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LICENSE OPERATION AND ADAINISTRATION -

I. ITEK LICENSING ORGANIZATION

WHO 1S RESPONSIBLE
[1. ACTIONS AFTER EXECUTION OF LICENSE
A. FORMALITIES
1. DISTRIBUTE ABSTRACT
2. DISTRIBUTE COPIES (ORIGINAL TO CORPORATE SECRETARY)
3, PREPARE INFORMATION AND DATES FOR QUARTERLY LICENSING REPORT
Iy, HOTIFY ACCOUNTING AS TO WHO GETS CREDIT FOR ROYALTY INCOME
B. OTHER - OBLIGATIONS
1. TilFORVATION TO OR FROM OTHER PARTY
A. DRAWINGS
B. TECHNICAL INFORMATION
C. TECHNICAL PEOPLE
D. COWTACTS WITH OTHER PARTY
E

NOTIFY RE CHANGES RE U.S. GOVERWMENT LIST OF PROSCRIBED
COUNTRIES “ EXPORT COMTROL “

# 2. TRADEMARK LