. Straus, 210 U.S. 339 (1908). A copyright owner's
“*authorized sale of an jtem "exhausts” his exclusive distribution and display rights, such
. that the purchaser may use, resell or dlsplay that 1tem free of any. claun of mfnngement

©Copyright 1996, 1999 - 2003 F. Ward Classen. All Rights Reserved. The author would like to.
thank Eric Terpening, David Gryce and Stacey Stepek for their m51ghtfu1 comments and heIp in

" preparing this outline. The opinions set forth in this outline are those of the author only and do
not represent the opinions of Computer Sciences Corporation.




Fundamentals of Software T_.icensing

17 U.S.C. §109(2).2 n short, the First Sale Doctrine addresses a copy owner's rights as
opposed to the copyright owner’'s rights. :

The First Sale Doctrine does not apply, however, to the separate exclusive rights
of copying, derivative work preparation and public display or performance. ‘See 17
U.S.C. §106 (which sets forth five separate and distinct rights); See, e.g., Red Baron-
- Franklin Park, Inc. v. Taito Corp., 883 F.2d 275, 280 (4th Cir. 1989) and Columbia
 Pictures Tndustries; Tne.; v, Aveco, Inc.; 800 F.2d 59, 64 (3d Cir."1986):" Seg'also 17 -~
U:S.C.-§109(e), (which as a response to Red Baron, provides a video game performance -
“and display exception to the First Sale Doctring). The First Sale Doctrine only applies to
- the copyright owner's exclusive rights of distribution and public display in its copyrighted
- work which are "automatically” conveyed to the buyer or the copy owner. 17US.C. -~
§109(a) and (c). Section 106(3) provides:that the copyright owner has the exclusive right
.+ to distribute and to-authorize distribution of copies or phonorécords of the copyrighted -
- -work to the public by sale or other transfer of ownership, or by rental, lease, or lending.
- Section 106(4) and (5) give the copyright owner the exclusiveright to perform or display:
o the'work publicly if it is literary, musical, dramatic, or choreographic or if itisa. *
pantomime, motion picture, or other audiovisual work. Section 106(6) gives the’
copyright owner the exclusive right to perform the work publicly by means of a digital
- audio transmission if the work is a sound recording. “To prove infringenient, the:
+ copyright holder must only demonstrate that it possesses avalid copyright and that the
~copyrighted material was copynghted Ford Motor Co ‘A Sumrmt Motor Products, 930
F2d 277 (3d C1r 1990) : s : LYt

s The F1rst Sale Doctrme 18 lumted however inits apphcab1hty to: copynghted
works such as computer software when software is licensed. 17 U.S.C. §109(b). See
Allen-Myland, Inc. v. International Business Mach. Corp., 746 F. Supp. 520 (E.D. Pa.
1990) (First Sale Doctrine does not apply to computer programs). For computer software,
Section 109(b) limits the First Sale Doctrine and the rights of copy owners in three ways.
First, adaptations may not be transferred without permission of the copyright owner.
Second, copies authorized to be made under Section 117 may be transferred without
permission of the copyright owner only as part of a transfer of all rights in the underlying
program. The distribution right conveyed to the buyer does not, for example, include the

- ‘right to make further copies for resale. Third, it provides that the owner.of a copy of
-computer software cannot lend or rent that'copy to third parties without permission from

- Sechon 109(a) codlfxes the Fu'st SaIe Doctrme, Wthh provxdes ”Notw:thstandmg the prov1smns of
' Section 106(3), the owner of a partlcula.r copy or phonorecord lawfully made under this title, or
‘any person authorized by such owner, is entitled, without the authority of the copyright owner, to
sell or otherwise dispose of that copy or phonorecord.”

© 1996-2003 H. Ward Classen, Esq., Al rights reserved.
T Page 2




Fundamentals of Software Licensing

- the copyright owner. ' See Microsoft v. Harmony Computers & Electronics, Inc., 846 F.
Supp. 208 (E.D.N.Y. 1994) (unauthorized distributor of a copy of software not entitled to

protection under First Sale Doctrine because owner licensed not sold software to
- distributor’s supplier); ‘Triad.Systems Corp. v. Southeastern Express-Co., 64 F.3d 1330
0 (9th-Cir. 1995), cert. denied, 516 U.S. 11_45 (1996) (software sold to customers is subject
" t0'17 U.S.C:'§117 protection while copies that are licensed are not); Stenograph LLC v,
- Sims, Civil Actlon No 99-5354 (E D. Pa July 12, 2000) (ﬁrst sale doctrlne docs not apply.
to glﬂs)

Known as The Computer Soﬁware Rentals Amendments Act.of 1990 Section
109(b) also addresses computer software rentals. . It provides that, unless authorized by
‘the owner of the copyright in a software program (including any tape, disk, or other
medium embodying such programy), no person in possession of a particular copy of
- software program (including any tape, disk, or other medium embodying such program)
“may, for the purposes of direct or indirect commercial advantage, dispose of or authorize
" "the dlsposal of the possession of that computer sofiware (including any tape disk, or
other medium embodying such program) by rental, lease, or lending, or any-similar act.
-The transfer of possession of a lawfully-made copy of computer software by a nonprofit . ;
-+ éducational institution to another nonprofit education institution, or to its faculty, staff,
and students is not conSIdered to constitute the rental, lease, or lending for direct or
indirect commercial purposes under Section 109(b). See generally, Stgp—Saver Dat
Sygtems, Inc. v. Wyse Technology, 939 F.2d 91, 96 n.7 (3d Cir. 1991):

k ~-Section 109(d) further limits the scope of application of the First Sale Doctrine by
R prowdmg that, unless authorized by the copyright owner, the 1 prov:smns of 17 U.S.C.
7 §109 (a) and (c) do not extend to any person who has acquired possession of the copy or
phonorecord from the copyright owner, by rental, lease loan or othermse Without also
acquiring ownership of it.

- "B.. . Transfer of Intellectual Property Rights.

There are two means of conveying intellectual property rights: assignments (17
‘U.S.C. §101) and licenses (17 U.S.C. §201(d)(2)). Assignments and licenses applyto
intangible property rights while a “sale” applies to the transfer of fangible property. 17
-+ U.SIC. §202; see also Chamberla.ln v. Cocola Assoc., . 958 F.2d 282 (th Cir. 1992). The '
First Sale Doctrine, which applies to the sale of a copy of software, provides that such-
sale conveys certain rights to the buyer in the purchased software, namely the buyer's
right to resell the software. 17 U.S.C. §109(a). This right is in de’tbgation of the overall
copyright and it is also "automatically" transferred to a new buyer if the software is
resold. 17 U.S.C. §117. Any transfer of ownership in 2 copyright must be through an

© 1996-2003 H. Ward Classen, Esq., All rights reserved. '
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unambiguous written agreement Davis v: Meridian Fﬂms Inc., 2001 US. App LEXIS

15695 (4th Cir. 2001).

Typ1ca11y, the sale of soﬁware isnota’ sale w1thm the meamng of Sectlon 109,

. butrathera license accompamed by a license agreement setting ; forth the rights that will

or will not be conveyed to. the buyer (which may be greater or lesser than would be

o . conveyed under the sale of a copy). A copyright owner who grants a non-exclusive

license to use copyrighted ratéerial generally waives the right to sue the licensee for a

- copyright infringement. Sun Mlcrosvstems, Inc. v. Mlcrosoft Corp 188 F.3d 1115 (9th
.- Cir. 1999) S A

An assi gnment is an absolute conveyance of the mtangIble rlghts and equates toa

- "sale," with the caveat that a sale typ1cally onty conveys the absolute right.of distribution
_and, subject to certain exceptions, the right to display and use.. ‘MacLean Assoc.. Inc. v.

W _William M. Mercer-Meidinger-Hanson, Inc., 952 F.2d 769 (3d Cir. 1991).. A "sale” does

. .nghts

not include, for. example the rights of performance or preparatlon of denvatlve works

Sumlar to an asmgnment an exclusrve hcense even. 1f hmlted in ’ume or place of

'_ .effect is a “transfer of copyright ownership.”. 17 U.S.C. §201(d)(2). Under the - .
- Copyrlght_Act transfer,o_f an exclusive 11cense is considered to be a conveyance ,of
copyright ownership to the extent granted in the license.. 17 U.S.C. §201(d)(2).- -

In short, entering into a license. agreement in WhICh the licensor reserves. title is

S :. not 'a eale” for purposes of the Copynght Act.. For example, a licensee cannot distribute

110

. the hcensor s software without the licensor’s authonzatlon, because the licensor is still the
. -owner of the mtellectual property.. Relational Design & Technologx, Inc. v. Brock, 1993

WL 191323 (D. Kan. 1993).

See Sections IIl.A.7 and II1.A.3.B for a more detailed discussion. .. . .-

_GRANT OF LICENSE,

Unless 0therw1se mdtcated, all Sectmn references refer to the correspondmg sectwns of the
Annatated Master Software License and Services Agreement in Section IX.A

A N Termmology of the Llcense Grant (§3 1)

_ Atyplcal :grant_ ,o_f a__l_lcense _contems_the follo_Wing .wordi_ng: . o

© 1996-2003 H. Ward Classen, Esq, All righte reserved.
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“Subject to the provisions of this Agreement, Licensor grants te Licensee a
perpetual, personal, non-assignable, non-transferable, non-exclusive object code
license to use the Software solely for Licensee’s.internal business purposes in the
United States.” -

e Each of the terms set forth in the above hcense grant has a specific meaning which
: fundamentally impacts the rights of the licensor and hcensee Set forth below is a brief

.. discussion of these terms.
1. Definition of the “Licensee”

The definition of the “Licensee” is important for both financial and legal
reasons. Financially, the broader the definition of the “Licensee”, the more
- -entities or individuals who will have access to and use of the licensed software,
. . - thus reducing the potential license fees a licensor may receive. . Some license
... -agreements allow “affiliates” of the licensee to-utilize the licensed sofiware as
- well. Many such agreements define “affiliates” to include only the licensee’s
. parent company and those subsidiaries at least 51% owned by the llcensee or its
o parent in order to limit the use of the licensed software. .- . .

tis also unportant to dls‘ungmsh between allowmg the “use” of the
... licensed software by a third party and allowing the licensee to “assign” the license
.+ - to.another entity. With assignment, the assignor relinquishes its license and right
. . 1o utilize the software. The assignor’s right to'use the licensed software is
... .transferred to the assignee, preventing both entities from using the software at the
...~ same time. Allowing both the licensee and its affiliates to utilize the licensed
. .. software may allow numerous distinct legal entities to utilize the software
- simultaneously, subject to.any restrictions on the number of users or other
- constraints in the license. agreement. Having such rnultlple users for a set license
. fee will hkely limit the llcensor s revenues. :

At the same time, Iegally, the deﬁmhon of the “L1censee” should be
oy restncted to-ensure compliance with United States export laws.: If a licensee and
. its affiliates are granted simultaneous use of the licensed software, or the licensee
- has the unencumbered right to assign the license, and/or use is not restricted to the
- United States, the licensee’s or its affiliate’s use of the software ouiside of the
United States may violate the United-States export laws if the appropriate export
- - licenses have not been obtained. Furfhermore; use of the licensed software
.. outside of the United States may be governed by the laws of a foreign jurisdiction

© 1996-2003 H. Ward Classen, Esq., All rights reserved. = :
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Fundamentals of Software Licensing

with which the licensor is unfamiliar, and which may not afford the licensor the
* - same benefits and protections as the laws of the United States. -

2. Termof License (§4.2)

The term of the license should begin on delivery of the licensed software,
 rather than acceptance of the licensed software, otherwise the licensee will be

" "under o legal obligation or restriction as to the iise of the softiware 'priot to
acceptance. While many licensees are concerned with the concept of the license
beginning upon delivery, the licensee is nevertheless protected as beginning the
term of the license upon delivery does not indicate acceptance of the sofiware or
an obligation of the hcensee to pay for the 11cense pnor to acceptance of the

i hcensed software SRR

- While shnnkwrapped software hcenses tradltlonally have had a perpetual
- term, other software licenses have had a more limited term, i.¢., five or ten years.
.~ Today, the distinction is less important as most software is obsolete within ten
- years, and licensors routinely grant perpetual licerises in recognition of the rapid -
‘obsolescence of software in general. But see Apple Computer, Inc. v. Microsoft
Corporation, 35 F.3d 1435 (9th Cir. 1994) (in 1985, Apple‘granted, in effect, a
_ perpetual hcense of 1ts Wlndows wsual dlsplays to Mlcrosoft)

Generally, if the hcense for a copyrighted work that is not a work made for
*hire fails to state a term or contains a term of greater than 35 years, the license will
“be terminable after 35 years from execution under the Copyrighit Act, unless state
" law provides for the license to be terminable in less than 35 years, in which case
- state law would apply. 17 U.S.C. §203 (There is a split between the Ninth Circuit
- with Rano v. Sipa Press, 987 F.2d 580 (9th Cir. 1993) on thé one hand and the
- Seventh and Eleventh Circuits on the other with Walthal v. Rusk, 172 F.3d 481
~(7th Cir. 1999) and Korman v. HBC Florida, Inc., 182 F.3d 1291, 1294-95 (11th
Cir. 1999) concerning whether the 35-year provision of Section 203 preempts
state law and is therefore a minimum term for contracts.). After the 35-year period
" expires; the license is terminable at will by the author for a period of five years.
17 U.S.C. §203(3). The licensor must give the licensee, however, advance written
- notice of at least two but not more than ten years before such termination. 17
- U.S.C. §203(a)(4)(A). Material breach of the license will also give rise to a right
- of recission which allows the non-breachmg party to terminate the license.
.+ Costello Publishing Co. v. Potell, 670 F.2d. 1035 (D.C. Cir. 1981); 3 Melvin B.
- - Nimmer and David Nimmer, Nimmer on Copyright, §10.15[A] at 112 (1990). If
-the license is not'terminated, it will continue in effect for the remaining term of

© 1996-2003 H. Ward Classen, Esq., All rights reserved. . W
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Fundamentals of Software Licensing

~.. the copyright which protects the software being licensed. (17 U.S.C. §203(b)(6)).
= -Assuming it is an anonymous work or work made for hire, the term of the
-+ = copyright will be either 95 years from the date of the software’s first publication,
. or-120 years from the date of the sofiware’s creation, whichever expires first. 17
22 U:S.C. §302(c). Under §2-309(3) of the Uniform Commercial Code (“UCC™),
- however, a contract (license) without a fixed term is terminable at will with -
. .reasonable notice to.the non-terminating party.. . .~

3. UseRestrictions (§3.1)

- Most licensors place restrictions on the licensee as to how the licensed
software may be used. The principle reason is financial, causing most restrictions
to be strictly an element of price.

-‘.(a)--, :Illterhal Use -

: - Most license grants include the term “personal” and state that the -
-+ licensed software may be used for the licensee’s “internal business
. . purposes only.” The primary objective of this wording is to limit the
licensee’s use of the licensed software to the licensee’s specific business:
needs, and to prevent the licensee from using the software to operate a
- .service bureau or data processing center, or from using the software in
-+, .outsourcing. - It is prudent to state this clearly in the license agreement to
-avoid-a subsequent dispute over the interpretation of the license grant. For
- -a greater-discussion of the issues irivolved, see Marenberg & Brown,
<. “Scope of Use” Restrictions in Software Licenses, 10 Computer Law. 1
o (Dec.,:1993). Lo e

(b) | Non-Exclusive/Exclusive Use .-

The term “non-exclusive” is necessary to indicate that the licensor
reserves the right to lcense the same software to other licensees. This is
~-important as some licensees request exclusive use of the licensed software .
- if they believe the software provides them with a competitive advantage. -
This is especially likely if the licensee paid for the development of the
software or educated the licensor about the need for such software in a
particular industry. - S

A non-exclusive license can be gfanted orally or can be implied
from the conduct of the parties. Korman v. HBC Florida, Inc., 182 F.3d

© 1996-2003 H. Ward Classen, Esq., All rights reserved, . T
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.+ 1291 (11th Cir. 1999); Effects Assoc. Inc. v. Cohen, 908 F.2d 555, 558
-~ (9th Cir. 1990) (non-exclusive copyright licenses do not need to be in
writing). A non-exclusive licensee lacks the ability to sue or be joined in a
-+ . suit, Ortho Pharmaceutical Corp. v. Genetics Institute, Inc. and Amgen,
i+ Inc.; 52 F.3d 1026 (Fed. Cir.), cért. denied, 516 U.S. 907:¢1995) (citing
- Overman Cushion Tire Co. v. Goodyear Tire and Rubber Co., 59 F.2d
098, cert. denied, 287.U.S. 651 (1932) (nonexclusive licensee has no rlght
" "to sue or be jointed in a suit)); and Philadelphia Brief Case Co.v. -

Specialty Leather Products Co., Inc:, 145 F. Supp. 425, 429-30 (D N.J.

1956) (contract clause can not give right to sue where licensee would
. otherwise have no such right). Furthermore, the llcensor can not grant
such a right where one does not already exist. :

A copyright owner who grants a 11censee a non-exclusive license to
use the copyrighted material generally may not sue for copyright
infringement and is limited to bringing a claim for breach of contract. Sun

.. Microsystems, Inc. v. Microsoft Corporation, 188 F.3d 1115, 1121 (9th

. Cir. 1999). If the license is limited in scope and the licensor exceeds the
- .scope, a claim of copyright infringement may be brought. S.Q.S., Inc. v.

e Paydag Inc 886 F.2d 1081 1087 (9th Cir 1989) ' .

5 On occasion a hcensor may grant an excluswe license. The
-+ . exclusivity may go to a geographic region, a specific industry, a set time
. period or-the use of the entire product itself. Exclusive licenses are
-~ uncommon in that they prevent the licensor from relicensing the software
. and receiving additional license fees. Under the Copyright Act, exclusive
licenses must be in writing. 17 U.S.C. §101; see generally LA.E.. Inc. v.
Sharer, 74 F.3d 768 (7th Cir. 1996) (2 non-exclusive copyright license is
granted when (1) the licensee requests creation of a work, (2) the
creator/licensor delivers the work to the licensee, and (3) the licensor
- -~ intends the:licensee to copy-and distribute the work); Korman v. HBC
+ ... Florida, Inc., 182 F.3d:1291, 1293 (11th Cir. 1999). Also note that an oral
.+ exclusive license creates an implied non-exclusive license. 17 U.S.C.
- - §204(a); Gracen v. Bradford Exchange, 698 F 2d 300 303 (7th Cir.
e -;,..1983) : .

| (c) " Creation of Derivative Works and the Prohibition of Reverse
Engineering (§3.4)

h :: ;r('i) '_ Genefal -
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 “Disassembly” or “reverse engineering” software requires
- making copies of the software program itself and creating
- “derivative works” in the process based upon the original sofcware
Sectlon 101 of the Copynght Act defines a “derivative work™ as

‘oa. Work based upon one or-more preexisting works,
* .- such as'a translation, musical arrangement,
/. dramatization; fictionalization, motion picture
version, sound recording; art reproduction,
-+ “abridgment, coridensation, or any other form in
.- which a'work may be recast, transformed, or
-+ adapted. ‘A work consistinig of editorial revisions,
"+ annotations, elaboratlon, or other modifications,
:- -.which, as a whole, represent an original work of
lfi authorshlp isa “denvatlve work.”

17 U S C §101. Sectlon 106(2) of the Copyright Act proh1b1ts the
+ “creation of derivative works Wlthout the copyright owner’s
penmssmn BRARRE R ,

; _' f--(u) Denvatlve Works

In certam s1tuat10ns, the aIteratlon of an original work may
licreatea copynghtable derivative work. To receive copynght
SR 'protectlon -a work must be sufﬁc1e11tly original, requiring more
- +~than a “modicum of originality.” “Waldman Pub. Corp. v. Landoll,
~-Inc.; 43 F.3d 775, 782 (2d Cir. 1994); Simon v. Birraporetti’s
- Restairants, Inc.; 720 F. Supp.-85:(S. D. Tex. 1989). A derivative
‘work must be substantially different from the underlying work to
"+ be copytightable, Cracen v. Bradford Exchange, 698 F.2d 300 (7th
- Cir.'1983) but yet substantially copied from prior work. Apple
- Computer, Inc.v. Microsoft Corp., 759 F. Supp. 1444 (N. D. Cal.
1991), on reconsideration, 779 F. Supp. 133, aff’d, 35 F.3d 1435
(9th Cir. 1994); Litchfield v. Spielberg, 736 F.2d 1352 (9th Cir.),
-“cert. denied 470 U.S. 1052 (1984). The copyright applies only to
* “the new work contributed by the author and not the pre-existing
" material. ‘The new copyright does not imply any exclusive rights to
- the pre-existing copyright. 17 U.S.C. §103(b); Moore Pub., Inc. v.
' Big Sky Marketing, Tnc., 756 F. Supp. 1371 (D. Idaho 1990).
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Further, if a derivative work is created using pre-existing
.+~ - . copyrighted material, copyright protection will not extend to any
... part of the work in which such pre-existing copyrighted material
- has been used unlawfully 17 U.8.C. §103(a).

The nght to clalm a copynght on a non-infringing,
- -derivative work arises by operation of law not by the granting of

~such right by the owner of the original work. Melvin D. Nimmer

- -.& David Nimmer, Nimmer on Copyright, § 3.06 n.14 (1997).

+:- Copyright law does allow, however, the copynght owner of the
.. original work to establish restrictions on preparing any derivative

.. -~ works.- Stewart v. Abend, 495 U.S 207,223 (1990) (It is an

- “axiomatic copyright principle that a person may exploit only such
. copyrighted literary material as he either owns or is licensed to

- use.”) Any use.of copyrighted material which exceeds the scope of
.-.the license constitutes an infringement. NLFC, Inc. v. Devcom

Mld—Amenca, Inc,, 45. F.3d 235 n.5 (7th Cir. 1995).

R Thus, a hcensor may contractually prohibit a licensee from
claumng ownership of a derivative work. Any licensee that claims
ownership in contravention of a contractual prohibition (i.e., a
license) infringes on the original work. A license does not need to
explicitly state that a copyright in a derivative work will be the

-, property of the owner of the original work and the license does not
- have to be signed by the author of the derivative work to be
... . .effective. Gracen v. Bradford Exchange, 698 F.2d 300, 303 (7th

+.. Cir. 1983); See also 1 Nimmer on Copyright §3.06 at 3-34 23 n.14

- «(Perm. Ed. 2000) (“a license may contractually preclude the

- -licensee from obtaining a copyright in a licensed derivative work.”}

.-~ .This position is similar to the laws governing a work made for hire
- . vvhich-allow an employer to contractually require an independent
.. -.-contractor who is the author of a work to execute an assignment

»+ o transfering ownership of the work to the employer. Seg Section
o ILE.L (a)

o Conversely, at least ong court, without demdmg the
- ownership issue, has rejected the contention that a licensee may not
.. obtain an enforceable copyright on a derivative work unless there
. was an express authorization in the governing license agreement.
. Liu v. Price Waterhouse LLP, 1999 WL 47025 (N.D. Iil. 1999).
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(iii) - Reverse Engineering

. Most licensors are very concerned with the licensec reverse
engineering the object code provided to the licensee under its
license. To alleviate this concern, most licensors include a clause-

- in'their licenses stating that the licensee is prohibited from reverse
- ‘engineering, decompiling or recompiling the licensed software.
The inclusion of this language is important as at least one court has

- . held that the ability to create derivative works may be inferred
"+ from the language of the license grant. Kennedy v, National

'+ Juvenile Detention Ass’n., 197 F.3d 690 (7th Cir. 1999) (Language

. permitting licensee to “reproduce, publish and use” any copyright
- 'material infers the right to create derivative works.).

Any prohibition on reverse engineering is not absolute,
" however, as several courts have ruled that a licensee who makes an
~ intermediate copy of software to the extent necessary to determine
- how such softWare works in order to interface the licensee’s or
- another party’s proprietary software to the licensor’s software may
- fall under the “Fair Use” doctrine of the Copyright Act. See Sega
Enterprises, Ltd. v. Accolade, Inc., 977 F.2d 1510 (9th Cir. 1992);.

Atari Games Corp. v. Nintendo of America, Inc., 975 F.2d 832

- Corp:, 203 F.3d 596 (9th Cir. 2000); cert denied 531 U.S. 871
(2000, the court held that the fair use doctrine allows public access
'~ 'to the functional elements and ideas contained in copyright
. software. If reverse engineering is the only method to access the
ideas and functional elements embedded in the software and there
" isa legitimate reason for such access, reverse
= engmeenng/dlsassembly will constitute fair use of the copyrighted -
work. Sega Enterprises 1td. v. Accolade, Inc., 977 F.2d 1510,
1527-28 (9th Cir. 1992) (amended opinion). Thus, in certain
" gitnations the fair use doctrme allows the reverse engineering of
'Sf)ﬁwal'e [

Further a licensee may modify a software program in order
. to make the 1 program operate more efficiently for the licensee’s
"+ internal use, including creating a derivative work. Aymes v.
~*. Bonelli, 47 F.3d 23 (2d Cir. 1995).

© 1996-2003 H. Ward Classen, Esq., All rights reserved. e
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Similarly a European Community’s (“EC”) directive allows
licensees to reverse engineer software to the extent necessary to
- . - create interfaces to the licensor’s software. See E.C. Directive
. 91/250 :

‘ The courts have Justlﬁed these decisions under the “Fair
- Use” doctrine of copyright law. Under the Fair Use doctrine, use
-of a copyrighted work, including use by reproduction of copies for
purposes such as criticism, comment, teaching, scholarship or
. research, is not an infringement of the owner’s copyright. 17
. U.8.C. §107 (1994). Factors to be used in determining fair use
- include the purpose and character of the use, the nature of the
- copyrighted work, whether the entity possessed an authorized copy
of the software, the amount and substantiality of the portion used in
.. relation-to the whole, was copying necessary to gain access to the
" functional elements of the software, whether the reproduction
.- exceeded what was necessary to understand the protected elements
.. and the effect of the use upon the potential market for or value of
- . the copyrighted work. Id. For a.general discussion, see, Rowles,
-~ Reverse Engineering — Can Soﬁware Owners License Against It?
e E—Commerce Adwsor JuIy 2001

i f . At the same tlme however an entity is not allowed to
... reverse engineer software for the purpose of directly competing
... with the owners of the software. See Triad Systems Corp. v
. .Southeastern Express Co., 64 F.3d 1330 (9th Cir. 1995), cert cert
.. denied, 516 U.S. 1145 (1996) MAI Systems Corp. v. Peak
.- Computer, Inc., 991 F.2d 511 (9th Cir, 1993), cert. denied, 510
U.S. 1033 (1994). See Section IMI.C.11 for a more in depth
- . discussion of the creation of copies of software by independent
. service organizations (“ISOs”) :

. It is important to note that a copyrlght does not provide the
copynght holder rights similar to those held by patent owners. A
copyright grants the holder the exclusive right to duplicate the

. -copyrighted material and make derivative works. 17 U.S.C.
. §106(1), (2); CMAX/Cleveland, Inc. v. UCR, Inc., 804 F. Supp.
- 337 (M.D. Ga. 1992). A patent grants the holder the right fo
prevent others using, making or selling the patented subject matter.

© 1996-2003 H. Ward“CIassen, Esq., All rights reserved. .. .. oL e e
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35 U.S.C. § 154 (1994). A copyright does not protect against
another entity creating similar or even identical software
" independent from the copyrighted work. For example, it does not
- ' protect against the creation of similar screén displays, icons, the
*method of operation of the software or the key commands. See

" &.£., Lotus Development Corporation v. Borland International, Tnc.,

49 F.3d 807, 815-18 (1st Cir. 1995), aff’d per curiam, 516 U.S. 233... R

- (1996) (menu-command hlerarchy ‘was an uncopynghtable method
- of operation) and - Engineering Dynamics, Inc. v. Structural
““Software, Inc., 26 F.3d 1335, 1342-43 (5th Cir. 1994) (user
interface, input formats and output reports are protectable); but see
+ - Whelen v, Jaslow, 797 F.2d'1222 (3d Cir. 1986) (concept of
~program’s ¢ontent not copyrightable but all functions used for
: funplemcntmg the pro gram are protectable)

s (1V) Copynght Protectlons

Although copynghts arise as a matter of law without - -
“registration, an author must affirmatively apply for federal
+ .copyright protection. Further, a U.S. copyright holder must
" register the work before bringing an infringement action. 17
~1 US.CL § 411(a) (1994). Ovwmers of registered copyrights who
- prevail in litigation may recéive an award of attorney’s fees, and at
their election, statutory damages, if the infringement occurs after
~ registration or if the copyrights are registered within three months
' of publication. 17U:S.C. § 412 (1994). Registering a work
- “'within five years of first publication constitutes prima facie -
.+ evidence of the validity of the copyright and the facts stated in the
S certlficate 17 U S. C § 410 (c) (1994)

A copynght holder does not have to affirmatively prove
actual copying. Evidence of copying can be inferred by
establishing the defendant’s access to the program and substantial

'+ similarities to the protectable expressions. Bateman v.
* . Mnemonics, Inc., 79 F.3d 1532, 1541 (11th Cir. 1996).

SRR For a general discussion, see Zimhmerman, Baystate:
. Technical Interfaces Not Covvnghtable On to the First Clrcult 14
o '?Computer Law. 9 (Apnl 1997)
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- - (d). . Other Restrictions

_ Other common limitations include limiting use of the software to a
.. -+ particular central processing unit (““CPU”), to one class of computer only,
... or to a specific geographic site (§§8.B, 8.C). This allows the licensor to
. charge the licensee a transfer or upgrade fee if the licensee wants to change
o the CPU, the class of machine, or the site where the software is utilized.
- See Equinox Software Sys.. Inc. v. Airgas, Inc., 1996 WL 278841 (ED.
- . Pa. May 23, 1996) (soft copies made in violation of license restricting use
- _ona partlcular CPU consututed copynght infringement).

G One exceptlon is the hcensee $ nght to make one backup or
.. archival copy or transfer the software to an alternative back up site for a
limiited period of time (60-90 days) in the case of a catastrophic fajlure.
-(§20). From the licensor’s perspective, the license should clearly state that
the licensee can not make more than one copy beyond a backup copy for
archival purposes as Section 117 of the Copyright Act grants the purchaser
- -of a copy of software the right to make archival copies and adapt the
- software to operate on its computer. Note, however, that if the licensee is
... not a purchaser of the software, such copying may constitute copyright
~i:., - infringement. . See DSC Communications Corp. v. DGI Technologies, Inc.,
- 81 F.3d 597 (5th Cir. 1996) (downloading software to hard disk by
. licensee for compatibility modlﬁcatlons was. mfrmgement where licensee
- had not purchased software).

o Some hcensors (e.g., Oracle) base their license fee on the
: apphcatlon involved (i.e., Oracle often grants a license for a specific
- software apphcatmn/_program_only) Other licensors restrict the number of
users who can access their software atany one time. This type of '
restriction is common in a client-server, network environment.

' 4.. : _. Geographlc Restrlctlon (§3 1)

o N Most hcensors 11m1t the use of the hcensed software to a specific country
or SIte 1.., the United States or “Licensee’s Wilmington, Delaware site”. Again,
limiting location may allow the Licensor to charge an additional license fee for
. .. each.additional foreign affiliate or user not at the authorized site. The failure to
e ] limit the use of the licensed software to a particular country may also give rise to a
number of export issues: For example, licensing software to a Mexican company
which has a subsidiary or affiliate in Cuba would violate the Trading with the

© 1996-2003 H. Ward CIassen,:Esq., Alirights reserved. VI
Lo Page 14




Fundamentals of Software Licensing

Enemy Act if such software was used in Cuba.  Furthermore, the use of such
software outside of the United States may be governed by the laws of a foreign
Jjurisdiction with which the licensor is unfamiliar and/or which does not grant the
same proteetlons to the heensor as the laws of the Umted States.

Lumtanon of geographlc scope is closely t1ed to 1ntellectual property

rights indemnification. The intellectual property rights indemnification provision

in the license agreement is another important concern. As discussed in Section

IIL.B.3, a domestic licensor should limit the licensor’s indemnification to
+intellectual property infringement of a United States intellectual property right and
'+ those of the country in which the licensed software will be used. Failure to
~1nclude a geographic restriction as to the use of the software may expand the
S scope of 1ndemmﬁeatxon granted by the Ilcensor

i 5 : Oblect Code and Source Code Llcenses (§3 1)

: “Obj ect eode” is the bmary, machme—readable version of the software.
- Object code allows the licensee to operate the software but does not enable the
- licensee to make enhancements or modifications to the software or create
1 derivative works. “Source code” are those human-readable statements in a
* computer language which, when processed by a compiler, assembler or
interpreter, become executable by a computer. Source code allows the licensee to
maintain the software, to make modifications and enhancements to the software,
- -and to°create derivative works. Ifalicensee purchases a source code license it
- ‘theoretically does not need further assistance from'the licensor as the licensee
“ = jtself has the ability to maintain, as well as to modify and enhance the software, or
“create derivative works from it. Consequently, most licensors refuse to sell source
“code licenses. Those that do sell source code licenses usually charge a significant
-+ premium for a source code license, over the cost of an object code license.

- In granting a source code license, the licensor should restrict the licensee
- from licensing any derivative works, enhaiicements, or modifications the licensee
-+ “creates, It is important to note that derivative works will generally be owned by
-+ the copyright owner unless conveyed. 17-U.S.C. §201(d)(2) and §103(a). Finally, -
* the standard limitations on use of the soﬂware d1seussed in Sectmn IILA.3 should
be imposed on the licensee. o

6. Irrevocable License (§3.1)

* Licensees often want the term “irrevocable” included in the license grant
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. to ensure that after they accept the software and pay for the license, the licensor
. has no basis to revoke the license. The term “irrevocable” implies permanency,
however, causing concern for licensors. This concern is alleviated by prefacing
the license grant with the phrase “Subject to the provisions of this Agreement . . .
.” This wording conditions any permanency on the licensee meeting the terms of
-the license, thus eliminating the licensor’s concerns.

7 'Assigﬁabilig' nransferabilig (§3.1, §22)

N Dependlng on the type of llcense granted a hcensee may or may not be
. able to assign its license. In general, a nonexclusive software license is not
assignable unless the license agreement expressly provides that it may be assigned
(i.e., transfer rights must be specifically granted to-the licensee). See, e.g., SOL
‘Solutions, Inc. v. Oracle Corp., 1991 WL 626458 (N.D. Cal. 1991); Harris v.
Emus Records Corp., 734 F.2d 1329 (9th Cir. 1984) (as to copyright license). See
also, Verson Corp. v. Verson International Group PLC, 899 F. Supp. 358 (N.D.
.- 11. 1995) (as to patent license). A nonexclusive license is merely a confractual
.. promise not to sue the licensee. The promise is personal to the licensee and cannot
__ betransferred. Raymond T. Nimmer, The Law of Computer Technology §7.09
. (revised ed.). Under general contract law, however, unless otherwise agreed,
.. - contract rights are freely assignable so long as such assignment does not
3 matenally change the duties of the parties. UCC §2-210..

_ On the other hand 1f an excluswe license cIosely resembles an assignment
ofthe underlymg intellectual property, the license generally will be assignable by
- the exclusive licensee, unless the license agreement expressly provides otherwise.
L 'See In Re Sentry Data, Inc., 87 B.R. 943 (Bankr. N.D. I11..1988). An exclusive
... license that does not resemble an assignment, e.g., an exclusive license to market
.- the software, is arguably a nonassignable license. Id. Therefore, an exclusive
license may convey only certain rights to the licensee, which is similar to the
... buyer's rights to resell and use the sofiware under the First Sale Doctrine. 17
. US.C.§117. An exclusive licensee is considered to be a copyright owner only to
the extent of the excluswe rights granted by the license.. Id. The transfer of an
.. ownership interest or exclusive right in a copyright must be in writing. 17 U.S.C.
. §204(a). Non-exclusive licenses, however, are not required to be in writing.
Effects Assocs, Inc. v. Cohen, 908 F.2d 555, 558 (9th Cir. 1990).

~ Regardless, from the licensor’s standpoint, the license should contain
langnage that the license is not transferable by merger, consolidation, operation of
- law or otherwise. This will allow the licensor to charge a transition fee if the
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licensee is acquired by another company or in the case of an outsourcing
-transaction. If the license agreement does not contain explicit language defining
assignment to include mergers, consolidations and operation of law, a court may
not consider such actions as constituting an assignment because the assignment
- arose through the operation of law and not a formal written agreement. (A related
 issue in-outsourcing is allowing third party contractors to access and maintain the
" software.. See Sections II.C.8 and V. below for a discussion of this issue). .
- ‘Furthermore, language that makes any attempted assignment or an assignment
* without the licensor’s consent void is necessary to prevent the transfer. Without
- “such language, a court may allow the assignment to be concluded and award the
licensor monetary damages. See Rumbin v. Utica Mutual Ins, Co. et al., 757 A.2d
~ 526 (Conn. 2000) (Anti-assignment clause did not render assignment ineffective
' but gave other party right to recover damages for breach.) (See §22.1) Se¢ also
-+ Restatement (Second) of Contracts §322(2) and comment b (1979). This area of
* .- the law is uncertain, however, as discussed above copyright law would appear to
conﬂlct w1th general contract law in thls matter

See Sect1ons ]I B and I]I A 3 b for further dlscusslons of this issue.

B Slgmﬁcant CIauses

o 1. Representat ons and Warranttes and Warrantx Disclaimer
SN f(a) : -Represe_ntatlons .and ‘Warraptle_s (§§;l 6.1, 16A-V, 16.2)
-~ (i) - General

~ Representations and warranties are not always mutually -
" inclusive and can have different consequences in terms of liability.

_ A “representation” creates a legal risk that the licensor’s
- sales puffery may lead to a claim of fraud in the inducement. See
~ Restatement (Second) of Torts §§525, 526, and 552C. An action
~ for a fraudulent misrepresentation must be predicated upon a
" “statement relating to a past or an existing fact. Future promises are
contractual and do not constitute fraud. Central On-Line Data
e Svstems V. Fllenet Com_, 1996 U S. App LEXIS 25261 {6th Cir.
1996).

Damages for such fraud may include the amount paid
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_under the contract minus any benefits obtained; the cost of cover;
.. extra labor expenses; the expense related to obtaining different
.. computer services; the costs associated with installing and
removing hardware; program conversion costs; and the costs of
. equipment maintenance, as well as the risk of the rescission of the
. license agreement without the necessary legal protections for the
. licensor. See Applied Data Processing, Inc. v. Burroughs Corp.,
.- 394 F. Supp. 504 (D. Conn. 1975) and Clements Auto Co. v.
. Service Bureau Co., 298 F. Supp. 115 (D. Minn. 1969), aff’d as
- modified, 444 F.2d 169 (8th Cir. 1971). In such cases the license
- agreement’s merger clause may be voided. allowmg previously
~excluded statements to be considered. See Financial Times
... Publications, Inc. v. Compugraphic Corp., 873 F.2d 936, 943-44
~.(8th Cir. 1990). Furthermore, at least one court has held that a
. party may not escape liability for misrepresentation by invoking a
* contract’s limitation of liability clause. Vmark Software, Inc. v.
EMC Co_1_;_o 642 N.E. 2d 587 (Mass. App. Ct 1994).

On the other hand da.mages for breach of warranty may
result in merely a reduction in price, i.e., the difference in-value
between what was warranted and what was delivered. UCC §2-

- .714(2). A customer may also seek rejection under UCC §2-601
" (“the perfect tender rule”) or revocation of acceptance under UCC
§2-608. In cases where the licensor fails to cure defects, the
licensee may recover as much of the price as has been paid. UCC
§2-711(1). If the licensor fails to deliver, the licensee may
purchase reasonable substitute software and recover the difference
~._between the cost of obtaining the substitute software and the
- contract price of, alternatlvely, the licensee may recover damages
for non-delivery equal to the difference between the market price
... and the contract price of the software at the time when the licensee
learned of the breach. UCC §§ 2-711(1), 2-713. As such, a
- . licensor should never make representations, only warranties. Most
.. licensees are willing to accept a warranty instead of a
. _represen_tatlon and believe one is as good as the other.

. A licensor must be careful as to any statement made about
" its software’s performance or capabilities. In the extreme, a
misrepresentation may void a contract’s limitation of liability.
.- Vmark Software, Inc. v. EMC Corp., 642 N.E.2d 587 (Ct. App.
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(R wMass. 1994).

-~ Every bredch of contract, however, does not give rise to a
-+ -cause of action under tort law. A-duty under tort law arises from -
.0+t circmmstances extraneous to and not constituting elements of the
.+ contract, even though it may be related to and dependent on the
. ...>contract. Bristol-Mevers Squibb, Industrial Division v. Delton-
i Star, Inc., 620 N.Y.S.2d 196, 197.(N.Y.A.D. 1994). In short, tort
actions arise from the breach of duties imposed by law (i.e., a duty
© " of care) regardless of the contractual terms defining the parties
- vrelationship: Consequently, a claim of fraud will not be allowed
7 where the only alleged fraud arises from the breach of the contract.
- i Jackson Heights Medical Group v. Complex Corp., 634 N.Y.S.2d
721,722 (1995). In the case of solely economic losses, recovery is
o4 limited to contract claims and not tort claitms. Transport Corp. of
.. Amer.. Inc. v. Internat’} Business Machines Cozp., 30 F.3d 953,
1+ 957 (8th Cir. 1994); Huron Tool and Engineering Co. v. Precision
- “Conisulting Services, Inc.; 532 N.W.2d 541 (Mich. App. 1995)
"% (fraudulent representationis alleged by plaintiff were
indistinguishable from terms.of contract and warranties, thus
plaintiff limited to contractual remedies). See also Word

Management Corp. v: AT&T Info. Sys., Inc., 525 N.Y.S.2d 433
(1988).

oo B s Courts have tilized two'tests, the economic loss doctrine
v+ 'and the “gist of the action” test to' determine whether tort claims
'+ "“that accompany contract claims should be allowed or rejected as a
wrongful attempt to recover additional contract damages. Bohler
v. Uddeholm America, Inc., 247 F.3d 79, 103 (3rd Cir. 2001}. The
economic loss doctrine is a judicially created doctrine to preclude a
+ commercial purchaser of a product from suing in negligence (tort)
~ “for a loss that is solely économic under the belief that recovery
242 should be had under contract law, warranty and the UCC. Prent
" Corp: v. Martek Holdings, Inc.; 618:N.W.2d 201 (Wis. 2000). Itis
-+ unclear, however, whether the doctrine would apply in the case of
o fraud, A frend has begun to emerge that claims of fraud involving
' a’breach of contract claim will be precluded by the economic loss
" “doctrine. Werwinski v. Ford Motor Car Company, 286 F.3d 661
. (3rd Cir. 2002) (court refised to recognize an exception to the
~ economic loss doctrine where intentional frand was alleged.) A
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fraud claim that is distinct from a breach of contract claim may
survive, See e.g. AKA Distributing Co. v. Whirlpool Corp. 137
- - F.3d 1086 (8th Cir. 1998) (fraud claim barred by economic loss
-~ doctrine); Huron Tool. & Engineering Co. v. Precision Consulting
- . Services, Inc., 532 N.W.2d 541 (Mich. App. 1995) (not all fraud
5 -claims precluded by the economic loss doctrine). For a more
- detailed discussion, seg Sanford, Fraud and the Economw Loss
B Doctrme Com. L. Newsl. 3 (Dec 2000). ’ :

e Slrmlarly under the gist of the action” test, courts have
- sought to preclude recharacterizing breach of contract claims as
- tort-claims. The doctrine seeks to determine whether the “gist” of
- the plaintiff’s claim lies in contract or tort and bars “plaintiff’s
-+ from bringing a tort claim that merely replicates a claim for breach
+i= » +of an underlying contract.” Phico Insurance Co. v. Presbyterian
.- ..Medical Services Corp., 663 A.2d 753, 757 (Pa. 1995). At least
-~ one court has held that the “gist of the action” test even bars tort
. claims based upon allegations of intentional fraud. ¢Toll, Inc. v.
SRS 'Ehas/SaVIon Advertlsmg Inc., 2002 WL 31491011 (Pa. Super.
" :NOV 3 2002) : :

- (11) Llcensor._-Warrantl_esu L

For software licenses, there are a number of “standard”
. -warranties which a licensor should make and a number which the
.. licensee should seek.: Which warranties that should be included is
. ..dependent on the nature of the transaction and the risk tolerance of
.. the partles ;

General (§16 1)

N A hcensor should Warrant that it has valid title to the
software it is licensing, that it has the right to grant the license
- including the license to any third party software, and that the
. software will operate in all material respects with the functional
... specifications.and current documentation. Licensors should
. carefully consider any warranty they make as to the software’s
. performance when operated in conjunction with any third party
_:.. software or certain hardware configurations as they may negatively
. influence the performance or operation of the licensor’s software.
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- Licensee’s, however, should insist on the inclusion of such a
g warranty to ensure they receive what they have paid for.

ystem Warranty (§16 A)

Where the soﬂwarc is part of an integrated system being
- installed by the licensor (i.e., a system integration project), the
Tlicensor should warrant that once installed, the system as a whole
*(versus the independent components) will operate in conformance
- with certain performance metrics. The customer should insist on
' the inclusion of detailed performance metrics which set forth the
“levels to whick the individual components and the system as a
 whole will perform. This is usually done through a warranty. (See
- *§16.B). Itis cuétOmary, however, for the licensor to state that the
" ‘operation of the licensed soﬁware w111 not be uninterrupted or error
free. (§16.1. 2)

Software (§16.B) -

e - When purchasing a software system, the licensor should
- “represent and warrant that the system as a whole will operate
-within the parameters of certain service levels. A system warranty
+ limits the problems that may arise when each of the individual
system components operate properly but when they are combined
o the resultmg performance is less than desired.

- 'The llcensor should also warrant that the software will meet
certain performance standards. (See §§16B, E and §3.B) By
having the licensor commit to certain service levels, the licensee is
©in essence gnaranteed that minimum level of performance.
-+ Jsually, the remedy for the breach of this warranty is the provision
" of pre-agreed service level credits or liquidated damages to the
licensee. This remedy is also usually accompanied by language
- that if the service credits or liguidated damages reach a certain -
“level, ‘the licensor will be deemed to be in material breach of the
underlying agreement and the licensee may terminate the
~agreement. The licensor has some protection in that the licensor’s
1'% failure to meet the service levels does not immediately result in a
material breach but rather the licensor has some period of time to
" correct its nonperformance while providing the licensee financial
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. compensation during the period it tries to correct its breach. Most
.- - licensors will insist on providing credits instead of actually making

a cash payment to the licensee.

Services (§16.C)

.. The licensor should warrant that all services will be

. rendered in a professional and workmanlike manner. This

obligation also arises under the common law. See, e.g., Marcus v.

~-Lee S. Wilbur & Co., 588 A.2d 757 (Me. 1991). Many licensees

. seek to include language to the effect that the services will be

- .. performed in a “first class manner” or “consistent with the
-licensor’s status as an industry leader” but these standards are

ambiguous and can-later lead to disputes in interpretation. As

) - such, the parties should seek to avoid these terms in favor of

clearly defined standards.

.Documéntation (§16.D)

. The licensor should warrant that the documentation
accurately describes the functional and operational characteristics

~ of the software as delivered to the licensee and that the
documentation is detailed and complete. Some licensees seek to
... . include language that the documentation will allow a “reasonably
- skilled™ operator to use and operate the software. The use of the

term “reasonably skilled” or a similar term is ambiguous and
creates significant risk to the licensor. Thus the licensor should

-‘ - resist 1nclud1ng language to this effect

The hcensor should agree to promptly provide all updates

. and enhancements to the documentation and software to the
.- licensee. Further, all documentation should be contemporaneously
updated to reflect any enhancements to the software. Without
-proper documentation, the licensee will not be able to fully utilize
the software. Thus it is important that the requirements of the
. documentation are explicitly detailed.

" Defects in Design, Materials and Workmanship (§16.E)

| Simﬂa_rly, the ﬁ_éenso;_' should warrant that the software is free
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from defects in materials and workmanship, although the licensee
'~ may ask the licensor to'warrant defects in design as well. A
<+~ licensor should think carefully before granting a warranty as to
design, as the nsks are greater as software by its nature is
- ~imperfect.
Bt ZInterface (§16 } 3 IR

The licensor should warrant that it will assist the licensee in
the licensee’s development of any application programming
interfaces (“APIs”) between third party systems and the software.
Further, the licensor should provide any industry standard APIs

" that the licensor is evaluating. The licensee should also see to have
- the licensor seek to use as many industry-standard protocols as
~:possible. This warranty insures that the licensee will have the
“licensor’s support in developing APIs. Without the licensor’s
* support, it could be quite difficult and potentially very expensive to
' develop the necessary interfaces. - - '

If a licensor does not create or publish APIs, the licensor
should agree to allow the licensee to reverse engineer, disassemble
or decompile for the purpose of facilitating interoperability
between the licensor’s software and third party software products.

" Under-existing law, the licensee most likely already has this right
+ . but-the licensee should-seek-to'have the licensor explicitly
= '-acknowlcdge this nght See Sect1on LA .3.c.(ii).

' ’Open Arch1tecture/01)en Svstem Warranty (§16.G)

- L1censor should also warrant that the software is designed
" in an Open Architecture environment such that the licensor should
publish all external interface sP'GCiECations Again, this will allow
_ the licensee to create mterfaces in a quicker, more cost effective

- *ggx_n.mmx@ms.ﬂ, 16D

A prudent licensee should include a warranty that any
- enhancements to the software will be compatible with the
" ‘licensee’s existing version of the software. A licensor should be
*“careful about making an open ended warranty. Rather, the licensor
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o should limit its compatibility obligations to the two most recent
. versions of the software to avoid the liability of making updated
versions compatible with earlier versions in perpetuity.

If the licensor is providing the licensee a complete,
integrated system or hardware with the software, the licensor
should warrant the compatlblllty of the 1nd1v1dual comp onents

. without modification. I

| L.Data Inte@gg (§16 J)

e A hcensee may request that the licensor convert its existing
S data and have the licensor warrant that the data will be converted
" . .accurately and completely. A licensor should think carefully
.- . before agreeing to undertake such a conversion or make such a
. warranty without fully understanding the risk involved. Most
prudent licensors will not agree to perform or be responsible for
-any data conversion as there is significant risk and expense
«- . involved in the process e '

. Software Obsolescence (§16. K)

8 The hcensee should obtam a representation and warranty
S ;g-,that the licensor is committed to enhancing the software in the
-~ future and that the licensor has no plans to discontinue the
development, marketing, maintenance or support of the software.
. This is especially important if the software will be mission critical
“to the operation of the licensee’s business and the software will be
~.~used for a significant period of time. In this event, the licensor
. should commit to provide maintenance and support services for a
.. 86t perlod of time.

Occasionally, a licensee will seek to have a licensor commit
to investing a certain percentage of revenues/profits into the
product each year. (See §3.A) A licensor should be hesitant to
make this type of commitment as it limits the licensor’s flexibility

. in operating the licensor’s business and could significantly reduce
.. its profits. At the same fime, however, a licensee has a legitimate
.....interest in knowing that the software/system is not going to be
-“‘sunsetted” shortly after the transaction is consummated.
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-+ " Disabling Code, Trap Doors, Viruses, etc. (§16.L)

- It is common to warrant that, except as documented, there
are no trap doors, time bombs or disabling devices. The failure to
do so may give the licensor significant leverage in the event of any
dispute, as some licenses specifically state that the licensor may

' disable the software in case of a breach See American Computer S

" Trust Leasing v. ‘Jack Farrell Implement Co., 763 F. Supp. 1473
- (D: Minn. 1991) aff’d, 967 F.2d 1208 (8th Cir, 1992) (license
" " permitted licensor to disable software for licensee’s non-payment),
At the same time, however, a licensor who disables software
without contractual authority may be guilty of an intentional tort
and be liable to punitive damages, see, ¢.g., Clayton X-Ray Co. v.
-+ Professional Systems Corp., 812 S.W.2d 565 (Mo. Ct. App. 1991),
Ut and potentially be in violation of the Computer Fraud and Abuse
1 Act (“CFAA™), 18 U.S.C. §1030. See North Texas Preventative
“Imaging, L.L.C. v. Eisenberg, 1996 U.S. Dist. LEXIS 19990 (C.D.
o7 Cal. 1996) (surrept:ltlous mclusmn of time bomb could lead to
v101at10n of CFAA) ' '

Licensees should also insist on a virus warranty. Many
licensors will seek to give a “knowledge” warranty with respect to
‘viruses or worms and warrant that they will use commercially
-~ reasonable efforts to screen the software and media for viruses.
~* " See generally, Robbins, Vendor Liability for Computer Viruses and
- Undisclosed Disabling Devices in Software, 10 Computer Law. 20
“(July 1993). Licensors should be careful about making an absolute
- ‘warranty as to the existence of viruses as they are difficult to detect
-and may enter the software through no fault of the licensor.

Regulatory Requirements (§16.M)

~ To the extent the licensee operates in a regulated industry
- with which the software interrelates, the licensee should require the
~licensor warrant that the software meets all applicable regulatory
- requirements. The licensor should strictly limit to the extent of any
“such warranty and if agreeable, the licensor should specifically
“state the regulatory requirements the software will meet. Further,
' “such warranty should be limited to the regulatory requirements in
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existence at the time of the contract execution. The licensee
_should include language, however, that the licensor will make the
software comply to any new reqmrements if the licensee pays for
such enhancements. .

 Media (§16N)

-, software is delivered is free from defects. This warranty does not
--create significant risk to the censor as the remedy is to sunply
provide the licensee w1fh anew disk or tape. -

ﬁ' Intellcctual Property (§16.0)

= . Historically, licensors have warranted that the software will
. not infringe on any third party intellectual property rights.
. Recently, an increasing number of licensors have ceased giving
- such warranties in light of the ever increasing number of software
. patents and the accompanying risk. - Instead, they argue that there is -
" no need to do so because the licensee’s risk 1s mitigated by the
- licensor’s agreement to mdemmfy the licensee in the event of any
- mﬁmgement :

_ . In essence, the hcensor seeks to eliminate any potential

o contract or tort claim for breach of a warranty or representation.
. :The licensee should think carefully before accepting this position
. and make sure that it is willing to forgo these claims. This is

especially important where the indemnification language allows the
... licensor to simply refund the licensee’s license fee where it is
. impracticable to obtain a license or make the software non-

mﬁ-mgmg (See §14.B.1). '

Alternatwely, the nsk fo the hcensor by including such
- warranty can be mitigated to a degree by stating that the licensee’s
-.“sole and exclusive” remedy for the breach of such warranty is
. ... . limited to the rights contained in the indemnification provision
~..(See §14.A.5). Stating that it is the “sole and exclusive” remedy
... will eliminate the licensor’s nsk excluding intellectual property
- infringement from the limitation of liability. For this strategy to
work effectively, the licensor must ensure that the indemnification
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language is clearly written to limit the licensor’s liability.

Third Party Warrantles and Indemmtle (§16 P)

The llcensor should asmgn to licensee all end-user
-+ ~warranties and indemmities related to any third party software to

- insure the licensee receives the benefit of what he has paid for. To™

~ the extent the licensor cannot assign any such warranties or
- -indemnities, the licensor should agree to enforce all such
-warranties and indemnities on behalf of the licensee.

sl il oy Quah;y (§16 Q)
R Many hcensees require the licensor to certify that the
- licensor is ISO 9000 compliant; that the software will be developed
in compliance with ISO 9000 or that the software will meet certain
- quality assurance standards,” The licensee should insist on the right
" to inspect the licensor’s. quality assurance processes and interview
its quality assurance team.: A few licensees actually seek to insert

- ‘their own employees into the development process o ensure a
-quality product: See §10. '

Authority (§16R) -~

: The licensor should warrant that it has the authority to enter
- into-the license agreement, that the individual executing the license
-« -is authorized to do so and that the grant of the license does not
“.violate any third party agreements. - Further, if the licensor is
- providing third party software, it should warrant that it has the right
...to grant the third: party license and pass through all benefits of the
- thlrd party hcense PRER

: Pendmg thmatlon (§16 S)

The llcensee should ask the-licensor to warrant that there is
no pending or threatened litigation regarding the software. This
* will force the licensor to disclose any existing litigation, which in
turn will allow the licensee to learn of any potential defects or
“claims by other licensees alleging the software is defective.
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‘Regardless of whether this representation or warranty is included in
the license agreement, the licensee should explore this issue as part
of its due di]igence.

" Change in Control (§16 T)

The hcensee should 1n81st that the licensor represent and

- owatrant that no “change of control™with the respect to the licensor -~

- is being considered, planned or pending. This protects the licensee
- . from entering into an agreement with the licensor based on the

. licensor’s reputation, size, experience, etc. and then having the
license agreement transferred to a third party, a party that the
licensee might otherwise niot have been interested in contracting
with. A licensor should not have any difficulty in making this

- :representation and warranty as this information should be disclosed

- to the licensee prior 1o contract signature.

R For a general discussion of computer warranties, see
. McKenzie & Roach, Negotiating Software License Agreements In
-+ an Economic Downturn, 18 Computer & Internet Law 9 (Dec.
. -2001) and Feldman, Warranties and Computer Services: Past,
Present and Future, 10 Computer Law. 1 (1993).

Material Misstatements (§16.U)

5o Licensee’s occasionally seek representation and warranty
- - similar-to the representations and warranties contained in
. -acquisition agreements that the licensor has not failed to disclose
- any “material fact” to the licensee.. See e.g. 17 C.F.R §240.10b-5
-+ .7 -(2001). - This protects the licensee from the licensor misleading the
- -licensee by omission but it creates a significant risk for the
licensor, as the licensor-is obligated to disclose any fact that a
reasonable licensee would consider to be “material”. From the
licensor’s perspective, this type.of warranty should not be included
as it is appropriate only n securltles transactions and not software
: :hcensmg SRR

b {Fltness For a Particular Purpose (§16 V)

. Licensors should av01d making statements about future
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* performance as they may unintentionally create an express
- warranty. If the licensee relied on certain statements by the licensor
- “.“as to the applicability of the software to the licensee’s business
‘‘needs, the licensee should insist that the licensor warrant that the

- software is fit for the particular purpose. In L.S. Heath & Son, Inc.

v. AT&T Info. Sys., Inc., 9 F.3d 561 (7t Cir. 1993), the court

‘held that a statement that a computer system could meet the N
‘buyer’s needs, induced the buyer to purchase the system, creating
: 5---an express warranty and becommg part of the bargain. Id. at 570.

: ) (1v) L1censee Wananhes (§16 1 2)

The licensor should have the licensee make a number of |

 warranties to the licensor. FH’St the licensee should warrant that it
"' is a-company in good standing in the state in which it is
~‘incorporated and that the individual executing the license on behalf
- of the licensee is authorized to do'so (§16.2.1). The licensee
-" "should warrant that the execution of the license agreement does not

violate any other agreement to which the licensee is a party

- (§16.2.2). Further, the licensee should warrant that it has the
- ability to pay the license fee and its debts as they come due
S (§16.2, 3) The licensor should also consider whether the nature of
* the transaction dictates that the licensee make other specialized
" representations and warranties to the licensor.

Disclaimer of Warranties (§16.1.4)
(i) In General

- As permitted under UCC §2-316, the licensor should

~ “disclaim all warrantics exc;ept'i_:hoSe expressly made in the license
. agreement including all implied warranties. If the licensor does not

“disclaim all other waxranties, under UCC §§2-313, 314 and 315 the A

" licensor would be potentially liable for the failure of the licensed
‘software to be merchantable or fit for the purpose for which it is

intended by the licensee. The implied warranties of
merchantability assures the purchaser that the product falls within

" the general standards of fitness for ordinary purposes under the

~ ‘product’s description. Vision Graphics, Inc. v. E.L du Pont de

‘Nemours, 41 F. Supp. 2d 93 (D Mass 1999). It does not guarantee
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that the product will be ideal or ever optional for a particular vse.

L Id. Section 2-316(2) of the UCC requires that any warranty

disclaimers related to merchantability must mention the word

. _merchantability in writing and it must be conspicuous, while those
~ relating to fitness fora partlcular purpose must be in writing and
* conspicuous. - o

- In any license agreement, it is also important to includea

. . provision granting the licensee a monetary refund if a “repair or

replace” remedy fails of its essential purpose. Such remedies

. should be stated to be éxclusive: Liability for spemal incidental
and consequential damages should also be excluded. See UCC §

- 2-719. Tfa court finds that the licensor's warranty "failed of its

:essentlal purpose’ (1 e., the licensor did not provide the licensee

... with a viable remedy), some courts will void the licensee’s

o contractually agreed-to exclusion of consequential damages,

potentially creating unllmlted liability on the licensor’s behalf. See

| 'UCC §2-719(2) and Section 1LB.7.(b) below.

Under the Umform Computer Information Transactions Act

“ | (“UCITA”) specialized warranty disclaimers are required. See
- Section VII D.9 for a more detailed discussion and Section

. 16.1.4. A for an example ofa UCITA warranty disclaimer. In

P demdmg the governing law, the partles should carefully consider

| ‘the implications of UCITA and how it may affect the language of

the contract and the outcome of any potential dispute.
(i)  Magnuson-Moss .

. If the software is to be supplied to consumers who will

o utﬂxze the software for personal, family or household purposes, and
o _.the license contains. any written warranties, the supplier will have
- - .-to comply with the Magnuson-Moss Warranty-Federal Trade
.. Commission Improvement Act (the “Act”). 15 U.S.C. §2301 et
seq; 16 C.F.R. §701. The Act does not apply if the supplier does

. not make any express warranties..

| “The Act broadly clefines warrantles to include any written

. afﬁrmatlons of fact or written promises made in connection with
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 affirm or promise that the material or workmanship is defect free

or will meet a specified level of performance over a specified

- period of time. 15 U.S.C. §2301(6)(A). It also includes any
* written undertakings to repair, replace, refund the license or take
* other corrective actions if the software fails to meet certain stated

functionality. 15 U.S.C. §2301(6)(B). Functional specifications or

.....aright to return the software are not considered warranties under. ..
" the Act. ' The Act requires full and conspicuous disclosure of a
o warranty’s terms and conditions in simple and readily-understood
e language. Furthermore, the Act lists thirteen items whose
" “inclusion may be requlred by Federal Trade Commission rules. 15
N U S C. §2302 (1996)

Under the Act, certain consumer product warranties made -

" in'writing must clearly and c_:onsplcuously designate the warranty as
- ither a “limited warranty,” i.e., one that does not meet federal

minimum standards set forth in Section 2304 of the Act, or a “full
warranty,” i.e., one that meets minimum federal standards set forth
in Section 2304 of the Act. 15 U.S.C. §2303 (1996). If a full

_ warranty is made, the supplier must correct defects within a
' reasonable time and without charge and may not limit the duration
" “of implied warranties. Further, after a reasonable number of
" attempts to remedy a defect, the consumer may elect to receive a
' 'V'Z’:reﬁmd or replacement 15U8.C. §2304 (1996).

In any case, the Act prohibits a supplier from disclaiming or

modifying the warranties of merchantability and fitness for the
" purpose ifitended if the supplier makes a written warranty as
" defined under the Act, or the supplier enters into a service contract

with the consumer within 90 days of the date of sale. 15 U.S.C.
§2308 (1996). In addition, the Act only allows the supplier to limit
the duration of these implied warranties to “the duration of a
written warrant‘y of reasonable duratmn ” 15 U.S.C. §2308(b)

© (996

1tis believed the Act applies only to the physical media on

*'which software resides, as opposed to the software program itself,
o although there has been no judicial decision on this issue as of this

“writing. Nevertheless, written warranties as to the workings of the

 software itself may be covered and thus should be avoided.
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 Moreover, warranties as to twmnkey systems may fall under the Act,
. .in which case both hardware and software would be coveredasa
~ single product. Thus, the.careful licensor of software to be
~ licensed to consumers should make no written warranties and
_ should not provide service contracts which become effective less

- ‘than 91 days from the date of sale.

For a more detailed discussion on the'effectsof =~ =

- representations and warranties on software licensing, see Dutton,

' Warranties, Time-Bombs and Other Risk Allocation Issues, 69

Com. L. Adviser 69-102 (Sept. 1993); Friedman and Hildebrand,

" 'Computer Litigation: A Buyer’s Theories of Liability, 4 Computer

Law. 34 (Dec. 1987); Philips, When Software Fails: Emerging

. Standards of Vendor Liability Under the Uniform Commercial
- Code, 50 Bus. Law. 151 (1994). Seg also, Hammond, Limiting and

Dealing with Liability in Software Controls, 9 Computer Law. 22
(June 1992)

o (111) ‘.Spe_clﬁ_q Disclaimers (§16.5}

" The licensor shouid_ speéi_ﬁcally provide that all warranties

i are voided by any misuse of the software, modification of the

' The length of the warranty period for the licensed software is an

. soﬂware by the licensee or the failure to operate the software in the '
'spec1ﬁed environment. Software is temperamental by nature and
its performance can be adversely affected by the failure to run it in

the specified environment. Further, the licensee should not be held
responsible for misuse of the software or for modifications made

by the licensee. The licensor needs to control the integrity of its
. software to ensure the soﬁware meets the stated functional
- spemﬁcatlons

Length of Warranty (§16.1)

element of price. Industry standard is to provide a 60- or 90-day warranty
. effective on the date of delivery or date of acceptance of the software. Itis
. important to recognize when the warranty begins. Many licensors state
that the warranty begms on the date of installation or shipment. This is
- _j potentlally troublesome for the licensee as the warranty may expire prior to
. acceptance and thus should not be agreed to by the licensee. The equitable
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solution is to have the warranty run from the date'of acceptance. If the
licensee requires a warranty longer than the standard warranty offered by
:the licensor, the licensor can provide one for an increased price.
Generally; 12.months of maintenance is priced at an amount equal to'15%
. to 18%.of the license fee. Some licensors include the ﬁrst year’s
. maintenance in the 1mt1a1 hcense fee & - =

L1censors -must be careful 'to hmit the length of any warranty they
- give. Many licensees request a one-year warranty. This creates a hidden
risk for the licensor as, during the warranty period, the licensee may
-terminate the license agreement and seek a refund if the licensor is in
material breach. During a maintenance period provided under a properly-
worded and separate maintenance agreement, however, the licensee would
-».--only receive a refund of the maintenance fee if the licensor was in material
breach. ‘Thus, a prudent solution is for the licensorto grant, e.g., a 60-day
‘warranty and ten months free maintenance under a separate maintenance
- agreement. At least one major software company provides no warranty
" period and instead gives the licensee a 90-day period.in which to evaluate
- -and:test the software prior:to acceptance. At the end of the 90-day period,
" the potential licensee can either accept the software “as is” without a
Warranty or re_] ect the softwa:re w1thout obhgatlon

S 20 -General Indemnlficatlon (§15)

SR General mdemmﬁcatmn clauses usually address the hab111ty of one party
' -to the other for lability the first-party incurred to a third party as a result of the
second party’s actions. Indemnification is usually limited to personal bodily
injury and/or tangible property damage caused by one of the parties to a third
- party, including the other party’s employees or agents. ' This principal transfers
- risk between the parties. Indemnification iay arise from a contract’s provisions
- ‘but may also be implied by a court. A majority of jurisdictions which have
- addressed the issue of implied indemnification obligations “hold a contractual
‘relationship under the U.C.C. with its implied warranties, provides sufficient basis
- for an implied indemnity claim when the buyer incurs liability to a third party asa
result of a defect in goods which would constitute a breach of the seller’s implied
©or express warranties.” Central Washmgton Reﬁlgeratlon Inc v. Barbee, 946
P.2d 760 (Wash 1997) SR

Although the right of mdemnlﬁcatlon may arise under common law, the
inclusion of indemnification clauses contractually allocates risk between the.
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... parties with respect to such liability. Novak v. BASF Corporation, 869 F. Supp.
o3 (NNDUNLY 1994). Moreover, the failure to include an indemnification
~provision may limit an injured party’s recovery under the laws of those states that
-~ have not adopted the doctrine of comparative negligence and still recognize the
- doctrine of contributory negligence. A correctly-worded indemmification clause

will also allow for the recovery of atforney’s fees which traditionally are not
recoverable in a legal action. The indemnification provisions contained ina

. license agreement are often mutual for the protection of both parties.  The
- --interaction between the license’s indemnification clause-and the indemnifying
.- .-party’s insurance policies should be closely scrutinized as the waiver of its
- - insurance company’s right of subrogaflon may raise the. mdemmfymg party’s
-+ insurance. rates. . _ : : . L

Inde'rﬂhiﬁcation usuélly.co?ers only third party claims and not the

. indemnified party’s damages. The indemnification should not be for ail third
+-. - party-claims but only for those arising from intellectual property infringement and
- those that usually cannot be disclaimed such as personal bodily injury. If the
- Heensor agrees to allow the licensee’s contractors access to its intellectual

property, the licensee should indemnify the licensor for any misuse of the

- - licensor’s intellectual property by the licensee’s contractors. The indemnifying

party must make sure that the indemnity is tightly drafted and should never agree

to indemnify the other party for its general negligence or for damages arising from

the breach of the license/agreement. Further, the licensor should ensure that it has
disclaimed all liability for all third party claims except those for which it is

. indemnifying the licensee. See e.g:, §16.1. The underlying reasoning for this
. position is that the licensee can hmlt 1ts liability through the licensee’s contracts
.- -with its own customers. 3 e :

| Usually, mdemmﬁcatmn for personal bodlly mjury or personal property

'tdameges are. excluded from the contract’s limit of Hability. In consumer

transactions, any limit of liability for personal bodily or personal property damage

L - may be held to be.against public policy. UCC§ 2-719(3)."-As such, the limitation

of liability clause discussed in Section HL.B.4. below often contains “carve out

. provisions excludmg the license agreement’s mdemmﬁcatmn prov151ons

Any 1ndemn1ﬁcat1on wh1ch would release a party from all liability from its

 own future negligence “must be expressed in unambiguous terms within the four

corners “of the contract” and be “conspicuous” under the UCC. Griffin

- Industries, Inc. V. Foodmaker, Inc., 22 S.W.3d 33, 37 (Tex. 2000).
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‘ Snmlarly, the indemnifying party should make sure its indemnification
~ obligations are limited solely to third party claims and claims for tangible personal
o property for damage and personal bodily i injury. A smart party will also include a
o correspondmg warranty to insure seamless coverage allowwg it to recover for any
* injury it may mcur

The statute of limitations on an indemnity claim begins to run when the = |

" “claim is settled, even if the statute on the underlying warranty has already expired.
" Washington Refr_lger_atlon 946 P.2d at 765.

3. Intellectual Property Indemnification (§14)

Intellectual property indemnification protects a licensee if a third party
~ brings a claim that the licensee’s use of the licensed software violates such third
" party’s intellectual property rights. Usually these intellectual property rights are
o copyright, patent trademark and trade secrets. Trade secrets create the greatest
- risk for the licensor as they are not usually recorded in any location where the
licensor would be able to determine whether the intellectual property in question
infringed upon a third party’s trade secrets. Slmﬂarly, many licensors are hesitant
©-. - to'provide patent indemnification for sofiware given the unsettled nature of the
' validity of software patents, and also given the fact that licensors are unable to
. know what inventions are disclosed in _competitors’ patent appl1cat10ns that can
S take fwo years or more to issue and become publicly available. Trademark
) mfrmgement is not as serious a concern in software licensing as only infrequently
S wﬂl thc hcensee be’ usmg the licensor’s trademarks '

_ Upon grantmg a hcense to the licensee, the hcensor is assumed to have
o ff'made an 1mplled watranty of title under Section 2-3 12(3) of the UCC. Section 2-
. 31 2(3) of the UCC provides that unless otherwise agreed, a seller who is a
““merchant regularly dealing in goods of the kind sold, warrants that the goods
delivered will be free of any rightful, claim of infringement by any third party. It
also provides that a buyer who furnishes the specifications, must likewise
o mdemmfy the seller for any claim arising from the seller complying with the
" buyer’s spemﬁcauons UCC §2-312(3), Bonneau Co. v. AG Industries, Inc., 116 -
* F.3d 155 (5th Cir. 1997). This indemnity is limited to third party rights existing at

o ‘the time of delivery. Yitro Corporation v. X. Ray Imagmg Assoc., Inc., 223 N. J.
. _’“_Super 347,351,559 A.2d. 3,5 (1989).

A patent license, however, does not usually contain‘aﬁ implied warranty of
non-infringement. Deller, Deller’s Walker on Patents 406 (1981). See Motorola
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Inc. v. Varo, Inc., 656 F. Supp. 716 (N. D. Tex. 1986) and Chevron, Inc. v. Aqua
Products, 830 F. Supp. 314 (E. D. Va. 1993) (under the doctrine of federal
*preemption, UCC §2-312(3) does not impose an 1ndemmty obligation on a party
" that would not otherwise bear infringement liab'ili'ty under federal patent law).
" But see Cover v. Hydramafic Packing Co., 83 F.3d 1390 (7th Clr 1996) (UCC §2-
312(3) is not preempted by federal law.)

The defense of mtellectual property mdemmﬁcatlon suits can be costly. -
~even if the licensor eventually prevails, and durmg their pendency the licensee
may be prohibited from using the software it needs to operate its business. As
such the licensor/indemmifying party should carefully limit the indemnity it offers,
while the licensee should make sure it obtains the protection it needs to operate its
- business.

_ From the licensor’s perspective, the indemnification clause should be
- limited to existing Umted States mtellectual property rights at the time the license
' agreement is executed. This ehmmates any right to mdemmﬁcatron for
_ :mtellectual property rights created subsequent to the grant of the license. At the
 samie time, it limits mdemmﬁcatron only to those United States. intellectual
"__property rights, mgmﬁcantly lrmrtrng the hcensor s risk. With foreign
; transactions, indemnification should be lnmted to the United States and the
" country in which the software will be used. At the same time, any foreign
mdemmﬁcatron should be granted only after sufficient due drlrgence has been
e 'perforrned with respect to the product market in the partrcular foreign country, and
' “‘even then it should be limited solely to patent and copyright indemnification,
since a number of fore1g11 jurisdictions have “first to file” trademark laws that
_ encourage manipulation of the rights of foreign frademark owners. Including the
o phrase "finally awarded" limits the licensor's obhgatlon to make payments to the
licensee until all appeals have been exhausted ‘The licensor should also be careful
U to limit indemmnification to a specrfic Ircensee and not a broad class of entities such
~ as “the hcensee and _1ts afﬁlrates or “the hcensee and 1ts customers ' :

‘The licensee should insist, however, that any atternpt to hmrt
* indemnification to U.S. mteIlectual property should be limited only to patents.
- Copyright infringement, for example, should not be limited solely to U.S.
- copyrights, as under the Berne Convention a foreign copyright holder may enforce
" its copyrights in the United States. Berne Convention for the Protection of
Literary and Artistic Works, July 24, 1971, S Treaty Doc. No. 99-27, AT 39
(1986) Art. 4.
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- Indemnification by the licensor should be predicated on several
requirements. First, the licensee must promptly notify the licensor of any claim;
second, the license must assist and cooperate in the claim’s defense. Third, the
licensor must control the defense of the suit as the licensor ultimately bears the

“financial responsibility. Fourth, upon notice of a claim, the licensor may, at its
*: option, either make the licensed software non-infringing, obtain‘a license to use
such software from the party trying to enforce its rights, or provide functionally
" ‘equivalent software. Alternatively, if none of these options is practicable, at the
licensor’s option, the licensor may refund the license fee to the licensee. Usually
“this refund is reduced by the benefit the licensee received prior to the sofiware’s
. removal, based on a five-year amortization. This remedy is usually in full
o satlsfactlon of the llcensor s hablhty to the Ilcensee

All 'agreem'ents should exclude 1ndenm1ﬁcat10n where the licensor acts on
. the licensee’s direct instructions, the licensee utilizes stuperseded software, or if
the claim arises from the licensee’s use of the software in conjunction with
commercially-available, third-party sofiware. ~ A licensee will want to ensure that
* the licensor warrants that the software will be non-infringing, whether standing
alone or in-conjunction with the hardware or software with which it was designed
10 operate. The failure to-obtain such a warranty, in practicality, leaves the
-+ licensee without a real remedy, in the event an mtegrated system fails to perform

" properly.

A licensee must make sure it is comfortable with language that allows 2
licensor to refund the licensee’s license fee, especially if the sofiware is important
" to-the operation of its business, as the licensee may receive only a refund of its
" license fee in the event of a claim of infringement. Similarly, if the licensee
" insists on removing the licensor’s option to refund the license fee in full
~satisfaction of an infringement claim, the licensor must bé comfortable with the
. concept that it could be forced to expend its entire net worth obtaining a work
around or a license for a functionally-similar software package. The solution will
usually be an element of price as the licensor will usually expand its
indemnification for an increased license fee.

Finally, the licensee should insist on including language allowing the
-licensee to assume its'own defense at the lmensor s cost if the licensor fails to
SR promptly assume’ any defense :

* - Foramorein depth discussion of the issues surroundmg intellectual
- property indemnification and model clauses, see Ocampo, Curtin & Moss,
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Inﬁ'mgement Indemnity, 14 ACCA Docket 64 (July/August 1996)

4. Pag ent (§8) 3
Payment terms wﬂl usually depend on the type of license granted and
whether the contract reqmres any software development work to be performed.

{a) Serv1ce Bureau Lleen.ses

o Most soﬁware hcense agreements reqmre payment in advance or
upon installation and acceptance. Service bureau licenses are usually
priced and paid on a per “transaction” basis and billed monthly. The
actual billing structure is dependent on the type of software involved. For

. example, with cellular telephone billing software, the license fee may be
... based on the number of subscriber bills printed or with electronic medical

... records on the number of patients in the database. Service bureau licenses
. are usually utilized when the sofiware is very expensive and the licensee

... wishes.to conserve cash flow by paying by the transaction instead of

..~ purchasing an outright license. On a long-term basis, a service burean
. Jicense is usually less cost-effective, although it may allow a licensee to
switch vendors more easily as the licensee has less money “invested” in

the software. -

_».(b) ;. Development Contracts .. ... .. ..

: - Most license agreements with a sofiware development component
- _provide for payment on a time and materials basis or on the basis of

. certain pre agreed milestones. Each structure has certain benefits for both
... the licensor and the licensee. The ultimate payment structure chosen by
. the pames w111 reflect the allocation of risk agreed to by the partles

(1) .- Trme a:nd Matenals vs. leed Price. (§8 E)

Payment on a time and matenals ba51s is preferred by the
.licensor as the licensor is paid as it renders its services, greatly
reducing the risk of non-payment while, at the same time,
eliminating the risk of underestimating the cost of a project. The
greatest risk to a developer in a fixed price contract is that it
significantly underestimates the costs.involved. If a large contract
experiences overruns in the time and labor to finish the project, the
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. overrun can cost the developer tens of millions of dollars. At the
“: ‘same time, without a fixed price, the licensee can never be certain

- 'what the cost of the software will be until acceptance. Cynical

. Heensees believe that the developer/licensor has no incentive to
- limitcosts in the absence of a fixed price confract because it bears

! no economic nsk thus lncreasmg the cost to the licensee.

'The‘hcensee"l's "usually bllled'on'"a'fmbnth'ly basis for titme

-“and materials contracts. For complex projects, payment on a time
- “and materials basis is not favorable for licensees as the licensee
- cannot be sure that at the end of thé project the'services will have
- been satisfactorily performed.: Making substantial
- contemporaneous or even upfront payments to the licensor, greatly

reduces the Ilcensee $ leverage in the event of a dispute with the

hcensor

(11) Mllestone Payments (§§8 2, 8. 3)

Pre agreed milestones provide greater protection for the
licensee while assuring the licensor will receive progress payments

~necessary to fund its development efforts. This method also

~-provides the licensee greater leverage in the event a dispute arises

. with the Ticensor.. The use of milestoriés is not without risk, as the
. parties must agree what triggers payment (i.c., delivery,

acceptance, etc.), which has ramifications on both parties. A
licensee should be wary of payment on delivery before the software
has been tested, while the licensor must carefully consider

“accepting payment upon dccéptance, as the licensee has greater
- leverage in not accepting the milestone. ‘A compromise is to have
~ * . the licensee make payment on delivery, but state that such payment
“is only an “advance” and that all'such payments are immediately
- “repayable to the licensee if the ultimate deliverable is not accepted.
+ Coupling these payments to the éstablishment of an advance
' "payment bond in an amourit equal to the amount of these
“advances,” effectively limits the licensee’ s risks. At the same

time, the licensor has complete use of 1ts money less the minimal

-+ ¢ost of the bond.

@

Setoff (§§ 5.3.2,3.B.2)
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S I

* Many licensees seek to include langnage in the license agreement

v alidwing the licensee to set off payments owed to the licensor in the event
-of a dispute between the parties. A licensee must specifically state that it
‘possesses the right of setoff as this right is statutorily based and does not

exist under common law. 80 .C.J.S. SetOff and Counterclaim 4. See also

.- Stanley v. Clark, 159 F..Supp. 65, 66 (D.NH. 1957) (citing C. I.S.);

Carfoss Const. Corp. v. MMSG Ltd. Partnerships, 904 F. Supp. 450 (D.

-.-Md..1995) (as right.of set. off does not exist under Maryland common law it
-may be exercised only with respect to statutory authority or incident fo a
- courts’ equ1ty jurisdiction). Licensors uncertain as to the status of
-, applicable statutory law should insist on an affirmative statement that the
.. licensee may not offset payment to prevent the licensee from gaining
-additional leverage over the licensor.- Removing the right of offset

eliminates:the licensee’s leverage through the ability to withhold payment.
In practice, however, a dissatisfied licensee will offset monies owed to the
licensor regardless of any contractual prohlbltlon to the contrary or

applicable statutory law. -

Breach and Termmatlon (§5)

A llcense s termmatmn prowsmns are extremely important from both the

e hcensor s and licensee’s perspective’s as each has different concerns about the
..--ability to terminate the license agreement and the rights of each party upon such -
temnnatlon o Lo

] '. (a) .-.”[.'i'le Licensee__’é Breﬁbh:

The llcensor is. very concemed w1th the protection of 1 1ts intellectual

r property and, to a lesser degree, receiving payment. While a “cure period”
- .of thirty days is standard for most breaches by a licensee, most licensors
. seek to include a provision allowing the licensor to immediately terminate
 the license or obtain an injunction if the licensee violates any of the terms
. -of the:license grant or the license agreement’s confidentiality provisions.
.. The basis for immediate termination stems from the licensor’s desire to
. immediately stop the misuse of its software or confidential information, as
.. these breaches cannot be cured. Other issues such as payment, which are

not so critical and can be easily cured, are subject to a standard 30-day
cure period. :

At the same time, the licensee wants to make sure the licensor can
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only terminate the license and take possession of the software for a
‘material breach. In addition, the licensee should carefully consider any
self-help measures the licensor seeks to include in the license and any
" language regarding the licensor’s ability to disable the software without
liability. Many licensees insist that the license contain a provision
allowing the licensee to use the software until any dispute is resolved.
The licensor should insert language stating that the licensee must
- correct any non-conformance and that the licensee canmot walk away from
' acontract if it becomes unprofitable to perform. " At least one court has
- recognized that a licensee’s failure to perform due to a contract’s
- ‘unprofitability is not an intentional breach of contract. Metropolitan Life
" Ins. Co. v. Noble Lowndes Int’l. Inc., 643 N.E:2d 504 (N.Y. 1994). In
T essence, the llcensee seeks to ensure a form of spec1ﬁc performance.

o (b) The Licensor’s Breach (§5 LA)

Except for breach of the conﬁdentlahty provisions, almost all.
' breaches by the licensor are subject to a cure period, usually no less than
~ “'thirty days. Furthermore, the licensee’s right to terminate the license
~---agreement for breach should be for the licensor’s material breach only.

‘Software, especially customized software, is often very complex.
- Thus it may require quite some time to diagnose a problem, code the

solution, and then install and test the software. The licensee can protect
itself from the resulting late delivery by including a provision for
liquidated damages should the licensor fail to deliver the software in a
timely manner or if the software fails to operate in accordance with the

" functional specifications. However, the amount of liquidated damages

" must not be so high as to be considered unconscmnable or it w111 be

= "unenforceable See UCC §2-718 comment 1

o In addition to timeliness, licensees are very concerned with the
" “agreement’s termination for the licensor’s material breach in failing to
deliver the contracted software. In such an event, the licensee is faced
with a dilemma: the licensor has not delivered a working product, but if
the licensee terminates the agreement its business may be severely
affected. As such, many licensees want the option of either receiving the
‘software’s source code to complete the project itself, the right to receive
- monetary damages, or both. To ensure it receives the source code when
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licensor breaches the license agreement, most licensee’s insist on the
. execution of an escrow agreement. While this ensure the release of the
- software’s source code to the licensee, receipt of the source code does not
o necessanly solve the licensee’s problems. See Sectlon IV for a more
- indepth discussion of this issue. :

() Tenhihation fer Con\'renience..(§4.1.A)

Often, software development contracts will contain a termination
_ for convenience clause which allows one or both parties to terminate a
. . . contract without cause. These clauses are usnally inserted at the insistence
. of the licensee, as it allows the licensee to terminate its contractual
--obligations upon payment of a predetermmed fee to the licensor.
~ Licensors do not favor termination for convenience clauses as they often
prevent the licensor from recognizing the full value of the agreement.
Each party should carefully consider the inclusion of such clauses. If
. included, the parties should include language which protects them
financially in the event of such termination and clearly delineate how any
. termination fee will be calculated. The licensor should insist that if the
... licensee terminates for convenience, the licensee.shall be entitled to
- recover its termination costs which may or may not include lost profits. At
the same time, the licensee should insist the cost for terminating for
_convenience cannot in any circumstance exceed the total contract price.

6. Remedies (§§5.2,53)
@) _‘-.__LicenSee Remedies §53)

L - To protect 1tse1f in the event of the licensor’s breach, the
: __ltcensee should seek to include of 2 number of rights and remedies in the
parties’ contract The actual rights and remedies included in a particular
contract will be dictated by the needs of the parties and the level of
. protections the licensor is willing to concede. Set forth below are several
.. rights and remedies the licensee should consider including in its contract.

(i)‘ _. _Termination (§ 5.3.1) a
In the event of a matenal breach” the licensee should have

_ the hght to terminate the agreement and seek monetary damages
 under traditional contract law. This remedy is standard in most
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_ - agreements with a large portion of the negotiations between the
“ - parties focused on what constitutes a “material breach”.

- (y) -~ Specific Performance (§§ 5.3.4, 28.A.5)

Equitable Relief

The licensee should trj} o include thenghtto -

* “specific performance. Specific performance protects the
licensee from having the licensor cease the performance of

its obligations in the event it was no longer profitable to

- perform. See e.g., Metropolitan Life Ins. Co. v. Noble
. Lowndes Int’l, Inc., 643'N.E.2d 504 (N.Y. 1994). The

< licensor, however, will most likely be unwillingly to

- include such a provision as it creates potentially unlimited
liability on its behalf by requiring the licensor to reperform
‘work on a project until it is completed. Further, given the

- impetfect nature of software, it gives the licensee

‘significant leverage over the licensor in any dispute.

. - {z). nght to Séf 0ff;(§§=5.3, 8.7)

. - - Another equitable remedy the licensee should seek

to include is the right to set off any damages the licensee

- incurs against any monies‘owed to licensor by the licensee.

Even if the parties” contract fails to include this right, most

-licensees will exercise “self-help” by refusing to make

- ~’payment-until the issue has been resolved. While a smart

- licensor will seek to exclude language acknowledging the
~licensee’s right to set:off and perhaps even specifically

- prohibit the right of set off, there is little the licensor can do

“ to prevent the licensée from withholding any money due the

. licensor. See Section II'B.9(c) for a more detailed
discussion of set off.

(iii)

Cover (§ 5.35) __

- A smart licensee will seek to include language allowing the

licensee to seek “cover” in the event of the licensor’s breach. This
provision requires the licensor to be financially liable for any costs,
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. in excess of the contract price, incurred by licensee in having a
. third party fulfill the licensor’s contractual obligations. Most
licensors will not agree to such a provision as it creates essentially
a carte blanche for the licensee and-the entity that is hired to
perform the work. At a minimum, the licensor should include
. langunage that limits the licensor’s liability to the predetermined
hrmts of hablhty set forth in the agreement.

- (1v) Access to Sourc_e Code, Documentation, Employees and
: Contracto_rs (§§ 5.3.6,5.3.7) ‘

o v A hcensee should also include language in the contract
' allowmg the licensee to obtam a free or discounted copy of the
. softwate’s source code and all available documentation in the
- . .event of licensor’s material breach. While this provision cannot
- .:~ensure that the licensee will be able to avoid damages from the
.- licensor’s breach, 1t will provide the licensee a means to further
- limit its risk. The licensee should also insist on language waiving
- any prohibition on the llce_nsee soliciting and hiring the licensor’s
employees and contractors in the event of the licensor’s material
~ breach. This is important, as without access to the licensor’s
employees and contractors, possession and use of the source code
- .-and documentation will most likely be of little help to the licensee.

) Attomeys ‘.Feé; (§ 5.4)

. In the event the licensee brings a successful legal action as
_-aresult of a breach.of contract by the licensor, the licensee should
. be entifled to recover its legal fees. This provision provides a
.- disincentive for the licensor to breach the contract or dispute any
. issue in bad faith. A licensor that agrees to this provision should
-- make sure that it is mutual. By making the provision mutual, both
-, parties are incented to quickly and fairly settle any matter.

(vi)  Transition Rights (§ 5.3.3)

If the software licensed by the licensee is critical to the

~..: operation of the licensee’s business, the licensee should require
. that the licensor provide transition services in the event of any -

termination. of the agreement regardless of whether the contract
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was terminated for one party’s breach. A contractual transition
period reduces the licensor’s leverage in those situations where the

 licensee is in breach but the services provided by the licensor are
- important to the continuing business operations of the licensee.

. Similarly, it requires the licensor to cooperate in the event the

.. licensor is being terminated, where the licensor might otherwise
. +have no incentive to do s0. The contract should address the =~
continuation of services or use of the software, knowledge transfer,

- the cost and duration of such services as well as the continuation or

termination of any collateral services. Regardless of the cause of
breach, the licensor should be willing to provide the required
services so long as it is compensated accordingly. The price of

.. such services as well as the duration is often determined on the

basis of who was in breach.

: (vll) .Monetary Damages -

 In the event the licensor desires monetary damages based
on a refund of monies paid, the licensor should set forth the basis

~on which they will be determined. The damages may be based on

the purchase price, the price paid less any depreciation for actual

~‘use or a predetermined damages (liquidated damages). Each of

e these methods will result in a different amount and could be greatly

(b)

affected by the nature of the breach., -

Licensor Remedies (§ 5.2)

e -(.i) i T_erminafciqn §53.1)

- In'the event of a “material breac ”, the licensor should have

.+ the right to terminate the agreement and seek monetary damages
- under traditional contract law. This remedy is standard in most
. agreements with a large portion of the negotiations between the
- " parties focused on what constitutes a “material breach”. The

licensee should carefully consider the licensor’s ability to terminate
the agreement if the licensee will need to utilize the software on an
ongoing basis. The licensor’s ability to terminate the agreement
gives the licensor significant leverage over the licensee in these
situations.
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(11)

Attorney’s Fees (§ 5.4)

In the event- the licensor brings a successful legal action as a

: .result of a breach of contract by the licenses, the licensor should be
... entitled to recover its legal fees. This provision provides a
:-disincentive for the licensee to breach the contract or dispute any
-—issue in bad faith. A licensee that agrees to this provision should
- make sure that it is mutual. By making the provision mutual, both
part:les are mcented to qmckly and falrly settle any matter.

(111)

Eqmtable Rehef

| .(y) Injunctlve Rellef (§28 A.5)

The licensor should include a provision allowing the
licensor to obtain injunctive relief in the event the licensee
breaches the licensing terms or misuses the software. The-
ability to obtain injunctive relief is important as the licensor

.. heeds to quickly and efficiently prevent the licensee from
- misusing its software. Requiring the licensor to use
- traditional dispute mechanisms such as arbitration,
-~ mediation or use of the judicial system may significantly
~delay the hcensor 5 ab1hty to protect its intellectual

property. .
(z) . Self Help (§5.2)

- The licensor should reserve the right to utilize the
quasi equitable relief of “self help” by retaining the ability

- to stop work in the event of the licensee’s breach. The

-+ licensee, however, will want a specific provision included

in the contract prohibiting the licensor from utilizing any

- .self help until any dispute has been resolved in accordance
.- with the contract’s dispute resolution mechanism as self
- help provides the licensor with significant leverage in the

- .event of a dispute.

(1v) - Monetary Damages

In the event the Licensee seeks to recover monetary
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~ damages for the licensee’s breach, the licensee should insure that
-the license agreement contalns a llmlt of habﬂlty to limit the
hcensee s liability. - L :

A leltatmu of LlabﬂltY (§17)

‘Each party can’ lnmt its total liability by a number of means
mcludmg, limiting its monetary liability, disclaiming consequential
damages and reducing the statute of limitations under which a claim can

““bemade. Each of these means is an integrated part of:the party’s defenses
~and are a significant element of any contractual negotiation. Set forth
S ';below is an m—dcpth look: at each of these B :

Whlle llmltatlons of 11'ab111t1e's usually focus on the licensor’s
llablhty, a savvy licensee wﬂl also want to look at these means to limit its
‘own hablhty : : :

For a general overview, see Shlvers & Brunel Contractual .

Limitations of Liability (a/k/a “LOLs” or Why the Other Party is
augmng Out Loud, 19 Computer & Intemet L.7 (May 2002).

- -(g) .' Cap on Monetary L1ab111ty (§17 2)

2 Every software license should liave.a limitation of liability clause.
" The failure to include a limitation of liability clause potentially subjects
- the licensor to unlimited lability. Although the licensee may not want to
~ accept limifs on the licensor’s liability, it is unreasonable for a licensor to
risk its entire company on a single license. The licensor should
specifically state that its liability is limited to a set amount regardless of
g '-whether the cIaun 18 brought under contract tort, warranty or otherwise.

~ A smart llcensee w1ll aIso lumt its own: hablhty, a point many
" licensees forget to make, and refuse to accept any limit on the licensor’s
- Hability for the licensor’s intentional breach, n at least one case, a court
~“has upheld a limit of liability where the licensor intentionally failed to
- perform. See, Metropolitan Life Insurance Co. v. Noble Lowndes Int’l.,
o Ine., 84 NUY.2d. 430, 618 N.Y.S.2d. 882 (1994); but see, Hosiery Corp. of
£ .. America, Inc. v. International Data Processing, Inc.; 1991 U.S. Dist.
. “LEXIS 2501 (DN.J. 1991)-(court failed fo dismiss breach claim due to
“factual issue of whether licensor breached agreement by willfully failing to
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- install latest software). Licensees should also insist excluding breach of
-any confidentiality obligations and the licensor’s liability under any
indemmification obligations (intellectual property, personal bodily injury
and tangible property, etc.) The intellectual property infringement
exclusion should be accepted if the remedies in the intellectual
property infringement provision of the license agreement are the “sole and
¢+ exclusive remedy” of the licensee. If not, the hcensor has potentlally
" unlimited hablhty (§ggp_g_§14A5) S

. A smart licensor w111 also want to carve out breach of the license
-. . grant, violation of the agreement’s confidentiality provisions and the
payment of any monies owed the licensor under the payment provisions of
the license from this limitation of the licensee’s liability. Depending on
- the type of license agreement, the licensor’s liability is usually limited to
either a multiple of the total dollar value of the license agreement, the
amount of money received by the licensor from the licensee either during
the term of the agreement or in a set time period (i.e., the previous twelve
_month period), ot a predetermined amount.

Like many of the already-mentioned issues, the amount of the cap
is an element of price. While most licensors limit their liability to the
amount received from the licensee, many are willing to increase the limit
of their liability in return for an increased license fee from the licensee.

... The traditional tradeoffs for increasing the limit of liabilityare that the
. licensor’s price must rise in response to the increased risk because the
licensor’s original price was based on the initially-stated cap. In frying to
. justify the increased price, some licensor’s argue that they must purchase
additional errors and omissions insurance.

s Consequential damages for personal bodily injury cannot be
limited in some circumstances (see UCC §2-719 (3) and comments 1 and
.. -3), and a limitation of liability may not be valid for tort claims of gross
- negligence, willful or intentional acts, misrepresentation or fraud. See
.. Boss and Woodward, Scope of the Uniform Commercial Code, Survey of
- ... Computer Contracting Cases, 43 Bus. Law. 1513 (1988). See also, Arthur
- D. Little International, Inc. v. Dooyang Corp., 928 F. Supp. 1189, 1205 (D.
... Mass. 1996) (under Massachusetts law, a damage limitation clause in a
. . contract does not bar recovery for intentional misrepresentation in the

-, inducement of a contract); Shelbx'Mutu_al Insurance Company v. City of
- Grand Rapids, 6 Mich. App. 95, 148 N.W.2d 260 (1967} (a party may
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' contract against liability for harm caused by its negligence but may not do.
‘so for gross negligence); NMP Corp. v. Parametric Technology Corp., 958

F. Supp. 1536, 1543 (N.D. Okla. 1997) (under Oklahoma law, a party may

-+ not contractually limit damages resulting from its owr gross negligence or
* " fraud); AGIP Petroleum Co., Inc. v. Gulf Island Fabrication, Inc., 920 F.
" "Supp. 1330, 1343°(S.D. Tex. 1996) (under Louisiana law, a party may not
---limit its liability for gross negligence: and intentional conduct). - Further, - o
* " 'most licensees will not agree to 2 limitation of liability for intellectual
- property infringement, personal property damage or violations of the

license agreement’s confidentiality provisions.

*Any cap must be reasonable and not be so low as to be considered

* “unconscionable, or it may not be upheld as failing of its essential purpose.
- See, Wayne Memorial Hospital, Inc. v. Electronic Data Systems Corp., N.
- 87-905-CIV-S-D (ED.N.C. filed October 5, 1990) ($4,000 limit of
S lla‘olhty on a $2 million contract is unconscionable). See also, UCC §2-
7719 comment 1. If the limited warranty is deemed to have failed its
- "essenual purpose, the limit on consequential damages may be removed.
“Seee _g_, McKernon v. United Technologies Corp., 717 F. Supp. 60 (D.
"Conn. 1989) and Section IIL. B.4.(b) below for a more detailed discussion.
In commercial contracts, there is a presumption of conscionability.

Siemens Credit Corp. v. Marvik Colour, Inc., 859 F. Supp. 686, 695
(S.D.N.Y. 1995). In determining whether a contract is unconscionable, a

" coutt will look at the bargaining power of the parties, whether the terms
were actlvely riegotiated and the terms themselves Id. At the same time,
“however, a contract between merchants is rarely found to be

“unconscionable. D.S. Am, (E.), Inc. v. Chromagraph Imagin

Sys., Inc.

¥

873 F. Supp. 786 (E.D.N.Y. 1995)."

A court seeks to ensure that the innocent party is made whole. See,

" Ra g‘ en Corp. v. Kearney & Trecker Corp., 912 F.2d 619 (3d Cir. 1990).

Thus, the smart licensor always includes in the license a back up remedy,

“guch as refunding the purchase price, to avoid a specified remedy failing of

- its essential purpose. See, Ritchie Enterprises v. Honeywell Bull, Inc., 730
- _}F Supp 1041, 1(}47 (D Kan. 1990)

In accordance with UCC §2-316(2), most Junsdlctlons require that

.a hrnltatlon of liability be conspicuous. See e.g., Estey v. Mackenzie
- Eng’g.; Inc., 902 P.2d 1220 (Or. 1995) ‘While “conspicuous” is defined

under UCC §1-201(10), whether or not a particular disclaimer is
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conspicuous is subject to the interpretation of the court. Printing any
. disclaimer in block letters has been held to be sufficient. Window
' Headgquarters, Inc. v. MAI Basic Four, Inc., 1994 WL 673519 (SD.N.Y.
.. 1994); but see Sierra Diesel In} Service v. Burroughs Corp., 656 F. Supp.
426 (D. Nev. 1987), ﬁ_(_i_, 874 F.2d 653 (9th Cir. 1989) (disclaimer in
_‘:bold type not conspicuous when it appeared on reverse of contract). The
- 'fallure to make a limitation of consequenual damages conspicuous is one
Lo f'factor in deterrmmng whether a limitation is unconscionable, D.S. Am,
. (B Inc.v. Chronograﬁx Imggmg Svs Inc., 873 F Supp 786 (E.D.N. Y.
1995).

- _ . Finally, every limitation of liability clause should clearly provide
e that the stated limit apphes regardless of whether the licensee brings a
o claim based on contract, tort or another theory ‘The failure to do so may
“result in the heensee potentially crrcumventmg the cap by bringing a claim
- under tort theory if the licensor's liability is limited only in contract. See
5genera11y, Committee Reports Tort Theories in Computer Litigation, 38

Rec. Ass’n. Bar N.Y. 426 (1983), Budget Rent A Car v. Genesys Software
System, 1996 U.S. Dist. LEXIS 12123 (D.N. 111, 1996) (claims for fraud,

o _fraudulent inducement and neghgent nusrepresentatron allowed even
o though contract clalms were disallowed under the license’s integration
) clause) :

o At least one court has held that a hcensor may not limit its liability

- for mlsrepresentatlons based on a contract’s limitation of liability clause.

- _'Vmark Software, Inc. v. EMC Corp., 642 N.E.2d 587 (Mass, App. 1994).
. See Section TLB.1 for a discussion of a licensor’s potential liability under
““tort and contract law theories.

, . For a detailed discussion of the validity of hmrtatlon of liability
" clauses see Katz, Caveat Vendor Limitation Clauses in Software
. Agreements May Not Withstand Judicial Scrutiny, 9 Computer L. Ass’n.
__ Bull. 12 (No. 2 1994) and Hammond, Limiting and Dealing with Liability
. in Soﬂ:ware Contracts, 9 Computer Law. 22 (June 1992).

(b) Disclaimer of Consequential Damages (§17.1)

. Under Sectlon 2 719(3) of the UCC the parties to a contract may
o _exclude consequential and mc1dental damages, provided such exclusions
. are not unconscionable and there are no other explicit exceptions. An
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o issue exists, however, as to whether exclusion of consequential damages
- «i+ are valid when a remedy fails of its essential purpose. Compare Bishop
.. Logging Co. v. John Deere Indus. Equip. Co.; 455 S.E.2d 183 (S.C. Ct.

-~ App. 1995) (permitting consequential damages when remedy failed of its

. ..-essential purpose) and McNally Wellman Co. v. New York State Elec. &

. Gas Corp., 63 F.3d 1188 (2d Cir 1995) (allowing consequential damages

... despite confractual exclusion when remedy failed of its essential purpose)... .. .. . .

w_ith Caudill Seed and Wharehouse Co.. Inc. v. Prophet 21, Inc., 123 F.
Supp. 2d 286 (E.D. Pa. 2000) and Int’l. Fin, Serv. v. Franz, 534 N.-W.2d

261 (Minn. 1995) (consequential damage exclusion enforceable
- notwithstanding failure of remedy’s essential purpose). One court has
.- found that a limitation of consequential damages applies only to a breach

of warranty and not for non-performance.. PC COM, Inc. v. Proteon, Inc.,
906 F. Supp. 894 (S.D. N.Y. 1995).

The Ninth Circuit upheld an award of consequential damages

~despite a disclaimer contained in the parties’ contract where the seller
- failed to deliver a working software system and the contract contained an

. exclusive “repair or replace” remedy. RRX Indus. V. Lab-Con, Inc., 772
'F.2d 543 (9th Cir. 1985). In a later case, the Ninth Circuit held that a

- limitation on consequential damages was inapplicable because the limit
"+ :was tied to-the limited repair remedy contained in the contract. The court
- concluded that because a working software system was never delivered,
- the limited remedy and limit on consequential damages never came into
effect. Hawaiian Tel. Co. v, Microform Data Sys.; 829 F.2d 919 (Sth Cir.
-+ 1987).. See also Caudill Seed and Warehousé Company, Inc. v. Prophet
. 21,Ine., 123 F. Supp. 2d 826 (E.D. Pa..2000) (where seller intentionally or
- negligently stymies buyer’s efforts to take advantage of exclusive remedy,
- --damages ‘disclaimer is rendered void and buyer may seek all remedies

‘under UCC including consequential damages). -

- Thus, to strerigthen a disclaimer of consequential damages, any

- such disclaimer should distinct from the warranty provisions of a contract.

See e.g. §17.1 and §16.

Unlike Section 2-316 of the UCC, which imposes a
conspicuousness requirement for disclaimers of warranty related to
merchantability and fitness, Section 2-719(3)‘does not contain a

-conspicuousness requirement, ' Comment 3 to Section 2-719(3), which
‘discusses exclusion of consequential damages, also fails to address
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conspicuousness. The failure to make a limitation of consequential

. ; damages conspicuous is one factor in determining whether a limitation is
- unconscionable. D. S. Am. (E), Inc. v. Chronografix Imaging Systems,

Inc., 873 F. Supp. 786 (E. D. N. Y. 1995). Nonetheless, to err on the side

~of _caut_lon any such disclaimer should be conspicuous to avoid a court
- . -imposing such a requirement and potentially voiding any limitation of
L 11ab1hty See- Eenerallv, Krupp PM Eng’g. v. Honeywell Inc., 530 N.W.2d

8.

* For a mote mdepth discussion of consequential damages, see Note,

‘. -Consequennal Damage Limitations and Cross-Subsidization: An

- Independent Approach to Uniform Commermai Code Section 2-719, 66 S

Cal. L. Rev. 1273 (1973)
(¢}  Reducing the Statute of Lumtatlons (§17 1)

Tradltlonally, a statute of lmutat_lons bars a potential plaintiff from

. bringing-a claim after a set period of time after the action which gave rise
- -to the.claim first arose. See, e.g. A.B Alexander d/b/a A.B. Alexander and
- Associates v. The Perkin Elmer Corp., 729 F.2d 576 (8th Cir. 1984). Most
- states have statutorily codified this time period as three or four years. See,
&g, California:. Calif, Stat. Ann. §337 (1996) (4 years), and Maryland:
- Md. Stat. Ann §5-101(1996) (3 years). By default, Section 2-725(1) of the
~...lJCC provides for a four-year statute of limitations beginning when the
~~cause of action first accrues, but allows the parties to reduce the.statute of
. limitations by mutual agreement to a minimum of one year. By agreeing
* . to aperiod less than the statutory time period, the licensor may reduce the

time period in which the licensee may bring a-claim, thus limiting the

licensor’s risk and, ¢onsequently, its liability. A smart licensee will make

such clause mutual to also reduce its liability. Courts have been reluctant
to extend the four-year statute of limitations. Seg, e.g., Grus v. Patton, 790
S.W.2d 936 (Mo. App. 1990) (seller’s unsuccessful attempts to repair

- defects over eight-year period did not toll four-year statute of limitations).

Governmg Law and Venue (§28)

Whﬂe most partles des1re to be govemed by the laws and venue of their

- own ]urlsdlctlon the choice of governing law and venue is not always a “fall on
your sword” issue in domestic software agreements. Many licensors are anxious,
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E however, to avoid Texas law as it has strong consumer protection laws, while
' favored jurisdictions inclide New York, which generally benefits licensors.

~ To settle any dispute as to the forum, some licensors and licensees include
language in their license agreements stating that the forum will be the licensor’s
choice if the licensee elects to arbitrate or litigate, and that the foram will be the
. licensee’s choice if the licensor elects to bring an action. The benefit is that such
language serves to discourage parties from bringing claims. This solution is not
" 'viable for the choice of governing law as there must be one pre-agreed governing
“law'to mterpret the license agreement pnor to any action being commenced. If the
] partles agree on a venue, the respective contract Ianguage should state that the
- chosen venue is the “exclusive” venue to av01d any Iater clalm that the language 18
"“perrnissive and not exclusive.

A choice of forum in a license agreement will not always be honored or
~ enforced by a court. If, however, the court finds the choice of forum clause to be
‘valid, reasonable and fairly-niegotiated as part of the licensing agreement, the
* burden is on the party opposed to the forum to show why it should not be
* enforéed. George Jumara and Evangelina Jumara v, State Farm, Inc. Co., 55 F.3d
873, 880 (3d Cir. 1995). To limit potential disputes over the enforceability of
such clauses, the contractual language should state that the forum selection clause
applies to “any dispute” which would include tort as well as contract claims. See
Terra Internatlonal Inc. v. MlSSlSSlDDl Chermcal Corp 922 F. Supp. 1334 (N.D.
' Iowa 1996)

_ Intematlonally, it is lmperatwe to utilize the laws of the United States,
- Umted Kingdom, Sweden or other western countries as most countries do not
* have developed software laws or case law for software. An exclusive forum
selection clause is also 1rnportant as'most local courts have a bias against foreign
' licensors and do not always enjoy the same Ievel of competency as the judiciary in
the United States.

9.  Alternative Dispute Resolution (§§29 and 30)

Given the large number of disputes arising in the development and:
installation of complex computer systems, each party should carefully consider
“the benefits of alternative dlspute resolution (“ADR”) for the resolution of any
dlsputes ADR can take many forms, including but not limited to mediation,
’ arbltration mini trials and neutral evaluation. Each has its benefits and drawbacks
which are magnified in intellectual property disputes. Given the ever—mcreasmg
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~ expense of litigation in court, the uncertainty of juries and the diversion of
) corporate resources even when a party prevails, an increasing number of parties
are choosing ADR. The parties can utilize ADR in an escalating fashion to
resolve any disputes. The two principal forms of ADR, arbitration and mediation,
 are discussed below. :

(a) ;l\/ledia‘tion (§ 29).&-. -

’ Medratron is usually a much’ qmcker process than arbrtratlon dueto -
 limited, if any, discovery and the desire of the parties to move quickly '
. through mediation given its non—bmdlng nature. This i is extremely
. important if the nature of the dispute is time-sensitive. Mediation is
usually utilized as a last step prior to lrtrgatron or, durrng litigation if the
parties believe a compromise can be reached.

‘ - Many partres mclude an informal medlanon process to allow the
. ,_:._escalatron of disputes. This a]lows the parties to continue working
L consu‘uct:lvely while the drspute is addressed at hlgher levels in their
_respective organizations. This mediation is non-bmdmg and does not
. .impact the ability of either party to pursue litigation.- Rather, it allows the
.. .parties to attempt to resolve their differences at a number of different
. levels pnor to 1n1t1at1ng the litigation process

The absence of drscovery also avo1ds potent1ally damagrng
admissions or the production of damaging documentation. Further, the use
~ of a qualified expert as the mediator ensures that the neutral party will be
. well-versed in the law governing the issues in dispute. Mediation also
- offers lower costs and greater confidentiality due to the limited discovery
L _and the fact that any decision is not publicly reported Fmally, the often
__acrimonious nature of litigation is usually avorded due to the more relaxed
‘nature of the proceedings. :

(b) ~ Arbitration (§30) ..
(1) - General Beneﬁts and Drawbacks ..

§ Arbrtratron m some ways is quicker than the courr system but may
.. be slower for certain important issues. For example, a licensee would not
" want to arbitrate whether a licensor must indemnify the licensee foran
alleged 1nte11ectua1 property mfr‘rngement Alternatrvely, a court can
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quickly issue an injunction in the licensor’s favor if the licensee breaches
" -the terms of the license grant. For a discussion of the issues involved in
-t .- obtaining an injunction, see Friedman and LaMotta, When Protecting
“ Software Thréugh an Injunction, How Do You Spell Relief?, 18 Computer
~ Law. 18 (March 1994). While there is a strong public policy in favor of -
“arbitration, a court can not compel the parties to arbitrate a matter which
- they did not agree to submit to-arbitration. Shopsnnth Woodworking
Promotions, Inc. v. American Woodworking Academy, Inc., 1995 WL
614355 (Ohio 1995). As such, if the parties desire to utlhze arbitration,
" ‘the governing agreement should clearly indicate that iatent.

o Another issue arises when an entity attempts to enforce an award
-+ for an injunction in a foreign Junsdxctzon Most courts are hesitant to enter
" a court order for injunctive relief based on a decision of a foreign
*jurisdiction. At the same time, they are much more likely to support an
arbitral award for injunctive relief. The New York Convention on the
Enforcement and Recognition of Foreign Arbitral Awards (the
“Conventton”) has been adopted by 108 countries. The Convention
- .addresses not only the enforcement of foreign arbitral awards, but also
- agreements to arbitrate. As a result of the widespread acceptance of the
- Convention, arbitration in some 51tuat10ns may be preferable to a judicial
e de01s1on for injunctive rehef

* Arbitration is often advantageous in terms of cost, particularly
‘when used in smaller disputes. With large cases, cost savings may be
~achieved if an extensive and protracted discovery process can be avoided
and the appeals process is’ curtailed. Often, there is no need for hiring
- “court reporters for deposmons or expert w1tnesses, as most arbitrators are
~ . themselves experts in the field. Arbitrators are not bound by legal
* ' precedent, thus even if a party has a solid Jegal case, arbitration may result
" 'in a totally unpredicted outcome. They need not articulate a rationale for
their decision. ) :

_ Nonetheless, large arbitrations can take years and cause each party
“to incur significant expenses. As such, arbitration may or may not be a
_ '“-"-prudent choice if the dispute is one commonly dealt with by the courts in a
~“more predictable fashion. There are no ev1dent1ary rules in arbitration,
however. If there is crucial evidence in the dispute that would not likely
be admissible in court and would negatlvely impact the party in question, a
" court may be the better choice.

© 1996-2003 H. Ward Classen, Esq., All rights feserved.
Page 55




Fundamentals of Software Licensing

_  Another consideration is the business relationship between the
_ parties to the dispute. An ongoing relationship, e.g., in the performance of
* . long-term contracts, is often more likely to be preserved through an
o ;arbltra‘non proceedmg than by litigation. Arbitration is less stressful on
. the parties and it is private. The lack of publicity can also help protect the
: present and future business relat:lonshlp between the parties as well as
o ”"_"relanonshlps w1th other clients or vendors

Arbltratlon may benefit a breachlng party due to the potentially
"greater time period needed to reach a resolution than in a court of law.
Furthermore, an entity must disclose its claims in arbitration, which puts a
- licensor at a disadvantage assuming the licensee is in breach. Finally,
' under arbitration all actions must be by mutual agreement, allowing one
' ,party to potentlally delay the proceedlngs ifit chooses

_ (11) _ Legal Concems

For any arbltratlon clause.to be enforceable it may not be
procedurally and substantively unconscionable. Even if the agreement is
‘ procedurally unconscionable, it may be enforceable if the substantive
" terms are reasonable. Comb v. PayPal, Inc., 218 F. Supp. 1165 (N.D. Cal.
2002). The procedural aspect requires the parties to have equal bargaining
. positions and the avoidance of terms reflective of an adhesion contract. Id.
_at 1172. The substantive aspect looks to whether the agreement is one
sided and “shocks the conscience”. Id. To be enforceable, the terms of the
 arbitration agreement should not be so one sided that the agreement is
o unconsclonable _The parties should avoid agreements where one party
~ must pay a significant portion of the arbitration costs, where the forum for
_* the arbitration is inconvenient for one party, the obligation to arbitrate is
A not mutual and there is a prohibition against the consolidation of claims.

{(ili)  Practical Concerns
o "To avoid any potential problems tliaf arbitration may create, the
parties should agree on specific language to be.included in the contract to
- assuage such problems. - See §30 for model language addressing some

L potentlal concerns.

o To be effective, ﬂne language should _state_th'at the arbitration is the
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-exclusive means to resolve any dispute. Any exceptions should be -
~ specifically llsted By specifically stating the scope of the disputes to be
- arbitrated, the partles can avoid further disagreements when seeking
arbitration. The location of the arbitration should be stated along with the
- govemning law.- To ensure prompt action, the parties should include the
~ time period in which an action must be filed and the period in which the
A S getion must be resolved. . This will prevent the arbitration from extending.
M ~.0 0 for an unknown period. The parties should also clearly state the arbitration
-rules under which the arbitration will take place. In addition, the parties
should state any parameters for the use and protecﬁon of the parties’
conﬁdentlal information. " :

_ ‘The parties should limit the number of witnesses, the number of
~ - document requests, the number of intérrogatories, the number of
" depositions and their length. By setting forth in detail any restrictions, the
parties can significantly reduce costs in the future and any potential
disputes. The agreement should also state the number and qualifications
~ of the panel members. For example, do the panel members need to be
- attorneys or have ¢ experience in software law or a partlcular industry? By
‘Tequiring the panel to have spe01ﬁc dxrectly related expenence, the
arbitration will move quicker and more likely result in a well-reasoned
decision.” While many agreements require three arbitratots, one chosen by
each party and the third a “neutral” chosen by mutual agreement of the
parties, the use of three arbitrators significantly increases the cost of the
" arbitration. The parties may want to consider the retention of a single
* neutral arbitrator as a means to reduce bureaucracy and reduce costs.

Finally, the parties should enumerate any limitation on the
awarding of damages. Many entities select arbitration to avoid large
- punitive damages awards. The arbitration clause should clearly set out any
~ limits on the arbitrators ability to award damages and any limits on the
‘types of damages that may be awarded. The arbitration language should
*“clearly set forth the form any decision will take. For example, is a signed
opinion sufficient or do the parties want a detailed explanation of the .
~ arbitrators decision? The parties may want the arbitrator to set forth their
' findings of fact. The lack of a detailed opinion may make it more difficult
o chalIenge any decmlon that is clearly eITONeous as to law.

In_clusmn of an arbltratlon provision in a 11eense may impact other
collateral agreements. At least two courts have held that an arbitration
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provision in a license agreement is enforceable as {o a separate services
- .agreement. Armed Forces Insurance Corp. v. Allenbrook, Inc., 2001 WL
699735 (D. Kan June 11, 2001); LDS, Inc. v. Metro Can. Logistics, Inc.,
28 F. Supp.2d 1297 (D. Kan 1998) (arbitration clause in license agreement
~encompasses all matters in dispute including maintenance agreement).

For a general dlscusswn on the arbltratxon of intellectual property

" disputes See, Arnold, Suggested Form of Contract to Arbitrate a Patentor B

| _Other Commercml Dispute Annotated, 2 Tex. Intell. Prop L.J. 205 (1994).

'10.  Third Part Beneficiaries s (§40)

S - Alicensor should always make certain that it disclaims that the license
el agreement creates any third party beneficiaries. . This is especially important in
- . relation to any representations or warranties granted by the licensor under the

. license agreement. .

As a gencral rule, under common law a third party who is not an intended
R beneﬁc1ary cannot assert a claim for breach of warranty. QFW Corp. v. City of
... Columbia, 893 S.W. 2d 893 (Mo. App. 1995); See also Restatement (Second) of
~Contracts, Chapter 14 (1979).. The determination of whether someone is an
o 1n01dental or intended beneﬁc:lary is made by looking within the four corners of
the contract o :

o The generat rule has at least three fccoglﬁie_d _exceﬁtions. The first is for

- personal injury or tangible damage to property. In.such incidences, contractual
‘privity is not reqmred See Prosser, The Fall of the Citadel, 50 Minn. L. Rev 791
(1996). . _ .

. The second is that under Artlcle 2 of the UCC, warranty protection
L extends under UCC Section 2-318 to one of three classes of persons injured in
- ___then' person, dependmg on which alternatlve the respective state enacted. Two
 classes are narrow with the third broader. This watranty extension cannot be
. contractually walved :

: . The third_is._created by those states that have abolished privity
requirements, even when the loss is only economic. See, ¢.g., Dual Building
Restoration, Inc. v. 1143 East Jersey Avenue Assocs., Inc., 652 A.2d. 1225 (N.J.

... 1995) (building owner could sue paint manufacturer for peelmg paint even though
~owner’s contract was only with his painting contractor).
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Other Jssues to Consider

f1".' .

“The Work Made For Hire Docti-il_le and _Moi"él Rights

. (@ Work Made for H1re Doctnne

" United States laW generally holds that the copyri ght in a work 1s
initially vested in the person who creates it. 17 U.S.C.§ 201(a) (1994).

" Therefore, an mdependent contractor, as the "author" of a product, usually
" retains all copynghts to that product unless he or she assigns the rights to
the buyer 1708, C. § 201(d) (1994). Absent any assignment, the buyer

is only deemed to hold a non-exclusive license. See MacLean Associates,

| Inc v. Wm. M. Mercer—Meldmger Hangen, Inc., 952 F.2d 769 (3d Cir
' 1991) (contracting party had obtained an “lmphed” but limited non-
. exclusive license); Effects Associates v. Cohen, 817 F.2d 72 (9th Cir.
o 1987), _aﬁ"_d, 908 F.2d 555 (9th Cir. 1990), cert. denied sub nom. Danforth
A Cohen 498 U S. 1103 (1991) Such a hrmted and non-exclusive license

to-use the work may place a buyer at a severe dtsadvantage vis-3-vig its

i 'competltors A contractor, for instance, could potentially disclose a
~ buyer’s propnetary information in hcensmg the work to others, and
.thereby nullify any competltlve advantage the employer gained by
' commissioning the work. * In addition, as the "owner" of the copyright in
 the work, a contractor could limit a buyer s nght to use or distribute the

work if such use is outside the scope of the original commission. See

' Graham v. James, 144 F.3d 229 (2d Cir 1990) (creation of a program by an
1ndependent contractor remains the property of the contractor and any
o _unauth0nzed use is actlonable) '

An mdependent contractor retalmng OWIlel‘Shlp in software

" specified and funded by the buyer may seem counterintuitive. A buyer

may invest large sums of money and 31gn1ﬁcant technical input in a project
only to find that the contractor claims ownership of the work when the

“project results in.a commerc:ally saleable product. The courts have

e 'attempted to soften the effect of this result by implying that the employer

will have a fully pald-up license to use the software for all purposes
" intended in the contract and, 1mportantly, to modlfy the software as

. necessary to support those uses. Seee &g, Clifford Scott Aymes v.
 Jonathan J. Bonnelli d/b/a Island Swimming Sales, Inc., 47 F.3d 23 (2d

Cir. 1995). See also, Foad Consulting Group, Inc. v. Musil Govan
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Azzalino, 270 F.3d 821 (9th Cir. 2001) (Party hiring contractor has
implied license to use contractor’s work product in all ways intended or
expected to retain the work’s commercial value unless the contractor

_ explicitly provides that there is no nnphed lrcense to use, modrfy and

" assign its rights.).

While these softemng mterpretanons help avoid the harsh results of |

~ the rule granting ownership to independent contractors, the courts”
" ultimately hold that, absent an explicit assignment to the employer, the
" “independent contractor owns software produced pursuant to contractual
~ arrangement. Notably, mdependent contractors rarely demand additional
" consideration or concessions for such assrgnrnents Failure to secure an
. assignment from a contraetor inay result in the loss of a significant asset to
% “the employer, especrally where a product may have commercial value
- _:apa:rt frorn the 1nterna1 use contemplated by the employer

o There are instances Where a company w111 be presumed to be the
" ownerofa commissioned work under the so-called “work made for hire”
* ““doctrine. In the United States an employer is considered the original

" author of a commissioned work if the work quahﬁes as work made for hire . -

_under the United States Copynght Act. 17 U.S.C. §201(b) (1994).
- ; 'Sectron 201 of the Copynght Act prowdes that “[i]n the case of a work
" made for hire, the employer or other person for whom the work was
prepared is considered the author for purposes of this title, and, unless the
" parties have expressly agreed otherwise in a written instrument signed by
o them, owns all of the rights comprised in the copyright." 17 U.S.C.
o §201(b) (1994). Cla551fy1ng the work as work made for hire determines
* " not only the initial ownership of ‘copyright, but also the copyright’s
duration (§302 (c)), the owner’s renewal rights (§304(a)), termination
~ rights (§203(a)), and the right to import certain goods bearing the
""" copyright (§601(b)(1)). See 1 Nimmer & Nimmer, Nimmer on Copyright,
§5.03[A] 5-10 (1990). Work made for hire is deﬁned as: "(1) awork
:prepared by an employee within the scope of his or her employment; or (2)
 awork specially ordered or commissioned for use as a contribution to a
" collective work, as a part of a ‘motion prcture or other audiovisual work, as
' a translation, as a supplementary work, as a compilation, as an
mstructronal text, as a test, as answer material for a test, or as an atlas, if
' the parties expressly agree in a written instrument signed by them that the
o : _work shall be considered a work made for hire.” 17 US.C. §101 (1994).
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In determining whether a work will fall within the employee’s
“scope of* employmen ” the courts will look ata number of factors
mcludmg x

.the level of skill;
the source of the mstruments and tools for creation of the work;
the location of the work; - o e
" the duration of the ernployment relationship;
“‘whether the hmng party has the right to make additional
k LaSSIgnments
the hired party’s dlscretlon_ over when or how long to work;
the method of payment, if any;
the hired party’s role in hlnng/paymg assistants;
_the locatlon of where the work was created;
- whether the work is part of the hlrmg party s regular business;
_ .and
__-, the prov131on of employee beneﬁts

Do See €L, Avtec Systems= Inc. v. Pelffer 67 F 3d 293 (4th Cir 1995); Cole
. jv Control Data Corp., 947 F.2d 313 (8th Cir 1991); Quin v. City of
.- ~Detroit 988 F. Supp 1044 (E. D. Mich 1991); Miller v. CP Chems., Inc.,
- -808 F. Supp 1238, 1242-44 (D S.C. 1992) Restatement (Second) of
'.' _Agency §228.

~..'

Smce most computer soﬂware does not automat]cally fall within
one of the nine types of works enumerated in category (2) above, writing a
... software program will generaily qualify.as work made for hire only if it
.. was® prepared by an employee, within the scope of his or her
B employment." An independent contractor, however, will not usnally
. qualify as-an “employee” within the meaning of the Copyright Act. In
Community for Creative Non-Violence v. Reid, 490 U.S. 703 (1989)
- (“CCNV”), the Supreme Court declared that an artist, who was -
_commissioned by a non—proﬁt organization to create a sculpture, was an
“independent contractor’” and not an employee within the meaning of the
Copyright Act, even though the non-profit organization directed enough of
_the sculptor’s work to ensure that he produced a sculpture that met their
- specifications. Id, at 753. The United States Supreme Court later
unanimously generalized CCNV as the appropriate standard for defining
an employee outside of the copyright area as well. Nationwide Mutual Ius.
Co. V. Darden, 503 U.S. 318, 322 (1992). If the independent contractor
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- . does not qualify as an employee, the employer can only gain title to the
- .. work product of the contractor by having the contractor execute an
assignment transferring his or her ownership rights in the work to the
employer. CCNV, 490 U.S. at 750.

S Therefore, in order to be guaranteed sole and exclusive ownership
of the copyright, a buyer would be well advised to have the contractor
- execute an a551gnment transfemng to the buyer the contractor's entire
 right, title and interest in the work. (See Section IX. C for a Model
Consulting Agreement with _an__a551grunent clause).

If a contractor previously executed an agreement without an
assignment clause, the employer should have a comprebensive assignment
~ agreement executed by the contractor and should be sure to list the
* consideration that the contractor is receiving for signing the assignment
*“agreement. (See Section IX.D for a Model Assignment Agreement). For
any such assignment to be valid, it must be in writing, signed by both
parties prior to thie work’s creation: BancTraining Video Systems v. First
American Corp., 956 F.2d 268 (6th Cir. 1993); Schiller & Schmidt, Inc. v.
- Accent Pubhshms:_r Co.. Inc., 969 F.2d 410 (7th Cir. 1992) (subsequent
-+ writing can not correct the fact that there was no written agreement as
" 'reqiired by statute at the time the work was created) but see Playboy v.
' ‘Dumas, 53 F.3d 549 (2d Cir. 1995), cert. denied, 516 U.S. 1010 (1995)
(prior oral agreement that work is work made for hire may later be
memorialized in writing as the work is created).

As the patenting of software becomies commonplace, employers
- should also have their employees assign ownership in all discoveries and
~ inventions to the employer. Although the Copyright Act grants the
~employer ownership as to any copyn ights, an- employer would not own any
* ‘resulting patent without an assignment, - See Banks v. Unisys Corporation,
228 F.3d 1357 (Fed. Cir."2000) (no implied agreement to assign inventions
“where employee does not execute a551gnment agreement and the employer
“does not pursue the execution of an assignment agreement.) Most
“employers require new employees execute a confidentiality ad assignment
- of inventions agreement usually in conjunction with a non-competition
' agreement when the employee begins his employment. See Section IX.I
- fora model Non—Competltlon Conﬁdentlahty and Inventions Agreement

- “é(b)' | Moral nghts
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Moral rights are the right “to claim authorship of the software, to
object to or prevent the modification of any software or to withdraw from
.+ circulation or control the publication or distribution of any software, and
- any similar right, existing under judicial or statutory law of any country in
.- the world, or under any treaty, regardless of whether or not such right is
--denominated-or generally referred to-as-a-‘moral right’.”-Managing Risks -

in Computer Contracts, Data Processing Agreements §1.261 (April 1997).

‘Under the Berne Convention, “moral rights” in a work may exist in
© the author regardless of the author’s status as an employee or contractor.
szt Moral rights are sepatate and distinet from any other ownership rights.
AT generally prov:ded for under copynght law. "~

o - Moral rlghts encompass three nghts lntegnty, paternify and
: dlsclosure rights. Integrity rights provide that the creator of the work must
consent to any change to the work to protect against the derogatory
.. treatment of the work. Paternity rights provide that authorship must be
- attributed to the author and that a third party cannot falsely attribute
development of the work. Further, the author’s name can not be used in
association with the work he did not complete. Disclosure rights allows
- = the creator of the work to control the display of his work. For a general
»::+ discussion See, Note, Moral Rights: A Copyright Conflict Between the
‘United States and Canada, 1 Sw.J.LL & Trade in the Americas 171 (1994);

Kwall, Copyright and the Moral Right: Is An American Marriage
Posmble? 38 Vand L Rev. (1985)

Artlcles 8 and 9 of the Berne Converition establish the author’s
right of ownership at the time of creation. Under the Berne Convention an
author’s moral rights are “inalienable™, and thus it is unlikely that such

" ‘rights could be contractually transferred by a contractor to an employer.
‘Berne Convention Article 6 bis. Furthermore, a waiver of such rights may
‘be difficult or impossible to enforce in'some jurisdictions. Some countries

:." allow moral rights to be waived but not assighed. In such countries, an
. employer hiring a contractor to perform work would be well-advised to
include a waiver provision in any legal document with the contractor to
- - protect against ownership claims by the contractor at a later point in time.
- 'While signatories to the Berne Convention are typically required to
-~ -recognize and comply with the Berne Convention’s requirements on an
author’s moral rights, the United States does not recognize broad moral
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rights. The United States has enacted legislation affording limited moral
- rights to prevent mutilation or destruction of visual works of art only, and
. - only under certain circumstances. 17 U.S.C. § §106, 113 (1988), amended
by Pub. L. 101-650, §604, Dec. 1, 1990. The unwillingness of the United
States to recognize moral rights is evidenced by its insistence that the
General Agreement on Tariffs and Trade (GATT) and NAFTA specifically

| . provide that the Umted States is under no obhgatlon torecognizesuch

- ‘ ,I’lghtS

IR The question of whether a U.S. employer would have to recognize
.- an offshore contractor’s moral nghts under the Beme Convention is
...closely tied to the issue of how the Berne Conyention is implemented in
countries which do not deem treaties to be self-implementing. See
Melville B. Nimmer & Paul E. Geller, International Copyright Law and
.- Practice, §3 pp. 69-76 (1993). The answer to that question is found in
.- Article 36 of the Berne Conventlon, which prov1des that:

: : _(_1) -any country party to the Convention undertakes to
‘adopt, in acco_rdan_ce with its constitution, the measures necessary
to ensure the application of this Convention.

- (2). . Itisunderstood that, at the time a country becomes
- ... .bound by this Convention, it will be in a position under its
. domestic law to give effect to the provisions of this Convention.
- Bemne Convention Article 36. |

Therefore, the Berne Convention appears to leave the decision
.. about se]f—lmplementatlon of the treaty to each individual member
L ‘This has also been the position of the United States, which has
... never viewed the Berne Convention to be self-implementing. The United
...+ States acceded to.the Berne Convention by means of the Berne Convention
Implementation Act of 1988. Pub. L. No. 100-568 (Oct. 31, 1988). In
.. doing so, the United States included an express provision denying the self-
- . implementation of the Berne Convention. Id. Since the Berne Convention
..+ . -is not self<implementing, the Berne Convention’s provisions are not by
. themselves enforceable in'U.S. courts: Moreover, the United States

- Copyright Act specifically declares that no right or interest in a work
protected under Title 17 may be claimed by virtue of, or in reliance upon,
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- the Berne Convention’s provisions or the United States” adherence to the
- Convention. Pub. L. No. 100-568: §4(c) (Oct. 31, 1988). In other words,
neither the Berne Convention itself, nor the fact of adherence to the
- Convention, will affect the current law of the United States. In one of the
.. few United States cases addressing moral rights, the Seventh Circuit Court
-of Appeals rejected their application in the United States. Vargasv.

... Esquire Inc.,. 164 F.2d 522 (7th Cir. 1947} (moral rights while recognized ..

o by the civil law of forergn countries are not recogmzed by the laws of the
Umted States.)

. Smce U.S. law does not recognize most moral nghts, aU.S.
employer hiring an offshore contractor in a jurisdiction that is a signatory
to the Bernié Convention need be less concerned about the applicability of
moral rights if the employer can ensure that U.S. law will govern in case

. of a'copyright dispute between the parties, and.if the work will only be
used in the United Stafes. In an attempt to accomplish this, the U.S.
employer may select 1U.S. law by including in a contract with the offshore
contractor a choice of law clause However ‘this approach is not entirely
free of problems =

S (c)' Independent Contractors in General

Itis nnportant to note that'the Intemal Revenue Service (“IRS”)
has recently issued new guidelines for determining whether an individual
is an employee or an independent contractor. The definition of an

“employee” remains unchanged, and is still determined on the ability of
" the employer to control the method and results of an mdmdual’s work.

Under the new gu1de11nes the IRS has abandoned its 20-point test
in favor of a new test involving “categories of evidence.” Under this new
- test, a business must divide factors pertaining to a given worker’s status
"+ into three categories: behavioral control, financial control and type of
relationship. “Behavioral control” includes facts pertaining to whether or
" not the business controls how the individual does his or her job (e.g.,
" training and instructions given). “Financial control” comprises evidence
- “:related to the business aspects of the worker’s job (e.g., the worker’s
investments and expenses). “Type-of-Relationship” examines relational
indicators (e.g., written contracts and length of association). These
~“categories of evidence” allow a broader and more flexible examination of
an individual’s status than the prior 20-point test, as the IRS publication

©.1996-2003 H. Ward Classen, Esq., All rights reserved. - S
o Page 65




Fundamentals of Software Licensing

- indicates that all evidence as to degree of control and independence will be
.. considered. See Pubhcatlon 15A of the Internal Revenue Service (1997).

_ For amore detalled dlscussmn of the issues involved with the use
~ of independent contractors from an international perspective, see Classen
- and Paul, Increasing Global Competitiveness by Utilizing Offshore

' -Independent Contractors, 2 Int’l. Computer Law. 2. (No. 11 1994);ast0 =~

- -domestic concerns, see Classen; Paul and Sprague; Increasing Corporate
Competitiveness by Utilizing Independent Contractors, 11 Computer L.
Ass’n. Bull. 2 (No. 1 1996) and Schulze, Watch Out What You Wish For -

. You May Get Your Wish or Ownership Issues Continued: More on
. Applying the Work Made for Hire Doctrine to Computer Programmers, 8
. Computer L. Ass’n, Bull, 12 (No 2 1993)

20 _"Ownerslnp of Custom—Developed Software (§§3 2,3.5, §12. I)

_ _ Ownershlp of software developed by the hcensor fora spemfic customer is
_oﬁen a contentious issue. Usually, the licensee claims ownership based upon the

fact that it has paid the licensor to develop the software and that the software
would not have been otherwise developed. The licensor desires to retain
ownership to keep the integrity of its software (i.e., the licensor does not want its
customers owning portions of its proprietary sofiware, especially parts of the

.. program’s core code) and to potentlally proﬂt from relicensing the custom piece

: '.ofsoftware e L

LT To determme the reIatlve 1mportance of ownershlp to each party, the
;... parties should distinguish between software that may be reused for other
customers and software that is created solely for the licensee’s environment and is
- of little or no value to other potential customers. .

e This issue is often resolved by having the licensor retain ownership of the
_+. .custom-developed portion of the licensor’s software but have the licensor pay the
- licensee a royalty based on future license fees received by the licensor from
- relicensing the custom portion. -Another potential solution is to have the licensee
. retain ownership of the custom software and grant to the licensor the right to
- market the custom software and have the licensor pay a royalty to the licensee for .
each license sold y

SRR These are not the only solutlons Ifthe hcensor is solely concerned with
L the licensee owning part of the licensor’s core code, the licensee can retain
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- .ownership of the custom portion without the right of sub-license or assignment.
:  Another alternative, but one which is less attractive, is to have the licensor and
. licensee jointly own the custom sofiware. This would allow each party to market
- .. the software to whomever it chooses, while at the same time having the right to
.- . make modifications and enhancements. This alternative may be detrimental to the
licensor as the licensee may license the software to the licensor’s direct

iy ..competitors. Under joint copyright ownershlp, however, each owner has a duty-to - -

~ . account to the other, "1 Nimmer & Nimmer, Nimmer on Copyright, §6.12[A]
- (1990); See, e.g. Oddo v. Ries, 743 F.2d 630 (9th Cir. 1984). At the same time
- this approach is probably unrealistic s most likely the ctistom portion is of little
- value unless it is licensed in conjunction with the tést of the software. Other
- alternatives include having the licensor give the licensee a significant price
discount to recognize the intrinsic value the licensor Wlll receive by retaining
: ownerslnp of the custom developed software -

S Fora general d&scusswn see, Porter, Negotiating Rights to a Customer’s
Improvements and Modxﬁcatlons 15 Corp. Couns Q 14 (Apnl 1999)

. 3. ' Functlonal Speclficatlon (§1 7)

The software’s functional specifications are the technical architecture that

the software must meet once it has been developed to the licensee’s requirements.

- The functional specifications should be extremely detailed and should be agreed
* . upon prior to execution of the license agreement; as they will determine the. cost
- - and extent of the effort exerted by the licensor in the software’s development. If

- the finctional specifications have not been agreed upon in detail, it is impossible
-~ for the licensor to determine with confidence the price of the development effort

as the scope of the development effort has not been limited or'ﬁx'ed The licensee

E dehverable it w111 I'CCCIVB for the ﬁxed price.

- A significant amount of 11t1gat10n has arisen as a result of agreements
* being executed containing general language that the ¢ ‘parties shall negotiate in
good faith the functional specifications immediately upon execution of this _
. Agreement.” After execution, a dispute often arises because the parties are unable
* to agree on the functional specifications given that the licensor is usually
~ constrained by a fixed price, a limit a licensee is not usually concerned with.
Several courts have recognized the licensee’s obligation to provide the licensor
with the needed information to develop a system. See, H/R Stone, Inc. v. Phoenix
Business Systems, Inc., 660 F. Supp. 351 (S.D.N.Y. 1987) (licensee breached
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implied covenant of good faith and fair dealing by failing to provide sufficient
.. information to allow licensor to undertake development.); Truktax, Inc. v. Hugh
.M. Gray & Associates, Inc., 1987 WL 13150 (1987) (customer breached contract
. _for computer software by hindering its development and installation and owed
.- developer the remainder of contract price.) Further, by failing to set forth
. definitive specifications, the parties run the risk of having a court disregard the
_._contract’s infegration clause and include the parties correspondence and other

| ~writings. See L.S. Heath & Son, Inc. v. AT&T Info. Sys., Inc., 9F.3d 561 (7th

.. Cir. 1993) (if allegedly integrated writing does not, without reference to another
- document or other coordinating information, reveal what the basic transaction
‘entailed, then the writing is not integrated; where master agreement did not

. 1dentify prices, products, services, soﬁ‘ware apphcatlons or configurations).

In the extreme, a court may find the lack of a contract under the theory of
-contractual indefinitiveness, e.g., the functional specifications were such a
- - ~material portion of the contract that the contract could not exist without them. See
. ..generally, Rates Technology, Inc. v. New York Telephone Co., 1995 WL 438954
(S.D.N.Y. 1995) and U.C.C. §2-204. This possibility finds support under the
U.C.C., which requires an agreement to (a) evidence a contract for the sale of
goods, (b) be signed by the parties, and (c) SpeCIfy a quantlty in order to be legally
- .. .enforceable. U.C.C. §2—201 comment 1, :

LT The prudent methods of contractmg are to: (1) enter into-a two-phase
.. contract with the first phase consisting of a fixed price engagement to draft the
.. functional specifications, and assuming that the parties can:agree on the functional
. specifications, a second phase consisting of the development effort at a fixed _
_price; (2) jointly develop the functional specifications prior to execution of a fixed
. price contract; or (3) enter info a time and materials contract. The first option is
- less attractive to the licensor as once the functional specifications have been
agreed to, the potential licensee can shop the functional specifications to other
potential software developers to get the best price. The second alternative is less
. attractive to the licensor’s business people who want to obtain a binding
e __comm1tment from the licensee and who do not want a long, drawn-out process in
L order to reach a final agreement during which time the licensee could select
another hcensor From the licensee’s perspective, the third option does not
... provide the price protection needed to protect against cost overruns and necessary
- forits budgeting process. Finally, the parties must decide whether the licensed
B software when delivered or accepted meets the functional specifications or the
- -current documentation for the licensed software. . . -
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_ " Both the licensor and the hcensee should be wary of i mcorporatmg the
) _'hcensee 8 Request for Pmposal (¢ ‘RFP”) and the licensor’s RFP response into the
f contract Many contracts mcorporate these documents m an oﬁen 111-fated attempt
" wants to inclde the RFP to bind the licensor to the standards set forth in the RFP
. and the standards the licensee expects the licensor to meet. The licensor often
”“"‘_"'_‘des1res to 1nc0rporate its RFP résponse for its own piotéction as the licensor will =~
“often reject certain of the RFP’s requirements in the licensee’s RFP response. At
the same time, the licensee often wants to include the licensor’s RFP response to
.. hold the licensor to statements set forth in the licensor’s RFP response. A
o problem arises, however, when the delivery reqmrements set forth in the RFP and
“RFP response differ from each other and from the specrﬁcatlons included in the
~ contract from the parties’ negotiations. Further disputes often arise in trying to
) ""resolve any dlﬂ'erences between the RFP and the RFP response and what the
parties agreed to. To avoid these potentra} issues, it is preferable to agree on and
“attach functional spemﬁcatlons negotiated after the successful bidder has been
sélected. The RFP and RFP response in turn should then be negated by the
contract’s “integration” or “entire agreement” clause.

B 4, Acceptance and Acceptailce Test iirocediires '(§§1._14,_ 7

. ~ The concept of acceptance and the correspondmg acceptance test
" procedures are extremely important in custom software development contracts.
Off-the-shelf shrinkwrap licenses deem acceptance to have occurred with the
opening of the cellophane surrounding the box containing the software or,
alternatively, with the use of the software. While uncertain, the enforceability of
.. off-the- shelf acceptance has recently been upheld. See ProCD, Inc. v.
o Zeldenberg 86 F.3d 1447 (7th Cir. 1996). ~

L Wlth custom softwarc, the concept of acceptance is not difficult to
. understand, but in practicalify it is difficult to quantify, as at the time the license
 agreemient is executed, the functional specifications for the software may not have
'~ been agreed to. Thusitis difficult, if not 1mpossrble, to agree on the acceptance
‘:‘tests if the parties do not know what will be needed to test the software, much less
" know what the software will look like in the completed product Furthermore,
. there 18 the questlon of what level of “bugs is acceptable.

The acceptance test procedures should be objective in nature such that an
. .'mdependent third party should be able to determine whether the licensed software
* has satisfied the tests. Any acceptance test procedures should be mutually agreed
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to by the parties to ensure fairness. The licensor usually drafts the test’s
" procedures protocol document given | its fanullanty with its own software and
" submits this document to the licensee for its approval. The licensee then either
" accepts the document or suggésts potentral modifications. To ensure that there is
' ‘mutual agreement as to what constitutes * acceptance,” the term should be
" carefully défined. Otherwise, a court itself may determine what is “acceptable”
. software. See, Sha-I Corp. v. City and County of San Francisco, 612 F.2d 1215
~ (9th Cir. 1980) (satlsfactory completion of 95% of acceptance requlrements '
e constltuted acceptance).

_ Software by its nature is conmdered 1mp erfect and bugs will always exist
* ‘inaprogram’s code.” Consequently, most agreements contain language to the
| effect that the software will “substantially conform” to the functional
' specrﬁcatrons or “comply in all material respects ‘Thus, many agreements
" classify and delineate the levels of errors and then quantify how many of each
" level are acceptable. For an cxarnple of the classrﬁcatron of errors, see Appendix
o “A 1o the Model Software Marntenance and Services Agreement attached hereto in
“Section IX. B.

_ Like off-the-shelf software, custom software contracts should include a
"provision that the use of the software in a commercial context shall be deemed
_acceptance. Otherwise, the licensee may have an incentive not to accept the
" “software while receiving all commercml beneﬁts of the soﬁware frorn its use.

) | |
o5 ', i EClﬁc Performance (§5 3. 4)

: ~ Most smart licensees try to include the remedy of specific performance in
their license agreements. Sections 2-711 and 2-716 of the UCC specifically
. identify specific performance as an acceptable remedy. Licensors are hesitant to
" include this remedy because, if included, a licensee may be able to force the
'lrcensor to deliver the software regardless of cost. Given that the risk of large cost
*‘overruns is always present with software development the risk to the licensor is
“great if such remedy is included.. Smart licensees also seek to mclude a statement
* “that they are entitled to specific perfcnnance to force the licensor to place its
" software in escrow if the license agreement requrres the hcensor to do so, as well
as to enforce the license agreement’s indemnification provisions.

o " Licensors should carefully consider the risks when the licensee seeks to
' mclude broad statement such as “the right to obtam equrtable rehef’ in the license
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~agreement. While the equitable remedy of injunctive relief for breach of the
‘agreement’s confidentiality provisions is important to include,” all equitable
 remedies” are broader than necessary and should be limited solely to injunctive
' ~relief. Smart licensofs will fry to mclude Ianguage 1 the license agreement that,
““upon the licensor’s breach of the warranty, the licensee shall be entitled to
monetary damages only, or to speclﬁcally state that the hcensee is not entitled to
- -obtain an equitable remedy. - -

6. Service Level Agreements (§3.C)

Service level agreements usually address the failure of the software fully to

“meet certain service levels agreements (“SLAs”) or standards after the software
' has been accepted. The SLA sets forth the Service Level Credit (“SLC”) that the
‘licensee is eligible to receive and the Service Level Bonus (“SLB”) that the
~ licensor is eligible to receive for performing at or above a set level. These credits
" are “usually more common in outsourcing transactions, internet service provider
) agreements (“ISPs”™) and application service prov1der agreements (“ASPs”) then
 in general software license agreements. Common metrics covered by SLAs are
o application availability (downtime limits), response time, reﬁ'esh rates, help desk
" tesponse, network ava11ab111ty and business/operational processes, mean time to
~_report (“MTTR”). The nature of the appllcable SLAs will depend on the type of
transactlon

_ " The SLA should set forth each party’s obhgatmns such as notlfymg the
other party of its non-compliance, corrective actions and response obligations.
- Further, the SLAs should clearly state the measurement methodologies such as
" daily, monthly, yearly calculations as well as the type of credit. Most licensors
 will orily agree to a credit against future services verses a cash payment to the
~ customer. The SLAs need to be carefully drawn to address any factors outside its
~control as the licensot’s performance may be affected bya number of factors such
~asthe hardware and collateral third party soﬁware '

N ' In deﬁmng its obhgatmns the licensor should exclude from calculating
o _"any time sensitive service level obligations, third party problems such as
- hardware, telecommumcatlons and infrastructure links, routine maintenance,
. __emergency maintenance, etc. Further, the licensor should clearly set forth any
~ requirement or obligation of the customer on which its obhgatrons are premised,
i €., 2 certain hardware configuration,

“The payment of SLAs should be in full satisfaction of any liability on the
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licensor’s behalf for the failure to meet the stated metrics. At the same time, the
customer should insist that once the service level credits reach a certain level, the
customer may terminate the agreement. The licensor should also insist that the
~ SLAs contain a recapture provision, allowing the licensor to recover credits paid
T S to the customer if the licensor performs at a level hlgher than contractually
~required either c_hmng the period in question or over the term of the contract.

7. Liquidated Damages (§3.B)

Licensees often seek to include a provision for liquidated damages for the
.. late delivery of software in development contracts. Usually these damages
o _amount to 0.5% of the contract value (excludmg the value of hardware and third -
.. patty software) for each week a delivery is late for up to 10% of the contract
. value. The licensor must carefully consider what will trigger payment.

- Many licensees will try to tie the imposition of liquidated damages to
~ acceptance of the software by a certain date and not the contractual delivery date.
This creates significant risk for the licensor as acceptance is totally within the
~control of the licensee. Liability should be based on late delivery of the software
" and not acceptance of the software by the licensee. At the same time a licensee
B may be hesitant to base such damages on late delivery as the licensor may deliver
~ poor quality software just to avoid paying liquidated damages believing that the
poor quality of the software can be corrected during any cure period. The licensee
~should include language allowing the right of offset against future progress
' payments if the licensor does not pay the liquidated damages as required.

__ ' Furiher, the Heensor should ensure that the payment of liquidated damages
. :1s in full satisfaction of any liability the licensor may have for late delivery. To
" the extent any delay is caused by the licensee, there should be a one day extension
" " of the licensor's delivery date for every day delay caused the licensee: The
licensee may want to provide further protection by prov1d1ng for termination of
the agreement if the licensor has not delivered the software when the maximum
payment amount has been reached to avoid giving the licensor an additional cure
period. Finally, the licensee should carefully word the liquidated damages
_provision and limit the hquldated damages to a reasonable level to avoid the
' appearance of a penalty. Liquidated damages that are out of proportion to the
~ “probable loss or grossly in excess of the actual damages may be found to be a
" penalty and thus unenforceable. Gordonsville Energy L. P. v. Virginia Electric &
Power Co., 512 S.E.2d 811 (Va. 1999). At least one court has upheld the validity
of a contractual waiver of a party’s right to attack a liquidated damages provision.
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- Id. The licensee should be careful, however, to include a provision that provides
“that if the liquidated damages reach a certain level, the licensor shall be deemed to
© " be in material breach and the li_censee may te’rminate the ¢ontract.

, Similarly, the licensor should seek to iriclude a combmatmn of hquldated
-+ ‘damages and bonuses payable to the licensor in the event of certain licensee
“--actions or inactions. -If the customer has certain contractual responsibilities
~ beyond payment such a site readiness or the obligation to promptly accept the
licensor’s deliverables, the licensor should insist that the customer pay liquidated
e damages for the customer’s failure to promptly meet its obhgatlons At the same
'~ time, the licensor should receive a bonus for the early delivery of the software or
other material deliverables. This bonus counters the damages payable for late
‘delivery and is consistent with the goal of hquldated damages to incent the
licensor to dellver on time.

Licensors often seek to raise their prices when the licensee asks for
hquldated da:mages, claiming the licensor’s inittal price did not reflect the
"' additional element the licensee has asked them to assume through the payment of
S 11q1udated damages. This argument holds 11tt1e validity if the customer’s initial
'RFP or the model license contained in the RFP put the licénsor on notice that the
customer expected the resulting contract to contain a liquidated damages
provision. See generally UCC §2-2-718(1) and Annotation, Contractual
Liquidated Damages Provisions Under UCC Article 2, 98 A.L.R.3d 586 (1980).

8 ' "'Mai'nténali'c_'e:(s_e'ct'ion IX B.) |

‘Maintenance may function like an extended warranty. Any maintenance
‘provisions, however, should be separate and distinct from the warranty in the
- ‘license agreement, and should ideally be in a séparate agreement. This is
‘important due to the dtfference in the licensor’s liability for breach of the warranty
" ‘contained in the license agreement and breach of a separate maintenance
_ agreement Under some license agreements the warranty begins on acceptance.
~ Under others, acceptance does not occur until the expiration of the warranty.
During the warranty, the licensee may terminate the license agreement if the
" 'softwaré does not meet the functional requlrements or perform in accordance with
the license’s other requirements and potentially receive a refund of the entire
~ license fee. If the software does not meet the functional speclﬁcatlons during the
maintenance period, however, the licensee can terminate the maintenance
agreement but will usually only be entitled to receive a refund of the maintenance
' fee provided the maintenance provisions are contained in a separate agreement
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_ _ Annual maintenance charges are generally set at the rate of 15% to 18% of
the original license fee. Some licensor’s calculate the maintenance fee on the
aggregate of the license fee plus the cost of any enhancements or modifications

__ made by the licensor, while others consider any enhancements or modifications to
. be consultlng services or professmnal services and not included in the base fee for
S _“:_ealeulanng the maintenance fee. In addition, the licensor usually agrees to
" maintain only the one or two most recent versions of the software because of the
. difficulty of keeping track of all the different versions and whether they are
o comparable. Many agreements provide that if the licensor. ceases to provide

B .mamtenance the licensor will provide the licensee with a copy of the software’s
source code so that the licensee can maintain the source code itself. Licensees

~ should reahze, however that it may be impractical for them to maintain the

~ system itself given the complex nature of many large soﬁware systems and the
large learning curve necessary to master the system

_ Most maintenance agreements vo1d any obhgatmn to maintain the
_ software if the licensee modifies the software in any way, or if any problems with
* the software result from the negligent or unauthorized actions by the licensee.
L Fmally, a smart licensor will claim ownersh1p of any modifications, enhancements
* or derivative works created by the licensor wh11e performmg maintenance for the
licensee.

Licensees often want the licensor to agree to offer maintenance for a set
period of the 5-10 years from acceptance without committing to actually
purchasing maintenance from the licensor. This requirement is understandable as
an expensive software system is worthless unless it is properly maintained. At the
'same time, a reasonable licensee can not expect the licensor to fix or project its

. prices ten years into the future. The solution is to include language that the
~ licensor will provide such services at “licensor’s then—ex1st1ng price.” Both the
 licensor and licensee should be concerned about any increase in the maintenance
~ fees tied to the Consumer Price Index (“CPI”) as the CPI does not adequately
. reflect the true cost to the licensor. In the 1970s and 1980s, the CPI rose
significantly driven by higher real estate prices while technology. salaries remained
~ constant, while in the mid-1990s the CPI experienced only minor increases while
" technology salaries rose rapldly Both parties should explore other labor/cost
indexes pubhshed by the Department of Labor that may more closely mirror the
costs mcurred in supporting the underlymg soﬁware

~ Finally, all maintena_nce agreements shoul_d require the 'Iieensor to update
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" “the product documentation in connection with any enhancement or alteration to
" the software and ensure the documentation is consistent with the licensed
- soﬁwa:re An aggresswe hcensee wﬂl seek to requ:lre that the licensor’s software
" upgrades such as Oraclé or Informix. This creates great risk for the entity
i 'promdmg maintenance given the uncertamty of when such upgrades will occur
- and the cost to make the licensor’s software compatible. ' ‘

The licensee should seek to require that the licensor continue to update and
. upgrade the sofiware during the term of the agreement. (See §11.3) The
~_ maintenance agreement should explicitly state the scope and nature of the support.
Tt should specifically provide the response times and repair times as well as the
- - lqunsee s remedl,es if the llcenso_r fails to properly _s_uppor_t the software.

o One issue of great concern to llcensors 1s when the licensee seeks to
" maintain the software through the use of independent service organizations
(“ISO’s”). Many licensors are concerned that these mdependent third parties, who
are often their competitors, will iearn the licensors’ trade secrets or siphon off the
licensors’ maintenance revenue, which is usually a significant portion of their
profits. See, e.g., Hodge Business Computer Systems, Inc. v. U.S.A. Mobile
* ' Communications, Inc., 910 F.2d 367 (6th Cir. 1990). This area is very
" complicated as the failure to allow third parties to provide maintenance support
‘potentlally exposes the hcensor to antitrust concerns. For a more detailed
| discussion of these Antitrust issues, see Section IIl: C.12 below. See Johanson
"and Zoliman Computer Maintenance Raises Antitrust Issues, Nat’L. L. J., May 20,
1996 at C40, col 3. In the event the licensee seeks to allow an ISO or other
~ contractor access to the licensor’s intellectual property and trade secrets, the
" hcensor should require the licensee to indemnify the licensor for any misuse.

9 . _fI‘rain_ing_ and Documentation (§§11, 13.1)
() Training (§11)

o A detailed descnptlon of the training to be provided by the licensor
" is important to both the licensor and the licensee. The licensor wants to
' '_"put distinct limits on the training to be provided to the licensee to fix the
licensor’s cost. This is especially important when to reduce costs both
parties want to use a “train the trainer” approach. The description should
set forth absolute time limits, the class size, class location, materials to be
provided and the language in which the classes will be taught. A hcensor
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will also want to delineate the skills the attendees must have to attend the

- specnﬁc training. This is to ensure that the licensor does not spend time

teaching basic programming skills that the attendees should already
possess. The licensor also wants to carefully state which skills will be

" taught, and what skills the attendees will possess upon completion of the

“course. For example training should teach the attendees how to operate
the soﬁware, but the licensor should not make statements to the effect that

" the licensee’s attendees will be able to maintain the sofiware unless such
tra_l__nmg will be provided.

At the same time, the 11censee wants to olearly state that upon

| _oompletlon of tra1n1ng, the Hcensee will be able to fully operate the

software, that future training will be available ata mutually agreed-to time

"~ if the licensee desires to purchase extra training and that all documentation

and training provided by the licensor to the licensee will be accurate and

“current. Further, the licensee’s attendees w111 recelve COplCS of all
documentatton used during the course.

®) Documentation ] 13.1) ,

All documentation prov1ded by the 11censor should be in sufficient

) detaﬂ to allow a reasonably—skﬂled programmer to operate and use the
_ software. The licensor should warrant that the documentation is the most
" current version of the documentation, complete and free from any errors
~ and omissions and that the documentation corresponds to the licensee’s
" current version of the software installed at the licensee’s site and not a
.' ' base line version of the software. Further, the licensor should promptly
. provide the licensee with updated documentation reﬂectmg any changes

made to the software utilized by the licensee.

A smart licensee will also want the licensor to warrant that the
software meets the specifications provided in any documentation or that
the documentation is applicablé to the version of the software delivered to
the licensor. Unless the licensor desires to make a profit on duplicating
the documentation, the licensee should be free to reproduce the

_ :. documentation thhout cost provided the license reproduces the licensor’s
-~ protective marks (i.e., copynght nottoes) and does not modify the

B documentatlon o

10

a Force Majeure (§32)
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Both parties should pay careful attention to a contract’s force majeure
clause. A typical clause sets forth a laundry list of elements whose occurrence
~ will constitute a force majeure. For the most part such clauses excuse only the
o Ilcensor s performance as usualiy the lrcensee s only affirmative obligation is to
S pay the license fee.
_ The lrcensee should grve ca.reful cons1deratlon to the wording of any
B clause as an overly broad force majeure clause could undercut any service level
= agreements or performance obhgatmns of the licensor. At the same time, the
~licensor should seek to ensure that the clause is not so narrowly drawn as to
“restrict’ the lrcensor 'S ab111ty to excuse performance for conditions beyond its
control. : :

.. ... . For example, many licensees are hesitant to include labor strife or strikes
wrthm the list of events. constituting an event of force majeure. Further, the non-
_ perfcnnance of the licensor’s subcontractors should also not be considered an
_eventof force maj eure. Thus, a prudent licensee should spemﬁcally state that the
& farlure of a licensor’s subcontractors to perform shall not, excuse the licensor’s
- performance One way to address this issue is the draft drfferent force majeure
‘clauses for different obligation of the licensor. Thus, a licensor may be excused
from performing one aspect of a contract but not another upon the occurrence of
- the same event. For a more detailed discussion, See Klein and Glazer, The Lowly
" Force Majeure: Why It Shouldn’t Be Neglected; Start- Up & Emerging Companies
5 (N ov. 2000).

S 11 .__'.Bankr_uptcy (§5..1).
(@ Licensor’s Bankruptcy.

o In response to the ¢ concern of the soﬂ:ware mdustry and licensees in
_particular, the federal bankruptcy laws were rewritten to protect licensees
. inthe eventofa llcensor s bankruptcy. Section 365(n) of the United
y States Bankruptcy Code (11 U.S.C. §365(n)) (the “Bankruptcy Act”),
- provides that in the event the debtor/licensor rejects the license agreement,
~ . the non-debtor/licensee has two options: First, it can bring a claim for
_ damages to the extent the rejectron caused the licensor to fail to meet the
_ licensor’s obligations under the license agreement. 11 U.S.C. §
. 365(m)(1)(A). Under this option, the licensee forgoes any right fo use the
licensed technology/software in the future. Id. Second, it can retain the
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rights to use the software/intellectual property for the period provided for
under the license and any contractual extensmn periods. 11 U.S.C. §§
| ':' 365(11)(1)(B)

The trustee in bankruptcy can still reject the license agreement
“*causing any executory provisions to become null and void, but the licensee
can elect to retain its rights under the software license. If the licensee

“elects to retain its intellectual'prop'erty'rights it must continue to pay the e

" “licénse fees due the licensor, and nxist forego certain remedies otherwise
" due under the Bankruptcy Act for the termination of the license agreement
~(e.g. rights to set off or any §503(b) claims and any pnonty claim). Under
* the Bankruptcy Act, the licensee does not need to act to preserve its
“license. 11 U.S.C. §365(n)(1)(B), but seeInre E.L Internatlonal 123
B.R. 64 (Bankr. D. Idaho 1991).

Most licensees elect the second option to continue using the
~ “software. While the licensee may continue using the software, it cannot
~compel the licensor to perform except for any excluswlty provisions in the
contract. The licensor is relieved of its’ obhgauons to provide any ancillary
-'semces such as training, maintenance, support, documentatlon or updates.
" The licensee must continue, however to pay all royaItIes due licensor. 11
- "'U S. C § 365(11)(2)(B)

* Other executory prov1310ns of the contract are not enforceable by
" the licensee, such as maintenance and any unfinished deveIoprnent work. -
The licensee is able to require the trustee to turn over any embodiments of
the licensed technology, provided they were stated in the license, including
any exclusivity right. 11 U.S.C. §§365{n)(1)(B) and 365(n)(3).

To ensure the protecticns of Section 365(n) are available to the
licensee, the licensee should make sure the license specifically provides
" -that the licensed software is “intellectual property” under § 101(56) and
‘that the license is governed by Section 365(n) in the event the licensor files
- for bankruptcy protection. Under the Bankruptcy Code, “intellectual
- property™is defined as ¢ Ay trade secrets; (B) invention, process, design or
- plant protected under title 35; ©) patent application; (D) plant variety; (E)
" work of authorship protected under t1t1e 17; or {(F) mask work protected
S under chapter9 of title 17; to the extent protected by applicable
" nonbankruptey law”. 11 U.8.C. §101 (56). It is clear that software will
< fall under this definition. As such, software will usually be governed by
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B the Bankruptcy Code.

To limit its ﬁnanmal risk; the licensee should delineate the
payments made for collateral obligations like training and support and
- from general royalty/license fées. By lumping all fees together, the
+ licensee could be obligated to pay for the entire amount even though it did
.......not receive the collateral semccs whose pnce was 1ncluded in the lump.. -
--sumroyaltyfee s :

" In order to perfect a security interest in a debtor’s software, the
- - creditor must comply with both the Umform Commermal Code and
. copyright law which requires that'a notice be filed with the Copyright
Office. The grant of a security interest is considered to be the transfer of
~ copyright ownershlp In Ie Avalon Soﬂware Inc., 209 B.R. 517 (Bankr.
e D. Anz 1997) '

R For'a more detailed dlscussmn See Agin, Reconcﬂmg
.+ Commercial Law and Information Technology An Essay on Bankruptcy
" Practice’ During the Next Business Cycle, 4 J. of Internet L. {(October
10 +72000)'and Kupetz, Beware When Dealing With Licensor’s of Intellectnal
“*" Property: Avoiding Potential Pitfalls Facing Licensees and Lendors When
" Bankrtiptcy Intervenes, 17 Computer Law. 21 (Jan, 2000); Kupetz,
- Dealing With Issues in Chapter 11 Cases Filed by Licensors of Intellectual
- Property, 16 Ecommerce & Strategy 1 (Jan.2000). See also, Bartlett,
- Effects of Bankruptcy on Licensing Under 11 U.S.C. §365(n), 5 J.
- Proprietary Rts. 20 (July 1993); Brown, Hansend ‘Salerno, Technology
Licenses Under Section 365(n) of the Bankruptcy Code: The Protections
Afforded The Technology User, 95 Com. L.J. 170, (1990); The Protection

~of Intellectual Property Rights of a Licensee When a Licensor Goes Into

o ankruptcz Under the Amended 11 U.S.C. 11 §365, 73 J. Pat. &
- Trademark Off. Soc¢’ y 893 (1991), Sommier, Bankruptcv and Intellectual

o Property Contracts, 21 Llcensmg J 11 (Jan 2001)

“(b) - Licensee’s Bankruptcy

Under Section 365(b) of the Bankruptcy Act, an intellectual
.. property licensé is considered to be an unexpired lease or executory
*“contract. As such, a licensee who declares bankruptcy and desires to
< assume the license agreement must cure all breaches, fully perform its
obligations under the license agreement, and provide adequate assurances
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that it will perform in the future.. If the licensee fails to do so, it must
reject the license agreement and rehnqmsh all rights to the underlying
g :..Lmtellectual property ;

e To prov1de a greater level of protectton a hcensor can include
" certain financial requlrements in the license agreement which would allow
.- the licensor to terminate the license agreement for the licensee’s failure to
" " abide by such requirements. These rights are separate and distinct from =~
~ those provisions typically placed in a license agreement allowing the
- licensor to terminate the license for the licensee’s bankruptcy. These
. termination provisions are void under the Bankruptcy Act. 11 US.C. §

.- 365(e)(1); see also, nre: Computer Communications, Inc., 824 F.2d 725
| -(9th Cir. 1987). . I .

" Furthermore, there isa lnmt on the ablhty to assign a license held
by a debtor to third parties. A trustee can not assign a license to another
.. entity without the licensor’s consent, regardless of whether such transfer is
" allowed under the license agreement. In re Alltech Plastics, Inc., 71 B.R.
.. 686 (Bankr. W.D. Tenn. 1987); 11 U. S.C-§ 365(c). Similarly, at least one
- . court has held that a licensee cannot use a non-exclusive license after its
... . bankruptcy. reorganization absent the licensor’s.consent. Perlman v.
- .. Catapult Bntertainment, Inc., 165 F.3d 747, 754-55 (9th Cir. 1999)
o (“where applicable nonbankruptcy law-makes an executory contract
.- nonassignable because the identity of the nondebtor is material, a debtor in
-, possession may not assume the contract absent consent of the nondebtor
. party.”); but see, Institut Pasteur v. Cambridge Biotech Corp., 104 F.3d
489 (lst CII') cert. demed 521 US. 1120 (1997)

. N In addltion a personal serv1ces contract can not be assigned or
o assu:med by a debtor under the Bankruptcy Code In re Catron, 158 B.R.
L 624 (E D. Va. 1992), aff'd, 158 B.R. 629, aff’d, 25 F.3d 1038. ButseeIn
' re Fastrax, Inc., 129 BR. 274 (Bankr M. D. Fla. 1991) (subcontract for
installation of storage, retrieval and distribution computer center not a
personal service contract and:-could be performed by another computer
software company).

For amore detaﬂed dlscussmn, see Agm Reconciling Commercial

| _' ':_ .:‘Law' and Information Technology: An Bssay on Bankruptcy Practice
b Durmg the Next Busmess Cvcle 4 J. of Internet L., (October 2000).
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-~ 12. - Antitrust and Copyright Misuse Issues (§376) '
a)  Antitrust Issues.

~ Traditionally, the provision of mainténance, enhancement and support’
services has been very Iucrative for licensors, due to the high margins involved.
~-with such work. - Licensees ‘are often at the mercy of the licensor, as the licensor
has the fa:rmhanty with the software and the necessary pr0pr1etary software tools
“to provide these services. With the advent of outsourcing, the proliferation of
competent third parties to maintain proprietary software, and the increasing
_~ desires of licensees for other alternatives, some licensors have sought injunctions
-to prohibit third-party access to licensors’ proprieta:ry sof’cware without a license,
 see, e.g., Triad Systems Corp. v. Southeastern’ Express Co.,-64 F.3d 1330 (Sth Cir.
1995), cert. denied, 516 U.S. 1145 (preliminary injunction granted and affirmed
- on appeal); Independent Services Organizations Antitrust L1t1gat1on, 910 F. Supp.
1537 (D. Kan. 1995) (countetclaim for preliminary mjunctlon against ISO
- granted) or seeking damages for such use. ‘See also, Datd General Corp. v
- Grumman Systems Support Corp.; 36'F.3d 1147 (1st Cir. 1994) (jury awarded
" damages for copyright infringement for unlicensed use of diagnostic software).
*The licensors” actions are based on their claims that their software is a
' copyrightable, proprietary asset and that the ﬂ‘lIl'd party has not purchased a license
T to u’uhze Or accoss the soﬁware o

a * Similarly, courts have held that the antitrust laws do not negate a patent
“holder’s right to exclude others from’ hcensmg a patent Intergraph Corp. v. Intel
Corp., 195 F.3d 1195 (9th Cir 1997); 'See also, In re Indep Serv. Org. Antitrust
Litig, v. Xerox, 203 F.3d 1322 (Fed Cir. 2000) (patent holders’ decision not to sell
or license patented parts nor to sell'or license copyrighted materials and software
did not violate antitrust laws).

: At the same time, however, a licensor’s attempt to exploit its software may
' be subject to liability based on the antitrust laws. Antitrust claims are usually
~ based on illegally tying or monopohzatlon Licensees and other third parties have .
often claimed that licensors “tie” the use of their software to the purchase of
maintenance services from the licensor in a violation of the antitrust laws. A tying
* arrangement is “an agreement by a party to sell one product only on the condition
- that the buyer also purchase a different product, or at least agree not to purchase
“that product from any other supplzer (Emphasis supphed ) Northem Pacific
Ry. v, Umted States, 356 U.S. 1, 5-6 (1958). =~
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In Data General Corp. v. Grumman System Support Corp., 36 F.3d 1147
(1st Cir. 1994), Data General sued Grumman for utilizing Data General’s

copyrighted diagnostic software which had been provided to Data General’s
customers on the specific condition that the customer not allow a third party
service provider such as Grumman access. . Grumman in furn counter-claimed that
‘Data General’s actions violated the antitrust laws. The First Circuit held that Data

..~ refusing to license its copyrighted software. Id. at 1187. This holding is
... consistent with other similar cases in this area. See, MAI Systems Corp. v. Peak
~ Computing, Inc., 991 F.2d 511 (9th Cir. 1993), cert. denied, 510 U.S. 1033
. '(1994), Advanced Computer Services of Michigan v. MAI Systems Corp., 845 F.
... Supp. 356 (E.D. Va. 1994), but see, Electronic Data Systems Corp. v. Computer
. Associates Tnt’l., Inc., 802 F. Supp. 1463 (N.D, Tex. 1992) (allegation of tying of
S ' hcenses for certam software to hcenses for maintenance software is a valid claim
..., of action), see also, Service and Training, Inc. v. Data General Corp., 963 F.2d.
680 (4th Cir. 1992), (refusal of the licensor to license maintenance software,
e except to computer purchasers who self- mamtamed held not to be an antitrust
~ . violation or a violation of copyright policy, but rather the right of a copyright
. owner to exercise control over its copyright). At Ieast one court has held,
. however, that the mere refusal to license a patented invention or copyrighted work
. may give rise to liability if the holder does so with an “anticompetitive” interest.
Image Technical Services, Inc. v. Eastman Kodak Co., 125 F.3d 1195 (Sth Cir.
1997). But see Intergraph Corp. v. Intel Corp., 195 F.3d 1346 (Fed Cir, 1999)
. (termination of advance disclosure agreement by industry leader as a result of
~ customer’s suit for patent infringement did not violate antitrust laws as vendor
" hadno obhgatlon to d1sclose proprietary mf0nnat10n)

b) Copyright Mlsu_se Issues. _

A copyright owner may not seek monopolies beyond those granted under -
. the copyright statute. Broadcast Music, Inc. v. Columbia Broad. Sys., Inc., 441
. .US. 1(1979); Lasercomb Am. Inc. v. Reynolds, 911 F.2d 970 (4th Cir 1990).
. :_':";Copylight misuse arises when the copyright holder seeks an exclusive right or
_ . monopoly beyond those granted by copyright law and against public policy.
- Lasercomb, 911 F.2d at 977. A finding of copyright misuse prevents the
- 'enforcement of the copyright or any copyright license from such misuse but does
- not invalidate the copyright itself. Alcatel USA, Inc. v. DGI Technologws Inc.
- - 166 F. 3d 772 (5th Cir 1999). Thus, a licensor must be careful not to violate
} 'publlc policy by placing unlawful prohibitions on a licensee.
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- Courts have been quick to recogmze the copyright misuse defense when
+the copyright owner usesits copyright in a manner which violates public policy.
See e.g. Alcatel USA. Inc. v. DGI Technologies, Inc., 166 F.3d 772 (5th Cir 1999)
(copyright license limiting use of operating software system software to the
copyright owner’s hardware constituted copyright misuse.); Lasercomb Am. Inc.
v. Reynolds, 911 F.2d 970 (4th Cir 1990) (prohibiting licensee from developing

Practice Mgmt. Info. Corp. v. Am Medical Ass’n,, 121 F.3d 516, 520 (9th Cir
1997) (requiring licensee not to buy products that compete with licensed product

.75,.4‘ : .1s copynght Imsuse)

G * Moreover, a copyright licensor may not continue to collect royalties from
- 'the licensee after the copyright underlying the licensed software has expired.
* -~ April Productions, Inc. v. G. Schirmer, Inc., 126 N.E.2d 283 (Ct. App. N.Y.
'1955). Attempts to collect such payments after the copyright has expired may be
*"considered copyright misuse and a violation of the antitrust laws. See, DSC
- Communications Corp. v. DGI Technologies, 81 F.3d 597 (5th Cir. 1996). See,
-+ also, Brulotte v. Thys Co., 379 U.S. 29, 33 (1964) (attemipts to collect royalties
“ . under expited patent constituted an improper use of patent monopoly, analogous
to tying purchase or use of patented article to purchase or use of unpatented one).

For a more in-depth discussion, See Dawdson & Emsch A Survey ofthe
Law of Copyright Misuse and Fraud on the Copyright Office: Legitimate
Restraints on Copyright Owners or Escape Routes for Copyright Infringers,
“Intellectual Property Antitrusi 489 (Practising Law Institute 1996).

On October 28, 1998, Congress enacted legislation known as the
“Computer Maintenance Competition Assurance Act” (17 U.S.C. §117) to partly
overturn the MAI case and make it easier for ISO’s to service computer hardware.

- ‘Incorporated as Title III of the Digital Millennium Copyright Act, the law is
directed solely to the copying of software as part of the act of servicing computer
hardware. Under the law, the making of a RAM copy of a computer program by

~*"an IS0 as part of servicing computer hardware will not be an act of copyright
‘infringement. The law provides a limited immunity to copyright infringement
‘only and ‘does not address ISO mamtauung and modlfylng software in and of
itself, 17 U.S.C. §117.

For a general discussion of the antitrust issues in maintenance, -
.- enhancement and support services. See Soobert, Antitrust Implications of
~ ‘Bundling Software and Support Services, 21 U. Dayton L. Rev. 63 (1995);
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.. Hamilton, Software Tying Arrangements Under the Antitrust Laws: A More
... Flexible Approach, 71 Denv. U.L. Rev. 607 (1994); Johanson & Zollman,
.- Computer Malntenance Ralses Antltrust Issues, Nat’l. L. J. C40.col. 3 (May 20,
...1996). ., _

o 13 E' Export Issues (§45)

Under the Umted States export reguIat:ons an 1nd1v1dua1 may
“undertake transactions subject to the Export Administration Regulations’
. (“BAR”) without a license or other authorization, unless the regulations
- affirmatively state such a requirement.” 15 CFR §736.1. The EARs are
- consistent with the posmon of - many European governments’ that anything
. not prohibited is allowed, in contrast to the Burean of Industry and
- Security’s (known pnor to April 18, 2002 as the Burean of Export
.. Administration) prevmus position that everythmg is prohibited unless an
_exception exists. Under the EAR, licenses are not required for most
... shipments to Canada and shipments to U.S. territories, possessions and
... commonwealths. . The export regulatlons can be found at -
www.bxa.doc.gov.

- (b) 1 'Deﬁmtmns ) _' =
Sectlon 734, 2(b)(1) of the EARs deﬁnes export” as:

(i) . anactual shipment or transmission of items sub_] ect to the
- EAR out of the Unlted States; or -

_(11) | “release” of technolo gy or sofcwa:re subject tothe EARtoa
 foreign national in the Umted States, .

. Sectlon 7 34 2(b)(2) deﬁnes export of technology or software” as:

. '; : (i)_ o .any "release" of technology or software subject to the EAR
in a foreign country; or

3 . The Export Administration Regulations are issued by the Department of Commerce and
-+ administered by the Bureau of Industry and Security (“BIS") to implement the Export
" Administration Act of 1979, as amended.
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(i) - any release of technology or software subject to the EAR to

“a forelgn natlonal

| In the context of this definition, Section 734. 2(b)(3) of the Export

Adnumstratlon Regulataons defines "release" as:

._..‘.:.(1) V1sua1 inspection by foreign nationals. of U.S.-origin... ...
o -eqmpment and fac111tles

L :‘(11) Oral exchanges of 1nformat10n (with foreign nationals) in
-+ the United States or abroad; and

<>

' The ﬁrst step in cxportmg any software or technology is to

* . (iii) - The application to situations abroad of personal knowledge
. or techmcal expenence acqmred in the United States.

' Export of Software and Technology

R fdetermmc whether an export license is needed. Under 15 C.F.R. 736.2(b),
the exporter must apply a ten-step process to determine whether the

. exporter’s software or technology requires a license under the EAR.
Based ‘on the results, software or technology will fall into one of three

categories:

@® No License Required (“NLR™). If software or technology

to be exported is either not subject to the EAR or does not require a
- license as a result of the ten-step process under 15 C.F.R. 736.2(b),

© ¢ itis considered to be No License Required or “NLR”. Software or
T fl‘technology class1ﬁed as. EAR 99 falls mnto thls category

“ (i)  ‘License Exceptzons If a deternunatlon is made that the

. ‘software or teohnology requires a license under the EAR, the

" exporter must determine whether a License Exception is available.
A “License Exception” is the authonzatlon to- export under stated

" " conditions that would otherwise require a licenss. 15 C.F.R.

740.1(a). For software and technology, two potential License
Exceptlons are avaﬂable under Sectlon 740

(y) Technolagy and Saﬂ‘ware Under Restriction
(“TSR”). Section 740.6(d) allows export and re-export of -
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- software and technology, subject to national security
controls, to Country Group B upon receipt of a Letter of
Assurance. This License Excepnon is similar to the old

y ,GTDR . :

(z) T echnology and Soﬁware- Unrestricted (“TSU”).
- Section 740.13 .of the EAR provides a License Exception
for certain “Operation Technology and software, software
updates and mass market software permitting their export
. without a license. This License Exception covers certain
mass market software such-as software sold over the
counter through mail order transactions and telephone call’
- transactions, sales technology, and software updates.
-+ “Operation technology” is defined as “the minimum
technology necessary for the installation, operation,
- -maintenance (checking), and repair of those products that
are lawfully exported or re-exported under a license,
- --License Exceptions or NLR.” 15 C.F.R. 740.13(a)(1). This
- License Exception is similar to the old GTDU.

(in) ~Ifa L1cense.Excépuon does not exist, the exporter must
s apply fora license under 15.C.F.R. 748

14.  Self Help (§29.4)

S At least one court has upheld a hcensor s right to remotely deactivate a
o _hcensee s software for breach of the license’s payment provisions. American
- Computer Trust Leasing v. Jack Farewell Implement Co., 763 F. Supp. 1473 (D.
- Minn. 1991), 967 F.2d:1208 (8th Cir. 1992) but see.Gomar Manufacturing Co. v.
Novelli, C.A. No. 96-4000 (D.N.J. Jan 28, 1998). The Central District Court of
. ... California has held, however, that disabling:devices/codes may violate the
. Computer Fraud and Abuse Act, 18 U.S.C. §1030. North Texas Preventative
- Imaging I.L.C. v. Eisenberg, SA. CV 96-71, 1996 U.S. Dist LEXIS 19990, 1996
WL 1359212 (C. D. Ca.: Aug. 19, 1996). For a general discussion, see Rowles,

o Electronic Software Disablement and Repossesswn, 8 E-Commerce Advisor 7
~: (Aug. 2001) L : _

The use of dlsablmg devises in soﬁware is ﬁaught with risk for the
_ ‘_.l_ic,en_,sor and licensee.  The presence of such a device in software places the
- licensee at a significant disadvantage if a dispute arises and creates a significant
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- -business risk for it as the licensor has the ability to potentially shut down mission
critical software. The licensorat the same time bears substantial risk if it actually
disables the licensee’s use of the software in conjunction with the termination of -

. the licensee, as the licensee may bring suit for the licensee’s resulting damages.

.. - Further, UCITA places significant restrictions on the use of the disabling devices
by the licensor which in practicality make their implementation highly risky. See

Section VII D.10 for a more detailed discussion. Nonetheless, the licensee should..... o

. insist on a specific warranty dlsclalmmg the existence of any- dlsabhng dewces,
trap door, etc., (See §16 L) . . . -

V. ESCROW AGREEMENTS

Escrow agreements are usually entered mto to protect the hcensee by prov1d1ng it w1th
access to the licensed software’s source code in the event of either a material breach of the: -
license agreement by the licensor, the failure-of the licensor to:properly maintain the software or
offer maintenance for a.set period of time (at least five years), the acquisition of or change in : -
control of the licensor or the bankruptcy/insolvency of the licensor. Furthermore, some licensees
seek to include language in the license agreement that, in the event of a dispute, the licensor must
place all advance license payments in escrow until the software has been accepted or the dispute

-resolved. - A smart licensor will ensure that in the event of bankruptcy, the sofiware will not be .

autematically released to the licensee, but rather the bankruptcy must be in conjunction with a. -
material breach of the licensor’s obligations. Otherwise, it would be inequitable to'cause a -
release when the licensor is not in material breach but for its financial trouble.

Disputes often arise as to whe.ther the..soﬂware to be “escrowed” must. be placed with an
independent third party, i.e., an ‘escrow agent, or held by the licensor. The licensor is usually

hesitant to place its source code in the hands of a third party where the licensor is unable to -

control release of the source code, while the licensee should insist on the use of an independent
third‘party as the licensor may wrongfully refuse to release the source code to the licensee in
contravention of the escrow agreement. - Regardiess of whether the source code is escrowed with -
a third party, the licensee should verify that the licensor has escrowed everything it was supposed

‘to escrow. The third party escrow agent should be obligated to verify that at the time the source

code 1s-escrowed that if is complete, the most recent version, and that all collateral materials have '
been escrowed. - This duty should be an ongoing obligation as the software and escrowed -
materials are “living" entities that will continue to change durlng the- term of the escrow . -
agreement : S P '

Releasmg the source code to the hcensee however does not necessanly solve the
licensee’s problems. It may take some time for the licensee to understand the operation of the
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software and make the software system operatlonal Furthermore, placing fully- documented
software in escrow does not immediately allow a licensee to support the system. - In actuality, the
source code is probably of little value without an employee/programmer of the licensor to
support it-and explain the software’s operating to the licensee. Finally, there is the administrative
burden on the licensee to see that the licensorhas indeed placed a working copy of the source
code and documentation in escrow and has also escrowed all enhancements,; modifications, etc.

- A smart licensee will require that the licensor escrow the software, tools, encryptlon keys, '

" compilers and documentation necessary to operate the software. The licensor should update all
escrowed documentation and software no less than quarterly and warrant that the software
escrowed is the current version of the software presently utilized by the licensee. The licensor
should also escrow all tools needed by the licensee if it took possession of the sofiware. In
addition, the licensee should receive the right to recruit and hire the licensor’s employees in the
event the source code is released to the licensee. - The licensee should also make sure all escrow -
terms allow the licensee to utilize third parties and contractors-to work on the source code if the
original license grant does not allow this. Finally, the licensee should require the licensorfo -
escrow the names, phone number and addresses of the licensor’s programmers SO- that the

-:hcensee can contact them and hire them if needed S :

- Use of the licensed software s source code which is released under an escrow agreement:
should still be subject to-the terms of the license agreement and its use should be restricted solely
to maintaining the licensee’s copy for the licensee’s internal purposes ‘only. In addition, stnet
confidentiality restrictions should apply.” From the licensee’s perspective, the licensee should
have the automatic right to receive the source code once it files a claim with the escrow agent,’
w1thout havmg to arbltrate or 1nvoke the eSCrow agreement

Each party should appoint one person thhm 1ts orga:mzatlon to be responsﬂ)le for its:
obhgatlons under the escrow agreement and to monitor the other party’s compliance.. The failure
to do so will inevitably lead to one party’s failure to comply with its obligations. -This may be'a

. serious issue if the licensee later seeks access to- the escrowed materials and d1scovers that the - _

matenals are not current or do not provxde the expected Ievel of protectmn

In selectmg and escrow agent, a: l1censee and hcensor should look for an entity -

-_ spec1ahzmg in technology escrows with a technical staff to verify the deposit. The escrow. agent
should carry errors and omissions insurance, be ISO 9000 certified and employ significant " -
security measures, both as to the vault and the deposit material. The agent should be financially
stable such that it will be in the business if the licensee ever needs to exercise its rights under the
escrow agreement. For a more detailed dlSCllSSlOIl of the 1ssues mvolved in escromng software,
visit www. fortknoxescrow.com S : : -
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' Sec Section IX. E fora model Escrow Agreement.

V. 'CONFI]')ENTtAerYPROVISIONs'AND TRADE_SECRET LAWS“ |

Protectmg a party s 1nteltectua1 property and trade secrets is 1mportant if an entlty to is to

~enjoy -a competitive advantage- in the marketplace The type of protection available and the -~

protections and entity should seek will depend on the nature of the intellectnal property. Set forth
below is a discussion of the different protections available and the advantages and disadvantages
of each. Fora general dlscussmn see ,lﬂ'ggrammers Dﬂemma What Protectlon is Best‘? N.L.JL.
July 24 2000 at C6 o

A _' - Propri'etary 'Infc'arrnatio'n.C.latIses andAgreementS '(§1_2)'1__ '_

Propnetary information agreements Whlch are aIso known as conﬁdentiahty
" agreements or non-disclosure agreements, are essential when deahng with intellectual
_""jproperty While trade secrets are often protected under state trade secret laws (whlch are
" usually based on the Uniform Trade Secrets Act), propnetary information agreements
: ‘provide an added level of protectlon In the absence of an express confidentiality
" agreement, a confidential relationship does not exist between a licensee and licensor.
~ Seatrax, Inc. v. Sonbeck Int’l, Inc., 200 F. 3d 358 (5th Cir. 2000). While it is not required
+¥2 that this legal protectlon appear in a separate agreement from the license agreement, it is
e preferable that such a separate and distinct agreement exist. A separate agreement avoids
“any claim that the parties’ conﬁdentlahty obligations do not survive the terrmnatlon of the
o hcense agreement Thls 18 espec1aIly 1mportant for the llcensor

'Often, licensors and ltcensees have 1o chome but to release propnetary
mformatlon to the other. Release of such information could, for 1nstance be 1nc1dental to
instructing the licensor as to the specific requirements a product must meet or as to

_specific functions a product must perform. In such cases, the execution of a proprietary
'1nformatlon agreement 1s nnperatlve to protect the hcensee s propnetary mformatlon

Propnetary 1nformat10n agreements prov1de the terms and condmons under which
~ one party § proprietary information will be prov1ded to another party, and also. lnmtatlons

" on the use of such information by the receiving party. By executmg a propnetary
" information agreement the parties may agree upon what information will be exchanged,

- under what conditions the information will be returned to the disclosing party, the period

for which the mformatlon will be kept conﬁdent1a1 and the right of the dlsclosmg party to

. _obtam equltabie as well as monetary rehef ifther recelvmg party breaches its obligations
" under the agreement. The agreement should require the receiving party to have its
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employees and contractors execute non-disclosure agreements if they are to receive the

confidential information. While the receiving party may claim that this obligation is an

undue burden, its employees most likely executed a confidentiality agreement when they

began employment with the receiving party. These agreements should protect the

disclosing party’s confidential information but the disclosing party should review the

_ agreement to make sure. See, e.g., Section IX.I. Thus, the recervmg party can have its
. employees execute individual agreements or provide CopleS of the conﬁdentlahty N

‘_":"_'agreement the emponee should have executed when he of she started work. T

: “of prmcrpal nnportance to the hcensor is an aclmowledgement by the customer '
“that the licensor’s software is a trade secret and an agreement not to disclose such trade
secrets. See Section V.B for a further discussion of this issue. At the same time, the -

licensor should be required to protect the confidentiality of the customer’s trade secrets
including the way the customer operates its computer system and any information about
~ the licensee’s own customers. The parties should carefully consider what is considered to
' "gbe “Propnetary’ and “Confidential” under the agreement as collateral information may
~also be considered conﬁdent1a1 For example, the licensor may consider its pricing
. f"conﬁdentlal and would not want the licensor shopplng its price. The licensee, however,
" 'may want a very narrow deﬁmtlon 50 that it may dlscuss its expenences wrth other users
(ie, user conferences). :

o Most agreements provxde for elther a “strict hablhty standard or’ commerelally
o "'reasonable standard for the protection of conﬁdenttal information, i.e: some agreements
o provrde that the receiving party will not not dlsclose any confidential information while
“others provrde the receiving party will use the same standard of care to protect its own
confidential information but no less than a reasonable of standard of care. The first
creates a strict liability standard, creating liability on the receiving party’s behalf if
, 'lnformatlon is disclosed while the later requires the dlsclosmg party to prove the
B rece1v1ng party did not exerc1se a reasonable standard of care to ﬁnd it liable.

N The recelvmg party must carefully consider acceptmg a strict llablhty standard
" especially if it is responsible for unauthorized disclosures made by its employees,
_consultants or agents. Any such breach could create significant liability for the receiving
o f party with little basis for a defense. Many agreements seek to avoid dlsclosure by
' "prohlbrtlng dlsclosu.re to anyone but the receiving party’s employees on a need to know
bas1s This may be unacceptable to a receiving party if its third party consultants need
" access to the information. At the same time, the disclosing party has a legitimate concern
' as the third party consultants may be competitors of the disclosing party and may have
little incentive not to later disclose or utilize the confidential information. Thus, the
'dlsclosmg party should 1n51st that the confidentlal 1nfonnat10n not be dlsclosed to third
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- parties ‘unless they are not competltors and have signed a non-chsclosure directly with the
dlsclosmg party.

- Proprietary information agreements can not actually prevent an independent -
- contractor from disclosing an employer’s proprietary information. Rather, propnetary
‘agreements should be viewed as providing a framework for enforcing the employer s
---‘---rxghts upon the contractor’s breach:Every agreement should, therefore; includea
- provision for equitable relief which would allow the injured party to obtain injunctive
" relief without prejudicing its rights to obtain other remedies. The availability of equitable
relief is very important, since it entitles an injured party to immediate relief when a
breach of the proprietary information agreement occurs. This is especially important as
" 'monetary damages alone can be madequate once propnetary mformatlon has been widely
: dlssemmated -

A proprietary information agreement should also include clauses addressmg
governing law, choice of fotum, personal jurisdiction and the survival of the obligation of
""" confidentiality beyond the termination of the agreement. Some agreements require that
" individuals who réceive the confidential mformatlon be prohlblted ﬁ'om working for a
competing entity for a set period of time.

‘ Itis 1mportant to make sure that the agreement provides that all software shall be
' considered proprietary and confidential, regardless of whether or not it is marked as such.
_ - 'This is important because although most agreements require confidential and proprietary
""" information to be marked, the media (disk or tape) containing the software is ‘often not
" marked by the progra:mmer ‘who may be unfamiliar with the conﬁdentlahty agreement or
the importance or marking the media. To ayoid this i issue, companies may want to have
custom disk labels printed that are pre-printed with the term “Proprietary and
Confidential, ©Copyright [Company Name] all rights reserved.” so that the company
s protected ifits. employees fail to properly mark the soﬂware N

. Propnetary information agreements ] may be unilateral or bilateral. A unilateral
"agreement protects only one party’s information, while a bilateral agreement would
o ‘protect both party’s information. {See Sections IX. G and H for model unilateral and )
- bilateral proprietary information agreements). Given that it is likely that both parties will
- be exchangmg conﬁ_dentlai information, it is prudent to sign a bilateral agreement.

. ~ Licensees should be cogmzant that a licensor may transfer trade secret material as
: part of the deliverable work Occasionally, cases of trade secret infringement arise out of
_ '_cnmmal acts such as trespass and larceny against the premises or property of another
usually a direct competitor. However, the fact that no clandestine raids on competitors’
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_ source code or design documents have occurred should not lure the licensee into
~ believing that trade secret misappropriation has not taken place. Software engineers and
programmers carry so-called “tool kits” around in their heads and in their personal files.
. They consider stock routines to handle common programming exercises such as
e input/output, disk access, data capture and graphics generators to be the bu11d1ng blocks
~of their work. The suggestion that such software would be proprietary to the entity that
. _paid the development costs assoclated w1th the routines is often a radical departure from
. _what they consider fair and equitable. The fact that they may be subject to conﬁdentlahty
~ and invention assignment agreements does not always change their ponlt of view on this
1ssue :

‘Consequently, licensees should exercise caution when retaining licensors to avoid
“unwittingly committing trade secret misappropriation from one of the licensor’s previous
customers. The licensor should be interviewed and screened to ensure that its
_engagements did not involve the licensee’s direct competitors or products likely to tempt
. the contractor into takmg shortcuts by copying prior work. T he licensor should be
. cautioned against using stock routines, and the contractor’s reputation within the industry
. should be verified. The licensee should obtain a representation and warranty from the
~ licensor that the deliverables will not include the intellectual property of any third party
and that the licensor will indemnify the licensee for all damages incurred by the licensor
. for the breach of any such warranty.

_ Courts tend to interpret confidentiality agreements strictly. See Rainbow Nails
_ Enterprises, Inc. v. Maybelline, Inc., 93 F. Supp. 808 (E.D. Mich. 2000} (failure to label
__information “confidential” as required by agreement negates confidentiality obligation).
- For a more detailed discussion, See Bowden, Drafting and Negotiating Effective
' Confidentlal Agreements 14 Corp. Couns. Rev. 155 (1995).

The parties should carefully consider any requirement to certlfy that all copies of
any confidential information have been returned to the disclosing party or destroyed. To
- make this certification, the receiving party must ensure that any “soft”” copies have been
 identified and destroyed. This would include rev1ew1ng all archived email files and
 removing such documents This could be a burdensome task as most entities back up
~ their email files on a nightly basis and oﬁen store these files for years. Thus to comply,
the receiving party would have to review the contents of each of these files. Similarly, if
this information was circulated to the receiving party’s offices around the world, this
_ search would have to be repeated many times. To avoid this problem, the receiving party
‘'should carefully consider whether to agree to this requirement and should limit the
distribution of any confidential information it receives. Further, the parties should
, carcﬁﬂly consider whether to exchange conﬁdentlal 1nformat10n in an electronic format.
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. Exchanging information in hard copy will ehmmate the problem of 1dent1fy1ng and
: -destroymg all electronic coples :

B Trade Secret Laws
1. ' Generai

In addltlon to the contractual proteetlon prov1ded by a proprretary mformatlon
‘agreement, most proprietary and conﬁdentlal information is protected under the relevant
 state trade secret laws, almost all of which are derived from the Uniform Trade Secret
~Act. See, e.g., California: Cal: Civ. Code § 3426 et. seq.; Maryland: MD Code Ann.
< Com. Law §11-1201 et. seq.; Pennsylvania: 18 Pa. C. S. §3930 New York however, has
L 'not adopted the Umform Trade Secret Act ' . :

: - State trade secret laws offer broader protectron than copyri ght laws because the
i trade secret laws apply to concepts and information which are both excluded from
- protection'under federal copyright law.  See 17 U.S.C. § 102(b). Information éligible for
""" protection includes computer code, Trandes Corp. v. Guy F. Atkinson Co:, 996 F.2d 655,
-+ 663 (4th Cir.), cert. denied, 510 U.S. 965 (1993); University Computing Co. v. Lykes-
5+ Youngstown Corp., 504 F.2d 518 (5th Cir.), reh’g denied, 505 F.2d:1304 (5th Cir. 1974);
Integrated Cash Management Servs.; Inc. v. Digital Transactions, Inic., 732 F. Supp. 370
(S.D.N.Y. 1989), aff"d'920 F.2d 171 (2d Cir. 1990); program architecture, Trandeés, 996
~"F.2d at 661; Computer Assocs: Int’l, Inc. v. Bryan, 784 F. Supp. 982 (ED.N.Y. 1992),
"% and algorithms, Vermont Microsystems, Inc. v. Autodesk..Inc., 88 F.3d 142 (2d Cir.
++7-1996); Micro Consultmg Tine. v. Zubeldia, 813 F: Supp. 1514, 1534 {W.D. Okla. 1990),
" aff’d without opinion, 959 F.2d 245 (10th Cir. 1992). ‘Mathematical algorithms are also
- “protectablé under patent law. - Arrhythmia Research Technology v. Cotazonix Corp., 958
+F.2d 1053 (Fed. Cir.) reh’g denied, 19921.8. App LEX.IS 9888 (Fed Cir. 1992), Inre
EER Iwashr 888 F 2d. 1370 (Fed C1r 1989) e

\

Courts are divided as to the apphcatlon of trade secret protection for customer
lists. See Motlife, Inc. v. Perry, 1997 WL 464807 (Cal. App. 1997) (file of customer
-+ business cards maintained by'SaleS'meﬂager are trade secrets); Fireworks Spectacular, Inc.
- v, Premier Pryotechnics, Inc., 2001 WL 677360 (D Kan. May 17, 2001) (customer lists
" constitute trade secrets, applying Kansas law) and In re American Preferred Prescription,
.7 Ing., 186 B.R. 350 (Bankr. E. D. N.'Y. 1995) (chent list is trade secret).  See also,
E DeGrorglo v. Megabyte Int L, Inc., 468 S.E.2d 367 (Ga. 1996) (only tangible customer
- lists are subject to protectlon as a trade’ secret) ‘and Ed Nowogroski Insurance v. Rucker,
944 P:2d 1093 (W ash. 1997) (memorized client list constitutes trade secret), but see
Vigoro Indus. v. Cleveland Chem. of Ark., 866 F: Supp. 1150 (E. D. Ark. 1994)
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. (customer lists alone not.considered a trade secret), and WMW Machinery Company, Inc.
v. Koerber A.G., 658 N. Y.S.2d 385 (App. Div. 1997) (customer lists are not trade secrets
where lists are readily ascertainable from sources outside employee’s business). Further,
at least one court has held that the execution of a non-disclosure agreement by an
employee does not in and of itself create trade secret status for the employer’s customer
lists. Equifax Servs., Inc. v. Exannnatlon Management Servs., Inc., 453 S.E.2d 488 (Ga.

App 1994)

g e o A ma]onty of courts have held that clalms based on trade secret laws are not pre-
. empted by federa! copyright law. Bishop v. Wick, 11 U.S.P.Q.2d 1360 (N. D. Tll. 1988);
- - -Brignoli v. Balch, Hardy & Scheinman, 645 F. Supp. 1201 (S.D.N.Y. 1986), but see,

. Computer Associates International v. Atari, 775 F. Supp. 544 (E.D.N.Y. 1991); Enhanced
Computer Solutions, Inc. v. Rose, 927 F. Supp. 738:(S. D. N. Y. 1996); Benjamen Capital
Investors v. Cossey, 867 P.2d 1388 (Or. Ct. App. 1994). At the same time, however, two

. commentators have suggested that trade secret laws may be the only method of protection
for the ideas incorporated in the finctionality of mass distributed commercial software.
.. Johnston & Crogan, Trade Secret Protection for Mass Distributed Software, 11 Computer ‘
.. - Law. I(Nov 1994) ' e ‘ o : -

- To mamtam a concept s or mformatron s status as a trade secret the owning entity *
;should undertake a number of actions fo protect the confidential nature of the - '
. _information. These actions include marking all tangible property containing such
. <confidential information, including any disks or tapes as “Proprietary and Confidential.”
Al employees and consultants should execute a conﬁdentlahty agreement prior to their
.. -access to confidential information, and the owning entity should limit the dissemination
... of the information to aneed-to-know basis. Further, the owning entity should secure the
;. . business premises with locks, controlled entry ways, visitor logs, etc, All access to soft
. copies of all the information should be computer password restricted with proh,lbruons on
- copying or forwarding such information electronically. In addition, the owning entity
should have a written policy on protecting and the non—dlssemmatlon of its trade
. Secrets/conﬁdenttal information. .. .- :

- Matters of pubhc lcnowledge general knowledge of an mdustry, routine or small
~skill and knowledge readily ascertainable and differences in procedures or methodology
-.....are not considered to be trade secrets. Anaconda Co. v, Metric Tool & Die Co., 485 F.
~ Supp. 410, 421-22 (E.D. Pa. 1996). Furthermore, any skill or experience learned during
... the course of employee’s employment is not considered to be a trade secret. ngg ng
.. Int’l Maintenance Co. v. Gwin, 128 Cal.. App.3d 594, (1981) Amencan Red Cross v.
.. Palm Beach Blood Bank, Inc., 143 F.3d 1407 (11th Cir. 1998) (employer may not
' preclude former employees from utilizing contacts and expertise gained during
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. ..employment) but see Air Products and Chemicals, Inc. v. Johnson, 442 A.2d 1114 (Pa.
- -Super. 1982) (details of research and development, projected capital spending and
marketing plans are trade secrets); Den-Tal-Ez, Inc. v. Siemens Capital Corp., 566 A.2d
1214 (Pa. Super. 1989) (detailed units costs, proﬁt margm date and pricing methods are
trade secrets). : _

.. To avoid potential disputes.over .the.propxietary.nature. of theirintellectual ... ... .

. property, many licensors have the customer acknowledge in their license that the
. licensor’s intellectual property is a trade secret. - This may prevent the customer from later
claiming the mtellectual property was not a trade secret-and focuses any dispute on '
. whether the customer breached its confidentiality obligations and the amount of damages
‘ __suffered A customer should carefully consider the implications of acknowledging
~ whether something is a trade secret. At a minimum, the licensor should also
‘ acknowledge that the customer’s mformahon is a trade secret. :

Havmg one party acknowledge that certam mformatlon is a-trade secret is not
. dispositive. In Computer Associates International, Inc. v. American Fundware, Inc., 831
~F..Supp. 1516, 1530 (D. Colo. 1993), the United States District Court for Colorado held
.. that the defendant was not estopped from contesting the existence of trade secrets even
oy -though it had signed a license acknowledging that the information in question were trade
... secrets.. Se_e also, Gary Van Zeeland Talent, Inc. v. Sandas, 267 N.W.2d 242, 249 (Wis.
=, 1978) (public policy prohibits estoppel based on contractual acknowledgment of trade
-+ secrets in restraint of trade case). Courts have found, however, that where the defendant
.-acknowledged over several years the proprietary nature of the information, estoppel may
be appropriate (In re, Uniservices, Inc., 517 F.2d 492 (7th Cir. 1975)) or where the
... .estopped party had directly developed the trade secrets in question. Ultra-Life
. Laboratories, Inc. V. Eanes, 221-S.W. 2d 224 (Mo 1949) ‘ -

For a general OVETview. of trade secret 1ssues see Pooley, Trade Secrets Law
Journal Press; Peterson, Trade Secrets in an Information Age, 32 Hous: L. Rev. 385

. (1995) and Dodd, Rights in Information: Conversion and Misappropriation Causes of
Action in Intellectual Property Cases, 32 Hous. L. Rev. 459 (1995). . _

C 2 Restatement (Third) of- Unfan* Competmon

. Sectlon 39 of the Restatement (Thlrd) of Unfair Competmon sets forth two factors

_to detel_'rnm_e whether a concept or information is:a trade secret: (1) the extent to which
the information can be used in the operation of a business or other enterprise, and (2) is
sufficiently valuable and secret to afford an actual or potential economic advantage to
others. Thus, the determination of whether a piece of information is-a trade secret
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' depends on whether it meets these requirements. The definition of “trade secret” under
~the Restatement is cons1stent with the deﬁmtlon of trade secret in §1(4) of the Uniform
7 Trade Secrets Act. - '

" 3. Umforr_n Trade Secrefs Act

"Under the Uniform Trade Secrets Act (“UTSA”), for “information” to be foundto ... |

be a “Trade Secret” it must meet a two-pronged test. First, a Trade Secret is defined
"+ broadly to include “information, mcludlng a formula, pattern, compilation, program,
-device, method, technique or process.” Second, such information must derive actual or
* potential economic value from not being known and not being readily ascertainable by
propet means by other persons, who can obtain economic value from its d1sclosure or use,
and such information is subject to reasonable efforts by the owner to maintain its secrecy.
UTSA §1(4); see, e.g., MD Code Ann. Com. Law §11-201(e).” A program that is solely
functional in nature, i.e., the program’s functlon is readlly avallable or ascertalnable is
" not protectlble l.mder the USTA : R

The UTSA deﬁﬂes “Mlsappropnatlon” to mean the (i) acquisition of a trade
secret by a person who knows or has reason to know the trade secret was acquired by
- improper means, or (if) disclosure or use of a trade secret without express or implied
©. " : consent by a person who improperly acquired knowledge of the trade secret, or who at the
-/ time of disclosure or use, knew ot had reason to know that the trade secrét had been
o improperly acquired, and there was an obligationto mamtam 1ts confidentlahty UTSA
. §1(2) see, _g_ MD Code Ann Com Law §1 1—201(0) '

An owner of h‘ade secrets is entltled to receive 1n_]unct1ve relief and damages for
the misappropriation of its trade secrets. USTA §3.- Such damages include the actual loss
caused by the misappropriation and any unjust enrichment arising as a result of the
‘misappropriation, that is not taken into account in computing any actual loss. UTSA §3;

- 868, .8., MD'Code Ann. Com. Law. §11-1203. A court may also award attorney’s fees if
. willful and malicious m1sappropr1at10n ex1sts U'I‘SA §4(111) see; g _g_, MD Code Ann,
Com. Law §11-1204. :

Given the differences in state trade secret laws, the choice of governing law is
very important. For example, South Carolina has enacted legislation providing that
written agreements not to disclose trade secrets will'be enforced without limitation on

. duration or geographic scope when the employee knows or has reason to know of the
- trade secret’s.existence, S.C. Code Ann; §39-8-30(d) (Law Co-op. 1997), while the
Wisconsin Court of Appeals in an unpublished decision declined to enforce a non-
disclosure provision in an agreement because it was unlimited as to time and overly
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broad. Williams v. Northern Techmcal Servmes. Inc 568NW2d 784 No 95-2809
(WIS Ct App 1997)

[

4 -Economic’ Esplonage Act of 1996 -

The Economic Espionage Act of 1996 (the “Act”) makes certain
... misappropriations.of a-trade-secret-a federal crime and-provides enhanced penalties for
. the theft of trade secrets. . 18 USC § 1831 (1996). The Act has two principal objectives,
to prevent the theft of trade secrets by an agent-of a foreign government or instrumentality
or a person acting on behalf of a foreign government and the protection of trade secrets
from theft in general.

Under this law, anyone who seeks to steal a trade secret related to or included in a
product that is produced for or placed in interstate or foreign commerce that injures the
owner of that trade secret shall be subj ecttoa fine not more than $5 million or
'- nnprisonrnent of not more than ten years or both 18 USC §1 832

“'The Econormc Esplonage Act deﬁnes “trade secrots” broadly _as: :_' SRR

all fomls and types of ﬁnanc1a1 busmess, scientific,

- . technical, economic, or engineering information, mcludmg
patterns, plans, compilations, program devices, formulas,
designs, prototypes, methods, techniques, processes,

* " procedures, programs or codes, whether tangible or
-mtangrble ‘and whether or how stored compiled or
‘memorialized physrcally, electronicaily, graphlcally, '

.. photographically, or in writing if! (A) the owner thereof
has takeén reasonable measures to keep such 1nformatlon SN
- secret; and (B) the information derives independent =
economic value; actual or potential, from not being .

- generally known to, and not being readily ascertainable =

' through proper means by the publlc

: 18 U S.C. §1839(3) (1996). ‘The Act defines “trade secrets” more broadly than common
- law or the Restatement. -See United States v. Martin, 228 F.3d 1 (1st Cir. 2000) (Act
— deﬁnes “trade secret” broadly to mciude tanglble property and mtanglble mformanon )

: ThlS law is also appllcable to anyone who recelves, buys, or possesses such B
.. information knowing that such- information has been stolen ot appropriated, obtained or
* converted without authorization. 18 U.S.C: §1832 (a)(3). ' The Economic Espionage Act
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does not preempt or displace any other remedies, whether civil or criminal, provided by
United States federal, state, commonwealth or territory law for the misappropriation of
trade secrets. 18 USC §1838 (1996). Individuals who violate the act are subject to fines
0f $500,000 and ten years in prison, while a corporation may be fined up to $5,000,000.

18 U.S.C. §1832(a).

Whlle the Economic Esplonage Act contams crlmmal penaltles unlike the USTA,

oA pialntlff under the EEA must prove guilt “beyond a reasonabie doubt i Furt.her the due
. _process requirements for criminal acts must be satxsﬁed -

VI.  SHRINKWRAP AND CLICKWRAP LICENSES
L A k Shnnlwvrap Licenses

Shrlnkwrap Ilcenses der_lve their_ name from the practice of containing them on {or
currently in) a shrinkwrap package which also contains the software and documentation. The
license is visible through the cellophane packaging and usually provides that the purchaser is
bound by the terms of the license upon opening the shrinkwrap. If the licensee does not agree
with and therefore does not. wish to be bound by the terms of the license, it should return the
- unopened package to the licensor for a full reﬂlnd There isno oppoﬂ:umty to negofiate the terms
of the license. L T e

Until recently, courts had been hemtant o enforce shlmkwrap hcenses based on the -

~ Uniform Commercial Code. See generally, Step-Saver Data Systems, Inc. v, Wyse Technology,
939 F.2d 91 (3d Cir. 1991) (shrinkwrap license not enforceable under Section 2-207 of UCC as
license terms mutually altered the contract between the parties); - Arizona Retail Systems v.
Software Link, Inc., 831 F. Supp. 759.(D. Ariz. 1993) (shrinkwrap license not binding under
UCC 2-207 and 2-209). See also Vault Corporation v. Quaid Software, Ltd., 847 F.2d 255 (5th

- Cir 1988) (provisions of shrinkwrap license unenforceable to the extent their validity is based on
Louisiana Software License Enforcement Act which is pre-empted by federal copyright law.)

In ProCD, Inc. v. Zeidenberg, 86 F.3d 1447 (7th Cir. 1996), the Seventh Circuit held that

. “shrinkwrap licenses are enforceable unless their terms are objectionable on grounds applicable

to contracts in general” (i.e..unconscionable). The court rej jected the applicability of UCC §2-
207 statmg that a battle of the forms could not exist if only one form existed. Thus, there is a
d1chotomy of opinion as to the enforceablhty of shrinkwrap licenses. See also, Hill v. Gateway
2000, Inc., 105 F.3d 1147 (7th Cir. 1997), cert. denied, 522 1U.S. 808 (1997} (contract terms in
computer box enforceable, mcludmg arbitration clause); M.A. Mortenson Co. v. Timberline
Software Corp., 998 P.2d 305 (Wash 2000), aff’d, No. 67796-4, 2000 Wash. LEXIS 287 (Wash
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Sup. Ct. May 4, 2000).

Given that most shrinkwrapped software is utilized in the consumer market it is subject to
the Magnuson-Moss Act. Consequently, to avoid coverage under the Magnuson-Moss Act, and
the accompanying limitations, a licensor must be very careful as to the warranties it makes See

Sectron III, B 1(b)(11) for a detaﬂed dlscuss1on of the Magnuson-Moss Act '

Section 209 of The Uniform Computer Information Act (“UCITA”) recognizes the
validity of shrinkwrap hcenses with certaln hmltatlons See Seetton VII D Il for a more detailed
dlscusswn o _ ,

~ Fora more detaﬂed dlscussmn, geg, Lemley, Intellectual Prope;ty and Shrmkwrag
Llcenses 68 S. Cal. L. Rev. 1239 (1995), Moore and Hadden On-Line Soﬁware Drstnhutlon
New Life for “Shnnk«wran” Licenses?, 13 Computer Law. 1 (Aprll 1996), Recent Legal
Developments in Shrink Wrap License Agreements, 12 Computer L. Strateg13t 1 (April 1996);
Miller, The Enforceability of Shnnk—wraps as Bare Intellectual Propeg Llcenses, 9 Computer
Law 15 (August 1992)

For a general dlscusswn see, Rowles, Shnnk—Wrg};and Chck-Wran Agreements Under
the Umform Computer. Information Transactions Act, E- Commerce Advrsor 3 (May 2001);

Rowles, nforceabrhﬂ of Chck—Wrap_ Llcenses- Rev131ted 18 E—Commerce Adv1sor (June
2002) o . o _ _

B." Click-wrap Licenses

, Chck-wrap 11censes are snnrlar to’ shnnk-wrap licenses except that they are
v1ewed on-line and the' software is usually. downloaded over the internet. Click-wrap licenses are
generally held to be enforceable When the license terms are viewed pnor to.the software’s
purchase or installation. See, e.g., LLAN Systems Ine. v. NetScout Service Level Corp., 183 F.
Supp.2d 328 (D. Mass 2002); Hughes v. McMenamon, 204 F. Supp. 178 (D. Mass 2002). See
generally, Caspi v. Microsoft Corp., 743 A.2d 851 (N.J. App. Div. 1999) (forum selection clause
in chck—wrap agreement was. enforceable) For a general drscusswn see, Rowles, Shnnk—Wrap
and Click-Wrap Agl_reement Under the Uniform Computer Infonnatlon Transactrons Act, E- _
Commerce Advisor 3 May 2001), Rowles Enforceabrhtv of Chck-Wrap Llcenses Revmted 18
E- Commerce Admsor 1(June 2002) o , _

For an overview of electronlc transactions See, Nlmmer & Towle, The Law of Electrornc
Connnerc:1al Transactlons Tompson * Pratt (2003) '

" Fora general overview of the enforceabthty of clrck-Wran and shrini{—wrap lic.ens'es, see,
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Rowles, Enforceability of Shrink-Wrap and Click-Wrap Licenses, E-Commerce Advisor 1 (May.
2001); and Rowles, Enforceability of Shrink-Wrap and Click-Wrap Licenses - Revisited, E- -

,Commerce Advisor 1 (June 2002)

' THE UNIFORM COMPUTER INFORMATION TRANSACTIONS ACT (“UCITA”)

A General

Article 2 of the UCC apphes to “transactlons in goods” and is +the ﬁmdamental
law applied in commercial transactions. ucc §2-102. At the time Article 2 was adopted
in 1951, the use of software was.not foreseen and certainly was not a significant part of

e Lcommermal business transactions as it is today. As such, business people and lawyers -
“havenothada umform law to look to in commercial transactlons mvolvmg software,
.. creating uncertamty as to how busmess dlsputes mvolvmg software should be resolved

| Software is neither fish nor fow] as it is bought and sold 11ke a good but yet it 1s
not a tangible product. in the past, courts have looked to whether a software transaction

.. was prlmanly the sale or license of software (in which case software has been found to be
la good) or the provision of services ‘such as software development (see, e.g., Micro ..

* Managers Inc. v. Gregory, 434 N.W.2d 97, 100 (Wis. Ct. App: 1988)) to determine o
* whether the UCC Article 2 would apply to a particular transaction. If the contract 1s

primarily for the provision of a software program, the UCC will apply. The trend has -
been to recognize that the UCC governs software transactions.. Advent Sys. Ltd. v.
Unisys Corp., 925 F.2d 670, 674-75 (3d Cir. 1991); RPX Indus., Inc. v. Lab-Con, Inc.,

772 F.2d 543, 546 (9th Cir. 1985); Triangle Underwriters, Inc. v. Honeywell, Inc., 604
F.2d 737, 742-43 (2d Cir. 1979), including those transactmns mvolvmg customized

4_soﬁware See, e.g., Advent at 674; CoIomal Life Inc. Co. v. Electronic Data Systems, '
... 817F. Supp. 235,239 (DNH 1993) See also, Note, Con‘muter Programsas Goods o

" Under the UCC, 77 Mich. L. Rev. 1149 (1979).

‘The apphcatlon of UCC Artlcle 2to soﬁware transactlons creatos sxgmﬁcant j'

o ‘_:ﬂonfoll'eseen liability for the licensor. See Phillips, When Software Fails: Emergi .
~ Standard of Vendor Liability Under the Umform Commermal Code 50 Bus Law 151

e (1994). Numerous sections of Article 2 on their face appear to be mapphcable to

software, or at least fail to recognize the nature of software. For example, the perfeot' '

... tender rule under Section 2-601 would require that the software tendered by the licensor
“be in total conformity with the contract. See generally Cohn Kirsh & Nimmer License.

Contracts Under Article 2 of the Uniform Commiercial Code: A Proposal, 19 Rutgers,

. Computer & Tech. L.J. 281 (1994); but see, Brennan, Why Axticle 2 Cannot Apply to
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 Software Transactions, 38 Dug. L.Rev. 459 (2000). Yet it is uniformly acknowledged
‘that software by its nature is imperfect. As such, while there has been a great desire for a
~ uniform law to address software licensing and add certamty in connnermal transactions,
o there has been a great heSItancy to apply Artlcle 2 asis.

B ' Hlstory of Attempts to Apply UCC Artlcle 2 to Soﬁware Llcensmg
| Massachusetts Model -

In 1990 a committee headed by Stephen Y. Chow (Phone (617) 854-4000),
in conjunction with the Business Law Section of the Massachusetts Bar
“*Association drafted a model UCC Artlcle 2B to serve as a discussion point for
' adapting the UCC to software licensing. The committee created a completely hew
article by modifying those sections of Article 2 which it thought were inapplicable
to softiware while maintaining the majority of Article 2. Although this article was
'w1dely clrculated there Was no attempt to adopt it under Massachusetts law or
‘elsewhere,

2. Hub and Spoke Approach

, As a result of the mcreasmg need for a umform law for software licensing,
" the National Conference of Comm1s31oners for Uniform State Laws (“NCCUSL”)
began to create plans to adapt Artlcle 2 to software. The committee discussed
* ‘utilizing a hub and spoke approach to apply UCC Article 2 to sofiware licensing.

Under a hub and spoke approach ex1st1ng UCC Arttcle 2 would serve as a
“hub” and from that hub, spokes, i.e., those portions of UCC Article 2 that needed
to be amended for software hcensmg such as the perfect tender rule, would
protrude. In August of 1995, after reviewing several drafts of a revised Article 2
. utlhzmg the hub and spoke approach, the NCCUSL Conference Board decided
not to pursue the hub and spoke approach but 1nstead to support a totally new
Article 2B to directly address software hcensmg Fora general chscussmn of the
~ hub and spoke concept, see Nlmmer, Intangibles Contracts: Thoughts of Hub,
*Spokes and Reinvigorating” Article 2, 35 Wm. & Mary L. Rev. 1337 (1994) and

: Feldman A New Draft of UCC Artlcle 2 A ngh Tech Code Takes Form, 12

o :_' Computer Law 1 (1995)

3. UCC Article 2B

In September 1995, the NCCUSL Conference Board in conjunction with
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‘the American Law Institute (“ACI”) began discussing a proposed UCC Article
" 2B. Article 2B was to be a completely new article drafted along the lines of the
Massachusetts model. When approved in final form, the Article needed to be
voted on by the full NCCU SL Conference Board and ALI and then sent to the
_individual states to adopt into law. After going through many revisions and being .
subject to much criticism from many consumer groups and the Federal Trade
‘Commission for being too vendor-oriented, the proposed Article “died” in March
1999 when it became clear NCCUSL and ALI lacked a consensus to approve its
ratification. On April 17, 1999, NCCUSL announced that there would be no
_ proposed Artrcle 2B of the Uce.. Co

Fora more detalled d1$cussron of this process see Graff The Evolution of
a the Umform Computer Informatlon Transactrons Act Software L. Bull (Nov.
- 1999). ' :

_ " Prior draﬂs of Artlcle 2B are available. ﬁ‘om the Unlversny of Houston
Law School’s World Wide Web Home Page at http://www.lawlib. uh.edu/ucc2b.

C. Present Status

N NCCUSL decided to move forward without ALI renaming the proposed ucc

: .Artlcle 2B, the “Uniform Computer Information Transactions Act” (“UCITA”).
o 'NCCUSL approved UCITA in July 1999. In August 2002, NCCUSL modified certain -
o _prowsrons of UCIT A in response to cntlclsm of the American Bar Assocratron

, In March 2000, Virginia enacted UCITA effective July 2001. Maryland approved
" UCITA in April 2000 effective October 1, 2000. A number of states including Arizona,
Delaware the District of Columbza Ilhn01s Maine, New Hampslure New Jersey,
' Oregon and Texas have cons1dered or a:re con51denng its adoption. .

NCCUSL beheves that a umform law is needed glven the. cons1derable diverse
_ 'Ieglslatlve activity within the states regardmg electronic commerce issues. The diversity of
. ,1eglslatron is particularly troublesome since electronic transactions can, and frequently are,
' conducted across state lines. NCCUSL sees the; UCITA as an intermediate step that will

L brlng umformrty and clarity to this area of law until it can develop further. UCITA and the
official comments arc available at www.law.upenn edu/bll/ulcluclta/uclta200 htm. The
official comments are available at www.law.upenn. edu/bll/ulc/ucita/ucita300.htm.
Papers discussing UCITA are available at www. nccusl org/pressrel/U CITAQA.HTM and
UCITAnews.com.
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D. Significant Provisions
- - Section references set forth herein refer to the relevant sections of UCITA.
EE U ‘-Stop‘e'-‘ e

~UJCITA apphes to-all “computer mfomlatlon transactions™ which is-
defined as “an agreement or the performance of it to create, modify, transfer or
license computer information or informational rights in computer information”.
UCITA §§103(a); 102(11). Computer Information is defined:as “information in
electronic form which is obtained from or through the use of a computer or which
~ is in a form capable of being processed by a computer.” UCITA §102(10).

“UCITA governs software licenses and sales, computer games, contracts
* and licenses, online databases and information systems. It does not govern
transactions involving print media such as printed books, magazines or
newspapers or goods such as television sets, cars, movies or computers as well as
employment agreements. - UCITA §103(d). Where & computer program is
imbedded in a good, UCITA will not apply to the imbedded software unless the
goods are a computer or peripheral or obtaining access oruse of the computer
: program is a material purpose of the transaction. §103(b). Embedded software
+ i thatis excluded from UCIT A cannot be used asa bas1s to opt into UCITA.
= UCITA §104(4) '

UCITA pI'OVISIOIlS are “default” promsmns whxch apply only in the event

the governing agreement does not contain contrary language. UCITA §113(a).
Under UCITA, the parties to an agreement for computer information may opt out
of or into UCITA. §104. See Section 28(a) of the Annotated Software License
and Services Agreement in Section IX for language opting out of UCITA. UCITA

" provides that any ‘decision to'opt into or out of UCITA does not alter certain

~ obligations such as the obhgatlons of good faith, diligence, reasonableness or the
- limitations on enforceability in the event of unconscmnablllty or public policy.
"UCITA §§113(a)(1)(2); 105(b). '

Any portion of UCITA which is preempted by federal law is unenforceable
to the extent of the preemption. UCITA §105(a). Laws regarding trade secrets
© 7" and unfair competition are considered to supplement UCITA and not preempt it.
8 TUCTTA §114(a). Slmllarly, UCITA does not pre—empt any consumer protection
statute. UCITA §105(c). =
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2. Electronic Contracting

.. UCITA recognizes the va11d1ty of electronic contracts. See e.g. UCITA
' §202(a); §§212-215. (“A contract may be formed in any manner significant to
~ show agreement . . . .” UCITA §202(a)). It incorporates the term “record” instead
of the word “wr.iting in recognition of the inclusion of electronic records.

... UCITA §102(54). Similarly, UCITA uses the word “authenticate” in place ofthe

word ‘signature” to include electromc processes and symbols used to indicate an
mtent to sign. UCITA §102(6).. .

| -, ‘3‘.__ -_ _ Aceeptanc (§215)

UCITA Sectlon 21 S(a) reverses the mailbox rule for electronic messages
. by making acceptance effective upon receipt, in confrast to the traditional rule that
.. makes acceptance effective upon deposit of the means of acceptance in the
. mailbox. See Comment 2 of §215 of The Ofﬁclal Comments to UCITA.

| 4 . Llcense'Termstefault Rules- (§307)

:(a)._ . Number of Users .

L Under UCIT A, if the license does not specify the number of users,
UCITA holds that the license will be viewed to allow a reasonable number
~ of users “in light of the informational rights involved and the commercial
- circumstances existing at the time of the agreement” UCITA §307(c).

) (b) nght to Enhancements or Modlﬁcatlons

o Sectien 307(d) prov1des that a 11censee is not entitled to any new
... enhancements, versions or modifications and that any agreement to
. provxde new enhancements verstons or modlﬁeatmns Jimposes such duty .
only to those as developed and made generally available from time to time.
UCITA §307(d). : r :

. (c) - Right to Source Code. -
Unless otherw1se prowded in the agreement nelther party is

| ...entltled to receive copies of the other party’s source code, schematics,
design material or other similar matenals UCITA §307(e)
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‘ d).‘ ~ Term

' Ifa hcense is srlent as 10 the term of the heense the term will be
* deemied for a commermally reasonable penod §308(2). A licenseis
presumed to be perpetual if the license does not include source code and
the hcense transfers ownershlp of a copy or is off the shelf software UCC

s :_ '_§308(2)
(e) Statute of Limitations

_ ‘Any action for breach of contract must be brought within “the later
... of four years afier the right of action accrues or one year after the breach
~_was or should be been discovered, but not later than five years after the
_ right of action accrues.” UCITA §805(a) Section 805(b)(1) provides that
the statute of hmltatlons may be reduced to not less than one year but
cannot be extended. Consumer contracts may not reduce the statute of
limitations. UCITA §805(b)2). -

5. Assignability (§503)

| Under §503(1), a party may generally assrgn its contractual interest unless

(a) the transfer is prohibited by law or (b) “would materially change the duty of

the other party, matenally increase the burden or risk imposed on the other party,
or materiaily impair the other party’s property or its likelihood or expectation of
obtaining return performance.” A prohibition on assignment will generally be
enforced as a breach of contract and void. UCITA §503(2). A prohibition on the
transfer of a licensee’s contractual mterest under a mass-market license must be

a conspicuous. UCITA §503 (4)

Under §109(a), the pnarties ‘n.:.ray Etleeee the governing law of the agreement
provided that in a consumer contract such choice does not violate the laws of the -

o Jurrsdlctlon whose laws would apply in the situations below. In the absence of an
* agreement in the governing contract, UCITA sets forth three rules for determining

which jurisdiction’s law governs: .

) L '_ Internet transacuons for the electromc transfer of information are
" governed by the laws of the state where the licensor was located

© 19962003 H.
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2.

when the contract was entered into. §109(b)(1).

~ Transactions for the physical delivery of a tangible copy in a

o consumer transact:ton are govemed by the law of the state where

the dehvery is made §109(b)(2)

" In all other situations, the transaction is govemed by the law of the

" state with the most significant relationship 1o the fransaction, T

§109(b)(3).

T Choice of Forum (§110)

_ ‘Under §110 of UCITA, 2 chmce of an excluswe judtcml forum will be
_ upheld unless it is considered to be umeasonable or unjust, §110(a). To ensure
~an exoluswe judicial forum, the parties must spemﬁcally state that the selected
venue is the excluswe judicial forum §1 10(b) o

8. Survival of Obligations (§616) o

Except as set forth in §616(b) below, all executory obligations of both
_ -parties are discharged upon termination of the 1icense. UCITA §616(a).

__Under §616(b) eleven nghts and obltgattons w111 surv1ve the termmatlon ofa

contract

o w

-

L A right | based on a prevmus breach or performance
20

Conﬁdentlahty nondisclosure, and non-competition obligations;
Terms applicable to the use of hcensed cop1es or information not
returned to the other party; -

An obhgatlon to deliver or dispose of 1nformat10n, documentation
or copies, an obligation to destroy copies or a right to obtain

information from an escrow. agent

A choice of law or forum,

o Arbltratlon or alternate. dlspute resolutlon obhgatmns
. Terms limiting the tlme for commencmg an actton or giving
" notice;

Indemnity obligations;

A limitation of remedy or modification or disclaimer of warranty;

An obligation to prov1de an accountmg and make payments due

* under the accounting; and
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1. Any terms that the contract provides will survive.
9. . Warranties

_ (a) Implied Warranty of Non—Interference and Non-Infringement
(§401) L .

. Under §401 (@), a hcensor Who isa merchant dealing in the type of
_information licensed, "warrants that the information will be delivered free
. of the rightful claim of any third person by way of inf¥ingement or
'rmsappropnatlon ”. A licensor will be held harmiess for liability
. .. -arising from its conformance to the detailed specifications and the method
. required for meetmg such. spe01ﬁcat10ns provided by the licensee, unless
o 'such claim arises. from the licensor’s.failure to adopt or notify the licensee
. ofa non-mﬁ'mgmg altcrnatlve of whlch the licensor had reason to know.
UCITA §401(a).

- Under Section401(b)(1), a hcensor is deemed to warrant that for
the duration of the license, except for a claim of infringement or
misappropriation, no person has a valid claim to or interest in information

- which arose from an act or omission of the licensor which will interfere
- with the licensee’s use or interest. Further as to an exclusive license, the
. licensor is deemed to warrant that the “mfo:matlonal rights are valid and
. exclusive for the information as a whole to'the extent exclusivity and
' vahdlty are recogmzed by the law apphcablc to the licensed rights . .
UCITA §401(b)(2)(B).

o (b) Imphed Warranty of Mcrchantablhty of Computer Program (§403)

Unless the-warranty 13_ dlsclauned or mo_dlﬁed, a merchant that is a
. licensor of the program type licensed, warrants to the end user that the
. “program is fit for the ordinary purposes for which such computer
. programs are used,” and that “the program conforms to any promises or
- affirmations made on the container or label. " UCITA §403(2)(2),(3).

B _ (c) Imphed Warranty of Informatlonal Content (§404)
Under UCITA §404 a merchant ina spec1a1 relationship of

_Irchance with a licensee who collects, processes, provides or transmits
informational content is deemed to warrant to the licensee that “thereisno

© 1996-2003 H. Ward Classen, Esq., All rights reserved.
Page 107




Fundamentals of Software Licensing

inaccuracy in the informational content caused by the merchant’s failure to
* perform with reasonable care.” UCITA §404(a).

(d)  Tmplied Warranty of System Integration (§405(c))

Under UCITA §405(a), 4 licensor providing systems integration
services is deemed to warrant that the information provided by the licensor

s fit for a particular purpose if the licensor at the time of confracting has
reason to know of the particular purpose for which the computer
" information is required and that the licensee is relying on the licensor’s
i "expertlse to seIect develop or furnish the needed mformatlon

) “Ifthe hcensor is requlred to provide or select a system of computer
“software and goods, and the licensor has reason to know that the licensee
‘is relylng on the skill of the licensor in making such selections, there is an
- implied wartanty that the components provzded or selected will function
together_as a system UCITA §405(c).
- (e) Dlsclalmer and Modlﬁcatlon of Warranty (§406) (§16.4.A of
B Sectmn IX. A) - :

' Sectlon 406 sets forth the language necessary to disclaim the
' express and implied watranties set forth Part 4 of UCITA. The language
‘necessary to disclaim a warranty is different from the UCC. Thus the
parties must carefully consider the appropriate language to ensure thelr
intenit is met. See §18.4A for model language o

~ Any attempt to d1scla1m an express warranty must be construed
- wherever reasonable as consistent with langnage creating the express
warranty. To the extent any construction is unreasonable, the disclaimer
- ormodification is void. UCITA §406(a).

" To disclaim or modify an implied warranty arising under Section
" 403, the language must include the words “merchantability” or “quality”
* or words of similar meaning and if contained in a record, must be '
conspicuous. UCITA §406(b)(1)(A). To disclaim or modify an implied
" warranty arising under Section 404, the language in a record must include
~ the word “accuracy” or similar wording. UCITA §406(b)(1)(B). To
" disclaim or modify an implied warranty under Section 4035, the disclaimer
- “or modification must be in a record and conspicuons. UCITA §406(b)(2).
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A disclaimer is sufficient to disclaim all implied warranties if it
individually disclaims each implied warranty or except for the implied
warranty in Séction 401, if the following language or similar langnage is
conspicuously stated “Except for express warranties stated in this contract,

“+ if any, this “information” “computer program’ is provided with all faults,

~-and-the-entire risk-as to satisfactory quality; performance, accuracy, and-

"~ effort is with the user”. UCITA §406(b)(3). Unless the facts indicate
otherwise, all implied warranties other than the Warranty created under
Section 401 are disclaimed by the expressions “as is” or “with all faults”

- - or other language that calls the licensee’s attention to such disclaimer and
" makes'it clear there are no implied warranties. UCITA §406(c).

““If an agreement requrres ongoing performance or a series of
: performances by the licensor, any proper disclaimer under UCITA is
~ effective as to all subsequent performances; UCITA §406(f). The parties
* " may limit the remedy for breach or warranty with respect to the limitation
of damages and the' contractual mod:lﬁcatron of remedies. UCITA

H Modification of a Cornputer Program (§407)

"A licensee that alters, deletes or adds code to or from a computer
program, other than by using one of the program’s capabilities intended in
the ordinary purpose does not invalidate any performance warranties of the

- unmodified copies but rather only those of the modrﬁed copy UCITA
- §407.

(® T_hird Party Beneﬁci_aries of Warranty (§_409)

A 'warranty to a licensee extends to any third: person for whose
S "beneﬁt the licensor provides the information or informational rights which
- rightfully use the information‘in the manner reasonably exXpected by the
“licenser. UCITA: §409(a). ‘A warranty to ‘a consumer‘extends to the
consumer’s immediate family or househiold if such person’s use of the
product could be rea.sonably foreseen by the llcensor UCITA §409(b).

A llcensor may dlsclalm third party beneﬁ01anes exoept toa
consumer’s immediate fannly in a consumner transaction. UCITA §409(c).
A disclaimer or modification of a Warranty or remedy which is effective
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against a license is also effective against any third party to which a
: -Wanranty extends. UCITA §409(d)

10 "\SelfHelg (§§605 815 816)

| _ Three sectlons w1th1n UCITA govern the hcensor s use of self help.
Sectlon 605 addresses electronic regulation of performanoe while Sections 815

. and 816 address electronic self help procedures implemented as aresult of the

-termination of the contract for breach.

‘ Seotlon 605 (b) sets forth three sxtuatlons where a hcensor may utlhze an
- “automatic restraint”. A ltcensor may use an ° automanc restraint™:

. 1. ... If the agreement permits the use of a.restraint;
.. 2. . To prevent a licensee’s, use inconsistent with a contractual
provision; . : :

.3 ... To prevent use. of the software a:tter the explratlon of the
e stated duratlon or stated number of uses; and
4, After the contract’s termination other than set forth in
Number 3 above and upon reasonable notice to the licensee before
... preventing access.

.. . . .- The licensor is not required to give prior notice under the first two
o s1tuat1ons - :

7_ An “automatlc restramt is defined as“a program code device, or
51m11ar electronic or physmal limitation the intended purpose of which is to
 restrict use of mformatlon ” UCITA §605(a)

A 11censor who meets the requn'ements set forth in Section 605(b) or (c)
i (18 protected from losses due to utilizing the “automatic restraint”. UCITA
. §605(d). A licensor is free to implement an update of a-software program that
._--incorporates an automatic restraint to-disable an earlier version. UCITA §605(e).
...~ Under Section 605(£), an “automatic restraint” cannot be used to enforce a
s remedy for breach of contract or cancellation for breach. -

Sectlons 815 and 816 govern the use of eleotromo self help. Under
.. §816(b), upon the cancellation of a license, electronic self help is prohibited.
++ This provision may not be waived or varied by an agreement before the breach of
. the license.. UCITA §816(d).. Under Section 815, a licensor who exercises its
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7

rights without judicial process, without breach of the peace, must respect the
licensee’s information (i.e., it cannot delete the hcensee S mformatlon)

11 ‘Mass-Market Llcenses (§209)

UCITA deﬁnes a “mass—market transactmn as a consumer contract ora

“{ansaction with ani efid-user licénses for information ot informational rights

directed to the general public under substantially the same terms for the same

information. UCITA §§102(44). This includes all transactions in a retail market

such as shrink wrap licenses and online licenses but excludes contracts for the

display of public works, a contract for information that is customized, a site

hcense or access contract. UCITA §102(43). A mass-market hcense is deﬁned
“a standard form used ma mass—market t:ransactlon '

To be valid, the license terms must be presented pnor-er at the time of the
licensee’s first use of the information and the licensee mamfests its assent.
'UCITA §209(a). A term is not part of the license if it is unconscmnable or

e conflicts with a term whlch the parties have expressly agreed UCITA

- _ opportunity to review the license, the hcensee has the nght to return the

information for a refund and the cost of return must be’ pald by the licensor.
UCITA §209(b) The licensee is also entitled to receive compensation for any

~actual damages caused by the installation of the information for purposes of .

reviewing the license as well as the cost of removing the software. Id. Fu'r'ther,'
the terms of a mass market license can not alter contract terms that have been
expressly agreed by the parties. §209(a)(2).
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Ca_ corporation w1th its principal address at

SOFTWARE LICENSE AND SERVICES AGREEMENT*

: THIS SOFTWARE LICENSE AND SERVICES AGREEMENT is made this ' élay :
of ____, 2003 by and between R

(hereinafter "Licensor")and . ,a - __corporation with
ofﬁces located at R SN . (hereinafter "Customer")."

Who are. the appropriate contracting entities?
s Who is the Customer?; Is the Customer financially stable and able to pay Ltcensor orisa
parent guamntee needed? (See Sections 8.H and 42) ‘
o Isa parent guamntee or per;formance bond needed to ensm'e the Ltcensor s performance?
(See Section 8.H)
o' Consider the Licensor’s and Customer s addresses as they may have mcome tax
implications Sfor the Licensor, sales tax tmpkcattons for the Customer and zmpact any
dispute over venue and governing law. :

'BACKGROUND

‘Licensor has developed and owns certain proprietary software for usein the =~
industry. Customer desires to obtain a license to use such software
and have Licensor develop certain modifications and enhancements for such
software. Licensor desires to license such software to Customer and perform the
““gervices on the terms and conditions set forth herein. =~~~

_...® Think carefully about the wording contained in any recital, as the laws of
" some states such as ‘Michigan treat recztals involving a statement of Jact as
" conclusive evidence of the facts stated. See, Detroit Grand Park Corp. y.
Turner, 25 N.W.2d 184 (Mich. 1946).
*. Avoid incorporating by reference the Customer’s RFP or the Licensor’s RFP
" response as this may create an internal conflict with the terms of the
Agreenient and the _ﬂmcaonal specifications contained in the Agreement,

IN' CONSIDERATION of the foregoing and the mutual covenants set forth herem and

‘1nte11d1ng to be legally bound the parties agree as follows

1. - DEFINITIONS '

The followmg words shall have the followmg meamngs when used 1n th.ls Agreement

1.1 “Accgp_t ¢” for the System shall occur only when (a) Llcensor has prov1ded to.
Customer all Dehverables required to be provided to Customer; and (b) (i) Customer notifies
Licensor in writing that all testing for the System has been completed successfully in accordance
with the terms of this Article; or (ii) Licensor provides to the applicable Customer Project. B
Manager a written notice of completion stating that all Critical Defects and Medium Defects have
been corrected. Nothing else, including Customer’s use of the System, or any portlon thereof, in a
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live, operational environment, shall constitute Acceptance (under contract law or the Uniform
Commercial Code of [STATE]) of any portion of the applicable system. -

1.2 "Affiliate(s)" or "Affiliate Company" shall mean those companies that are initially
listed on Appendix 1.2 attached hereto, which may be amended from time to time with the prior
wntten consent of an authorized executive officer of Llcensor : : :

o . Think about who is going to_ be able to use the Soﬁware and how the usage by those
entities may affect Licensor’s revenues and pricing. The Customer may want to -
* provide software to all of its “Affiliates” including those overseas. Licensor will
usually want to restrict the license to the Customer alone or to the Customer’s then .

~existing “Affiliates” who are listed on the attached Appendix. By listing the
Affiliates the Licensor is able to limit the license to a finite number of entities .

. avoiding any potential m;sunderstandmg as to who is included, The C’ustomer may
not add an entity to the list of Affiliates without Licensor’s permzsswn. The breadth
of this definition is usually an element of price. In addition to pricing concerns, the‘.
Licensor may want to limit use of the saftware fo ensure campltance wu'h Us.
export laws. -

_ 1.3 "Critical Error(s)" shall mean a failure of the Software which severely impacts
Customer's ability to provide service or has a significant financial impact on Customer for
which an alternative temporary solution or work around [acceptable to Customer] may not be

accompllshed ' : :

. Thrs def mtwn favors the Custom er as it includes not only those errors tkat rmpact
Customer’s ability to prowde services but also any that have a “financial impact” o
the Customer.

1.4 "Custom Software" means those Delrverables whmh are classrﬁed in Appendlx 1.5
~ hereto as Custom Software -as well as the documentation related thereto an exhaustwe list of
Custom Software is set forth in Appendix 1.4 hereto.

1.5 "Deliverable" means the Hardware, Software and Documentation to be delivered
hereunder; an ex_h_aosti_ve list of _all_ Deliverables is set forth in App_ehdix 1.5 hergto.

1.6 "Documentation” means collectively: (a) all of the written, printed, electronic or
other format materials published or otherwise made available by Licensor that relate tothe. ..
functional, operational and/or performance capabilities of the ABC System and/or any Software
(b) all user, operator, system administration, technical, support and other manuals and all other
written, printed, electronic or other format materials published or otherwise made available by
Licensor that describe the functional, operational and/or performance capabilities of the ABC
System and/or any Software including but not limited to the Functional Specifications and
Software Acceptance Plan; and (c) any other Deliverable that is not Hardware or Software..
Dooumentahon shall not include Source Code .

" mror(s)" shall mean a faﬂure of the Software to substantially conform to. the

Documentatron or the Functional Spe01ﬁeat10ns, which. matenally 1mpacts the Software s B ,' 8
operat:lonal performance or functional performance :
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' The definition of “Error” is written to recognize that software by its nature is
imperfect. The Customer, however, may want a tighter definition to ensure the
software’s performance meets the Customer’s needs.

: ‘1.8 “Functional Specifications” shall mean those specifications to which the Sofiware
shall conform as set forth Appendix 1.8. : S e
e The Functional Specifications should be set out in detail prior to execution of the

- Agreement to avoid later disagreements. -Agreement in advance may not be feasible
depending on the nature of the development undertaken by Licensor. Without

‘agreeing upon the Functwnal Specifications, the Licensor carinot give the Customer |

o a fixed price for any software development. At the same time, it is unwise for either
- party to agree 1o o fixed prtce w:th the mtent on negotmtmg the Functmnal
e 'Specqf catlons Iater ' : :

1.9 - “Hardware" means those Deliverables which are classified in Appendifx 1.5 hereto
as Hardware, as well as the documentation furnished therewith in the normal course of busmess
an exhaustive list of Hardware is set forth in Appendix 1.9 hereto. ' :

1.10  "License(s)" shall mean any personal, non-exclusive, non-transferable, non-
assignable license or licenses for Customer's internal use only granted by Licensor to Customer to

use the Software under this Agreement
1 ‘."1 1 "Object Code" shall mean the bmaxy machine-readable version of the Software.

©1.12° "Performance Standards” ‘means, colleetively ‘the warranties and performance
standards set forth ‘in Sectlon 16 and all assoczated Exh1b1ts Appendlxs Attachments and
Addenda referenced thereln

"1.13  "Services" shall mean the work done by Licensor in’ support of the Soﬁware
1nclud1ng but not limited to development services, installation services, training, consulting,
enpport telephone support, and such other services.

' 1 14 ~ "Site" shall mean a Customer's eomputei‘ facility located in One_sneci_ﬁ_c_ geographic

115 "Software" means the aggregate of the Standard Software and the Custom Software

1nclud1ng all physical components, that are provided by Licensor, 1nclud1ng but not limited to,
magnetic media, job aids, templates and other similar devices; an exhaustive list of all Soﬁware is

set forth in Appendix 1.5.

a 1';16 ' ‘"S"eftware Accentanée Plan" Shall mean that pIan set_ fo_rth in 'A'pﬁendix_l.lﬁ. _

:" | o The Software Acceptance Plan should be set out in detatl prior to executton of the
' Agreement to avoid later dzsagreements. Agreement in advance mey not be feasrble,
‘however, depending on the nature of the development undertaken by chensor. Any:

plan should be objective in nature to protect both parties.
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1.17 "Source Code" shall mean those statements in a computer language, which when
processed by a compiler, assembler or mterpreter become executable by a computer.

1.18 "Standard Software" means those Deliverables which are classified, in Appendix
1.18 hereto as Standard Software, as well as the documentation furnished therewith by Licensor or
its subcontractors in the normal course of business; an exhaustive list of the Standard Software is
set forth in Appendix 1.18 hereto.

T he “Def nitions” sectmn of any agreement is vety zmportant as. ﬂus is where the
- ,-,-Customer_ar Licensor may try to insert a definition, which has a Javorable
implication later in the Agreement, based upon its use. For example, many

.the deliverables may have changed from the RFP or Licensor may never have
intended to meet certain requirements of the RFP by listing such requirements in
the “Exceptions” portions of Licensor’s RFP response. Further, if the RFP and

. . RFP vesponse are incorporated in the Agreement the two documents may be
mcons:stent, leadmg to internal inconsistencies and potential prablems of
interpretation. : -

2. SCOPE OF THIS AGREEMENT

2.1 Scope. This Agreement deﬁnes the terms and condltlons under which Llcensor
will design, develop, integrate, deliver, install and support the Software and the Deliverables.

.. - 22 . Turn-key Basis. The Parties hereto acknowledge that the performance by Licensor
of its obhgatlons hereunder is to be done on a "tumn-key" basis". - This expression is understood to

mean that Licensor is fully responsible, pursuant to the terms and conditions hereof, for the

delivery of the Deliverables in full conformity with the terms and conditions hereof, and that the
said Deliverables shall function in conformity with the performance criteria stipulated herein upon
delivery and up to and including the date on which the acceptance certificate is issued. -

o From the Customer’s prospective, it is important that the Licensor be responsible for
. providing the entire software system. Otherwise, if there is a defect each individual
‘vendor will affix blame for the problem on the other vendors. The Customer wants .
to place the responsibility on the Licensor to deliver a complete, integrated working
. system and if required fix any problem that arises regardless of whether it arises
from the hardware, operating system, proprietary software, data base software, ete.
For assuming this additional risk, the Licensor should be entuled to receive a htgher

L f'ee'

23 Modification of Delivery Date. Either Party hereto may submit a request to the
other to modify the delivery date for one or more Deliverable(s) if it believes that sucha _
modification of a delivery date is necessary or appropriate given circumstances external to this
Agreement or the failure of the other Party to perform in strict conforn'uty with the terms hereof.
It is nonetheless acknowledged that the other party shali have full power and authorlty to accept or
reject such a request. . .
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3. "SOFTWARE AND SERVICES

3.1  License Grant. Subject to the provisions of this Agreement as well as the payment
of all:applicable license fees for the term of such license, Licensor grants Customer and
Customer-accepts a limited, personal, non-exclusive, non-transferable, nen—assngnable Object
Code [Source Code] license to-use the [Standard] Sofiware for Customer's internal use only
in‘the United States [on the Central Processing Units ("CPUs") listed on Appendix 3.1.]

‘Customer - Who is the Customer? :
 License - Licensor “licenses” its software, Licensor does not “sell” it. “Selling”
" indicates a transfer of ownership meanmg the Customer could potentzally “resell”

the Softare to a third party.
" Limited - Customer has only limited righits in the software.
Personal - Use of the software is “personal” to the Customer only.
Non-exclusive - Other customers may receive a license to use the same software.
Non-transjerable The Saoftware cannot be transferred to other entities. .
" ':Non-asszgnable The Software cannot be ass:gned to other entzttes. '
_Object code — Unless source code . Is bemg llcensed the Customer will recelve object
o code only. , : o
e Internal use - T. he Soﬁware cannot be used for outsourcmg, tlmesharmg, servzce -
_ bureaus, etc. -
o United States - To avoid export issues aml the potentml dtverswn of the Soﬁ‘ware,
the Customer may use the Software only in the United States.

e Thzs Sectwn assumes that the Ltcensor shall own all Soﬁware mcludmg the Custom
" Software in contradiction of Sections 6.4 and 12.1, which assume that the Customer
will own the Custom Software. Section 3.1.A below provides additional langnage,
... which allows the Licensor to retain ownerslup, but grants the Customer an exclusive

.. license to use the Custom Software. -

e The entire license grarit is preceded by the clause “Subject to the proviSiohs of this
. Agreement” which allows Licensor to terminate the lzcense grant if the Customer
o 'breaches any other terms of the Agreemem‘

S 0 . The scope of the hcense grant is dzrectly related to prtcmg For example, while
' Licensor ‘may not mtttally grant a source code license which could potentially limit
" Licensor’s ability to earn revenue from maintaining the saftware or developing
enhancements, licensors will often license source code for an appropriately larger
license fee.

ADDITIONAL LAN GUAGE GRANTING THE CUSTOMER AN EXCLUSIVE
S LICENSE IN RETURN FOR FUNDIN G DEVELOPMENT

"3.1.A_Exclusive License Grant. In consideration of the Customer fundmg the .
development of the Custom Software, the Customer is hereby granted the exclusive hcense
and right to utxllze the Custom Software for five years from the date Customer accepts the )
Software (the “Exclusmty Perlod”) Durmg the Excluswlty Period, Licensor shall not
license or sell the Custom Software or allow any other mdmdual or entlty to utlllze the
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Custom Software. Further, the Licensor shall not develop, create or license any other
software functionally equivalent to the Custom Software.

o This language provides a compromise to the Customer claiming ownership of the
Custom Software. It allows the Licensor to retain ownership of the Custom - :.
... Software while providing the Customer with the benefit of any competitive . = ... .
. advantage that the Custom Software may provide. This language is too broad from
the Licensor’s perspective. Not only does it provide the Customer with an exclusive
license but it also prohibits the Licensor from developing any functionality .
. . equivalent software. This prohibition may severely impact the Licensor’s ability to
. _sell future work. Section 8.H provides alternative language allowmg the Customer

10 Fecoup its investment 7‘1Tfumtm—theﬂevelopmemofth?€usmmﬁ‘qﬂwarefmm

royalties payments Jor future Iwenses of the Custom Software gmnted by the
Licensor. _

32 Soﬂ‘ware Related Matermls All Soﬁware used in, for or in connection with the

~ software, parts, subsystems or denvauves thereof (the "ABC System"), in whatever form,
including, without hmltatlon, source code, ob] éot code ‘microcode and mask works, 1nc1ud1ng any
computer programs and any documentation relating to or describing such Soﬁware such as, but
not limited to logic manuals and flow charts provided by Licensor, including instructions for use
of the Software and formulation of theory upon which the Software is based, are furnished to
‘Customer only under a personal; non-exclusive, non-transferable non-assi gnable Ob] ect Code
license solely for Customer s own internal use.

3.3  No Licenses. Except as exphmtly provided in Section 3.1 of this Agreement, no
Ticense under any patents, copyrights, trademarks, trade secrets or any other intellectual property
ri ghts express or 1mp11ed are granted by Llcensor to. Customer under this Agreement

34 Reverse Engmeermg. Customer shall not and shall_not perl_mt 1ts _Afﬁliates or
any third party to translate, reverse engineer, decompile, recompile, update or modify all or
-any part of the Software or merge the Software into any other software.

e Section 3.4 restricts the Ctistomer from modifying ov enhancing the Software. It is
essential this paragraph remain in the Agreement, otherwise the Customer (and
.. potentially the Customer’s other vendars) would under the Sega, Atari and Bateman
o dec:swns have the rtght fo reverse engineer the Soﬂware fo create its own interfaces,
i : ‘etc. "It is also imiportant that tke Custam eris farbtdden from merging the Software
“ ywith other software, which in turn may create a new work, which could be
- N copyrighted in the Customer’s name.

3.5.  Ownership of Materials. All patents, copyrights, circuit layouts, mask works,
trade secrets and other proprietary rights i in or related to the Software are and will remain the
exclusive property of Licensor, whether or not speclﬁcally récognized or perfected under the laws
of the jurisdiction in which the Software is used or licensed. Customer will not take any action
that Jeopardlzes Licensor’s propnetary nghts or acqmre any nght in the Software or the =~ _
Cotfidential Information, as defined in Section 12 herem below. Unless otherwise agreed on a _
' case—-by—case basis, Licensor will own all rights in any Ccopy, translatlon, modification, " .
adaptatlon or derivation of the Software or other items of Confidential Informatlon, o
including any improvement or development thereof. Customer will obtain, at Licensor’s
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request, the execution of any instrument that may be approprlate to assxgn these rlghts to
Licensor or perfect these rights in Licensor's name.

o _Section 3.5 provides that even if the Customer creates a derivative work or a
modification or enhancement, in contradiction to Section 3.4, Licensor will have
- sole and exclusive ownership of such work. The Licensor needs to be careful that
any restrzcttons placed on the Customer do not amount to copynght misuse.

3.6 Third Panjv Access Customer shall not allow any third party to have access to the
Software without Licensor’s prior written consent. Further, Customer shall neither engage in nor
-permit any use of a Software such that a copy would be made of such Software solely by virtue of

- the activation of a machlne contammg a copy of the. Soﬂware

. Sectzon 3 6 prevents the Customer from: utthzmg outs:de contractors and consultants
- from utilizing, maintaining or supporting on the Software. This protects Licensor
from the Customer hiring Licensor’s competitors or outsourcing the software and its
maintenance. The second sentence seeks to negate the effect of The Computer
Maintenance Competition Assurance Act, 17 U.S.C. 117. :

ALT ERNA T I VE/ADDI TIONAL LANGUA GE

34 'Com'mztment.-to Research and -Development Llcensor acknowledges that
research and development is an integral part of being able to continue to _improve
Afunctionality and -meet the increasing business needs of the [name of] industry in the future.

“Having acknowledged the foregoing, Licensor shall invest on a yearly basis a minimum of

[XX] percent (XX %) of the gross revenues it collects from all customers using and receiving
services ‘related to the Software into research and development efforts related to the
‘Software. In the event that Licensor fails to invest the required amoiint into the 'research
‘and development of the Software, Customer shall: (a) have the right to migrate to the new
services or system that Licensor offers to its customers, which migration shall be at no
additional cost to Customer and shall include the retro-fitting of all custom programming;
or (b). have the right, at any time, to terminate this Agreement and: (i) obtain all Source
‘Code and other deposit material to all Software and/or to provide Services to Customer;
‘and/or (ii) transition to a new software vendor, pursuant to Customer's rights under Section
5.3.3. [Transition Rights in the event of Licensor breach.] All Services prov1ded by Licensor
'dunng any such transmon penod shall be pr-ov1ded at no cost to Customer

< o When purchasing a mission critical soﬁware system, a customer should obtain a

“commitment from the Licensor that the Licensor will contmue to invest in the
- product to keep the product competitive durmg the customer’s use of the product.
" ' This protects the customer from the Licensor “ sunsetting’ *the product by failing to
* invest in the product and keep the product competitive with market requirements.
“The language set forth above provides the customer the right to migrate fo any new
product the Licensor offers to replace the licensed software at no additional cost or
terminate the Agreement and obtain the source code and/or transition to a new
vendor. This clause provides complete protection in the event the Licensor creates a
new product shortly after the customer enters into the license agreement. At the
same time, the clause creates significant risks for the Licensor and will likely be
hotly debated in most licensing negotiations.
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3B -.Serv'iee Leeef Standards.

3.B.1 General. Licensor shall provide the Software, and any other Services, as
applicable, according to the performance criteria and at the service level standards
("Service.Level Standards") set forth in Appendix 3.B.1. Licensor and Customer shall meet on
a semi-anmual basis to discuss whether changes to the Service Level Standards are necessary due
to any changes business needs of Customer. Any changes to the Service Level Standa;rds agreed

: upon in wntmg by both pames shall replace the then ex1st111g Appendlx 3.B1.

Almost all ltcense agreements Jrom the ‘Customer’s prospectwe should include

service level standards, Service level standards establish the minimum level of

acceptable performance such as response times and refresh rates. While a general

.. warranty may include broad generalizations as to the software’s performance,

. service level standards provide specific standards that the Licensor’s software must

meet. This creates greater risks for the Licensor but the Customer is only asking the

Licensor to commit.in writing to the standards the Licensor has most ltkely already
agreed to or stated in its marketing materials. o :

3.B.2 Service Level Credits, In the event Licensor fails to meet the Service Level
Standards, Customer shall be entitled to receive from Licensor service level credits
. ("Service Level Credits"), whjich shall be: (a) in the amounts and according to the terms set
forth in Appendix 3.B.1, all of which shall be based on Licensor’s monthly performance as
set forth: in' the monthly performance reports prepared by Licensor pursuant to Section
+X.6.3 (attached as an alternative section); and/or (b) in the amount imposed upon Customer
by [Regulatory Agency] for failing to comply with a State standard where such failure-is
-caused by a Licensor failure to meet the Service Level Standards or any other performance
:standard or requirement set forth in this Agreement. Customer shall have the right to set off
-any -undisputed . amounts - owed to- Licensor against any Servwe Level Credits -assessed by -
. Customer agamst Licensor.. e : : -

L3 Service Level Credits flow directly from. the failure of the software to meet the
- Service Level Standards. The Customer has a significant amount of money and
.. -effort invested in the implementation of the software. .- Termination of the license
. -agreement for the failure of the software to meet the Service Level Standards is not -
always a practical solution. Further, a regulatory agency or end-user may have
imposed penalties on the Customer causing the Customer to incur out-of-pocket
- -costs. Consequently, Service Level Credits provide the Customer with a way to
... incent the Licensor short of terminating the Agreement. The Customer should
o . prawde, however, that if the Service Level Credits exceed a certain threshold that the
.. .Customer shall the right to terminate the Agreement (See § 5.1(d)). T he Licensor
o 'should ensure that the level of .credits is acceptable and that the Service Level
~ Standards are realistic. Further, the Licensor should insist that each set of credits
. be capped in the aggregate and on a monthly basis.

3C | nguldated Demag. es

3C1 Liduidé_ted Damages Payable by Licensor. '
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~~of such liquidated damages shall be () per calendar day, subjecttoa -

i s T e AV et e £ A ¢

-In the event that Customer refuses, as per the provisions of Appendix 3.C hereto, to
- issue the On Site Acceptance Certificate on or before a day which is twenty (20)
.calendar days after the Delivery Date for Milestone Nos. __or ___(On Site

Acceptance Certificates), respectively (hereinafter referred to as the "LD Date"),
liqujdated damages shall be payable by Licensor pursuant to the conditions set forth in
Section 3.C hereof. Such liquidated damages shall be imposed on a daily basis, as

-from and including the day immediately following the LD Date up to and including

the date on which the aforesaid On Site Acceptance Certificate is issued. The amount

. . maximum amount of = )

2B N BT T B R

)

“In the event that Customer_ refuses, as per the provisions of Appendix 3.C hereto, to
. -issue the Provisional Acceptance Certificate on or before a day which is twenty (20)
calendar days after Milestone Nos. __or __ (Provisional Acceptance Certificates),

o “respectively (hereinafter referred to as the LD Daté"), liquidated damages shall be
' payable by Licensor pursuant to the conditions set forth in Section 3.C hereof. Such
- liquidated damages shall be imposed on a daily basis, as from and including the day

. immediately following the LD Date up to and including the date on which the

- aforesaid Provisional Acceptance Certificate is issued. The amount of such liquidated
- ‘damagesshall _ - () per calendar day, subject to 2 maximum amount

_.(___,]__

@

Notwithstanding the provisions of Sections 3.C.1 (a) hereof, in the event that the On

- Site Acceptance Certlﬁcate is issued on a date that is more than twenty (20) calendar

- “days after Milestone No. ___ {(On Site Acceptance Certificate), Milestone No.

v+ (Provisional Acceptance Certificate) shall be deemed to be moved forward in time by

“‘the numbér of calendar days equal to a number of calendar days between Milestone

«+No. _-_, plus twenty (20) days, and the date on which the On Site Acceptance

- Certificate is issued, provided, however, that inno event shall the number of days by

which the aforesaid Milestone No. ___ shall be moved forward in time exceed one

" bundred (100).

3 C 2 quuldated Damages Pa_ly_gble bv Customer

(a)

In the event that Licensor refuses, as per the provisions of Appendix 3.C hereto, to
issue the Acceptance Test Cases Acceptance Certificate on or before a day which is

0 twenty (20) calendar days after Milestones Nos. __ or __(Acceptance Tests Cases
+* Certificates), respectively (hereinafter referred to as the "LD Date™), liquidated

" damages shall be payable by Customer pursuant to the conditions set forth in Section

©%.3.C.3 heréof. Such liquidated damages shall be imposed on a daily basis, as from and

*including the day immediately following the LD Date up to and including the date on

+ "% which the aforesaid Acceptance Test Cases Acceptance Certificate is issued. The

()

amount of such liquidated damages shall be __(_)percalendar day,

subject to a maximum amount of )

In the event that Licensor refuses, as per the provisions of Appendix 3.C hereto, to

issue the Site Ready Acceptance Certificate on or before a day which is twenty (20)

" “calendar days after Milestone No. ___ (Site Ready Acceptance Certificate)

"(hereinafter referred to as the "LD Date™), 11‘1111dated da;mages shaIl be payabie by
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Customer pursuant to the conditions set forth in Section 3.C.3 hereof. Such liquidated

- damages shall be imposed on a daily basis, as from and including the day immediately

" following the LD Date up to and including the date on which the aforesaid Site Ready

.- Acceptance Certificate is issued. The amount of such liquidated damages shall be
{__) per calendar day, subject to a maximum amount of ____( ).

. (¢) . Notwithstanding the provisions of Section 3.C.2 (a) hereof, in the event that the
. Acceptance Tests Cases Acceptance Certificate is issued on a date that is after
... Milestone No. ___ (Acceptance Tests Cases Acceptance Certificate), Milestones Nos.
~ __,___and__(On Site Delivery, On Site and Provisional Acceptance Certificates)
shall be deemed to be moved forward in time by a number of calendar days equal to

. the number of calendar days between Milestone No. ___and the date on which the
. Acceptance Tests Cases Acceptance Certificate is. issued, provided, however, that in
- no event shall the number of days by which the aforesaid Milestones Nos. ___,
and shall be moved forward in time exceed one hundred (100) Notwithstanding
.. the provisions of Section 3.C.2 hereof, in the event that the Site Ready Acceptance
. Certificate is issued on a date that is after Milestone No. ___, subsequent impacted
* Milestones shall be deemed to be moved forward in time by a number of calendar
. days equal to the number of calendar days between Milestone No ___ and the date on
.. which the Site Ready Acceptance Certificate is issued, provided, bowever, that in no
~ event shall the number of days by which the aforesaid subsequent impacted
Milestones shall be moved forward in time exceed one hundred (100).

3 C 3 Pavment of Liquidated Damages. I Customer is entitled to receive hqmdated damages
pursuant to Section 3.C.1 hereof; it shall notify Licensor thereof in writing and Licensor
. shall cause a credit to appear on the next invoice it issues hereunder. If Licensor is entitled
.. toreceive liquidated damages pursuant to Section 3.C.2 hereof, it shall notify Customer
' _'thereof in writing and shall cause a debit to appear on the next invoice it issues to
Customer hereunder. : :

3.C4 Tennination in Lieu of Liguidated Damages. In the event that the maximum amount of
liquidated damages prescribed by Sections 3.C.1 or 3.C.2 is reached, the Party that would
otherwise be entitled to receive liquidated damages shall have the right, but not the - -
obligation, to terminate this Agreement pursuant to the provisions of Section 5 hereof by
- sending a notice to that effect to the other Party. - . :

L . Ltqmdated damages are a pre-determmed good -faith esttmate of damages the
.. Customer will incur as a result of Licensor’s breach or that the Licensor will incur
. as aresult of the Customer’s breach, which eliminates the necessity that the injured
oL party prove its damages. For example, once the Customer demonstrates that the
. Licensor breached its obligations, it is entitled to collect the pre-agreed damages. If
- . there are concerns about the ability to collect payment, each party can require the
~ ‘other to éstablish an irrevocable bond or letter of credit. :

¢ Any provision for liqguidated damages should ‘be mutuaf as fhe Liceasor may also
. suffer damages, for example if the Customer’s performance is delayed.

‘e To the extent one party’s petformanaé is delaj}éa by the action or maciwn of the
s other party and as a result is liable for liquidated damages, the party whase
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.. performance has been delayed shall be entitled to one extra day for each day its
performance has been delayed by the other party

4. TERM OF AGREEMENT AND LICENSE

4.1  Term of Agreement. The term of this Agreement shall commence upon the
execution of this Agreement, and shall continue for - - years unless terminated upon the breach

- of tlus Ageement by elther party [or as otherwise provuled herem]

T hts “term ? relates to the term of the Agreement although the term of mdmdual

hcemea granted under the Agreem ent may be dyfferent.

ADDITIONAL LAN GUAGE ALLOWIN G CUSTOMER TO TERMINATE FOR.
CONVENIENCE

4 1.A Termmatwn Wzthout Cause Upon written notlce to Llcensor, Customer shall
have the right to terminate this Agreement without cause. In such event: (a) Licensor shall

discontinue its Services with respect to this Agreement; and. (b) Customer shall be obligated to
.pay to Licensor a termination fee in:an amount equal to the Services Fees paid or payable for the
two (2) month period immediately preceding the effective date of such termination.

o This clause usually benefits the Customer as it allows the Customer the terminate
.- the agreement at the Customer’s convenience and depending on the wording it may
-+ -not-allow the Licensor to recover its termination costs, investment etc. The Licensor
... should make sure that if the Licensor accepts such a clause that the negotiated
.. termination fee allows the Licensor to recover its investment, expenses and the cost
- ..of money. The Licensor may have significant termination’ costs including employee
termination costs, subcontract termination costs, leases, travel etc. The language set
forth above does not favor the Licensor as the termination fee is not specifically
. stated. and is. tied to revenues. This creates the risk of an unanticipated event that
reduces the agreement’s revenues and in turn lowers the termination fee the
Licensor is entitled to receive. : ST

- This clause must be carefully worded to clearly state how any termination fee will be
determined. Usually the Customer must pay for work completed Licensor’s. '
termination costs and Licensor’s lost profit. The Licensor must determine whether-
the Customer should compensate Licensor for work performed based on Licensor’s

.. costs (a cost plus model) or on a percent complete (of the project) basis. In-either
. case, the agreement should provide that Licensor is entitled to recover Licensor’s -
lost profit or at least a pro rata portion of its lost profits. -

- 4.2 Term of Licenses. Subject to the limitations contained in this Agreement, the term

.-ef eaeh individual License granted under this Agreement begins on the date of delivery of the. .

Software, and shall terminate on the date set forth herein, unless earlier termmated as prowded in

-this Agreement. ..

. _-The. ierm'of the “License” should begin on “delivery” and not on. “accepiance”. .
otherwise the Customer would have no legal obligations as to the use of the -
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Saftware prior to “acceptance”. Binding the Customer to the terims of the license
upon delivery does not indicate the Customer’s acceptance or create an obligation
Jor the Customer to pay the applicable license fee.

5. EVENTS OF DEFAULT AND REMEDIES

5.1." ~Events of Default. Licensor and Customer - acknowledge and agree that the
following shall constitute events of default ("Events of Default") and that the occurrénce of one
(1) or more of such Events of Default shall constitute a material breach of this Agreement which
shall allow a party, as’ apphcable, to seek the nghts and remedies set forth in thlS Sectron

(@)  Licensor's fallure to deposu the Deposit matenal as requued by the Source Code
Escrow Agreement within the time frames spemﬁed therein; R

(b) Licensor's breach of the Regulatory Requlrements warranty set forth in Section

s 16 M, and 1n no event shall such failure be sub]ect to a‘cure penod

(c) Except for breaches that ‘constitute a Sectlon 5.1. (d) Event of Default ‘Licensor's

i -materlal breach of any license obligation as provided in Section 3 provided that such breach is not

cured w1thm thirty (30) calendar days following written notice of such breach;

~(d). . -~ Licensor’s 'faﬂure to matenally- conform to the-Seryrce Level Standards set forth in

- Appendix 3.B OR the occurrence of Service Level Credits for any three months during a twelve
~(12) month period in the amount.of =~~~ - . -~ ($ - ) ormore per month;
wprovided that Customer shall have provided Licensor with writteni notice ofLicensor’s non-
compliance after the second month of non-compliance with such written notice being provided to
- Licensor within: thirty (30) calendar days of the second rnonth of” Llcensor s non—comphance of
Servrce Level Standards B o : R .

'-’(e) Llcensor s continuous failure to timely provide to Customer mohthly performance

. reports regardrng Licensor's performance in relation to the Semce Level Standards as set forth in

Section 9.6.4.;

: (0 - Licensor's failure- to maintain insurance coverage as specified in’ Section 36,
provided that such failure-is not cured Wlthln thlrty (30) calendar days followmg recelpt of written
notlce of such farlure : .

(g) -Customer's. failure to timely pay any undisputed "amount owed to Licensor,
prov1ded that such failure is not cured w1th1n thlrty (3 0} calendar days followmg recelpt of written

notice of such failure;

(k) Customer’s -breach of Secuons 3, 12 or 13 or 1f Customer otherwrse m1suses the

Software in contraventlon of thls Agreement

() Either partys matenal breach of any representation or warranty set forth in this
Agreement, provided that such breach, if curable, is not cured within the time frames specified in
Section 16, if applicable, or if such Section 16 does not apply to the breach then Wlthm tlnrty (30)
calendar days following receipt of written notice of such breach;
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() Failure of a party to perform any other material obligation under this Agreement,
prov1ded that such failure is not cured w1thm tthty (30) calendar days followmg recelpt of written
: --notlce of such faﬂure :

: (k)  The 1nst1tut10n of bankruptcy, receivership, insolvency, reorganization or other
-~ similar proceedings by or against either party under any section or chapter of the United States
Bankruptcy Code, as amended, or under any similar laws or statutes of the United States or any
state thereof, if such proceedings have not been dismissed or dlscharged ‘within thirty (30)
calendar days after they are instituted; or the insolvency or making of an assignment for the

- ‘benefit of credltors or the admittance by elther party of any 1nv01untary debts as they matureorthe ,

institution of any reorganization arrangement or other readjustment of debt plan of either party not
involving the United States Bankruptey Code; or any corporate action taken by the Board of
Directors of either party in furtherance of any of the above actions. -

(@ Appointment of a receiver for all or substantially all of either party’s assets or any
.corporate actlon taken by the Board of Dn‘ectors of elther party 111 furtherance of the above actton;
rand g :

" ‘s A Customer should carefully consider what actions or inactions on the Licensor’s
behalf should constitute a material breach. Some issues such as (e} and (f) are not
as important as the failure to deliver a working product. At the same time, the
Licensor should seek to limit the number of events of default to limit its risk.

o ' Licensor must have the immediate right to terminate the Agreement without
granting a cure period if the Customer breaches the Agreement by misusing the
Software. This posmen is Justtﬁable because a cure pened cannot “absolve ¥ the

- breach. : o

o ' Licensor must have a time period in which to “cure” any defaults. The time period
“‘must be long enough to allow Licensor to be able to do so. szen the nature of
' soﬁ‘ware, this perwd can be no Iess thtm 3 0 days '

5.2 Rzghts and Remedtes o_f Lwensor Upon Default of Customer. Upon the
occurrence of an Event of Default by or with respect to Customer, subject to Customer's rights set
forth in Section 5.3.3, Licensor shall be entitled to any of the following remedies:

T (@) tennin_ate_,' in Whele or in p‘ert, this A_greemeﬁt; 'an_d/or _
o) subject to the tenns of Sectmn 17 seek to recover damages ﬁom Customer andfor

0 if applicable, seck to obtain the add1t1ona1 nghts and remedles set, forth in Sectlon
29, 5 [Equltable Rellef], and/or '

(C/ [exercise the right of self-help]

Notwithstanding anythmg contained herein to the contrary, Licensor expressly waives and
- disclaims any right or remedy it may have to discontinue the performance of the Servnces or
' ‘any portion thereof or terminate the License without due precess of law ' o
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..o This clause seeks to prevent the Licensor from exercising any form of “self help”
... such as stopping the delivery services or disabling its software without following the
-dispute resolution procedure set forth in Section 29. Note that Section 5.3.2
specifically allows the Customer to exercise a form of self-help. This limitation
. conflicts ideologically with Customer’s right of setoff in Section 5.3.2. and 3.B.2.

_ .Consequently,_the Licensor should insist on parity for self help. G

B 5 3 ngkts and Remedtes af Customer Upon Default of Ltcensor

5 3 1 General Upon the occurrence of an Event of Default by or W1th respect to L1ccnsor

Customer shall be entltled to-any of the folIowmg remed:es

| - (aj | term:inate, in whole or in part, this Agl'eemeﬂt; aﬁd/df ‘
@ subjoct o the terms of Section 17, se fo rover damages from Licensor, and/or

@ ifapplicable, obtain the additional remedies described in Sections 5.3.2-5.3.7; and/or

. -{d) . if applicable, seek to obtain the additional rights and remedies set forth in Section
' 29.5 [Equltable Rellef] . o

532 Right to Set Off Customer shatl hé.ve" the nght to' set off 'any.undis.puted amounts
owed to Licensor against any damages or charges mcludlng, without lu:mtatlon, Service Level
Credlts, assessed by. Customer against L1censor R :

° Note that thls section allows the Customer to set off only undisputed amounts owed
to Licensor. ' |
e The parties should specifically state and agree as to whether they have the right of
. .set off against the other.. The common law of many states allows the right of set off
even if it is not set forth in the contract. The Licensor is. more likely to be
concerned, as the Customer will want to ajﬁet any payments due the Lwensor in the
event of the Licensor’s breach. : - : : -

5. 3.3 T ra;zsitia;t_ Righ_ts.

(a) Termination by Customer. In the event Customer terminates: this Agreement
pursuant to the terms of this Agreement in whole or in part, Customer shall provide to Licensor a
written notice of transition ('Transition. Notice™); setting forth the target date.on which Customer
plans to cut-over from Licensor's system to a new system or otherwise not require the future
services, of Licensor (the "Target Cut-Over Date”). At least thirty (30) days. prior to the actual
" cut-over date ("Actial Cut-Over Date"), Customer shall provide Licensor with written notice of
the Actual Cut-Over Date. Licensor shall continue to provide to Customer all Services required -
by Customer ("Transition Period"). Services provided by Licensor during the Transition Period
shall include all conversion and other Services necessary for an orderly transition to another
. system. Customer shall place the Services Fees that accrue from and after the date of Transition
~ Notice to the Actual Cut-Over Date into a Customer reserve account, and, such reserved funds
“shall be disbursed as follows: () ﬁﬁy percent (50%) of the reserve funds shall be dlstnbuted to

©Copyright 1996 — 2003 H. Ward Classen. All Rights Reserved. B o 14




Licensor on a pro-rata monthly basis over the first twelve (12) months after the Actual Cut-Over
Date; and (ii) the remaining fifty percent (50%) of the reserve funds shall be paid to Licensor in
one lump sum upon the completlon of all Outsourcmg Services obhgatrons under this Agreement
-:.relatmg to the Pnor Claims. . :

(b) Termination by Licensor.  In the event Licénsor terminates this' Agreement
_pursuant to the terms of this Agreement, and provided Customer pays all undisputed amounts
owed to Licensor, Licensor shall provide to Customer a minimum of twelve (12) months of all

- Services. Services provided by Licensor during this- ‘period shall include all conversion and other .

Services necessary (at Llcensors Semce Rates) for an orderly transrtlon to another system.

"o In both 5.3. S(a) and (b), the partzes should carefully negottate the payment terms
In the event of 5.3.3(b), the Licensor may want to require the Customer to make

- payment in advance. At the same time, the Ltcensor may want to soﬁen the payment,

terms m Sectmn 5. 3 3(a)

_ 534 Specg" ic Pe:formance Licensor acknowledges that, in the event it breaches (or
attenipts or threatens to breach) its obligation to provide termination/expiration assistance as’ "
provided in Section 6.6.3, Customer will be irreparably harmed. In such a circumstance,
~Customer may proceed directly to court. If a court of competent jurisdiction should find that
Licensor has breached (or attempted or threatened to breach) any such obhgatrons Licensor
agrees that without any additional findings of irreparable injury ot other conditions to mgunctlve
‘relief, it shall not oppose the entry of an appropriate order compelling performance by Llcensor
and restra:lmng 1t from any further breaches (or attempted or threatened breaches) o

e ALicensor should carefully consider the risks before including g any Ianguege that
7 allows the Customer to invoke the remedy of speaf c performance. Specific
" performance may have a significant impact on the Licensor’s profi tabtltg; amt may
serve to cxrcumvent the limits oj' habthty set forth in tite agreement

5.3.5 Cover. In the event that this Agreement is termmated in whole “or ‘part for
Licensor’s breach, Customer shall have the right, at Licensor’s expense, to engage thll‘d partles to
correct Licensor’s breach and to deliver any software or services that Licensor failed to deliver.
Licensor shall continue performance of this Agreement to the extent not terminated.

e The Licensor should limit its liability for cover to the averall limit of liability of the
""" “contract and seek to prevent the Ltcensee Jrom retammg the Lteensor s competttors
to complete the work.

5 3 6 Access to Source Code. In the event that this Agreement is terminated for
Llcensor s breach, Customer shall have the right obtain, and Licensor shall have the obhgatlon to
grant to Customer, [upon payment to Licensor by Customer of a fee of __~ ~US
Dollars (US$ ),] such non—excluswe [royalty-free], non-transferable, personal
Source ‘Code ‘license for the Software as may be necessaty in order to permit Customer to
complete the development, installation, deployment, operation and maintenance of the Software
system as contemplated hereby. Set forth in Paragraph X of Appendlx 5.3. 6 is the terms and
conditions of the Source Code license contemplated by this Section 5.3.6. ©

OR
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N In the event that this Agreement is terminated for Licensor’s breach, all rights, title and

‘. . ;,:rmterest and all copyrights and other intellectual property rights including the right to use,

- reproduce, adapt, enhance and commercialize the same, in and to the Custom Software or any part
thereof, therefore developed pursuant hereto, shall immediately vest in Customer upon the
...‘:.,.:effectwe date of termination agreed between the parties. :

OR

" Customer shall have the right to obtain, and Licensor shall have the obﬁgation to grant to
Customer, such non-exclusive, world-wide, permanent licenses as may be necessary or

_ - to complete the development, installation, deployment, operation and maintenance of the
___Software system as contemplated hereby. The licenses so granted shall (a) be to all such
" Standard Software and other software, tools and materials, in object and/or source form, as may
* be necessary and appropriate as aforesaid and (b) be limited to the exclusive purposes of the
completion of the obligations assumed by Licensor hereunder.  The royalties payable by
Customer with respect to the licenses so granted shall be equal to fifty percent (50%) of the . .
royaltles charged by Licensor in the normal course of business. At Customer's request, Licensor
shall: (A) obtain any required consents from third parties and thereafter assign to Cust_o_mer_ or its
designee leases for some or all of the Equipment that was used primarily in providing the .
Services as of the.date of termmatlon/explratlon of this Agreement, and Customer shall assume
all obligations under such leases that relate to periods after such date; and (B) sell to Customer or
its designee, at the lower of Licensor's then current book value, unrecovered capital payments or
fair market value, some or all of the Equipment owned by Licensor that was used primarily in
providing the Services as of such date. Licensor shall also provide all user and other
documentatlon relevant to such Equlpment whlch is in Licensor's possession. Customer will
~assume responsibility under any maintenance agreements for such Equipment to the extent such
‘responsibilities relafe to periods after the date of termination/expiration of this Agreement.
Licensor shall obtain any necessary rights and thereafter make available to Customer or its
. designee, pursuant to reasonable terms and conditions, any third party services then being utilized
.. by Licensor in the performance of the Services including services being provided through. third
N .party service or maintenance contracts on Equipment and Software. Licensor will be entitled to
' retain the ri ght to utilize any such third party services in connection with the performance of -
services for any other Licensor Customer.

‘ 5 3.7 Ltcensor Emplayees and Contmctars. In the event that thls Agreement is termnlated
~for Licensor’s breach, Customer or Customer’s designee shall be permitted to undertake, without
interference from Licensor, to hire any Licensor employees primarily performing the Services as
_of the date Licensor receives notice of termination, or, in the case of expiration, within the six (6)
: ‘month period (or longer period requested by Customer) prior to expiration. Licensor shall waive,
_and shall cause its subcontractors to waive, their rights, if any, under contracts w1th such ‘
personnel restricting the ability of such personnel to be recruited or hired by Customer. Customer
“or its designee shall have reasonable access to such personnel for interviews and recruitment. If
) _Customer 18 entltled pursuant to this Agreement to a sublicense or other right to use any Soﬁware _
~owned or licensed by Licensor and utilized in performlng the Serv1ces L1censor shall provxde .
“such sublicense or other right. :
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In the event of the Licensor’s breach, it is lmportant that the Customer have access
. to the Licensor’s employees and contractors. Access to the source code alone will
‘usually not permit the Customer to maintain, support or modify the software. The
- Customer’s ability to do so.will be significantly greater if it is allowed to hire the
~ Licensor’s employees and contractors. Thus, any prohibition on their solicitation
- should be waived in the event of the Licensor’s breach.

5.4. _Attorneys’ Fees. In_ the event of an alleged breach of this Agreement, the
prevailing party shall be ent1t1ed to relmbursement of all of its costs.and expenses, including
reasonable attorneys' fees, incurred in connection with such dispute, claim or litigation, including
any appeal therefrom. For purposes of this. Section, the determination of which party_is fo.be

considered the prevallmg party shall be decided by the court- of competent jurisdiction or
independent party (i.e., mediator or arbitrator) that resolves such dispute, claim or litigation.

6. DELIVERY OF DELIVERABLES RISK OF LOSS TITLE

| 6 1 Delwery By Llcensor af Deltvembles L1censor shall deliver thc Dehverables to
Customer at (“Delivery Place™) on the Delivery Dates.

62 Risk Iof Loss'bf Deliverables. Thé ﬁsk 0f loss' appuﬁeﬁant t.o-all Deliverables shall
be transferred to Customer upon the issuance of an Acknowledgment of Receipt with respect '
thereto at the Delivery Place.

: 63  Title to Standard Saftware It is hereby acknowiedged and agreed that Customer
shall not obtain title to any Standard Software. . In lieu thereof, Customer shall obtain the license
nghts relatlng thereto stipulated in Section 3 hereof. : e

... Generally the Customer does not have a legttim ate basis for clatmmg ownersth of
the Licensor’s core software which the Licensor owned prior to entering into the -
. :-l:cense agreement.. It is common, however, to negotiate ownership of any custom -
~ developed soﬂware as discussed in Section 6.4 below. : :

6.4  Title to Custom Software. Without prejudice to the provisions of Section 3 hereof,
Customer shall obtain good and clear title in and to the Custom Software upon the due payment
by Customer of the sums relating thereto. Licensor hereby agrees to provide to Customer, upon
its written request, w1th such title certlﬁcates acknowledgments and other documents as may be
~ niecessary or apprOpnate to estabhsh Customer's good and clear title in and to the Custom
Software. . : : :

R _ - | Set:tie_in 6.4 an,d.Seétiaﬁ 12.1 assume that the paftieshave agreed that the Customer
. will own any Custom Software. See Sections 3.1 and 3.1.4, which assume the . . .
_Licensor, will retain sole ownership of all software. : SRRTE

.. ®  Ownership of any Custom Software Is often one of the most negotiated sections in a
- software license. The Licensor usually insists on retaining ownership to ensure the
o sanctity of its product whtle the Customer usually believes that because it has paid
~ forthe development, it should own the resulting product. A compromise can usually
be reached based upon the needs of each party For example, qf the Ltcensor wants
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to retain ownership to ensure it owns its products, the Customer may be willing to
“ accept royalty payments for future licenses granted by the Licensor as a tradeoff to
ownership. If, however, the Customer wants to own the Custom Software to ensure
its competitors do not receive a license to the software, the Customer may be willing
to accept an exclusive license to the Custom Software and allow the Licensor to
retain ownership. This exclusive license may or may not be limited to a set time
period. See Section 3.1.A for an example of an exclusive license.

6.5  Title to Hardware. Customer shall obtain good and clear title in and to the
. Hardware upon the payment in full by Customer of the sums relating thereto. Llcensor hereby
- agrees to prov1de to Customer, upon its written request; with such title certificates, '

acknowledgments and other documents as may be necessary or approprlate to. estabh'sh
E -Customer s good and clear t1tle in and to the Hardware '

6.6 Title to Documentation, Contractual Documents and Deliverables Other than

- Those Prescribed by Sections 6.1 - 6,5 Hereof. 1t is hereby acknowledged and agreed that
Customer is, and shall remain, the owner of (a) all Documentation other than [list exceptions}] (b)
the Functional Specifications hereto and (c) any and all information contained therein. Llcensor
shall obtain the license rights reIatmg thereto stlpulated in Sectlon 12 1 hereof

.o This section assumes that the Customer wdl own the mtellectual pmperty rights
developed by Ltcenscr.

7. ACCEPTANCE OF SOFT WARE AND SERVICES

7 T Acceptance Tests. L1censor and Customer shall jointly conduct Software and
Services acceptance tests in accordance with the Software Acceptance Plan during the installation
process at a Customer designated location(s) during a thirty (30) day acceptance period. The '
acceptance period will commence once the Software is operational in the Customer designated
location(s). The Software and Services shall (1) materially comply with the Functional
Specifications; (2) function substantially in accordance with Licensor’s specifications; (3) be
© compatible and substantially conform to the Documentation; and (4) substantla.lly comply with the
: Soﬂware Acceptance Plan

" Because the Licensor has grecter fatiulmrlty' with its own scfﬁvare, the Licensor =~
should create the first draft of the Software Acceptance Plan. The ltcensee should
- then modlﬂ it to make sure the pltm reﬂects the pames mtent ' '

7.2 Failure to Comply. If, during the acceptance period, Customer determines that the
Software and/or Services do not substantially meet the above requirements, Customer shall so
notify Licensor in writing, specifying in detail the area of noncompliance. Licetisor shall use its
good faith efforts to correct all conditions that prevent the Sofiware and/or Services from
substantially meeting the requirements within fifteen (15) calendar days following receipt of
notice from Customer. If all Customer reported conditions that prevent the Software and/or
Services from substantially complying with the acceptance criteria are not corrected by the end of
acceptance period, the Customer will notify the Licensor, in writing, within two (2) calendar days
following the end of the acceptance period identifying the specific areas of non-compliance.
Fallure to notify LICCIISOI' n wntmg will constitute acceptance of the Software and/or Semces
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2 Upon receipt of written notice of non~comphance an extensmn penod of sixty (60) calendar days
begms which will supply Licensor with the time necessary to correct the deficiencies identified in
~ the notice. Within five (5) days after such sixty (60) day period the Customer will provide written
"“notice to Licensor indicating Customer's acceptance of the Software and/or Services, Customer's

desire to extend the "extension period" or the Customer's intent to terminate th1s Agreement
mthout penalty or further financial obligation.

B 7. 3 Deemed Acceptance. ~Not\mthstand1ng anythmg contamed herem, Customer shall
be deemed to have accepted the Software or Services if Customer uses the Software or
_ Serv1ces in the operatlon of Customer 5 busmess prlor to acceptmg the Software

"« From the Licensor’s perspectwe, the Agreement must provide that use of the
Software in the operation of the Customer’s business constitutes acceptance.
Otherwise there is no incentive for the Customer to start or complete acceptance test
procedures. If the Customer is using the software in conducting its business the

 software most likely meets the Customer’s requirements.Note that the definition of
’ "-'Acceptance under SecttonI 1 dtsclazms any “deemed ” acceptance.

Certification Testing Provision For Software

~_ Pre-live testing for the Software (“Pre-Live Testing”) shall commence on the date.
speclﬁed in the applicable Implementation Workplan, including the execution of the test suites as
provided for in the applicable Test Plan, Customer shall have a period of thlrty (30) calendar days
(the “Pre-lee Testmg Period”) to conduct Pre-lee Testing pursuant to the Test Plan and the _
provisions of this Section. In order for Customer to determine whether the Soﬂware operates in.
accordance with the testing criteria set forth in the Test Plan, Pre-Live Testing shall include the
_ followmg types of testing:

(a)  Functionality Testing — the Sofiware shall be tested on an md1v1dual basxs for
. func_tlonal capablhtles and characterlstlcs, - :

iR _(b) Integration Testing — the Software shall be tested for integration by testmg the
‘Information flows to and from the Soﬂ:ware and between and among the various modules
“ - of such Sofiware; and

(c) Stress Testing — the Software shall undergo load testing by transmitting and
processing high-volume operational data in a production-simulated environment to verify
and confirm that the Software is integrated into the operating environment.

If any Defects are discovered as a result of Pre-Live Testing, Licensor shall promptly

correct such Defects. When all Defects identified during Pre-Live Testing have been corrected by

Licensor, Customer shall give Licensor written notice thereof and the Software shall thereafter be
~ ready for Live Testing, Customer shall have a petiod of not less than sixty (60) calendar days
following successful completion of all Pre-Live Testing (the “Live Testing Period”) to test the
Software under actual, everyday operating conditions to assess whether such Software operates in
accordance with the applicable Documentation, Specifications, Performance Standards and
Regulatory Requirements (“Live Testing”). (Defects defined as “High” and “Medium” defects.)

Defect Correction Provision
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In the event any Defects are discovered during the Pre-Live Testmg Period or Live Testlng

“Period, Customer shall report such Defecis to Licensor, and Licensor shall promptly correct all
“such Defects. Upon Licensor’s recelpt of notice from Customer of any Defects, the Pre-Live
- Testing Period or Live Testing Period (but not Customer’s use of the Softwaré) shall be suspended
‘temporarily and shall recornmence upon Licensor’s receipt of written notice from Customer that
such Defects have been corrects; provided, however, that Customer shall in no event have less
than fifteen (15) calendar days to verify any correction provided by Licensor. Subject to the terms
of Section | | (the failure to achieve project acceptance section), such process shall repeat as
* “often’as necessary until all Defects have been corrected. Successful Live Testing shall occyr when
the Sofiware: (a) has been | operatmg for the Live Testlng Period and all ‘High Defects and .
Medium Defects have been corrected; and (b) has been operating during the last ten (10) ealendar

days of the Live Testing Period without experiencing any High Defects ot any Mediumm Defects.

Pos't Acceptanc'e Remedy

Following Acceptance, if Customer discovers that the Software falls to comply with any of the
functional or performance representatlons and warranties, within ten (10) calendar days of
Customer’s notice to Licensor of such breach, Licensor shall repair, replace or correct the -
applicable Software and/or provide corrective equipment and/or software without any cost to -
Customer as required to repair, replace or correct such defective Software. If Licensor is not able
to repair, replace or correct the Software with such ten (10) calendar day penod Customer shall
be entitled, iri its sole discretion, to: (@) seek rionetary damages from the LlCCIlSOI' (b) termmate
“in whole or part the Agreement and or the applicable Statement of Work for such Software; (c)
receive a refund of all monies paid to Licensor for the defective Soﬁ:ware andfor (d) seek any .
other legal and equitable nghts and remedles Customer may have o

8.  PRICE AND PAYMENTS

8.1  Price. Without prejudice to the other provisions of this Section 8, in consideration
of the development and delivery by Licensor of the Deliverables and the provision of the Support
Services pursuant to Section 11 hereof, Licensor shall invoice Customer and Customer shall pay
Licensor, pursuant to the terms and conditions of this Section 8, the: following aggregate SUImS:

US Dollars .- .
' For Hardware: R
For Standard Software:
- For Custom Software:
Grand Total:
The aforesaid 'aggregate sums shall be paid in .' ( )mstallments -. I | )

. of which are to be made pursuant to Section 8.2 hereof and _ ( ) of which are -
.-to be made pursuant to Section 8.3 hereof : : _
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- 82 Cash Advances ‘The Parties have agreed that Customer is to make the following :

- cash advances in order to provide Licensor with some of the working capital necessary to perform

hereunder

{Cash Event Giving Rise “Amount of the Cash -

Advance | to the Cash Advance Advance
|'Number : o I
L Letterof =~ -

1 Intent

. Contract | o ,
3 Milestone 1
4 .| Milestone 2.
5 Delivery
TOTAL

All cash advances so pald by Customer shall not, when paid, be deemed to have been
earned by Licensor, either for accountmg purposes or for purposes of this Agreement.
Consequently, each cash advance shall be deemed to const:tute an advance payment for the
Deliverables to be delivered by Licensor subsequent thereto and shall be deemed to be
"earned", in part or in full, if and when the payment against which it is taken as a credit is
made pursuant to said Section 8.3 hereof. In the event that this Agreement is terminated, by
Licensor, Customer or operation of law, Licensor shall forthwith place in escrow, pursuant
to the terms and conditions of the Escrow Agreement attached hereto and made a part
hereof as Appendix 8.2, that portion of the cash advances theretofore paid which have not
then been earned. : : SR :

Sectton 8. 2 chamctertzes progress payments ar. mtlestone payments as- advan ces”.
By charactertzmg these payments.as an “advance”, the Customer seeks to. undercut
any claim by the Licensor that the Ltcensor is entttled to retain any monies in the -
event Licensor breaches the contract. The advances are matched against the
payment schedule set forth in Section 8. 3. g

. »  Section 8.2 pmwdes a mechanism for the Customer to advance money to the
. [chensor Jor cash advances to help the Ltcensor eliminate cash ﬂow problems. 4

s, 3 Payments To Be Made thh Respect to Delzvembles L1censor shall issue -

;"mV01ces for the amounts set forth in the followmg table upon the occurrence of the followmg o
events, at which time the payments corresponding to such events shall be deemed "earned";

Customer shall remit the net payment stlpulated in said table pursuant to the prowsmns of
Sections 8.1 and 8. 2 hereof

Payment | Event lemg Rise ~Amountof Credit From Cash | Net Payment

Number to Payment - Payment . Advance Earned.. -
1 Deliverable A o X Cash Advance A and’ B X - (A+B)
2 Deliverable B ' Y ~ Cash Advance C . . Y-C
3 Final Acceptance Z o TNIA e Z
Certificate - R
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| 'Totais

* The amounts in the foregoing table which are marked with an asterisk (*) are subj ect to
adjustment pursuant {o the provisions of Section 8.4 hereof. . »

.o Section 8.3 corresponds with 'Sectian 8.2 Section 83 provides the:mechan;ism to
vest payment in the Licensor after Licensor’s successful performance.

8.4 Ad]ustment of Prices. The amounts expressed in XXX XXX in the table set forth
in Section 8.3 hereof which are ma:rked W1th an asterlsk (*) shall be sub_}ect to ad_]ustment

Pursuant to the folIOng formula:

P= P() 0.15+0.7%* 51/30 +0.15% PsdcllPsdco)

P Amount of Net Payment after adjustment .
Pp  Amount of the Net Payment prescribed in the table set
-+ 7" forth in'Section 8.3 héreof prior to adjustment
'S1"" " Syntec salary index value for the month of invoicing o
 “ Psdcy * Syntec products and serv1ces 1ndex value for the month .
7 of invoicing _ e
©Sp - Syntec salary index value for - 2001 o
“"Psdcg - Syntec products and semces mdex Value for o

Notwuhstandmg the foregomg, in the evert that Licensor is obhgated to pay llqmdated
damages with respect to the late issuance of the Acceptance Certificates or the Provisional
Acceptance Certificates, the payment to be made upon the issuance of one of the aforesald
Acceptance Certificates shall not be adjusted pursuant to this Section 8.4 with respect to the
'perlod extending from the Delivery Date for the issuance of the Acceptance Certlﬁcate in question
up to and 1nc]ud1ng the date on wh1ch the i mvmce for the sald payment 1s 1ssued

ALTERNATIVE LAN GUAGE TO SECTION 8.4

84.4  Fees Charged By Licensor. “The Jees charged by Licensor for the Services may
be incredsed by Licensor once annually commencing on the date one (1) year from the Effective
Date; provided, however, that such annual increases shall not exceed the percentage increase in
the ECI for the applzcable Servzce perzod In no event shall such increases exceed the following
percentages over the prevzous year mtes nor shall such mcreases be cumulat:ve from year to
year:

September 1, 2000 to August 31, 2001
September 1, 2001 to ugust 31, 2002 |
September 1, 2002 to August 31, 2003
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September 1, 2003 to August 31, 2004 X%

‘On or after September 1, 2002, Licensor shall have the right to request a meeting between the
parties to propose a fee adjustment. If the parties cannot agree upon a fee adjustment within ten
(10) business days of the request, Customer shall have the right to:  (c) terminate this Agreement
and Customer shall have no termination fee obligations; or (d) continue this Agreement by paying
- Licensor adjusted Service fees based on the actual ECI increase for the fiscal years commencing
September -1, 2002 and September 1, 2003, respectively and as applicable. " Any invoice relating
to fees for any Services shall detail: (e) the Services performeéd (e.g., each activity, task and/or
milestone); (f} the identity of the Licensor personnel performing the Services; and (g) the number

“of hours and corresponding jees attributable to each such person’s performance of the Services.

Ifyou use this Section 8.4.A, Insert this definition in the “Definitions” Section of your
agreement: "*ECI’ shall mean the official Employment Cost Index, Civilian Workers, Not -
- Seasonally Adjusted, Compensatzon Costs publlshed by the Bureau of. Labor Stattstlcs Umted
States Department of Labor ' E

i 8.5 Interest Llcensor may charge Customer a one and one-half percent (1 1/2%)

- monthly finance-charge to be calculated monthly with respect to all outstanding amounts not pa1d
- within thirty (30) days followmg the date of Licensor’s 1nvoxce(s) but inno event shaIl any
finance charge exceed the maximum allowed by law.-

* Licensor must have tke right to charge interest on unpaid balances, otherwise the
Customer may not have a motivation to pay its bills on time, If a dispute occurs,
Licensor may be unable to charge the Customer interest while the dispute is being

- ‘resolved or afterwards if Licensor is successful in its claim. The interest rate should

-+ be high enough so that the Customer does not view the Licensor as a bank. At the’
- same time, the Customer should include a license proyision allowing the Customer
o charge mterest on. any unpazd dmounts the L:censor owes tlze Customer R

8. 6 Taxes There shall be added to the charges prowded for in this Agreement
amounts equal to any taxes, whether federal, state, or local, however designated, that may be’
validly levied or based upon this Agreement or upon the Software, Hardware and Services _
furnished hereunder, excluding, however, taxes based on or measured by Licensor’s net income,
and any taxes or amounts in lieu thereof paid or payable by Licensor in respect of the foregoing.
‘Taxes payable by Customer shall be billed as separate items on Licensor’s invoices and shall not

-be included in Licensor’s prices. Customer shall have the right to have Licensor contest with the
- imposing junsdlchon, at Customer's expense any such taxes that Customer deems are improperly
' lev1ed Lo BRI S

The Custom er as the purchaser should pay all taxes except taxes on Licensor’s
- income. If the Customer claims a tax exemptton it must produce the approprwte
documentatton fo prove a‘s exemptmn

8.7  Disputed Amounts. If an invoiced amount is disputed in good faith by Customer
then, until resolution of the dispute occurs pursuant to Article 29, Customer may suspend disputed
payments and toll the running of time for default by: (a) paying the undisputed amount, if any;
and (b) sending a written statement of exceptions to Licensor. All of Licensor’s obligations shall
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continue unabated during the duration of the dispute resolution. In the event that, as a result of the
dispute resolution process, Customer is found to have inappropriately withheld payment two (2)
times in any twelve (12) month period, Customer shall pay interest to Licensor on the second
‘withheld payment and any subsequent withheld payments at a rate equal to the then-apphcable
Prime Rateplus . percent as published in the Wall Street Journal.

. To protect agamst the Customer wrongfully wuhholdmg payment from the Ltcensor,

' the Licensor should include language allowing the Licensor to charge interest for
any amounts wrongfully thhheld. See also Sectmn 8.5 prowdmg for interest on
undisputed amounts. - - : : e

_ ADDITIONAL LANGUAGE FAVORING CUSTOMER

- 84 Most Favored Customer. Licensor represents and warrants to Customer that
all of the pricing terms set forth in this Agreement are comparable to or better than the
equivalent pricing terms being offered by Licensor to any present customer of Licensor. of
the same or lesser [insert limiting factors] as customer licensing similar Software and
Services. If, during the term of this Agreement, Licensor enters into arrangements with any
other customer of the same or lesser [insert limiting factors] as Customer to receive similar
-Software and Services and provides such customer more favorable pricing terms than those
set forth herein, Licensor shall _immédiately- provide Customer with a detailed written notice
of such terms (without disclosing .Licensor's customer)-and, upen such notice, this
Agreement shall be deemed amended to provide the same pricing terms to Customer.

. OR_ -

‘.o - Most Favored Customer. In no event shall Customer pay a fee for any Services,
whether such Services are provided on a Fixed Fee basis or on a time and materials basis,
that.exceeds the fees paid by any of Licensor’s other customers for services comparable to
the Services. On an annual basis Licensor’s auditor shall certify in writing that (1) no Fixed
Fee arrangement and no rate or price set forth in Exhibit D exceeds this limitation and (2)
any fee that would exceed this limitation has been reduced to be the same as or less than the
" lowest price charged to any of Licensor’s other customers for comparable services.
Licensor’s compliance with this provision shall be subject to audit pursuant to Sectlon
[Insert. Cross Reference to relevant audit language] : Lo

o .. Customers usually desire “Most Favored Customer” wording to ensure they receive
the best price offered by the Licensor. The Licensor, however, should avoid the
insertion of this language to avoid having its prices ratcheied down to the lowest
common denominator. Licensors often try to dilute the effect of such language by
inserting qualifying language (i.e., “if Customer purchases like quantities, under

. .similar terms and conditions”) that makes it difficult for the Customer to ever claim

* the benefit of its perceived bargain. . The language set forth above is self initiating
and benefits the Customer as it requires the Licensor to take the affirmative step of
notifying the Customer that the Customer is entitled to a lower price rather than
_.havmg the Customer have to claim the benefit from the Licensor. -
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8.B Benchmarking. On the first anniversary of the Effective Date and each
anniversary thereafier, Customer shall be entitled at its option to select a third party (the
- “Benchmarker”) to compare Licensor’s Services and fees with other arrangements of Licensor or
other consultants of a similar nature, size and significance (“Similar Arrangements”™) to enisure
that (i) Licensor is providing the Services at a level equal to or greater than the level at which
Similar Arrangements are performed and (ii) Licensor’s fees are competitive with the fees for
- which Similar Arrangements are performed. Customer shall attempt in good faith to select a
Benchmarker agreeable to both parties, but if the parties are not able to agree upon a Benchmarker
within a reasonable amount of time then Customer shall have sole discretion to select the
Benchmarker, prowded that Customer shall not select a Benchmarker that is a direct competitor of
Licensor without Licensor’s express written consent. Each party shall pay half of the cost for the

" services of the Benchmarker. In the event the Benchmarker determines Customer is not receiving

(a) Services at a level equal to or greater than the level at which Similar Arrangements are
- performed or (b) fees that are competitive with the fees for which Similar Arrangements are
. performed, then the parties shall revise the Services or adjust the fees, as applicable,in accordance
~with:such determination, provided that in no circumstance shall the level of Serv1ces be:
: dlrmmshed or decreased nor shall- the fees payable by Customer be lncrcased

ADDITION AL LAN GUAGE WI-IERE APPROPRIATE

- 8.C - CPU License. The machine class of each Software License; where applicable,

shall be detenmned at the time of execution of this Agreement, in accordance with Llcensor’

-then current price list as may be amended from time to time [and initially set- forthim: « -

: Appendix 8.C], Unless Customer moves.the Software to a higher class Central Processing Unit

~(*CPU"), said- machine class shall not. change for any existing License and Licensor shall not -
restructure machine classes or License fees in any way that will cause an increase in any License -
fees for LICBIISCS already acqulred by Customer other than in accordance w1th this Sectlon

. :_Prtcmg should be determined by the type of ltcense granted E -
o.. Depending on the type of pricing utzltzed by Llcensor pamgmphs 8 B 8 C 8 D 0r
-8:E may not be applicable. a8 :
e . Licensor must have the ability to amend its pricing, otherw:se the Customer | may
claim the price is fixed for the duration of the licensé or the Agreement.-

8D CPU Upgrade. If Customer moves the Software to a higher machine class CPU,
Customer shall notify Licensor in writing thirty (30) days prior to'the move and shall incurand -
pay an upgrade charge that will be the difference between the License fee charged for functlonally
‘identical Software placed on the higher class CPU, after'any associated dlscounts are apphed and '
the License fee paid by Customer for the Software being moved R

8E  Transfer Fees. If Customer de31res subj ect to obtammg Licensot’s prior written
consent, to operate the Software subsequent to'a change in control of Customer, other than with
the designated CPU's or other than at Customer’s site identified in this Agreement, Customer’ w111
be required to pay Licensor a transfer fee according to Licensor’s then-existing fee structure.”

.. Section 8.E allows Licensor to charge the Customer a transfer fee for a change of
.+ control. See Section 22.2 for altematzve Ianguage for the Custom er’s rtghts upon a

change of control
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. 8.F . -Service Fees.

- 8.F.1 .Fi;ted 4Fee Servic_es. All Serviees. identified in a purchase order or statement of
work as Services to be paid at a fixed rate shall be invoiced according to-the following: -

Execution of the Purchase OIder/

o i Statement of Work - - A
- 50% -+ -7 Spread equally amongno less than SRTRRNESTR
: . ~-| two.(2) Critical Path Mllestones dooe
25% “'Project Acceptance R

8F2 Tame-and-Matenals Servlces :‘AH Serv1ces:1dent1ﬁe'd ‘in. a~purchase order or
statement of Work as Services to be paid on a time-and-materials basis shall be invoiced in
accordance with. the terms ‘set forth in this Section. Licensor shall invoice Customer - for an
~amount equal to eighty-five percent: (85%) of the fees for all' Services rendered by Licensor as
such Services are rendered. The remaamng ﬁﬂeen percent (15%) of such fees shall be invoiced by
Licensor upon Acceptance. S e SR

.. 8.G.. - Customer Credit Risk. . If in Licensor’s reasonable judgmerit, Customers financial
condition does not justify the terms of.payment specified above, unless Customer immediately
pays for all Software, Software Products and Services -which have been delivered; and pays‘in
advance for the balance of Software, Software Products and Services remaining to:be delivered
during. the term of this Agreement L1censor may terminate -this- Agreement w1thout ﬁuther
11ab111tyto Customer i , : . i LD

8 H Parent Company Guarantee [Concurrently with the execution of this
‘Agreement,} Licensor/Customer shall within twenty-one (21) days from the date hereof provide a
guarantee from its. parent company [List Name]. and in the form of Exhibit 8H: The cost of
obtaining the guarantee shall be at the sole expense of Licensor/Customer. The parent company
guarantee shall be valid. from the date of this: Agreement unt11 [final payment} {thlrty (30) days
after the expiry of the warranty period of the software]. - .

8.L:. . Customer Royalty. In. consideration of Customer " partially funding the
development of the. Custom. Software, Licensor: shall: pay Customer:a royalty on the -future
licensing of the Software as set forth in this Section 8.I. Licensor shall pay to Customer a royalty
based on the “Gross License Fee” (“Fee”) of the Custom Software for all third parfy licenses of .
Custom Software by Licensor made within: () months from the earlier-of [Acceptance]
or the Licensor hcensmg such module to any third party

.. 8 L.1. Fee Subject to the Inmtattons of Sectlon 8 I above Customer shall receive
ﬁve percent (5%) of the Fee received by Llcensor for all licenses of the Custom Software hcensed
by the Licensor. - : : - SRR : s .

- Both parties. should carefully review. any language describing the Customer’s right
to receive a royalty. For example,'the_ Licensor would want to revise the above
language to limit the Customer’s right to receive a royalty to those funds actually
received by the Licensor. The above language ptaces the risk of a bad debt on the
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Licensor, as the Licensor may be obligated to pay the Customer a rayalty on license
Jees the Licensor did not receive.

8.1.2. Fee Cap. Nomlthstandlng anythmg contained in this Section 8.1, Customer

shall not be entitled to receive royalties once it has received an aggregated ' _($
) in royalties from Licensor’s licensing of the Custom Software. e

o The Llcensor should seek to place an absolute cap on the rayalttes payable to the
Customer. The Customer should be happy with recovering an amount equal to the
Jfees it paid the Licensor. An alternative it to cap the Customer’s recovery at
multiple of the fees paid by Customer to the Licensor for the module’s development.

. .amount or the period of time in which the Customer is entitled to receive them.

i _ 8 13 Payment - On.or before the last busmess day of the ﬁrst month

followmg the end of each calendar quarter, Licensor shall generate a report which shall document

the number of licenses of the Custom Software granted by the Licensor in the previous calendar - -

quarter and all license fees received by the Licensor from the licensing of the Custom Sofiware in

the previous calendar quarter. Licensor shall calculate the fees, if any, that are due to Customer . -

under the terms of this Section 8. H. and within thlrty (30) days of such date, Llcensor shaIl pay to
Customer all such monies due Customer:

- 8.I4. Audit.  Licensor keep all usnal and proper books and Tecords pertaining to
the hcensmg and use of the Custom Software. During the Term of this Agreement and for three
years thereaﬂer Customer and/or its designated representatives, shall have the right to audit
(including by mspectmg ‘and copying any such books and records) Licensor, in order to verify its
compllance with the terms of this Agreement. Customer shall conduct such audits during the
Licensor's normal business hours and in such a manner as'not intetfere unreasonably with
Licensor's normal business operations. Customer may conduct such audits from time to time, as -
Customer deéms necessary, but shall use any information obtained or observed during the course
«of the audit solely for the purposes of determining (i) whether the Licensor is making the
proper royaltles in compliance with the terms of this Agreement, and is otherwnse in
' compllance with this Agreement and any appllcable laws; and (i) of enforemg its rlghts
under this Agreement and any appllcable laws. Except to the extent hecessary to enforce. 1ts
rights, Cusiomer and its representatives will hold all such mfoxmatlon in confidence '

o In contracts where the customer is entitled to receive a royalty or is being charged
© - on atime and material’s basis, the contract should always provide for the - _
- Customer’s right to audit the Licensor even if the Customer never plans to invoke it.
Audit clauses are not appropriate for fixed prtce contmcts under wluch the
C Custamer is not entztled to a myalty : . : '

9. _PER_SC_NNEL MANAGEMENT. NEW PROJECTS AND TESTING

. The Sectwns set forth below genemlly favar the Customer in that the Ltcensor is

' contractually obligated to commit certain individuals to the project. By doing so, the
Licensor potentially limits its ability to operate and manage its overall busmess
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Consequently, the Licensor may want to delete some of the provzsmns set forth
- below. : -

9.1  Cooperation with Customer. Licensor shall cooperate fully with Customer as necessary to
provide the Services, and shall disclose such information to Customer relating to Licensor, the
ABC System and Software as may be required or necessary to provide the Services. The parties
agree that joint planning and experienced personnel are critical factors for successfully providing
' the Services. : : : =

92 | -Licensor Persotmel :

. Lxcensor s obh gations hereunder, whlch personnel shall havé a minimum of twelve (12) months of
-experience similar or related to the tasks to which they are assigned to perform. All Licensor
personnel described in this Agreement shall be intimately familiar with Customer, its networks,
operations, needs and requirements.. -Additionally, ail such personnel shall be intimately familiar
with : [industry] functions and the regulatory requirements of the [Regulatory Agency] with
- respect :to -[industry} functions. Such individuals shall be equipped with all necessary
infrastructure in terms of tools, networks and documeéntation regarding the ABC System and-the
Services and shall be sufficiently mobile to allow on-site assistance at Customer's location at any
time. - The-individuals described in Sections 9.2.2, 9.2.3 and 9.2.4 below are des1gnated as key
personnel ("Key Personnel") and are identified in Appendix 9.2.

. o :The Licensor should limit the number of individuals identified as key personnel to

.. retain the greatest degree of flexibility in allocating its employees among the many

- dtjferent projects it is performing. The Customer, however, should insist that any

Licensor employee who is tmportant to the project be listed. . This prevents the

~ Licensor from transferring an important member of the productlon team to another

client’s s project if that customer’s project were to need assistance. A complete ltstmg

of all important employees will give the. Customer greater leverage if the Licensor
.ever sought to reassign those employees tmportant to the Customer’s pro]ect

2.2, 2 Ltcensor Services Manager The Licensor manager for the Serv1ces (the
"L:censor Services Manager“) is identified in Appendlx 9.2. The L1censor Services Manager
shall act as a liaison between Licensor and Customer for all matters related to this Agreement and
shall have overall responsibility for ensuring Llcensors performance of its. respons1b111tles and
obhgatlons as set forth in this Agreement.

9 2.3 Ltcensor Serwces Support Team. The 1nd1v1duals 1dent1ﬁed in Appendlx 9.2
shall serve as a designated group of experts experienced with the ABC System and Licensor's
Services who shall be available via telephone or pager continuously (twenty-four-(24) hours per
day, seven (7) days per week, three hundred sixty-five (365) days per year) for Customer to
consult with regarding issues related to the ABC System and/or the Services (the "Licensor
Services Support Team"). The Licensor support representative identified in Appendix 9.2 (the
"Licensor Services Support Representative”) shall serve as the liaison between Customer and
Licensor with respect to Support matters, which shall include attending all Planning/Review
Meetings. The Licensor Services Support Team shall provide the Information Technology
Support and Malntenance Services descnbed in Appendlx 9.2 3 whlch shall mcludc, without
lmntatlon
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() . Answermg ABC System related techmcal functlonal and operatlonal questlons and
B resolvmg all ABC System problems reported by Customer, : BT

b Coordmatmg all act1V1t1es of Licensor persormel and Third Party personnel to
. 1mplement appropnate actions and resolve ABC System problems, :

L(c) Servmg as the smgle pomt of contact for any Equlpment-related problems

'-'(d) Prov1dmg any on-31te Support and Mamtenance Servrces

(e)* " “Such "other "items ™~ and/or matiers as” may be requested by either Customer or
- .. Licensor.: SRR : L ‘ .

- 9.2.4° Licensor Technical Support Team.: The individuals identified in' Appendix 9.2
shall serve as a select number of highly qualified technical staff to assist Customer in all technical
matters related to the ABC System: and/or the Services {the "Licensor Technical Support Team").
“The Licensor technical support representative identified in Appendix 9.2 (the "Licensor Technical
‘Support Representative") shall serve as the liaison between Customer and Licensor with respect to
‘technical “support" matters, including providing input ‘at all ‘Planning/Review Meetings. The
'Licensor Technical Support Team shall be knowledgeable about and capable of discussing with
'Customer the followmg subjects wrthout hmrtatlon '

‘ (o) , The des1gn and archrtecture of the ABC System
(b) chensor s current research and deve10pment efforts and activities;

-+ {¢) - Suggestions made by Customer representahves as to future Llcensor research and
: ldevelopment efforts, i ' SR S R

(d): Changes to chensor ] preferred equlpment platforms for the ABC System,

“o.{e) . Emergmg technologles and the role such technologles can and should play in future
e .-_research and development efforts S : :
AP *-chensor short—term and long—term business s’trategies vis-a-vis LicensOr 8 decisions
: to invest in the development of certain products OF SErvices over others

o {g) .- chensors mtemal research and development budget proposals (before ﬁnahzed)

for the future ﬁscal year and

i (R) - rSuch other 1tems and/or matters as may be. requested by erther Customer or
- Licensor. CRCRRR I : : R U vy

9.3 Selectwn cmd Contmuzty

9 3.1 .S'electwn For any new or addmonal chensor personnel ‘Licensor shall prov1de
Customer with a listing of the qualifications required of the personnel: who will be assigned to
accomplish the tasks described in this Agreement and a list of the personnel Licensor proposes to
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assign to perform such tasks. Licensor shall notify Customer if any of the proposed individuals
- have less than twelve (12) months’ experience related to such tasks. - The list shall include the

professional qualifications of each individual, along with their proposed role. Customer shall

have the right to review the qualifications of the proposed Licensor personnel, interview all such
- personnel and reject any personnel whom- Customer reasonably determines to be unqualified to
"perform the tasks assigned to them under this Agreement. Any Licensor personnel who are
- assigned or designated to perform such tasks who have less than the required twelve {12) months

of experience shall be clearly identified by Licensor to Customer as "Zrainees". Licensor shall

obtain Customer's written consent prior to deploying any Trainees to Work under this Agreement
- and shall not charge Customer for the services of any such Trainees. - x

. promotion, geographic transfers or leaves of absence, Licensor shall maintain the same Licensor
Services Manager and other Key Personnel throughout the term of this Agreement. Licensor shall

" not reassign away from Customer the Licensor Services-Manger or any mémber of the Licensor

Services Support Team or the Licensor Technical Support Team. Licensor shall not promote an
employee for the purpose -of -avoiding its obligations under this Section. For any transfers
.approved by Customer, -any . required transitions will be accomplished in .an orderly and
~businesslike - manner upon four- (4) weeks- advance written - notification and with- on-going
-telephone consultation with the departing individual in order to.achieve a seamless transition and
- minimize any disruption that may be experienced by Customer as a result of such transitions. -

o Although the Customer may seek to limit the transfer of certain key employees it is
unreasonable to prevent the Licensor from operating its business in the normal
course. Consequently, the contract should provide for the ability the Licensor to
replace certain key employees upon the occurrence of certain events. '

w . 9.4 Replacement. . Customer shall have the right to require Licensor to replace the
Licensor Services Manager and other Key Personnel whom. Customer deems to be unfit or
-otherwise unsatisfactory to perform Licensor's duties hereunder. In the event Customer requests
that Licensor replace any such Licensor personnel, Licensor prompily shall replace such personnel
with qualified replacement personnel. For the purpose of this Section, "qualified" means that the
-proposed - replacement - personnel -possess ‘comparable experience and training as the Licensor
personnel being replaced. At no additional cost to Customer, such replacement personnel shall
work with the replaced Licensor personnel for a tramsition pertod that will be specified by
Customer, the duration of which shall be based upon the duties and responsibilities of the person
being replaced and any other applicable criteria. In addition to the foregoing, and provided the
replaced Licensor personnel remain in the employ of Licensor, such personnel shall continue to be
-available by telephone to answer any project-related questions in order to achieve a'seamless
transition and minimize any disruption that may be experienced by Customer as a result of such
replacement. The cost and expenses associated with the replacement of any Licensor personnel
-shall 'be - paid by Licensor.- : Race, gender, age, religion, national origin and other legally
discriminatory characteristics shall not be valid grounds for any such request by Customer.

_ 9.5  Customer Personnel. Customer shall provide. personnel to.- perform its
responsibilities under this Agreement, including a manager for the Services (the "Customer
Services Manager"), who shall act as a liaison between Licensor and -Customer, coordinate
Customer resources, coordinate Customer. personnel and have overall responmhlhty for meetmg
Customer’s responsibilities.and obligations. 5 : : S
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9.6  Meetings and Reports.

9.6.1 On-site Readiness Meetings. On a bi-weekly: basis, the Licensor: Services
Manager and the Customer Services Manager shall be available to meet at Customer's facility to

review the status of Licensor's performance under this Agreement including, without limitation,

the timely and accurate generation of all required reports as set forth in Attachment - _ to

Appendix 9.6.1. -Customer shall reimburse. Licensor for all reasonable. travel and out-of-pocket

expenses incurred by the Licensor Services Manager in connection with such meetings, provided
that such expenses conform to Appendlx 9 6.1.

requests the Licensor Services Manager and other applicable Key' Personnel, the Customer

Services Manager, other appropriate representatives of the parties and any necessary Third Parties
shall meet at a Customer-designated site to discuss Licensor's compliance with the terms and
-conditions of this Agreement, a:nd to review, w1thout limitation, the followmg items: :

_ (_d) g All ﬁnancral arrangements, mcludmg invoices submrtted by chensor

', o) - ,:, A detarled status report as: descrrbed n Sectlon 9. 6 4 mcludmg, w1thout lrmrtatron,
: . reporting on Licensor's compliance with all Service Level Standards and the status
s ofanyPrOJect ' : : : S : -

o (c) . ._Any specrﬁc drfﬁcultles Or issues. that may exrst mcludmg any personnel issues.
- and any proposed changes to the Agreement or any Service Level Standards and -

‘(d) Such other matters as may be requested by erther party

Licensor shall keep minutes -of: all' Contract - Management Meetings in form and substance
reasonably satisfactory to. Customer; and Licensor-shall issue copies of the minutes to-all meetmg
attendees within forty-elght (48) hours of each meetmg R T

‘ : _9,_6.3 -,_Planmng/Rewew _Meetmg_s. On a quarterly basrs, or more often 1f Customer
requests, the Licensor- Services Manager, the Customer: Services Manager, the Licensor Technical
Support Representative, the Licensor Technical Support Representative, any other appropriate

~ representatives of the parties and any necessary Third Parties, shall meet at-a Customer-designated

site to review Licensor's compliance with. the terms: and conditions of this Agreement and to plan

for Customer's acqu1srtron of any new services and to discuss, wrthout lnmtatlon the followmg
-1tems : ‘ S o R

» (a) | Perfonnance of the ABC System and plans for rmprowng Llcensor 's performance

| 7)) Performance of the Llcensor Serv1ces Support Team and plans for 1mprov1ng
. Licensor's performance, ' o S

e ,(c).- .Performance of the Llcensor Techmcal Support Team and plans for nnprovmg
‘Llcensors performance . ~ . R

(@ : The status of any- Projects,.includi_ng Custom Programming Proj ects;
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(e) A description of any change in recommended Equipment platforms; and
=()9 Such other matters as may be 1dent1ﬁed for dlscussmn by elther palty

.The partles Jomtly shalI prepare -and dlstrlbute a meetmg agenda for each quarterly
Planning/Review Meeting at least ten (10) calendar days prior to the date of the Planmng/Revxew
Meeting. Each party shall be responsible for its own travel or out-of- pocket expenses mcurred n
connection with attending the Planning/Review Meetmg T S A

'Attachment to Appendlx 9.6.4 in accordance w1th the terms and cond1t1ons set forth therem
“In addition, at least five (5) business days ‘before each monthly Contract Management Meeting,
Licensor shall present to Customer written reports of the performance of the ABC System and the
Services in forms substantially similar to the forms attached as Appendix 9.6.4. The report shall
include a summary, in such detail as Customer shall reasonably request, of: ' (a) the monthly
performance of the ABC System and Services in relation to the Service Level Standards; (b) any
accomplishments and difficulties encountered during the prior.reporting period; (c) suggestions
and proposed actions for dealing with and resolving any identified difficulties and the anticipated
results during the next reporting period; and (d) a-comprehensive and consolidated log of all
outstanding support and technical problems identified by Customer and Licensor that remain to be
- resolved. Customer shall have the right to assume that Licensor does not know of any problems,
difficulties or issues that may have an adverse impact on the Services (whether from a timing, cost
or performance standpoint) unless Licensor specifically identifies such problems, difficulties or
issues in its wtitten performance reports. Licensor's failure to provide such reports within the time
frames set forth in this Section shall result in a $1 000/day per report late charge to be pald by
Licensor to Customer. '

9.7 Administration of the Agreement. The Customer Servicés Manager and the
Licensor Services Manager shall:administer the Change Order process set forth in Section 9.8 and
all decisions requiring the consent and/or approval of the other party, except for those decisions
requiring the consent and/or approval of Customer pursuant to the terms set forth in Sections 22
and 40, which consent and/or approval shall be effective only upon a written notice signed by a
Vice President or higher-level officer of Customer. All consents and/or ‘approvals made in
contravention of the terms set forth in this Section shall be void and of no force and effect: Such
Managers shall be responsible for identifying ' within their respective organizations the
1nd1v1dual(s) authorlzed to'si gu a Change Order bascd on the dollar value of such Change Order

9.8 Change Order Procedure If either party beheves that a change in the Serv1ces

and/or a Project (whether in time frames, costs or deliverables) is necessary or desirable, such
party shall submit a written change request to the other (a "Change Request"). Licensor
represents to Customer that it has factored into Licensor's fee adequate contingencies for de
minimis change orders. Accordingly, if Changé Requests are made, they will be presumed
not to impact the fees under this Agreement; provided, however, that if the Change Request
consists of other than a de minimis deviation from the scope of the Services and/or Project,
Licensor shall provide Customer with written notification of such other deviation within
five (5) business days after receipt of the Change Request. If agreed to by Customer, a change
in the fee shall be made. In the event of a Customer-initiated Change Request, within five (5)
business days of Licensor's receipt of such Change Request, Licensor shall provide to Customer a
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written statement describing in detail: (a) the impact on the ABC System performance, if any, and
. the modifications to the ABC System that will be required as a result of the Change Request
including, without limitation, Change in Software, Equipment, if any, and Services; and (b) an
estimate of the cost to implement each Change Request (collectively, the "Change Response"). If
Licensor submits a Change Request to- Customer, such Change Request shall include the
information required for a Change Response. Customer shall accept or reject any Change
Response or Licensor-initiated Change Request, as applicable, within five (5) business days after
receipt of same from Licensor. If Customer accepts a Change Response .or Licensor initiated
Change Request in writing, such Change Response, together with Customer's Change Request or
such Llcensor—lmtlated Change Request shall be deemed to be a "Change Order" a.ud shall

Imtlated Change Request L1censor shall proceed to fulﬁlI its obhgatlons under th1s Agreement

o The change order pmcedure section ‘is one of the most lmportant sections in any
- license but yet it often receives little attention in the negotiation pmcess Many
" disputes that arise under a software license are directly related to “scope creep”,

" changes to the functional specifications or other delivery obligations. The process

- for implementing these or other similar changes should be clearly documented to

“eliminate the potential for future disagreements. Licensors should avoid language

- like that above, which allows the custoner to make de minimis changes without

-~ additional cost to the customer. This subjective standard can create many pmblems

g of interpretation potenttally leadmg to lmgatmn S

9 9  New Projects. Llcensor shall prov:lde any new product and/or functlonallty to
‘Customer as part of a project (each a "Pro;ect") to be 1mp1emented and ma;naged pursuant to the
terms and condltzons set for in Appendlx 9.9. : :

: -9.1 0 Testing Process. Customer shall have the right to test all new Services, Software

and Custom Programming obtained or licensed from Licensor, as applicable, and shall have the

‘right to test any and all Enhancements thereto in accordance with the terms set forth in Appendix
9.10.

- 911 Time Tracking. At the end of each week during which Licensor provides Services
on-site at a Customer location, Licensor shall report in'a Customer tithe tracking system all hours
that it and its employees worked pursuant to this Agreement and any individual project during
such-week: Customer shall review such reports-and notify Licensor of its acceptance of such
reports.or its good faith dispute of any of the information provided in such reports. Customer
shall not be obligated to pay Licensor for any of Licensor’s time that is the subject of such a
dispute, and the provisions of Section 8.7 relating to disputed invoices shall also apply to any
disputes under this Section 9.11. The parties may agree that employees of Licensor who provide
Services from a location other than a Customer location will have access to the time tracking
system and, in such event, such employees use of the tlme trackmg system shall be govemed by

‘ the prov1s1ons of thls Sect1on 9.11. '

912 Competitors. Licensor acknowledges that any work perfor.med by Licensor for’
competitors of Customer could implicate the proprietary rights of Customer. In order to avoid -

disputes concerning mﬁ-mgement of Customer’s proprietary rights, during the term of any Proj ect

Agreement and for a period of one (1) year thereafter, Licensor shall not, without the prior wntten
consent of Customer, provide consulting services to any compay or entity whose business =~
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competes with any [describe product] product of Customer or whose interests are adverse to
those of Customer.. . : .

913 Quality Control. Licensor shall provide ail Work Products and Services in
conformance with any quality control requirements Customer may provide to Licensor from time
' to time, and shall provide to Customer such documentation as Customer may request,
demonstrating that such Work Products and Services have been provided in conformance with
such requirements. Customer may visit Licensor’s facilifies to audit L1censor S adherence to any
such quallty control requlrements provided by Customer. ' SRS SPTTE S P

9 14  Nonsolicitation of Employees Durmg the term of this Agreement and for a, peru)d |

-party and its subcontractors who have been involved in rendering or receiving services
under this Agreement without obtaining the prior written consent of the other party; provided,
however, that this restriction shall not prohibit either® party from conducting general solicitations
in newspapers in connection with its hiring. Accordingly, if either Licensor or Customer, at any
tlme during the term and 180 days thereafter, hires any employee of the other.party and its
sub_c_qntractor_s who has been involved in rendermg or receiving services hereunder, the
hiring party shall pay to the other party a fee, equal to one hundred. percent -(100%) of the
annualized gross compensation,. reportable on a Form W-2 to the Internal Revenue Service, that
was most recently earned by such person as an employee of the other party.  The provisions of this
Section 9.14 shall not restrict the hiring of any person who: (a) has not been involved in rendering
or receiving services, on behalf of Licensor or Customer, under this Agreement; or (b) has not
been an employee of the other party for one hundred eighty (180) or more days. This Section 9.14
sets forth the exclusive remedy of Licensor and Customer in -each instance in which a party hires a
present or former employee of the other. The parties expressly agree that a fee: calculated in
accordance with this Article is reasonable and adequate compensation for the costs that would be

~incurred in each such instance. Further, Licensor shall provide Customer with written notice
before hiring any person who has been employed by Customer at anytlme in the 12 months prior

to such notice. : : S

o Both parties should insist on the inclusion of a non-solicitation clause or the

execution of a separate non-disclosure agreement as they both have made

. significant investments in. their employees. The Licensor. does not want the

.. Customer hiring its emplayees directly to save money or create:internal expertise. At

.. the same time, the Customer does not want the Licensor hiring its employees after

.. they have been trained. Agreemg to a set kqutdated damages amount serves as a
. . significant deterrant S - =

915 Approval of Subcontractors. Licensor shall obtain Customer's prior written
consent which Customer may withhold in its sole discretion, before entering into an agreement
with any subcontractor who may be retained by Licensor to supply any Software, Services or
provide any Deliverables hereunder. Customer. shall not be bound by the terms of such -
agreements entered into by Licensor and such agreements shall not contain any obligation with
respect to Customer inclnding, without limitation, a guarantee of payments to such subcontractor.
Any approval of Licensor's right to use a subcontractor shall be conditioned upon Customer's
ability to obtain a full assignment of such agreement upon written notice by Customer to Licensor
and the subcontractor following any default by Licensor under this Agreement including, without
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limitation, any warranties contained therein. -Licensor agrees that assignment of any subcontractor
agreement to. Customer shall in no way' diminish, reduce, modify or affect’ Licensor's duties or
warranties to Customer hereunder, except with respect fo the future performance of the
subconiractors subsequent to such assignment. All subcontractors and their representatives,
agents and employees must sign a Conﬁdentlahty and Non-Dlsclosure Agreement in substantlally
the form set forth in Ex]nblt 9. 15 g P : : .

10. INVOLVEMENT OF CUSTOMER EMPLOYEES IN LICENSOR’S TEAM

10.1  Involvement of Customer Employees/Consultants in Ltcensars Develapmem
Team - R . - . ,

10.1.1 In order to permit a transfer of know-how relating to the Custom Software, Customer shall
have the right, but not the obligation, to cause up to three (3) of its emiployees-and/or . -
consultants to work at Licensor Licensor's offices in [Location] as part of each of the

- Licensor teams that develop the Custom Software and Licensor hereby agrees to: welcome
i -such Customer employees/consultants info such teams pursuant to the terms and
-conditions of Sections 10.1.1 -'10.1.3 and 10.3.1.-.10.3.6 hereof.  If Customer w1shes to
- avail-itself of this possibility, it mustnotify Licensor, no later.than thirty (30) calendar
- = days before the date on which the said Customer employees/consultants will join the
- .- Licensor development team(s).. The said employees/consultants shall join Licensor's
- -development team(s) no-earlier than the-date of issuance of the Functional Specifications
Acceptance Certificate, as the case may be, and shall cease to work with Licensor no later
than the date on which the Acceptance Ccrtlﬁcate is 1ssued

1 0-._-1".2 Customer shall ensure that 1ts aforesald employees/consultants possess a minimum level of '
+i» . engineering competence in (a) the general field of software and documentation -
*.development, in particular, as concerns Unix systems, telecommunications protocols, local
.area networks {LANSs) and wide area network systems (WANs) and(b) Type B technology
or EDI or 9.400 technologIes :

- 10.1.3- During the time of involvement of the aforesaid Customer employees/consultants,
~..Licensor shall have full authority to direct such employees/consultants. -

10.2 - Involvement af Custamer Personnel in I.tcensor s Integmtwn and Acceptance Team

1021 In order to permlt the tra,lmng of Customer employees/consuitants w1th respect to the use
- -and operation of the Deliverables, Customer shall have the right, but not the obligation, to
---cause up to two (2) of its employees/consultants to work at Licensor Licensor's offices in
.. the [Location], or at the Site, as part of each of the Licensor integration and acceptance
- teams. Licensor hereby agrees to welcome such Customer employees/consultants into
such teams pursuant to the terms and conditions of Sections 10.2.1 — 10.3.6 hereof. If
Customer wishes to avail itself of this possibility, it must notify Licensor, no later than
. fifteen (15) calendar days before the date on which Licensor.commences the factory tests =
--at-its premises with respect to the project on which the said employees/consultants:will
‘work; in this connection, Licensor hereby agrees to give:Customer no less than thirty (30)
calendar days prior written notice of the date.on which it intends to. commence its factory
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..« tests. ‘The said Customer employees/consultants will join Licensor's integration and
-1 -acceptance team(s) no earlier than the date on which Licensor commences its factory tests
- for the project in question and shall cease to work with Licensor no later than the date on
~..xwhich the Dehvery Acceptance Certrﬁcate is Issued SO = SN

10 2 2 Customer shall ensure that its aforesard employees/consultants possess a minimum- level of
engineering competence in (a) the general field of software integration and acceptance, in
particular, as concerns Unix systems, telecommunications protocols, local area networks
(LANS) and wide area network systems (WANS), {b) Type B or 9.400 or. and (c) the
content of the Acceptance Tests.

., 10.2.3 Durmg the time of 1nv01vement of the aforesald Customer employees/consultants
Llcensor shall have full authority to direct such employees/consultants.

103 . Geneml

10.3.1. Notmthstandmg the foregomg, chensor shalI have the nght (a) prior to Customer
employee's/consultant's relocation to Licensor, to reject said employee/consultant on the
.+ basis.of his credentials or (b) subsequent to an employee's relocation to Licensor, to
.. require Customer to recall the said employee on the. basis of his job performance. In the
“-event of a rejection or recall of a Customer employee/consultant, Customer shall‘have the
- right but not the obligation to provide a replacement for such employee/consultant. In no
: event shall any such rejection or recall diminish or void Customer's assurance relatmg to
the technical competence of its employees/consultants as aforesald

10.3.2 Each of the aforesaid Customer employees/consultants shall before commencing any
“o-n: work, execute and deliver to Licensor and Customer a Non-Disclosure Agreement in the
form of Appendix 10.3.2 attached hereto. -Customer acknowledges that:a material breach
-+ by one of its employees/consultants of the aforesaid Non-Disclosure Agreement shall, for
-« the purposes of this Agreement, constitute a breach by Customer under Sectlon 5 of this
Agreement. RTINS : Cn

10.3.3 Licensor:shall-be responsible for any and all work performed by the aforesaid Customer
employees/consultants; in no event shall Licensor be relieved of any of its obligations
hereunder, as a result of (a) any rejection/replacement of a Customer employee/consultant
pursuant to Section 10.3.3 hereof, (b) the activities of Customer employees/consultants,

»..eXoept where such activities are‘in direct opposition to instructions given by Licensor or *:
constitute intentional or grossly negligent acts or omissions which affect Licensor’ s '
~ .. performance hereunder or (c) the election by Customer not to cause any of its -
- .employees/consultants to be integrated into the Licensor team. In no event shall Licensor
- ..~ be liable for the tortuous acts.or omissions of any Customer employee/consultant and
..Customer shall indemnify and hold harmless Licensor, from any third party claims, actual
-~losses, costs (mcludmg reasonable attomeys fees) and dlrect da.mages or: hablhtles arising
therefrom : . o S S

10.3.4 .The Parties hereto expressly agree that the Customer employees/consultants relocated to
“Licensor as:per above shall not:be considered to be employees/consultants of Licensor.
+ : Customer shall, at-all times, be responsible for any compensation, insurance or other
- .employee benefits to which such employees/consultants are, or may become, entitled and,
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- under no circumstances, shall Licensor be required fo make payment of any kmd to any
- such employee/consultant on Customer s behalf.

10.3.'5

The Parties hereto further expressly agree that said_Customer employees/consultants shall

- not have the authority (a) to make representations on behalf of or to otherwise bind
- Customer or Licensor in any manner whatsoever and (b) to convey any information or

Deliverable to Licensor for or on behalf of Customer. Consequently, if Licensor relies on

* any representations and statements of the aforesa.ld Customer employees/consultants it
--shall do so at its own nsk '

in this Section 10 to avoid the Licensor selling a project with its experienced personnel

~and later staffing the Customer’s project with less experzenced people. It is unlikely,

h however, that a Llcensor would accept the language as wrttten

The language set forth above allows the Customer’s employees to participate in the
development process. The Customer’s goal is two fold. The first is to allow the B
Customer’s employees to become editcated in the operation and development of the
software This will reduce the Customer’s depeudency on the Licensor’s employees. To
some extent, it will also allow the Customer’s employees to provide maintenance,
potentially reducing the Customer’s maintenance costs. The second it will allow the
Customer to keep closer track of the development process. If problems develop, the
Customer will have an unbiased view of the nature of the problem and its significance.
1t will avoid any lack of candor on behalf of the Licensor if a problem arises. The

 Licensor may have concerns about including this language but there are no leglttmate

‘reasons for not including it if the Customer’s employees sign appropriate non-

*‘disclosure agreements and the Customer S assumes responszbtltty for tmy delays caused
- byits employees :

RINE

o SUPPORT SERVICES

* Training Services. In addition to the training prescribed by Section 10 hereof, Licensor

undertakes to provide training services to Customer personnel with a view to permitting -
them to operate, administer and maintain the ABC System. In the event that Customer

- -wishes to obtain such training services, Customer and Licensor shall agree upona
- statement of work pursuant to the provisions of Section 11.4 hereof. Customer shall -

“ designate, in this regard, such members of its personnel which are sufficiently quahﬁed

- and skilled to participate in such training, and the said training shall take place in
- compliance with the conditions to be defined at a later date by mutual agreement between
~ -the Partles S - : :

: Installatton Serwces It is hereby acknowledged and agreed that Licensor shall prov1de ‘
- such installation services as are classified, pursuant to the provisions of Appendix 11.2 -

~ hereto, as prerequisites for the appropriate Acceptance Procedures. In the event that _
-+ -Customer wishes to receive installation services above and beyond‘same‘ Customer and'

- Licensor shall agree upon a statement of work pursuant to the prov1s1ons of Sectlon 1.2
.. hereof. : : . = .

©Cupyright 1996 — 2003 H. Ward Classen. 'All Rights Reserved. o S ' ' ’ o370

-.A Customer.should insist on.inserting into.its contract language similar-to that set forth ...}




11.3  Hardware and Software Support Services. Provided Customer.is not then in
" default of its obligations under this Agreement, Licensor agrees to make Hardware
support services, Standard Software support services, and Custom Software support
services available to Customer on an annually renewable basis for a period of -
() years from fthe Effective Date, the date of this Agreement, or an event
such as acceptance] pursuant the terms and conditions of Appendix 11.3 hereto.

o Most sofiware is of little value if it is not supported and maintained.
~ The Customer is usually unable to provide such support and
maintenance as it lacks access to the software’s source code and the
Customer lacks the requisite knowledge to provide such support. As

" such, the Custamer should require the Licensor to commit to provide
support for a set number of years for a set price. Without a set price,
the Licensor has significant leverage over the Customer as the
Customer has no practical choice but to purchase support regardless

of prtce

114 Addmonal Support Serwces In the event that Customer wishes to receive services above
N :and beyond those contemplated by Section 11.1 - 11.3 hereof, Customer and Licensor shall
agree upon a statement of work pursuant to the pr0v1810ns of Appendlx 3 hereto..

12.  PROPRIETARY RIGHTS, CONFIDENTIALITY AND SECURITY

12.1 - Ownership of Intellectual Property. Pre-existing intellectual property and all
improvements thereto that Licensor uses in connection with performing the Services, providing
any Deliverables and performing any other Services hereunder shall remain the sole and exclusive
property of Licensor, and Licensor shall mark any such written materials as "confidential” and/or

"proprietary”. Any Custom Programming, including all source code and materials developed
by Licensor, all intermediate and partial versions thereof, as well as all specifications,
program materials, flow charts, notes, outlines and the like created in connection therewith
(collectively, " Custom Programming Materials") shall be the sole and exclusive property of
Customer. All written reports, requirements documents (including newly created technical and
non-technical data embodied therein), specifications, program materials, flow charts, notes,
outlines and the like that are developed, conceived, originated, prepared or generated by Licensor
in connection with Licensor's performance under this Agreement including, without limitation, all
copyright, trademark, trade secret and all other proprietary rights therein and derivative works
created therefrom (collectively, "Written Deliverables"), shall be the sole and exclusive property
of Customer. -Such ownership of Custom Programming Materials and Written Deliverables shall
inure to the benefit of Customer from the date of the conception, creation or fixation of the
Custom Programming Materials and Written Deliverables in a tangible medium of expression, as
applicable... All newly created copyright aspects of the Custom Programming Materials and
Written Deliverables shall be considered a "work-made-for-hire" within the meaning of the
Copyright Act of 1976, as amended. If and to the extent the Custom Programming Materials and
Written Deliverables, or any part thereof, are found by a court of competent jurisdiction not to be
a "work-made-for-hire" within the meaning of the Copyright Act of 1976, as amended, Licensor
agrees that all exclusive right, title and interest in and to those newly created copyrightable aspects
of the Custom Programming Materials and Written Deliverables, and all copies thereof, are
‘hereby expressly assigned automatically to Customer without further consideration. Any
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agreement entered into by Licensor and. a Third Party in connection with Services related to
Custom Programming Materials and Written Deliverables under this Agreement shall require the
-prior consent of Customer as set forth in Section 12.3, and shall further include substantially the
same terms as those appearing in this Section to ensure that Customer obtains the same rights in
-the Custom Programming Materials and Written Deliverables generated under such Third Party
agreement as those set forth in this Section. - Licensor agrees to assist Customer in obtaining and
-enforcing all rights and other legal protections for the Custom Programming Materials and Written
‘Deliverables and to.execute any and all.documents that Customer may reasonably request: in
connection therewith, including any copyright assignment document(s).. Licensor shall ensure that
all Custom Programming Materials and Written Deliverables created hereunder (mcludmg each

_.page of any document produced) will be marked as follows:

Confidential and Proprietary - :
© Copyrzght [2002/Year Developed] Customer
All Rights Reserved ;

-Licensor shall not re-use the Custom Programming Materials or Written Déliverables, or any
‘intermediate ‘or partial .version thereof, or any derivative -work based upon the Custom
:Programming' Materials or Written Deliverables without Customer's express Wntten consent,
Whlch consent may be w1thheld by Customer in its sole dlscretlon R

Soe Thls Ianguage_ assumes that the Customer will own the work prodict created by the
. Licensor under this Agreement. The Licensor should think carefully before
. agreeing to give up ownership rights as this decision may limit the Licensor’s ability
to perform similar work in the future or impact the Licensor’s future profit margins

by lzmztmg its ability to reuse the code. :

12 2 Conﬁdentml Infarmatwn "Conf idential Informatwn" means ‘any materlal data or
‘information in-whatever form or media of a party to this Agreement that is provided or disclosed
to the other, except for any information that is: (a) publicly available or later becomes-available
-other than through a breach of this Agreement; (b) known to the Receiving Party or its employees,
-agents or representatives prior to such disclosure or is independently developed by the Receiving
‘Party..or its employees, agents or - representatives subsequent .to such. disclosure; or (c)
-subsequently lawfully obtained by the Receiving Party or its employees, agents or representatives
from a Third Party without obligations of confidentiality.  Confidential Information shall include
- the:following categories of information whether disclosed orally or not marked as confidential:
~ Written Deliverables, network configurations, network architecture, Services rendered by Licensor
to Customer, financial and operational information, and other matters relating to the operation of -
the parties' business, including information relating to actual or potential customers and customer
lists, customer usage or requirements, business and customer usage forecasts: and projections,
accounting, finance or tax information, pricing information, and any information relating to the
corporate and/or operational structure of Customer and its Affiliates, Software, Equipment,
Deliverables or Services rendered under the Letter Agreement and any amendments thereto, any
information exchanged between the parties pursuant to the Non-Disclosure -Agreement, and all
information and ‘materials relating to Third Party vendors, systems integrators or consultants-of
Customer that have provided or that may provide in the future any part of Customer's information
or  communications infrastructure to Customer. The party that has received Confidential
Tnformation (the "Receiving Party") shall exercise the same degree of care and protection with
respect to the Confidential Information of the party that has disclosed Confidential Information to
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.the Receiving Party (the "Disclosing Party") that it exercises with respect to its own Confidential
-Information and shall not directly or indirectly disclose, copy, distribute, republish or allow any
~Third Party to: have access to any Confidential Information' of the Disclosing Party.
-Notwithstanding the above: (d) Customer may disclose Licensor Confidential Information to
-Authorized Users who have a need to know; (¢) Licensor may disclose Customer's Confidential
“Information to its employees and agents who have a need to know, provided that for Licensor's
agents, such agent is acceptable to Customer in its sole discretion and the agent has previously
-executed the Confidentiality Agreement as set forth in Exhibit 2 ("Confidentiality Agreement”);
and (f) either party may disclose. Confidential Information if so required by law (including court
‘order or subpoena), provided that such disclosure is made in accordance with thc tcrms of Sectlcn

"12.3  Privileged Information. Licensor shall keep and maintain all Privileged Information in
strict confidence and shall protect all such Privileged Information from disclosure to third parties
without the prior written consent of Customer.

12.4.. Return of Confidential Information. - Unless otherwise authorized, upon the earlier of
‘termination of this Agreement or request of the. Disclosing Party, with respect to: the Disclosing
Party's Confidential Information and/or Privileged Information (except for any Software licenses
and related Documentation paid for by Customer, which: Customer-shall have the right to retain)
the Receiving Party shall promptly either: (a) return such Confidential Information and/or
Privileged Information and provide certification to the Disclosing Party that all such Confidential
Information and/or Privileged Information has been returned; or (b) destroy -such Confidential
- Information and/or Privileged Information and provide certification to the Disclosing Party that all
such Confidential Information and/or anﬂeged Informatlon has bcen destroyed

12.5 Notification Obligation. If the Receiving Party becomes aware of any unauthorized use or
disclosure of the Confidential Information and/or Prlv_lleged Information of the Disclosing Party,
‘the Receiving Party shall promptly and fully notify the Disclosing Party of all facts known to it
concerning such unauthorized use or disclosure. In addition, if the Receiving Party or any of its
employees or agents are requested or required (by oral questions, interrogatories, requests. for
information or documents in legal proceedings, subpoena, civil investigative demand or other
similar process) to disclose any of the Confidential Information and/or Privileged Information of
the Disclosing Party, the Receiving Party shall not disclose the Confidential Information and/or
Privileged Information without: providing the Disclosing Party. at least twenty-four (24) hours
_prior written notice of -any such request- or requirement so that the Disclosing Party may seek a
protective order or other appropriate remedy and/or waive compliance with the provisions of this
Agreement. Notwithstanding:the foregoing, the Receiving Party shall exercise its best efforts to
preserve the confidentiality: of' the. Confidential Information and/or :Privileged Information
including; without limitation, by cooperating with the Disclosing Party to obtain an appropriate
protective order or other reliable assurance’that confidential treatment will be acccrded the
Conﬁdcntlal Infonnatlon and/or inleged Information by such tnbunal ‘

- 12 6 Nan-Aggregatton of Data Llcensor shall not complle and/or distribute statlstlcal analyses
and reports: utilizing aggregated data derived from information:and data obtained from Company;
provided that.-upon Company's written request and direction, Systems Integrator may compile
Company data for the sole and exclusive purpose of preparing statistical analysis for Company
and Systems Integrator shall be prohibited from sharing, dlrectly or 1nd1rcctly, any data whether
compiled or. non-Company specific, with any third party. . :
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» The Licensor should think carefully before including language similar to Section 12.6 in

.the Agreement as it prevents the Licensor from compiling data that may help the Licensor

later in the development or enhancement of the software. The Customer should have no

- - objection if the compilation is undertaken in such:a way that the Customer’s. pmprwtary
information and/ or identity is not disclosed. :

OR

12.7 Residuals. Licensor will not be precluded by this Agreeme:nt"'from rendering services or

developing work products that are competitive with, or functionally comparable to, the services

~ rendered and Deliverables.provided hereunder. Licensor shall tiot be restrictéd in its use of ideas,
concepts, know-how, methodologies and techniques acquired or learned in the course of activities
hereunder. - The provisions: of- this Section 12.7- shall not be construed to alter Licensor’s
L obllgat;ons under any non-disclosure agreements between the parties.. : ORI

: _V'Res;duals Notmthstandmg anythmg herem to the contrary, elther party may use Res1duals -
resulting from this Agreement for any purpose, including. without limitations use in the -

: _development manufacture, acquisifion, promotion, sale or maintenance of the party’s products

~ and/or services; provided, however that this right to Residuals does not represent the grant of any

;7__'hcense under any valid patents, copyrights or other intellectual property rights of the drsolosmg
. _party. The term “Residuals” shall mean any information that is retained in the unaided memories
- of the receiving party’s employees who have had access to the d1sclosmg party’s information
_pursuant to the terms of this Agreement. An employee’s memory is unaided if the employee has
* . not mtentronally memonzed the information for the purpose of retaining and su‘osequently using
' :ordlsclosmglt : R

e The Licensor wzll want to mclude language s:mtlar to Section 12. 7 into. the
" agreement so that the Licensor may utilize the mtanglble knowledge that it obtains
during this project on future projects. If the agreement provides that the Licensor

. retains ownéership of all deliverables this section is moot.

12.8  Employee/Agent Acknowledgment. L1censor and Customer shall not dlsclose
Confidential Information or Privileged Information to any of their employees, agents or
representatives unless and until such employee, agent or representative has been made aware that
his or her obligations under this Agreement are subject to conﬁdentlahty restrictions and unless
* such employee agent or representative is the subject of a written conﬁdentlahty or non-disclosure
agreement and has executed the Conﬁdentlahty Agreement '

12.9  Survival; No Limitation of Liability. The terms of this Article shall survive the expiration
or termination of this Agreement. Notwithstanding anything contained in this Agreement to the
contrary, the terms of any limitation of liability set forth in this Agreement shall not apply to any
breach bya party of its confidentiality obligations under this Article. '
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ALTERNATIVE LAN GUAGE

Noththstandmg the prevnous paragraphs, all mformatlon prov1ded by either party

to the other under this Agreement shall be kept confidential in conformance w1th and

- subject to the terms of a certain Proprietary Informatlon Agreement dated 52003
by and between the parties hereto. e

s The parties may want to execute a separate proprietary information agreement to
eliminate any survtvabduy issues artsmg upon the termmatum of the ltcense o
agreement. o : - S

BRER M REPRODUC T ION OF DOCUMENTATION SOBIECT CODE AND SOURCE CODE

13 1 Documentatwn Customer shall have the nght, atno addltlonal charge, to
reproduce solely for its own internal use, all Documentation furnished by Licensor pursuant
to this Agreement regardless of whether such Documentation is copyrighted by Licensor.

Al copies of Documentation made by Customer shall include any proprietary notice or
stamp that has been affixed by Licensor. Licensor shall furnish for each License purchased by

~Customer, and at no additional charge to Customer, one (1) copy of the Documentation- sufﬁcleut
to enable’ Customer to operate the Software All Documentatlon shall be in the Enghsh
language ‘ : :

- Licensor usually daes not make money from reproducmg its manuals, thus Ltcensor
& is not concerned that the Customer makes copies so long as ‘the Customer
'mcorporates Licensor’s protective notices. 'The Licensor should be careful about
' mcludmg language that the Docunientation will allow the Customer to operate the
‘software. At the same time, the Customer should insist on the inclusion of language
that provides some level of comfort as to the level of detail of the Documentation.

132 Object Code. One copy of the Object Code may be reproduced by Customer, at no
__ additional charge, only for back-up or archival purposes.” Customer shall notify Llcensor in
) f"wnt_mg of its r_oethods and p:ocedures for arch1v1ng_the Object Code prior to dm_n_g s_o

13.3  Source Code. Upon purchase of a Source Code license, one additional copy of the
Source Code may be reproduced by Customer, at no additional charge, only for back-up or
archival purposes. Customer shall notify Llcensor in wntmg of 1ts methods and procedures for
'a:rchwmg the Source Code pnor to domg $0.

o When a Customer purchases a Source Code license it buys only one copy of the
_ “Source Code with the right to make a backup copy for archival purposes. The B
" Custonier must buy a second copy of the Source Code if i it wants to mod jj) the o
Source Code while using the original copy in production.
o The Customer is prohibited under Section 3.4 from reverse engineering the

Sq_ﬁ'ware B
14, PATENT AND OTHER PROPRIETARY RIGHTS INDEMNIFICATION
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141.A- - Language That Favors Licensor

14.A.1. - Third Party Infringement Claims. Licensor will defend at its own expense any
action against Licensee brought by a third party to the extent that the action is based upon a
claim that the Software directly infringes any United States copyright or misappropriates any
trade secret recognized as such under the Uniform Trade Secret Law, and Llcensor Wlll pay
those costs and damages finally awarded against Licensee in any such action that are
specifically attributable to such clann or those costs and damages agreed to in 2 monetary
%settlement of such action.

..»...This language favors the Licensor.as the Licensor’s obligations are extremely
" limited. The Licensor is obligated only to defend a third party claim and not to
indemnify the Licensee. lts obligation to defend is limited only to third party
claims that the software directly infringes on any United States copyright or the
‘misappropriation of “trade secrets” as The Uniform Trade Secret Law defines
such term. This language does not address patent claims or claims made under
~any laws other than those of the United States.

o  “Finally awarded” ltmtts Licensor’s abllgatwn to pay for the costs and dam ages
incurred until all appeals have been exhausted Further, it only addresses f
“monetary settlements” and not other types of settlements.” '

e The infringement is limited to United States copyrights. With foreign

" transactions, indemnification should be limited to the Umted States and the

- country in which the saﬁware will be used.

14.A.2. Conditions. Licensor’s obligations under the preceding paragraph will respect to
. .an action are conditioned on (a) Licensee notifying Licensor promptly in writing of such action,

i (b) Licensee giving Licensor sole control of the defense thereof and any related settlement

- negotiations, and (c) Licensee cooperating with Licensor in such defense (including, W1thout
limitation, by making available to Licensor all documents and infotmation in Licensee’s
possession or control that are relevant to the infringement or misappropriation claims, and by
making Licensee’s personnel available to testify or consult with L1censor or 1ts attomeys m
connecﬁon w1th such defense) : : - '

_ 14 A. 3 LICGIISOI' s Options. If the Software becomes, or in Licensor’s opinion fs llkely to
‘become, the subject of an infringement or misappropriation claim, Licensor may, atits~
‘option’and expense, either (a) procure for Licensee the right to continue using the Software, (b)
replace or modify the Software so that it becomes non-infringing, or (c) terminate Licensee’s

‘right to'use the Software and give Licensee a refund or credit for the license fees actually
paid by Licensee or Licensor for the infringing components of the Software lessa -
reasonable allowance for the period of time Licensee has used the Software.

.o This language gives the Licensor significant leeway as it allows the Licensor
- to modify the software if, in the Licensor’s opinion, the software may
potentially infringe a third party’s intellectual property. Further, the
Licensor maintains control over the remedy chosen. Ifthe software is
mission critical, rhe Licensee should retain tke nght to select the apprapriate
remedy : :
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- 14.A4.  Exclusions. Not withstanding the foregoing, Licensor will have no obligation or
otherwise with respect to any infringement or misappropriation claim based upon (a) any use of
the Software not in accordance with the Agreement or for purposes not intended by
Licensor, (b) any use of the Software in combination with other products, equipment, -

_software or data not supplied by Licensor, (c) any use of any release of the Software other
than tl:le most current release made available to Licensee, or (d) any modification of the
Software made by any person other than Licensor. : :

. T he Licensor’s stated exclusions should only be effective to the extent that one
of the enumerated events causes a claim of infringement or misappropriation.
The Licensor should not be excused from its obligations if one of the

.enumerated everits occuis but the claim of irfringenient oF misappropriation
. does not arise as a result of such excluded event.

..The Customer should. indemnify Licensor if an. infringement claim arises
from modifications or uses undertiken by the Customer which were not
authorized by the license and which cause any infringement..

.. 14.A5,  Entire Liability. THIS SECTION STATES LICENSOR’S ENTIRE
LIABILTY AND LICENSEE’S SOLE AND EXCLUSIVE REMEDY FOR -
INFRINGEMENT AND MISAPPROPRIATION CLAIMS AND A_CTIONS

" | Thlé"language se,t forth in.I 4.A.5 protects the licensor fmm unlimited liability
and should be contained in any agreement where intellectual property
indemnification is excluded from the limit of liability.

R 141B _‘_. Language That Favors Licensee

14. B 1 N Indemmﬁcatxon Licensor will mdemmfy and hold. Llcensee harmless from and
against any and all claims, losses, liability, damages, costs, and expenses (including attorney s
fees, expert .Wltl’lGSS fees, and court costs) directly or indirectly arising from or related to any .. -
actual or alleged infringement (including contributory infringement), misappropriation, or
violation of any third party’s patents, copyrights, trade secret rights, trademarks, or other -
intellectual property or proprietary rights of any nature in any jurisdiction in the world,
resulting from the use of the Software by Licensee. If Licensee’s continued use of the Software is
restricted or prohibited as a result of any such infringement, misappropriation, or violation of third
party rights, Licensor shall, at Licensee’s option and at no charge to Licensee, and in addition to

Licensee’s other rights and remedies, (a) secure for Licensee the right to continue using the-

" Software as allowed under this Agreement, (b) modify or replace the infringing components of the
Software so that they are non-infringing with no loss or degradation of features, functionality;.or.,
performance, or (c) refund to Licensee all amounts paid by Licensee for the Software. . -

o This language favors the Licensee, as the Licensor must indemnify the
... :Licensee for any claim directly or indirectly related to any actual or alleged
. infringement. Further, it grants the Licensee the option to select the remedy
. that meets the Licensee’s business needs mcludmg a full refund of all
.. - amounts paid, not a pro-rated refund.
o Licensor must be careful to limit indemnification to a speaf c entity and not
a broad class of entities, i.e., all Affiliates of Licensee.
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s Including “attorney’s fees” allows the mdemmﬁed party to collect attomey 5
fees, which are usually not recoverable under common law.
e Licensor always needs the option to refund the Licensee’s money if Licensor
cannot alter the software to make it non-infringing or obtain a license for the
‘'’ Licensee to use the Software, otherwise Licensor could potentially be
obligated to pmwde a software fix/license regardless of cost or Licensor’s
-ability to do so.
o' The Licensee should include language that if the Licensee must convert oﬁ
" the Licensor’s system to a third party system, the Licensor w:ll pay all costs
i mcurred by the Ltcensee in snch converswn

14B.2. Excluswns Notmthstandmg the foregoing, Licensor will not be obhgated to

mdemmfy Licensee to the extent that an infringement or misappropriation claim is based upon (i)
use of the Software in breach of this Agreement, if such infringement or misappropriation would

ot have occurred but for such breach; (ii) use of the Software in combination with other products

not supplied or recommended by Licensor or specified by Licensor as being compatible with the

“Software, if such infringement or misappropriation would not have occurred but for such’

combined use; (iii) use of any release of the Software other than the most current release made
available to Licensee, if the most current release was furnished to Licensee specifically to avoid
such infringement ‘or misappropriation and if such infringement or misapproptiation would have

- been avoided by use of the most current release; or (iv) any modification of the Software made by

Licensee (other than at Licensor’s direction), if such’ 1nfrmgement or nnsappropnatlon would not
have occurred but for such modification.)

14.B.3.  Defense of Third Party Suits. Licensee will use reasonable efforts to notify
Licensor promptly of any third party claim, suit, or action (a “Claim”) for which Licensee
believes it is entitled to indemnification under this Section 14 and which Licensee desires

‘Licensor to defend. However, Licensee’s failure to provide such notice or delay in providing
“such notice will relieve Licensor of its obligations under this Section 14 only if and to the

extent that such’ delay or failure materially prejudices Licensor’s ability to defend such

- “Claim." If Licensee ténders the defense of a' Claim to Licensor, Licensor will have the right and

the obligation to defend such Claim with counsel of its choice; however, Licerisee may partlclpate

“in the defense of the Claim with its own counsel and at its own expense Once Licensor assumes

defense of a Claim, it will be conclusively presumed that Licensor is obligated to Indemnlfy
Licensee for such Claim, and Licensee will cooperate with Licensor, at Licensor’s reasonable °
request and at Licensor’s expense, in the defense of the Claim. No settlement of a Clalm wnll be
bmdmg on Llcensee without Llcensee S prlor written consent.

Thls language favors the Licensee in that the Licensee must only use reasonable
effarts to promptly notify the Licensor of any third party claim. Further, the e
Licensee may notify the Licensor of those claims “which Licensee desires Licensor
to defend” regardless of Licensor’s legal obligation tfo actual defend the Licensee.
. Further, the Licensee failure to give prompt notice will only excuse the Licensor’s
- . - obligation to defend to the extend the Ltcensar s interest have been matertally
. prejudice, which will be hard to prove. > : : :
o Further, once the Licensor assumes defense of a clazm, the Llcensor is conclusively
- presunied to be obligated to defend such claim.  This prevents the Licensor from
later claiming it did not have a Iegal abltgatmn to defend sach clatm, significantly
increasing its visks. - SN : :
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o The Licensor may bind the Licensee under any settlement without the Licensee’s
" consent. From the L:censee s perspective, this is prudent, as the Licensee cannot
. allow its business mterest to be détermined by the Licensor. -

[Alternative _Language -D_ependant on Prior._ L_a_llgllage Accepted_]

142 Assumption of Defense. If the indemnifying party fails to assume the defense of
any actual or threatened action covered by this Section 14 within the earlier of (2) any deadline
establlshed by a third party in a written demand or by a court and (b).thirty (30) days of notice of
the ¢laim, the indemnified party may follow such course of action as it reasonably deems
necessary to protect its interest, and shall be indemnified for all costs reasonably incurred in such

: consent of the indemmnifying party

. Thts language. allows a party ta undertake ifs own defense lf the mdemmjjzmg party
fads to do so.
Although mtellectual property mdemmf' fcation is usually excluded from any ltmtt of
liability, in actualujz the Licensor is protected by the limits set farth in sub-sectwns
- (@), (b) and (c). |

0 T mdltwnally, there is no lzm:tatwn 0f liability for patent mdemngf' catwn clatms
14 3 Cessatmn of Fees. Inn no event shall Customer be llable o Licensor for any

charges after the date that Customer no longer uses the item because of actual or claimed
infringement.

15, GENERAL]NDEMNITY |

_ 15 1 Indemmty Sub]ect to the llmltatlons contamed in this. Agreement Llcensor
agrees to 1ndemmfy and hold harmless Customer and Customer agrees to indemnify and hold..
harmless Licensor respectlvely, from any habihtles penalties, demands or claims finally: awarded
(mcludmg the costs, expenses and reasonable attorney's fees on account thereof) that may be
made by any third party for personal bodlly injuries, including death, resulting from the ;-
mdemmfymg party's gross negligence or willful acts or omissions or those of persons furnished-:
by the mdemmfymg party, its agents or subcontractors or resulting from use of the Software, -
Software Products and/or Services furnished hereunder. Licensor agrees to defend Customer, at
Customer's request, and Customer agrees to defend Licensor, at Licensor’s request, againstany::
such liability, claim or demand. Customer and Licensor respectively agree to notify the other
party promptly of any written claims or demands against the indemnified party for which the
indemnifying party is responsible hereunder. The foregoing indemnity shall be in addition to any
other indemnity-obligations of Licensor or Customer set forth in this Agreement- - .

+ ..o . Indemnification by its nature acts as a risk-shifting device usually with respect to
. third party liability. As such, it usually addresses intellectual property infringement,
personal bodily injury and property damage. In some cases, indemnification may
. -include damages resulting from intentional acts and willful misconduct. .
o The first clause limits Licensor’s liability to the amounts set forth in Section 16 (i.e.,
‘to the amount of money received from the Customer). Most ltcensees wzll want to
exclude indemnification from any limit of liability. o
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.- o “Finally awarded” limits Licensor’s obligations to pay the Customer until all
i appeals have been exhausted. -
®  An indemnification clause may allow a recovery in those states that recognize the
doctrine of contributory negligence and not the doctrine of comparative negligence.
1t also allows for the recovery of attorneys’ fees which are usually not recoverable.

15.2  Assumption of Defense. If the indemnifying party fails to assume the defense of
any actual or threatened action covered by this Section 15 within the earlier of (a) any deadline
established by a third party in a written demand or by a court and (b) thirty (30) days of notice of

the claim, the indemnified party may follow such course of action as it reasonably deems

necessary fo protect its interest, and shall be indemnified for all costs reasonably incurred in. such o

course of action; provided, however, that the mdemmﬁed party sha.ll not settle a clann without the

7 consent of the indemnifying party

e This language allows a party to undertake its own defense ttself lf the mdemmﬁ:mg
| party Jails to do so, . _

16. WARRANTY AND WARRANTY DISCLAIMER

Because Section 2-316 of the UCC requires that warranty dlsclatmers be
“conspicuous” this paragraph is broken into several shorter paragraphs to allow
" ease of reading and comprehenswn and Secaon 1 6 4 wluel: cantams the actual N
disclaimer is in block letters.

161 _ Lic_ensar Warranties_

16.1.1 General Warranty. Licensor warrants that it owns allrights, title and mterest 1n

' and to the Software, or that in the case of any third party software that it has the right to grant a

sublicense to use such third party software, that all Software shall substantially conform to the

* Functional Specifications, and that the Software and Services shall be free from material defects

in workmanship and materials that prevent them from substantially meeting the aforementioned
criteria. Licensor further warrants that any Services provided by Licensor under this Agreement
shall be performed in a workmanlike manner and in accordance with the prevailing professional
standards of the software industry. This warranty coverage shall include any modifications made
to the Software by Licensor. Such warranty shall extend for s1xty (60) days from acceptance

' and shall surv:ve mSpectlon, test acceptance, use and payment

Ltcensar carefully limits what it warrants. Licensor only warrants that (1) Licensor
" owns the Software or has the right to license the software, (2) the saﬁware

" substantially conforms to the Functional  Specifications, and (3) the Software is free

" from material defects in workmanshtp and materials. By using the phrases

~ “substantially conforms” and “material defects”, Ltcensor allows itself ¢ @ small level
of error as software by its nature is {imperfect.

e "Licensor’s warranty is sixty (60) days. Warranty is an element of price. If the

Customer wants a one-year warranty, Licensor can provide one at an increased

price.
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o Avoid stating “Licensor represents and warrants”. A breach of a “representation”
gives rise to a claim under tort. By making only warranties, the Licensor limits any
-claim to contract with a substantially smaller risk of a large recovery.

16.1.2° Operation of Software. Licensor does not warrant that the operation of the
Softwere or the operation of the Software Products will be uninterrupted or error free.

- '- The licensor should always state that the operation of the software will not be. error
free or umnterrupted to avoid creating any implied warranties.

16. Sﬂiemedy—hrtheevenfofmybreachofﬁIeWMEWtfoﬂhmhlsﬁgreemem

o 'Lleensor s sole and exclusive responsibility, and Customer’s sole and exclusive remedy, shall be
for Licensor to correct or replace, at no additional charge to Customer, any portion of the Software
or Services found to be defective; provided, however, that if within a commércially reasonable
‘period Licensor neither corrects such defects nor replaces the defective Software or
Services, then Customer’s sole and exclusive remedy shall be to receive direct damages not
to exceed the license fees paid to Licensor for use of the defective Software or Services. In
the event of any breach of any provision of this Agreement other than the warranties set forth in -
this Agreement, Customer’s sole and exclusive remedy shall be to receive direct damages not to

- exceed the amounts received by Licensor pursuant to this Agreement For the avoidance of doubt,
- Customer’s monetary remedies. for any breaches of any provision of this Agreement (including,
w1thout hmltatmn the warranty prowswns) shall not, in the aggregate, exceed an amount equal to
the amounts actually recelved by Licensor from Customer. -

16.1.4 Warranty Disclaimer., EXCEPT AS SET FORTH IN THIS SECTION 16,
LICENSOR MAKES NO EXPRESS OR IMPLIED REPRESENTATIONS OR
WARRANTIES WITH RESPECT TO THE SOFTWARE, OR SERVICES OR THEIR
CONDITION, MERCHANTABILITY, FITNESS FOR ANY PARTICULAR PURPOSE OR .
USE BY CUSTOMER. LICENSOR FURNISHES THE ABOVE WARRANTIES IN LIEU OF
ALL OTHER WARRANTIES, EXPRESSED OR IMPLIED, INCLUDING THE WARRANT IES
- OF MERCHANTAB]LITY AND FITNESS FOR A PARTICULAR PURPOSE.

U CC Section 2-316 requires all warranty disclaimers to be “conspicuous”.
.. Therefore the disclaim er should be in capital block letters.
e From the Licensor’s perspective, it is important to specially reference the sectmn of
" the agreement which contains the. representations and warranties being made, by the
Licensor. The failure to do so may result in the inclusion of certain tmphed
representations and warranties that may be located elsewhere in the agreement
 which were never intended to be part of the agreement The customer, however,
" should insist on more  general language such as “except as set forth in this
Agreement” or carefully review the agreement to ensure all representatwns and
. warranties are included and referenced by section number.
s If Licensor does not disclaim all other warranties, chensor may be liable Jfor certain
- implied warranties including the failure of the soﬂware to Junction as the Customer
o thought it would. :

[ALTERNATIVE LANGUAGE TO MEET UCITA REQUIRMENTS]
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16.1.4.A UCITA Warranty Disclaimer. The Parties hereby agree that, in respect of

information and computer programs provided by one Party to the other Party under this
Agreement, and except for the express warranties set forth in Section 16.1 of this
Agreement,: THERE ARE NO WARRANTIES (A) AGAINST INTERFERENCE WITH

- ENJOYMENT OF INFORMATION, (B) AGAINST INFRINGEMENT, (C) THAT '

- INFORMATON, EITHER PARTY’S EFFORTS, OR SYSTEMS, AS EACH MAY BE
“PROVIDED UNDER THIS AGREEMENT, WILL FULFILL ANY OF EITHER PARTY’S
PARTICULAR PURPOSES OR NEEDS, AND (D) WITH RESPECT TO DEFECTS N
THE INFORMATION OR SOFTWARE WHICH AN EXAMINATION SHOULD HAVE

‘REASONABLY REVEALED. THE PARTIES HEREBY EACH DISCLAIM IMPLIED' "

~WARRANTIES OF MERCHANTIBILITY, QUALITY, AND ACCURACY.. THE____

L INFORMATION AND COMPUTER PROGRAMS PROVIDED UNDER THIS |

 AGREEMENT ARE PROVIDED “AS IS” WITH ALL FAULTS, AND THE ENTIRE
- RISK AS TO SATISFACTORY QUALITY, PERFORMANCE, ACCURACY,AND -

- EFFORT IS WITH THE USER OF SUCH INFORMATION AN D COMPUT ER '

" PROGRAMS. '

¢ Language similar to that set forth in Section 16.4.A should be used in those contracts
" governed by the laws of states that have adopted UCITA. UCITA’s watranty
" disclaimer requirements are different than the UCC, thus the parties must carefully
" evaluate whether UCITA applies and ensure that the disclaimers included inthe
" contract are appropriate for the type of damages the Licensor seeks to limit. -

1615 Vétdmg of Warranties. Any and all warranties and indemnifications shall be void as to’
Services or Software where the non-compliance is caused by or related to (1) the acts or omissions
"of non-Licensor personnel its agents or third parties; (2) misuse, theft, vandalism, fire, water or

" other penI (3) moving or relocation not authorized by Licensor; (4) any alterations ot

- modifications made to any Software by the Customer, it representatives or agents; (5) use of the -
Software other than in the operating environment specified in the technical specifications; or (6)
coding, information, or specifications created or provided by client. N

*'» Licensor should not be held liable for a breach of warranty or an mdemmty 1f the
" - Customer was the cause of any such breach. -
‘e " While the Licensor wants to limit its liability in the event the Licensee modtf es the
" software, the Licensee should insist or more ltmztmg/exactmg language which =
" excuses the Licensor’s performance only to the extent any failure was caused by the
- Licensee’s modifications (i.e., to protect against those cases where the mﬁ-mgement '
was not caused by the madzﬁcatwn but rather by the Licensor’s existing code). The
limiting language should mirror the language for any mteltectual property o
infringement set forth in Section 14.1.
o The Licensee may also take exception to the voiding of the warranty. The L:censee
' 'should ms:st that the warram;y not apply ami‘ not be totally votded. '

* It is important to note that there is a difference between warranty and maintenance.
Warranty is much more comprehensive including modifying the software to make it work.
Maintenance involves only maintaining an ongoing operating system to a lesser standard,
Breaches of the maintenance provisions will usually result in a refund of the maintenance fees
paid to Licensor but a breach of warranty may entitle Customer to a refund of all development
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and services fees paid to Licensor, which usually is a much larger amount. As such,
maintenance should always be addressed in a separate and distinct agreement.

ADDITIONAL WARRANTIES BENEFITTING THE CUSTOMER . .

16.A  System. Licensor represents and warrants to Customer that the ABC System shall
-:._functlon without Critical Error in accordance with the applicable Speclﬁcatlons, Performance
Standards, Documentation-and. Regulatory Requirements. - : :

T Ius warmnty ttes together all of the appropriate items that set: forth the petformance of the
software system as.a whole. This warranty is much broader and goes to the collective operation

" of the hardware, the Licensor’s proprietary software and any third party softwave. This is a

- significant rvisk for the Licensor as it is essentially warranting the operation of the system as a
whole as well as any third party components over which it potentially has no control. By tying
together the specifications, . performance standards, documentation and ~ regulatory
‘requirements, if any, the Customer has guaranteed that is will receive the complete benefit of
its bargain.

16.B. Software Per_'formance Licensor represents and warrants to Company that
the Software or System, as apphcable shall meet the Performance Standards set forth in this
Agreement when operating in the operating env:ronment described therein, including the
maximum response times and availability (“Operating Env1ronment ). Licensor shall correct any
failure of the applicable Software and/or System to operate in accordance with the performance
warranties set forth in this Section by providing all additional sofiware, equipment and/or services
- to Company at no ‘additional cost to Company. In the event Licensor is unable to correct such
failure within a forty-cight (48) hour period [an event of “Default” shall be deemed to have
occurred.] OR [Customer shall receive from Licensor credits in the amounts set forth in
Appendix 3.B.2. In the event Licensor is unable to correct such failure within thirty (30
calendar days, an Event of Default shall be deemed to have occurred ] - '

Customer and Licensor shall jointly assess, on an annual basis cbmmencing on the first
anniversary of Project Acceptance, or more frequently if necessary, whether Customer is operating
the Software and/or System in accordance with the Operating Environment. In the event the
parties determine that: (a) the Operating Environment has changed so that Customer is no longer
operating the Software and/or System in accordance with the Operating Environment; and (b)
Customer wants to continue the performance warranties set forth in this Section, Licensor shall
‘make such adjustments and recommendations that it deems reasonably necessary to ensure that the
_ 'Software and/or System w111 continue to operate in accordance with the warranties set forth herein
while operatlng within the re-established Operating Environment including, without limitation, a
recommendation that Customer purchase additional equipment and/or license additional software
from Licensor or a third party. If Customer implements such recommendatmns, the warranties set
forth in this Section shall remain in effect. The process described in this Section shall, at
Customer’s option, fépeat for as long as Customer continues to.receive Support and Maintenance
Services and wants to maintain the performance warranties set forth in this Section. Licensor
represents and warrants to Customer that the Software provided under this Agreement shall
function without Defect in accordance with the applicable Specifications, Performance Standards
Documentation and Regulatory Requirements (Defect being defined as a “High” . and!or
:“Medlum” Defect). : : .
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e The warranty contained in Section 16.B contains an additional remedy if the
 Licensor fails the meet the performance standards. In addition to the Customer’s
. right to receive service level credits and to terminate the agreement, the Licensor has
. the obligation to purchase all necessary hardware, software and services necessary
to meet the performance standards. This place significant risks and fi nancml burden
on the Llcensor. ' _ :

16 C  Services. Llcensor represents and warrants to Customer that it shaH perform the

“Services and provide the Déliverables required by this Agreement in a workmanlike manner, in

accordance with the standards of cave and diligence and the level of skill, knowledge and

__judgment normally practiced by nationally-recognized. mformatwn technology services firmsin |

_,_—\_

performing services of a similar nature, and in accordance with the standards of conduct
attached hereto as Exhibit __ provided, however, that where this Agreement specifies a
partlcular standard or cntena for performance thls watranty 1s not 1ntended to. and does not
covenants that it shall provide the Services or create any Dehverables using only proven current
technology or mefhods unless otherwise mutually agreed by the part1es [in a particular Statement

of Work]

16D Documentation. Llcenscr represents and warrants to Customer that it has prov1ded

" to Customer all Documentation for the ABC System and that such Documentation is detailed and
complete and accu:rately describes the functional and operational characteristics of the ABC

: "System Licensor farther represents and warrants that it will provide to Customer updated
“versions of all such Documentation when it prowdes to Customer Enhancements to the ABC
“System and that all such updated Documentation will be complete and accurate and will be
~.at least as detailed as the Documentation issued to Customer with the initial version of the

*ABC System. The warranty and commitments contained in this Section shall remain in full force

and effect for as long as Company contlnues to receive Support and Maintenance Services from

‘Venclor S :

o ' The Licensor should warrant that not only is the initial Documentation detailed and

complete but that the Documentation should reflect any customizations or
___modifications made to the Customer’s system. Licensor should also warrant that
7 any subsequent docuumentation delivered with any modific ications or enhancements is
" complete and accurate and as detatled as the documentatwn mttlally delwered to

N Customer

16 E Defects Licensor warrants that the Software will be free of defects in des:gn, ’

| ~ ‘materials and workmanship.

e A prudent Licensor should avoid making any warranty as to the software’s

o desngn System archrtecture/desngn is a very complex area and thus creates a

- s1gn1ficant level of risk for the vendor who makes this type of warranty. See USM

- Corp. v. Arthur D. Little Systems, Inc., 546 N.E.2d 888 (Mass. 1989) (warranty

against defects in design required that computer system be able to perform necessary
funcaons ina reasanable time permd) : :

©Copyright 1996 — 2003 H. Ward Classen. ‘All Rights Reserved. - - - ' 51




16.F  Interface. Licensor acknowledges that Customer is working with a number of

“third parties in developing, maintaining and supporting Customer’s various systems and that

Customer’s use of the Software may involve the development and/or use of one or more

application programming interfaces (“APIs”) between such third party systems and the Software.

" Licensor agrees that it will fully cooperate with the Customer and third partties to develop,

‘maintain and support such APIs. Licensor further agrees that Licénsor shall communicate to

Customer the industry-standard APIs that Licensor is evaluating and/or implementing, and shall

reasonably cooperate and work with Customer and such third parties in good faith to identify

i industry-standard APIs and, if mutually agreed to by the part1es develop such APIs using as many
'mdustry-standard protocols as possrble :

" [Optional - where--Licén'sor- does 'not ereate or pubti'éh API'-’-s]-;--'----- P

Licensor acknowledges and agrees that Customer shall be entltled for Customer s mtemal
“use only, to reverse engineer, disassenible or decomprle the Software licensed hereunder for the
j.'purpose of creating interoperable computer programs that facﬂltate mteroperablhty between '
'Llcensor s Software and third party software products o : :

16.G Open Architecture/Open System Warranty. Licensor represents and warrants to
Customer that the Software systems are designed and shall continue to be designed to operate in
an Open Architecture environment and, as such, all external Licensor interface specifications shall
be pubhshed and generally avarlable ‘For putposes of the foregoing, an “Open Architecture” is an -
architecture that adheres to a publicly known set of interface specifications  so that any
applications that have been implemented to those 1nterface specifications shall be able to
interoperate ‘with any other thrrd party applrcatrons that adhere to the same 1nterface
- specxﬁcatrons : -

16.H Compatibility. Licensor represents and wa:rrants to Customer that the Soﬁware is
fully operational on the Equipment. Licensor further represents and warrants that non-Licensor
supplied third party software is capable of being loaded on the Equipment with no upgrades or
modifications to the Equlpment or any Sofcware (operating system or otherwrse) relating to the
'Eqmpment

161 . Future Compatability. Llcensor warrants that all updates, upgrades, and
: ;revnsrons to the Software furnished hereunder will be 1mplemented in such a manner as to
‘maintain backward compatibility with the previous version or release of the Software.
furnished hereunder, under the Agreement, or under any other agreement issued pursuant
to this Agreement, so that such previous verstions or releases shall continue to be operable
‘'with the Software as updated, upgraded or revised, in materially the same manner and with
materially equivalent performance. " .

‘ 16.J  Data Integrity. Licensor represents and warrants to Customer that all data types,
structures, formats and content will be converted completely and accurately ‘such’ that the
“Customer will be able to reconcile the original data wrth the converted data wrthout any loss to or
_dev1at10n from the original data.

e Licensors should be hesitant to make this warranty or fo convert data in
general. Data conversion can be very expensive and result in corrupted data.
It is prudent to have the Licensee convert its own data.
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16K Software Obsolescence. Licensor acknowledges that Customer is making a
significant resource commitment in order fo acquire the Software and that Customer does not
want to move involuntarily to'a new system [at a later date OR prior to a specified date]. Having

acknowledged the foregoing, Licensor represents and warrants to Customer that it will continue to
- enhance ‘the Software (meaning adding new features and functionality, in addition to ordinary
- course defect corrections), as long as Customer contmues to recelve Soﬂwa:re support services
'from Llcensor ‘

o The Customer should insure that the Licensor commits to continually

" investment on the find ‘that the Licensor plans to sunse ” the saﬁ‘ware
requiring the Customer to purchase a new software system.

_ ' 16.L Disabling Code. Licensor represents and warrants to Customer that i in connection
~with the licensing of the Software, Customer will not receive ot experience any virus, worm, trap
* door, ‘back door, timer, clock, counter or other 11m1t1ng routine, instruction or design that-would
- erase data- or programming or otherwise cause any Customer system to- become inoperable or
“incapable of being used in the full manner for which it was designed and created (collectively, a
"Disabling Code"). In the event a Disabling Code is identified, Licensor shall take all steps
" necessary, at no additional cost to Customer, to restore and/or reconstruct a.ny and all data lost by
f-'-Customer asa result of such D1sabl1ng Code

e This warranty should be mittual, as it is possible that the Customer’s employees or
consultants may introduce Disabling Code into the system.

©16.M' Regulatory Requirements. Licensor represents and warrants to Customer that the
Sofcware meets and satisfies all Regulatory Requirements. Licensor further warrants ‘that the
) “Licensor, its employees, agents and subcontractors 'shall comply with  the ‘Regulatory
" Reguirements [set forth in e.g. the Business Associate Addendum) attached hereto as Exhibit
16.M.

e ~ To the extent the Customer is subject to any regulatory requirements such as in the
healthcare, insurance or telecommunications industries, the Licensor should
- warrant that the software meets and satisfies all applicable regulatory requirements.

16.N Media. Licensor warrants that for a period of 90 days from the date of delivery of
" the Software that the media used to store ‘and deliver the Software to the Customer shall be free
“from defects in manufacure and material. Should the media fail to be free of defects in
- manufacturé or material during the 90  day warranty period, Licensor shall replace the defective
‘media. Defeactive media shipped to the Licensor with a shipping date w1th1n the 90 day warranty
period will be replaced at no charge including shipping.

| 16.0 * Intellectual Property. Licensor represents and warrants to Customer that
~Customer's use of the Software does not and shall not infringe upon any [U.S.] patent, trademark,
copyright, trade secret or other intellectual property or proprietary right of any Third Party, and
there is currently no actual or threatened suit against Licensor by any Third Party based on an
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_ alleged violation of such right. This warranty shall sm'wve the explranon or termination of this
. Agreement. : : T :

e . Given the explosion of patent infringement suits involving software, many licensors
... .no longer want to make a representation or warranty as the intellectual property
. -infringement. They argue that because the licensor agrees to indemnify the
- customer as the result of such infringement (See section. 14), the customer does not -
need a warranty. While a Customer may insist on a “belt and suspenders”
approach, the Customer does not usually gain a significant level of greater

... . protection. .
e If the licensor does give such. a waranty, the chensor wzll want to reduce its

potenaal—riskﬂ:ﬂiﬁiﬁ—l‘iimy—ﬁ ﬂﬁnfrmgement ofﬁfﬁﬂéﬁﬁ al property |

- rights.

. - 16.P Third Party Warranties and Indemnities. For any Third. Party Software provided
by Llcensor 0 Customer, Licensor hereby assigns to Customer all end-user warranties and
: mdemmtles relating to such Third Party Software. . To the extent that Llcensor is not permitted to
assign any of such end-user warranties and indemnities through to Customer, Licensor shall enforce
- such watranties and indemnities on behalf of Customer to, the extent Licensor is penmtted to do so

- under the terms of the apphcable Third Party agreements. . :

16 Q ISO 9001. Llcensor Warrants that dunng the term of th1s Agreement Llcensor
shall utilize a quality system in accordance with Appendlx 16. Q This quality system shall also
__be in accordance with ISO 9001. : . -

16.R  Authority. Each party represents and warrants to the other that it has the right to
‘enter into this Agreement. Licensor further represents and watrants that there are no outstanding
- assignments, grants, licenses, encumbrances, obligations.or agreements (whether written oral - or
implied) that are inconsistent with this Agreement and the rights granted or transferred herein.
. This warranty shall survive the expiration or termination of this Agreement

16.S  Pending Litigation. Licensor represents and warrants to Customer that there is no
. action, suit, claim, investigation or proceeding pending, or to the best of Licensor's knowledge,

; _tllreatened against, by or affecting Licensor or the ABC System whlch if adversely decided,

‘might. adversely affect Licensor's ability to enter into.this Agreement, Licensor's performance of
its obligations herein, or Customer's use of the Software. Licensor further represents and warrants
that it does not know of any basis for any such action.

o This warranty protects the Customer by requiring the Licensor to disclose any
- threatened or pending litigation that may interfere with the Customer’s license
. rights. This is especially important with regards to any third party intellectual
. _property infringement claims. A prudent Licensor would not agree to this warranty
because it is so broad. . .

16.T  Change of Control. Licensor represents and warrants to Customer that no Change
of Control with respect to Licensor is being considered, planned or pending by the Board of
Dlrectors sha;reholders or management of Licensor or by any Affiliate of Licensor. . :
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. 4 prudent Llcensor would not agree to this warranty because it is so broad and may
‘place the Licensor in the pasu‘um oj’ madvertently vmlatmg the securmes laws or
breaking the agreement.

-.16.U. Material Misstatements or Omissions. No representation or warranty by Licensor

K that 1s contained in this Agreement or in any Appendix, Exhibit or other Aftachment hereto
--contains any untrue statement of a material fact or omits to state a materlal fact necessary to make
. :,thevstatements.and facts contained herein or therein not materially misleading.

. A pmdent L:censor would not agree to thrs warranty, as it is so broad that it creates

. e

ST

16.V  Fitness For A Particular Purpose. Licensor warrants that the Software will be fit

for [describe purpose] by the Customer under normal use and service.

© & A prudent Licensor should avoid giving this warranty as it creates a significant risk
af liability on the Licensor’s behalf by pmmrsmg the soﬁware wdl be f it for the
Llcensee s mtended use or purpose. Pl E

Other Warrantles to Consuler s o =y = SR
coee o A Licensee should consider whether any other. warrantres are reqmred dependmg on

the nature of the underlying transaction. These may . mclude campb:mg w:th future

regulatory changes and scalabzll{v, ete. . - CREE S ARE AR

162 Customer Warrantles R

16 2 1 Authorrty Customer represents and warrants fo the Llcensor that Customer has all

| '-requrslte power and authority to execute-and deliver this Agreement and to perform the STy

Customer's obligations hereunder. This Agreement has been duly and validly executed and
delivered by the Customer, and constitutes a valid and binding obhgatlon of the Customer,

=enforoeable against the Customer in accordance w1th its terms.

i+ 16.2.2 Conflict wrth Other Agreements Customer represents and warrants to the
Licensor that neither the execution and delivery of this Agreement by the Customer nor the

. consummation by the Customerof the transactions confemplated by this Agreement will:
(i) conflict with or violate any provision of the Certificate of Incorporatlon or bylaws of the

Customer; (ii) require on the part of the Customer any filing with, or any permit, authorization,
consent or approval of, any court, arbrtrataonal tnbunal adminisfrative agency or commission or
other governmental or regulatory authority or agency (a "Governmental Entity"); (iii) conflict
with, result in a breach of, constitute (with or without due notice or lapse of time or both) a defauit
under, result in the acceleration of, create in any party the right to accelerate, terminate, modify or

- cancel, or require any notice, consent or waiver under, any agreement, instrument, contract or-

arrangement to which the Customer is a party or by which the Customer or any of its properties is
bound; or.(iv) - v101ate any order, writ, mjunctlon decree, law, statute, rule or regulatlon apphcable

to the: Customer :

@Copyright 1996 ~ 2003 H. Ward Classen. ‘All Rights Reserved. LR T gy

-.a significant level of risk for-the Licensor. .. ... .o oo i




.. .. 1623, Financial Ability. Customer represents and warrants to the Licensor that it
presently has sufficient funds and will have sufficient funds avaﬂable to tlmely pay Licensor all
~ amounts due or that will come due under this Agreement y

e The Licensor should also insist on the inclusion of cértain representations
and warranties by the Customer. The most important of which are the
" customers representation that it has the authority to enter into the agreement
and that it ‘has the ability to pay the licensee fee. The Licensor should
consider whether any special representations or warranties are needed i.e., in
international transactions, that the Customer has recetved approval Jor the
__licensor to repatriate any fees received byit..

- 17.  LIMITATION OF LIABILITY

w1710 DISCLAIMER OF LIABILITY. LICENSOR SHALL NOT BE LIABLE FOR
“'ANY (A) SPECIAL, INDIRECT, INCIDENTAL, PUNITIVE, OR CONSEQUENTIAL

" DAMAGES, INCLUDING LOSS OF PROFITS, ARISING FROM OR RELATED TO A

BREACH OF THIS AGREEMENT OR ANY ORDER OR THE OPERATION OR USE OF THE

- SOFTWARE AND SERVICES INCLUDING SUCH DAMAGES, WITHOUT LIMITATION

AS DAMAGES ARISING FROM LOSS OF DATA OR PROGRAMMING, LOSS OF
“REVENUE OR PROFITS, FAILURE TO REALIZE SAVINGS OR OTHER BENEFITS

- DAMAGE TO EQUIPMENT, AND CLAIMS AGAINST CUSTOMER BY ANY THIRD
PERSON, EVEN IF LICENSOR HAS BEEN ADVISED OF THE POSSIBILITY OF SUCH
DAMAGES; (B) DAMAGES (REGARDLESS OF THEIR NATURE) FOR ANY DELAY OR
FAILURE BY LICENSOR TO PERFORM ITS OBLIGATIONS UNDER THIS AGREEMENT
DUE TO ANY CAUSE BEYOND LICENSOR'S REASONABLE CONTROL; OR (C) CLAIMS

“MADE A SUBJECT OF A LEGAL PROCEEDING AGAINST LICENSOR MORE THAN

TWO YEARS AF TER ANY SUCH CAUSE OF ACTION FIRST AROSE o

“‘Licensor should disclaim all speculatwe and “third party” damages Damages
recoverable by the Customer should be limited to Customer’s actual direct damages.
The Uniform Commercial Code does not reqmre that any dzsclazmer be
" “conspicuous” although the courts may impose th:s reqmrement Therefare fhlS
‘'section should be in large block letters. SN B
-f:" Licensor will not be liable Jor any damages su_ffered by the Custamer s custamers ar
3 qny other third party. = :
"o " By requiring claims be brought within 2 years, Licensor limits its rtsk/lmbthty by ‘
o -shortemng the statute of hmltatwﬂs wluch may be up to 12 years R '

' 172" LIMI TA TION OF LIABILITY. NOTWITHSTAND]NG ANY OTHER

'PROVISION OF THIS AGREEMENT, BUT EXCLUDING ANY CLAIMS FOR
INDEMNIFICATION UNDER SECTION 14.1 LICENSOR'S LIABILITIES UNDER THIS
AGREEN[ENT WHETHER UNDER CONTRACT LAW, TORT LAW, WARRANTY OR
“OTHERWISE SHALL BE LIMITED TO DIRECT DAMAGES NOT TO EXCEED THE"
AMOUNTS ACTUALLY RECEIVED BY LICENSOR [UNDER THIS AGREEMENT OR
IN THE MONTHS PRIOR TO THE DATE OF THE ACTION GIVING RISE TO
THE CLAIM].
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¢ Licensor seeks to limit its liability under both contract and tort theories, which have
different statues of lzm:tatwns, and dt_ﬂ'erent bases for which a recovery can be
made.

o The customer should seek to carve out a number of claims from the licensor’s limit

_of liability including patent indemnification, personal bodily injury and personal

~ property damage, breach of the licensor’s confidentiality obligations, gross
negligence and intentional misconduct.. For public policy reasons many
- jurisdictions forbid tortfeasors from limiting their linbility for personal m_]urtes
_ arising from consumer goods. See UCC §2-719(13).
- - * Licensor should limit its liability (to the amount received from the Customer) or it

_could potentially be liable for Licensor’s entire net worth. _ (Trad;twnally, tkere sno_ .
~ limitation of liability for patent indemnification claims and in consumer
transactions for personal bodily injury). The Licensor will want to limit its lmbtltty
to the amount received so that it is never out of pocket while the Customer will want
to ensure that it recovers its actual losses, which may exceed the'amounts paid to the
- Licensor. The Customer may want to agree to limit the Licensor’ s liabilitytoa
 “multiple of the amount paid to the Licensor or a multiple of the value of the contract
: regardless of the amount paid. To protect itself during the early permds of the -
‘agreement when it is likely that only a small amount of money has been paid to the
Licensor, the Customer may want to insist that the Licensor’s liability is limited to
the greater of a set dollar amount or the value of the contract. o _
o Limitation of liability is an element of price. Licensor has based its pricing on
limiting Licensor’s liability at the amount received from the Customer, or
- “alternatively the ¢ontract value. If the Customer wants a higher limitation of
-‘liability, Licensor can vaise its limit of liability but: (a) the license fee must increase
-~ because Licensor is now bearing more risk; or (b) Licensor miist buy errors and
o omissions insurance and charge the Customer for the cost. . ; : ce
& Ttis important to retain a default remedy provision, otherwzse a court may find
‘Licensor’s warranty “failed of its essential purpose” {i.e., did not provide the
- Customer with an adequate remedy) and void I.zcensor s ltmttatmn of llablllty and
dtsclatmer Sfor. consequentml damages. S

18, OBLIGATIONS THAT SURVIVE TERMINATION

_ The partles recognize and agree that their obligations under Sectlons 8,12, 14,15,17,
28, 30, 34 and 35 of this Agreement survive the cancellation, termmatlon or explratlon of
this Agreement or the License granted under Section 3.1. '

o The obligations of the parties that will survive termination of the Agreement, i.e., payment

' to Licensor, confidentiality, limitation of liability, governing law etc. should be specifically

- listed -because these obligations would otherwise “terminate” with the Agreement. As a

result, Licensor may be unable to get paid or protect its proprietary information since the

Agreement is no longer in existence and thus the Customer is no longer bound by the terms

of the Agreement. Aveoid use of imprecise language such as “Any terms of this Agreement

. that would, by their nature, survive the expiration or termination of this Agreement shall so
survive.” to avoid disputes over the intent or meaning of this or similar language. -
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19. ERROR CORRECTION UNDER WARRANTY

19.1 Nottj‘ ication of Errors. During the warranty period, Customer will notify Licensor
verbally of Errors, and prov1de written notification to Licensor within seventy-two (72) hours of
such verbal notification. Licensor shall provide Customer with a telephone number which is
answered from 9: 00 a.m. to 6:00 p.m. Washington, D.C. Time, Monday through Friday, except for
Licensor holidays, a Tist of which is set forth on Appendix 19.1. Customer shall have access via
this telephone number to. individuals who shall accept Error reports and are qualified to assist
Customer with the verification of suspected Errors and who may provide solutions for said Errors.

—Cmtmmhaﬂﬁvprovﬂedwmmmmnbwwhmﬁwmweﬁﬁraﬂmmmﬁevf—-
- Monday through Friday, 9:00 a.m. fo 6:00 p. m. Washmgton D.C. Time by individuals who shall
accept Error reports. . _ _

19.2  Correction of I Ermrs During the warranty period, Llcensor shall use its good faith
efforts to immediately correct any Critical Errors affecting Customer's continued business use of
the Software after Licensor’s notification of the Error. Llcensor will use its good faith efforts to
correct all other Errors within twenty (20) days after Licensor’s notification of the Error.

120 RIGHT TO MOVE [IF APPLICABLE]

Any Software License may be temporarily transferred to a backup computer while the
licensed computer is inoperative or for emergency testing purpose. - The backup computer may be
at the same Customer Site, another Customer Site, or-an off-site location under emergency
conditions and after sufficient advance notice has been given to Licensor of the name and location
of the off-site operator. Customer may redesignate the Site or the CPU on which the Software will
be used for on-going operations with Licensor’s consent: Customer shall be permitted concurrent
operation at the new and old Site or CPU for not more than thirty (30) days and such operation
will require no additional fees. Customer shall provide Licensor written notice of the -
redesignation within a reasonable length of time of the Software being moved to the new Site or
CPU. In the event Licensor consents to the Customer moving the Software to another Customer
Site or CPU, or Customer assigning the Software licensed under this Agreement, Licensor agrees
that it shall continue the warranty and assist in its transfer fo such other Site, CPU or assignee.

21. CUSTOMER PREPARATION

: .- If the Software is to be installed by Licensor, the Customer shall have all things in-
- -readiness for installation, including, but not limited to, other equipment,.connections and facilities

. for installation at the time the Software is delivered. In the event the Customer shall fail to-have

. all things in readiness for installation on the scheduled installation date, the Customer shall -

- reimburse Licensor for any and all expenses caused by Customer's failure to have things in -

. readiness, unless Customer has notified Licensor at least thirty (30) business days prior to the
~.scheduled installation date. Customer agrees to provide and bear the cost of all communications

costs incurred by Licensor from the Customer site and the costs of a dedicated dialup - - =
communications facility equipped with 56KB Hayes compatible modem for the purposes of
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remote access and support by the Licensor consultant or phone support group. In addition,
- Customer shall fully cooperate with Licensor during the term of this Agreement,

o The contract should set forth in.detail any actions the Customer is obligated to -
. undertake to prepare for the installation of the software.. This list should be very
- detailed and include any physical requirements such as air conditioning, modem
lines, etc. The Customer should be subject to liguidated damages Sfor its fatlure to
meet these obligations.

22. ASSIGNMENT

22 1 Prehtbmon on Ass:gnment. Customer may not assngn or transfer its interests,
rlghts or obligations under this' Agreement by written agreement, merger, consolidation,
. operation of law or otherwise, without the prior written consent of an authorized executive
" officer of Licensor. Any attempt to assign this Agreement by Customer shall be null and -
void. Furthermore, for the purposes of this Agreement the acquisition of an equity interest in .
Customer of greater than 25. percent by any thlrd party shall be cons1dered an "a331gnmen "o

Ltcensor must hmlt the abzhty of the Customer to ass:gn the Agreement to avotd
losmg potentml license fees. In a merger or acquisition, the entity being acquired
will seek to assign its pre-merger contracts to the acquiring party to avoid paying a
transfer or license fee. By stating that any assignment is “void” a court will not
allow the assignment. In the absence of such language the court will permit the =~
ass:gnmenr and allow the chensar to seek recovery of manetary damages

ADDITIONAL LAN GUAGE BENEFITTING CUSTOMER
22 2 Remedy In the event that Llcensor, w1th Customer’s wrltten consent ass:gns
. or otherw;se transfers this Agreement, or any part hereof, or delegaies any of its duties’
" hereunder, whether by operation of law or otherwise, to any Third Party or Affiliate and,
within eighteen (18) months after such transfer, Customer, in its sole discretion, is not
satisfied with the level of service provided under this Agreement, Customer shall have the
- right to terminate this Agreement and, pursuant to Customer’s rights under Section 4.1.A,
fTermination/Termination for Convenience] -transition-to a new software vendor. Al
_Services provided by Licensor’s transferee during the Transition Period shall be provided-at
1o cost. Customer may assign this Agreement to any Affiliate at any time upon written
notice to Licensor. Any rights granted to Customer under this Agreement to use the-
Software and Documentation shall inure to the benefit of any acquirer of, or successor in
interest to, Customer, whether by merger, consolidation, purchase, operation of law or
otherwise.

o . This language attempts to protect the Customer.in the event that a new entity
- provides services or software in the Licensor’s stead. While the language as written
gives the Customer broad discretion as to whether. the quality of services has
degraded under the new provider a more objective standard should be selected such

as a material increase in the failure to meet the service level standards.
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2. AMENDMENTS MODIFICATIONS OR SUPPLEMENTS

Amendments mod1ﬁcat10ns or supplements to thlS Agreement shall be pemntted
provided all such changes shall be in writing signéd by the authorized representatives of both
parties, and all such changes shall reference this Agreement and identify the specific articles or
sections of this Agreement or the particular order that is amended, modified or supplemented.

24.  INDEPENDENT CONTRACTOR

All work performed by Licensor in connection with the Software and/or Services

~ described in this Agreement shall be performed by Licensor as an independent contractor and not

- as'the agent or employee of Customer. All persons furnished by Licensor shall be for-all purposes
solely Licensor’s employees or agents and shall not be deemed to be employees of Customer for
‘any purpose whatsoever. Licensor shall furnish, empley and have exclusive ¢ontrol of all persons
to be.engaged in performing Services under this Agreement and shall prescribe and contro! the
means-and methods of performing such Services by providing adequate and proper supervision.
Licensor shall be solely responsible for compliance with all rules, laws and regulations relating to
employment of labor, hours of labor, working conditions, payment of wages and payment of taxes,
such as employment, Social Security, and other payroll taxes 1nclud1ng appllcable contributions
from such persons when requn‘ed ’oy law e R R A T S

. R

25 COMPLIANCE WITH LAWS

chensor and Customer eaeh shall comply with the provision of all apphcable federal,
state, county and local laws, ordinances, regulations and codes including, but not limited to,
Licensor’s and Customer's obligations as employers with regard to the health, safety and payment
of'its employees, and identification and procurement of required permits; certificates, approvals
o and mspectlons in Llcensor s and Customer s performanoe of tlns Agreement :

26, SECURITY ACCESS AND SAFETY REQUIREMENTS

, Licensor shall instruct its employees, agents and subcontractors that they'shall comply '
.with Customer's security, access and safety requrrements for the protectron of Customer S facﬂltles_
; -_and employees whlle on Customer s prennses R RS S :

+:27.. . RELEASES VOID -
Neither party shall require waivers or releases of any personal rights from representatives
7of the other in connection with visits to Licensor’s and Customer's respective premises. No such

.releases or waivers shall be pleaded by chensor or Customer ot th1rd persons in any ‘action or
:proeeedmg agamst an employee _ Lt

28. GOVERNING LAW AND VENUE
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28.1 Governing Law and Venue.' The validity, construction, interprefation and
performance of this Agreement shall be governed by and construed in accordance with the
- domestic laws of the State of | | except as to its principals of conflicts of Iaws and the
* ‘patties hereto irrevocably submit to the exclusive jurisdiction and venue of the Federal District
= Court for the District of [ | to resolve any disputes arising hereunder or related hereto

ALTERNATIVE LANGUAGE FOR ALTERNATING CHOICE OF VENUES:

28.1.A Alternating Venue. The validity, construction, mterpretatmn and perform:‘anc'eof
this Agreement shall be governed by and construed in accordance with the domestic laws of the

_State of [ ] except as to its principals of conflicts of laws and the parties hereto
" irrevocably submlt to the exclusive junsdlctxon and venue of the Federal District Court for the
* District of [Licensee’s desired venue] if the Licensor shall bring an activon hereunder or related
~ hereto. If the Licensee ‘shall bring an action heeunder or related hereto, the parties hereto
- irrévocably submit to the exclusive jurisdiction and venue of the Federal District Court for the
- District of [Licensor’s desired venue] to resolve any dlsputes arising hereunder or related hereto.

. 28.2 UCI TA Dtsclatmer Pursuant to Md Code Ann. Section 21- 104, the parties

: 'hereby expressly agree to opt out of application of the Maryland Uniform Computer ' *
- Information Transactions Act (MUCITA), Md. ‘Code Ann. Commercial Law Sections 21-101
. through 21-816, except to the extent that section 21-104(2) of the Act applies. The parties’

- further agree that this Agreement shall be governed by the common law of Maryland relatmg
“ito written agreements and Maryland statutes other than M UCITA whzch may apply =

. Llcensor would like the Agreement to be governed by the laws of the state where it
has the majority of its operations although there is some flexibility as to the
- particular state law. It is also important to have the venue (the location of any trial)
. . be in the same state. Some states such as Texas favor.the Customer while others =
. .such as New York favor the Licensor. To-ensure the choice of law is upheld there
. must be a nexus between that state and the parties. Usually, it is where the "
.+ . Customer site is located or where a majority of the work is performed.
e Make sure you review the law of the state chosen and understand its remifications.
For example, has the state in question adopted UCITA? (see Section 28.2 if you do
- not want the contract to.be governed by UCITA. Make sure you include language
- . opting out of UCITA) and if so ]mve you utdtzed the UCITA reqmred warmnty
.. .disclaimer (see Section 16.1.4.4.) -
e Be certain to use the word “exclusive” to ensure that the relevant venue is the
exclusive venue and the clause is not interpreted to be the “permissive” venue.
- " Licensor wants to avoid arbitration or alternative dispute resolution (ADR) because
- ..arbitrators tend to “split the baby”. In addition, it may be very difficult to get an
. - immediate injunction to halt the misuse of Licensor’s Software. Advantages of
.. arbitration are quicker resolution, lower cost, and lower profile,

ADDITIONAL LANGUAGE RELATED TO DISPUTE RESOLUTION
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29.  NON-BINDING DISPUTE RESOLUTION

291 Manager Level Petformance Rewew The apphcable Llcensor Manager and
' Customer Manager shall meet as often as shall reasonably be required to review the. performance
of the parties under this Agreement and to resolve any disputes. Written minutes of such meetings
shall be kept by Licensor for review and approval by Customer. If these representatives are
unable to resolve a dispute within ten (10) calendar days after the initial request for a meeting,
then the dlspute shall be submitted to an executive-level performance review as desenbed in
. Sectlon 29.2.

292 Executwe-Level Perjformance Revtew Face—to face negotratlons shall be

conductcd by senior executive-officers of Customer and Licensor.If- these representatlves arg |

u nable to resolve the dispute within ten (10) calendar days after the representatives have
~ commenced negotiations, or twenty (20) calendar days have passed.since the initial request for
_ negotlatlons at this level, then the parties may.agree in.writing to submit the dispute to. medlatlon

T 293 Voluntary, Non-Bmdmg Medtatwn. by executlve-leve_l performance review is not
successful in resolving the dispute, the parties may, but shall not be obligated to, mutually agree in
writing to submit the dispute to non-binding mediation. Mediation must: occur within five (5)
business days after the parties agree to submit the dispute to mediation, and the: duration-of the
mediation. shall be limited to.one. (1) business: day. The parties mutually shall -select ‘an
independent medrator experienced in commercial information systems contract disputes, and each
shall designate a representative(s) to meet with the mediator in good faith-in an effort to resolve
the dispute. The specific format for the mediation shall be left to the discretion of the mediator
and the designated party representatives and may include the preparatron of agreed-upon
statements of fact or written statements of posmon furnished to the other party ‘

. 29 4 Contmued Perfarmance Except. where clearly prevented by the area in dispute,
both partles shall continue performing their obligations under this Agreement while the dispute is
being resolved under this Section unless and until the dispute is resolved or until this Agreement
is terminated as. providedlherein. Except for disputes relating to the payment of Licensor invoices
as described in Section. -, the time frame for a party to cure any breach of the terms of this
Agreement shall not be tolled by the pendency of any dlspute resolutron procedures

29 5 Eqmtable Rehef Notwrthstandmg anythmg contamed in this-Agreement to the
confrary; the parties shall be entitled to'seek injunctive or other equitable relief whenever the
facts or circumstances wouId permit a party to seek such equrtable rehef ma court of competent
_]urlSdlCthIl L v SRS

o T he language set forth above in Section 29.5 favors the Customer and should be
-+ limited, - While injunctive relief is commonly accepted, other potential equitable
remedies including specific performance are not. - Thus, the language set forth

above should be reduced in scope to limit equitable relief solely to injunctive relief.
See Section 5.3.4 for a discussion of Specific Performance.

[ALTERNATIVE LANGUAGE WHEN THE PARTIES AGREE TO ARBITRATION]

30. ARBITRATION
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30.1 Binding Nature. Any claim or controversy arising out of or relating to this |
Agreement or the alleged breach hereof must be submitted and settled as set forth in this section.

30.2 Esculation Procedure. If any party to this Agreement alleges that any other party to

~ this' Agreement has breached [or may breach?] any of the terms of this Agreement, then the party

alleging breach: shall inform the other party or parties of their breach in writing pursuant to the -
notice provisions of this Agreement. Upon receipt of such notice, the allegedly nonperformmg

party shall have ten (10) days to cure the alleged breach. If the parties do not agree that effectlve
cure has been accomplished by the end of the ten (10) day period,

dispute within fifteen (15) days of the expiration of the prior ten (1 0) day period. If the parties do
not agree that effective cure has been accomplished by the end of the fifteen (15) day period, then
upon written request of any party Licensor's Chief Operating Officer and Customer’s Chief
Financial Officer shall meet in person and confer in good faith to resolve the dlspute within fifteen

. (15) days of the expiration of the prior fifteen (15) day period. If the parties do not resolve the
~dispute through a meeting of Licensot's Chief Operating Officer and Customer's Chief Financial

Officer, then the parties agree jointly to retain a mediator from a professional mediation
organization (such as the American Arbitration Association, JAMS/Endispute, or the CPR - -

- Institute for Dispute Resolution) and to mediate the dispute within the next thirty (30) days.

30.3 Filing of Claim. If, after the above procedures, the dispute remains unresolved, then

the dispute shall be submitted to the office of the American Arbitration Association located
- closest to [City, State], and shall be seitled by arbitration to occur in [City, State], said arbitration
“to be administered by the American Arbitration Association in accordance with its Comamercial
~Arbitration Rules in effect at the time of the arbitration and the laws of the State of _-

governing such arbitrations. Such arbitration must be filed within twelve (12) months of the first

~accrual of the cause of action and the parties agree that the statute of limitations for any cause of
* “-action brought pursuarit to, in contnection with; or relating to the provision of the Services or any
‘other subject matter of this Agreement shall be twelve (12) months from the first accrual of the

cause of action.

30.4 General Rules. The arbitration shall bé heard and decided no later than seven (7)
months after the notice of arbitration is filed with the American Arbitration Association. The

- arbitrators shall hear and determine-any preliminary issue of law asserted by a party to be

dispositive of any claim, in whole or in part, in the mhanner of a court hearing a motion to dismiss
for failure to state a claim or for summiary judgment, pursuant to such- terms and procedures as the

- arbitrators deem appropriate. No witness or party may be required to waive any privilege

recognized under [State] law. The hearing shall not last longer than four (4) days unless all parties
agree otherwise, with time to be divided equally between Licensor and Customer. In the event of
such arbitration each party shall select an impartial arbitrator and the parties’ impartial a:bItrators

- shall select a chief arbitrator from a llst prov1ded by the Amencan Arb1trat10n
Assoclatlon - : :

' -'30.5 Discovery. For good cause shown, the arbitrators may permit each side to serve no

“more than fifteen (15) documerit requests (including subparts) and ten (10) interrogatories

(including subparts) on the opposing parties. For good cause shown, the arbitrators may permit
each side to subpoena no more than two (2) third party witnesses for testimonial depositions (each
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deposition not o exceed two (2) hours of examination by and not to exceed two (2)
‘hours of examination by )} if the witnesses cannot be compelled to attend the
arbitration, and no more than two (2) current (at the time of the subpoena) employees of each
opposing party for testimonial depositions (each deposition not to exceed two (2) hours of
. examination by and not to exceed two (2) hours of examination by ) if
.the witnesses cannot be compelled to attend the arbitration. Any discovery as set forth above shall
be governed by the Federal Rules of Civil Procedure and the precedents applicable to cases-
brought in the United States District Court for the _. District of [State]. No other.
discovery shall be permitted except by written agreement of all parties. The parties and the
arbitrators shall treat all aspects of the arbitration proceedings, inchuding, without limitation,
discovery, testimony, and other evidence, briefs; and the award, as strictly confidential and not

Sub_] éct to disclosure to any third party or entity, other than to the patties, the arbitrators, and the
- American Arbitration Association. The arbitrators must give full effect to the applicable law and
to all terms of this Agreement, and are specxﬁcally dlvested of any. power to render decisions in
: deroganon thereof or ex aequo et bono. - : a C

_ 30 6 Decision. The arbltrators shall issue written ﬁndmgs of fact and conclusmns of law
the decisions of the arbitrators will be ‘binding and conclusive upon all parties involved, and =
judgment upon any decision of the arbitrators may be entered in the hlghest court of any forum,
federal or state, having jurisdiction thereof. S : : :

'3].  WAIVER OF BREACH

‘ . No waiver of bréach or failure to exercise any option, right or privilege under the terms of
this Agreement or any order on any occasion or occasions shall be construed to: be a waiver of the
same or any other optlon, nght or pnvﬂege on any other occasion. R TR R

. This prav:szan states that if Ltcensor fatls to en force any of its rtghts now, L:censor
is not prohibited from enforcing such vights at a later date. : : :

32. FORCE MAJEURE

Neither party shall be responsible for any delay or failure in performance of any part of this
Agreement to the extent that such delay or failure is caused by fire, flood, explosion, war, ~ . -
-embargo, government requirement, civil or military authority, act of God, act or omission of
carriers or other similar causes beyond its control. If any such an event of force majeure occurs
.and such event continues for ninety (90) days or more, the party delayed or unable to perform: -
shall give immediate notice to the other party, and the party affected by the other's delay or
inability to perform may elect at its sole discretion fo: (a)terminate this: Agreement upon mutual
agreement of the parties; (b) suspend such order for the duration of the condition and:obtain or sell
elsewhere Software or Services comparable to the Software or Services to have been obtained
under this Agreement; or (c) resume performance of such order once the condition ceases with the
option of the affected party to extend the period of this Agreement up to the length of time the
condition endured. Unless written notice is given within thn'ty (30) days after the affected party is
notified of the condition, option (c) shall be deemed selected. - L . SR
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e The Lr.censee should ensm'e that the lzst of force maJeure events tS narrowly
~ level agreements or other obligdttans Usually, the agreed upon events only pertain
" to the entity’s day to day operations. If possible, the parties should agree upon a
* “specific list that will excuse non-performance.” The Licensee should specifically
exclude the hcensar s subcontractor’s non-performance. Given the nature of the
contract, it may be appropriate to have different force majeure clauses for different
events.

o All force majeure clauses must be carefully réviéwed to ensure that the Customer

' be put on hold until the force majeure dtssqmtes

_'33; | SEVERABIUTY -

--If any of the provisions of thls Agreement shall be mvahd or unenforceable under the laws
of the jurisdiction where enforcement is sought whether on the basis of a court decision or of
arbitral award applicable to the entire Agreement, such invalidity or unenforceability shall not
invalidate or render unenforceable the entire Agreement but rather the entire Agreement shall be

construed as if not containing the particular invalid or unenforceable provision orprovisions and

the rights and obligations of Licensor and Customer shall be construed and enforced accordingly.

34. NOTICES

All notices, demands, or other communications herein provided to be given or that may be
given by any party to the other shall be deemed to have been duly given when made in-writing and
‘delivered in person, or upon receipt, if deposited in the Umted States maﬂ postage prepald
certified mail, return receipt requested as follows S E : !

Notices to Licensor: Notices to Customer:

- With a required copy to: Fo

' Attn General Counsel

k “or to such address as’ the partles may prov1de to each other in wntmg ﬁ‘om t1me to t1me
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_+® All notices should be effective upon receipt not mailing because the notice may get
o lost in the. matl or delayed patentmlly allowmg the one party to termmate the
e __:Agreement thhout the other party ever knowmg it was in breach.
s _Always include the business person and the legal department in the notices to avoid
- f.any notice “fallmg tkrough he cracks”, By equiring a second copy be delivered to
. the General Counsel, Ltcensor limits the risk that a notice could be mlsplaced or
T lost. : : :

- 35.. .. DISASTER RECOVERY [IF APPLICABLE]

- recovery services set forth in Appendix 35.

e The Customer should make certain that the Llcensor provules reasonable
assurances as to the Licensor’s disaster recovery plans. These plans should be set
forth in detail in an exhibit. If the Licensor is unwilling to do so, the Llcensee
should retain another vendor S : :

36, BACKGROUND ENUMERATIONS AND HEAD]NGS

The “Background ” enumeratlon 8 and headmgs eontalned in thls Agreement are for
convenience of reference only and are not intended to have any substantlve s1gm ﬁcance in

- 1nterpretmg this Agreement.

37 INCORPORATION OF APPENDICES AND. EX}HBITS

| Appendrces [llst] referred to in thrs Agreement and attached hereto are mtegral parts of
| th1s Agreement and are incorporated herein by this reference.

38. INSURANCE

Licensor shall maintain in effect at all times during the term of this Agreement insurance
with a carrier with an A.M. Best rating of A XII or better. Such insurance shail include, without
limitation, worker's compensation in statutory amounts, and products/completed operations
liability, errors and omissions, business interruption, comprehensive . general liability and
automobile insurance in amounts not less than $10 million per occurrence and $25 million annual
- aggregate for all claims against all losses, claims, demands, proceedings, damages, costs, charges
and expenses for injuries or damage to any person or property arising out of or in connection with
Licensor's performance or non-performance under this Agreement and shall designate Customer

and its Affiliates as "additional insurers” on such insurance policies. Licensor shall, on or before -

the Effective Date and thereafter upon Customer’s reasonable request, provide Customer with
certified copies of all applicable endorsements and certificates of insurance, both evidencing such
coverage, which shall. also state-that Customer shall be provided a minimum of thirty (30)
“ calendar days prior written notice of any proposed cancellation, or expiration without renewal, and

five (3) business days prior written notice of any proposed change in carriers or material terms of
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coverage. Upon Customer's request, Licensor shall also provide Customer with certified copies of
the involved insurance policy or policies within fifteen (15) calendar days of such request.
Licensor shall obtain or otherwise arrange for appropriate levels of insurance coverage for all
subcontractors. Licensor shall maintain, in its files, evidence of all subcontractors' insurance
coverage and shall provide proof of such coverage to Customer upon Customer’s request. In the
event coverage is denied or reimbursement of a properly presented claim is disputed by the carrier
for insurance provided as described above, upon written request, Licensor shall provide Customer
with a certified copy of the involved insurance policy or policies within ten (10) business days of
receipt of such request. Customer may withhold an amount equal to fifty percent (50%) of all
monies due and to become due to Licensor under this Agreement should Licensor not
comply with any terms of this Section. The terms of this Section shall not be deemed to limit

~the liability of Licensor hereunder, or to limit any nghts Customer - may have mcludmg, without
,hmltatlon nghts of mdemmty or contribution. ‘ ¥ . _

e  Most Custom ers require Licensor to pmwde a certy“ icate of insurance evzdencmg Licensor
has the required insurance from an acceptable company. Language should also be included
that Licensor has the right to self-insui*e’. Do not waive Licensor’s/Licensor’s insurer’s
right of subrogation (the right of Licensor or its insurer to sue any co-tortfeasor for their

.. pro-rata portion of any damages award) as the waiver of this right may raise Licensor’s

- insurance rates. This paragraph should be mutual if the Licensor.is working on the

. .Customer’s property as the Licensor’s employees may be injured by the Customer’s *

. employees, agents or contractors. The Licensor should never accept language that allows
" the Customer to purchase insurance for the Licensor or allow the Customer to off.s'et money
- due Licensor for the Licensor’s failure to obtain msurance i e e L

| 3._9.  THIRD PARTY SOFTWARE -

R Customer shall have sole responsnblllty to obtam and pay for any thlrd party
_ software necessary or desirable to operate the Software or ABC System

R Ltcensor w:ll not pmvtde any ﬂurd par{v safrware unless the cost of thtrd parz[v
software was mcluded in Licensor’s prtcmg - :

40, THIRD PARTY BENEFICIARIES .

.. This Agreement is entered into. solely for the benefit of Licensor and Customer. No third -

_‘party shall have the right to make any clalm or assert any right under if, and no third party shall be

. deemed a beneficiary of this Agreement. The foregoing notwithstanding, the Parties acknowledge
‘and agree that [list exception] is the intended third-party beneficiary of this Agreement and, as-
such, [list exception] is entitled, subject to the terms and conditions of this Agreement, to all
remedies entitled to third-party beneficiaries under law.

o A licensor must be careful to disclaim any third party béneﬁcidries fo avoid a third

party claiming the benefit of a warranty granted under the license. This is especially
important when the software will process information or tasks for a third party. -
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AND/OR o

The parties acknowledge that the Software may include software licensed by Licensor
~from Licensor’s licensots. Licensor’s licensors may be direct and intended third party '

" beneficiaries of this Agreement and may be entitled to enforce it directly against Customer to the
- extent (a) this Agreement relates to the licensing of Licensor’s licensors' soﬁwa:re products and
(b) Llcensor fails to enforce the terms of tlns Agreement on thelr behalf :

'41.' NO CONSTRUCTION AGAINST DRAFTER

The partles agree that any pnnmple of construction or rule of law that prowdes that an
-agreement shall be construed against the drafter of the agreement in the event of any inconsistency
or ambiguity in such agreement shall not apply to the terms and conditions of this Agreement.

| 42.7 ~ BONDS

Llcensor shall prov1de Customer with the bonds set forth in this Sectlon The bondmg
companies providing such bonds must be acceptable to Customer; in its sole discretion, and be
authorized to do business in the State of . Inthe event the bonding company providing
such bonding does not have:an A.M. Best rating of 'A or better, Customer may require Licensor to

- obtain bonds required under this Section 42 from another bondlng company The premlum for all
bonds required below shall be paid solely by Licensor.

42.1 Performance and Payment Bonds. Licensor shall obtain, or cause to be obtained,
a performance bond (a "Performance Bond") and a payment bond (a "Payment Bond"). The
Performance Bond shall continue through the term of the Agreement and the Payment Bond shall
continue until the earlier to occur of the following: (a) when Licensor has obtained all applicable
releases from all subcontractors (and provided copies of such releases to Customer); or (b) when
Licensor has satisfied in full any and all obligations and. amounts due and owing to all
subcontractors for work performed pursuant to this Agreement and provided Customer with
satisfactory evidence of such payment. Licensor shall secure a Payment Bond and Performance
Bond, each in an amount equivalent to the value of the Agreement. Licensor shall deliver such
Performance Bond and Payment Bond to Customer on or prior to the Effective Date hereof and
such Performance Bond and Payment Bond shall be attached as Appendix 42. S

| 42.2 - Requirements. Unless otherwise agreed to by the parties, the Performance Bond
and Payment Bond shall: (a) name Customer as obligee; (b) be in a form and be issued by:a
licensed surety satlsfactory to- Customer, its sole discretion, and not subJect to medlatlon or
a.rbltratlon and (c) be in the amounts descnbed in Sectmn 42, 1 above '

43, COUNTERPARTS

Th1$ Agreement may be executed in one (1) or more dupllcate ongmals all of which
together shall be deemed one and the same instrument. - :
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44.  TIME IS OF THE ESSENCE

~ The Parties hereto acknowledge that the performance by Licensor and Customer of their
‘obli gatlons hereunder is to be done on a "time is of the essence” basis. This expression is
understood to mean that Licensor and Customer are to deliver their respective Deliverables no
later than the Delivery Dates therefor and that any delay in connection therewith will cause the
other Party damage it is for this reason that the Parties have agreed, pursuant to Sectlon 3. (ol
hereof, that Ilquldated damages w111 be 1mposed if delays are expenenced

o This clauseprovides that Licensor will deliver the Software on time. If Licensor is

even one minute late, the delay is considered material allowing the Customer to
. terminate the Agreement and collect damages from Licensor. Consequently, the
Licensor should think carefully before including this language. Licensor should .
| clearly state that any times lines are good faith estimates and contingent on. licensee
'_ttmely meeting all of its abhgatzons At a minimum, the language should be made '
mutual,

45. EXPORT

. Llcensor a.nd Customer each shall comply with the prov131on of all apphcable federal
State, county and local laws, ordinances, regulations and codes including, but not limited to,
Licensor's and Customer's obhgatlons as employers thh regard to the health, safety and payment
-of its employees, and 1de1111ﬁcat10n and procurement of required permits, certificates, approvals
and mspecuons in L1censor s and Customer's performance. of thls Agreement.

‘ Customer and Llcensor aeknowledge that the Soﬁware and all related techmcal

v 1nformatlon documents and materials are subject to export controis under the U.S. Export

, Admnnstratlon Regulation. Customer and Licensor will (i) comply strictly with all legal
requirements established under these eontrols, (11) cooperate fully with the other party in any
‘official or unofficial audit or inspection that relates to these controls and (iti) not export, re-export,-
divert, transfer or disclose, directly or indirectly, any Software or related technical information,
document or material or direct products thereof to any country so restricted by the U..S. Export
Administration Regulations, as modified from time to time, or to any national or resident thereof,
unless Customer has obtained the prior written authorization of Licensor and the U.S. Commerce
Department and any relevant local governmental authority. Furthermore, Customer recognizes . .
and agrees that concurrently with the execution of this Agreement it shall provide Licensor with a .
Letter of Assurance, substantially in the form of Exhibit 45 attached hereto. Customer agrees

: Licensor shall have ne liability for the failure to obtam a United States export hcense to export the
Software to :

o Both parties should insure that their license agreement provides the necessary
protections under the U.S. export laws. The U.S. Commerce Depariment has taken
an aggressive position to insure compliance. The Jailure to include the appropriate

" language, especially an agreement with a forezgn entn:v, may expose the Ltcensor ta

o 'Stgmj‘cant liability.
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46.  PUBLICITY

Both parties hereby agree to make best endeavors to issue a rnutually agreed press release
or similar publicity statement within six (6) weeks of the date of this Agreement. Thereafter,
neither party shall issue a press release or other similar publicity of any nature regarding this
Agreement without the other party's prior written approval, Whlch shall not be unreasonably .
withheld. Notwithstanding the foregorng, each party hereby agrees the other party may use 1ts
name, URL and logo on its website and in its customer and partner lists for corporate and
financial presentations.

- Neither party shall issue or release any statement article, advertlsmg or .other publicity
matenal relating to this' Agreement or any Software, Semces or Delrverables to be provided under
this Agreement, and neither party shall use the name or any trademark or logo of the other party
without the prior written consent of the other party.

47. . WAIVER OF RIGHT TO JURY TRIAL

- THE PARTIES HEREBY UNCONDITIONALLY WAIVE THEIR RESPECTIVE
RIGHTS TO A JURY TRIAL QF ANY CLAIM OR CAUSE OF ACTION ARISING -
DIRECTLY OR INDIRECTLY OUT OF, RELATED TO, OR IN ANY WAY CONNECTED
WITH THE PERFORMANCE OR BREACH OF THIS AGREEMENT, AND/OR THE '
RELATIONSHIP THAT IS BEING ESTABLISHED AMONG THEM. The ! scope of this' waiver
is intended to be all encompassing of any and all disputes that may be filed in any court or other
tribunal (1nc1udmg, without limitation, coniract claims, tort claims, breach of duty claims, and all
other common law and statutory claims). THIS WAIVER IS IRREVOCABLE, MEANIN G
- THAT IT MAY NOT BE MODIFIED EITHER ORALLY OR'IN WRITING, AND THE
- WAIVER SHALL APPLY TO ANY SUBSEQUENT AMENDMENTS, RENEWALS,

SUPPLEMENTS OR MODIFICATIONS - TO THIS AGREEMENT, AND RELAT ED .
-~ DOCUMENTS, OR TO ANY OTHER DOCUMENTS OR AGREEMENTS RELAT]NG TO
THIS TRANSACTION OR ANY RELATED TRANSACTION. In the event of htrgatlon, thls
Agreement may be ﬁled asa wntten consent toa trrai by the court

,_48*“" 'COUNTERPARTS
~"This Agreement and any Appendix Tersto, may be executed s1mu1tanecusly n two (2) or

"“more counterparts, each of which will be considered an cnglnal but all of which together wrll
constitute one and the same 1nstrument : :

49_-, “F_Acs_z'M_lm_E'.e_aE_c_tn_I_Qn

The parties agree that transnussron to the other party of tlns Agreement with its facsimile
signatures shall suffice to bind the party transmitting same to this Agreement in the same manner
as if an original signature had been delivered. Without limitation of the foregoing, each party who
transmits this Agreement with its facsimile signature covenants to deliver the original thereof to
the other party as soon as possible thereafter.
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50.  ENTIRE AGREEMENT

This Agreement, the appendices, and subordinate documents referenced in this Agreement
constitute the entire agreement between the parties with respect to the subject matter contained
- herein, superseding all previous agreements pertaining to such subject matter, and may be
modified only by an amendment executed in writing by the authorized officers of both parties -
hereto. All prior agreements, representations, warranties, statements, negotiations, understandings
and undertakings are superseded hereby and Customer hereby represents and acknowledges
that in entering into this Agreement it did not rely on any representations or warranties

other than those explmtly set forth in Section 16 of this Agreement. Both parties hereto
represent that they have read this Agreement, understand it, agree to be bound by all terms and
* conditions stated herein, and acknowledge receipt of a signed, true and exact £opy of this

: Agreement

. Tlus statement prevents the Customer from trying to hold Licensor to any statements
by Licensor’s salespeople or those contained in Licensor’s RFP response that are
not specifically included in the Agreement.

""" The acknawledgment that C ustomer did not rely on any representations or
U warranties other than thosé set Jorth in Section 16, attempts to avoid any ltabthty for
_ tort claims as well as contract claims.
. o " Avoid incorporating by reference the Customer’s RFP or the Licensor’s RFP
" response as this may create an internal conflict with the terms of the Agreement
including the functional specifications. '

‘51, CONTINGENT AGREEMENT

_ The parties agree and acknowledge that this Agreement has been s1gned by an officer of
Customer subject to the approval of the Board of Directors of Customer (the “Board”). The
parties agree that neither party will be bound by the terms of this Agreement until the Board
approves this Agreement and that upon such approval, this Agreement will be bmdlng against
~ both parties. Customer agrees to glve Llcensor prompt wrltten notlce of the. Board’s approval or

- rejection of this Agreement

o This language may be used when one party requlres Board consent or the consent 0f
third party prior to their entering into the agreement, Whtle such language may be
‘ acceptable, the other party must be careful to impose a strtct time limit for receiving
~ such approval to ensure that such consent or rejection is qmckly recewed and does

- not mtei;fere wu‘h the ather part:v s busmess -

IN WITNESS WHEREQF, the partles have executed this Agreement under seal as of the
“day and year first written above.

o An actual corporate “seal” is not necessary; as the word (seal) is legally valid
because many corporations no longer have actual “seals”. The use of a “seal” may

 ©Copyright 1996 — 2003 H. Ward Classen. ‘All Rights Reserved. 71




have a beneficial impact. For example in Maryland, the use of a “seal” extends the
statute of limitations from the three to twelve years.

ATTEST: N .‘ | ?USTQMER |
_ By . _ (Seal)

... 'The performance of Licensor’s\Customer’s
- obligations under this Agreement, including
_ the Statements.of Work, is hereby
guaranteed by L

AN GF oM A MAKING
GUARANTY

By:

. Always sign the agreement m Non-black mk so that the orzgmal is clearly
“- identifiable. : :
‘o Tobe legally binding, persons stgmng forthe Customer tmd chensor must be
authovized and have “signing authority”.
. Always use “By” and your title to Itmu‘ personal lmb:ltty by mdtcatmg you are
 signing in your corporate capac;ty L
*  “Attest” is used for a corporate lzcensee, “thess » for an mdmdual hcensee.
See the Agreement’s preamble for issues as to. when a corporate guarantee may be
appropriate. 4
o Check the date of the form to make sure the draﬁ you begm w:th is the rzgmal ?
Jorm and not a negotiated contract.
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The Appendixs are very important as they may contain the crucial details of the Agreement,
i.e., payment, deliverables, acceptance test procedures etc. The deliverables should be very
detailed and not high level requirements documents.

DO NOT UNDER ANY CIRCUMSTANCES FAIL TO READ OR UNDERSTAND THE
SCHEDULES.

' [5.20.03]
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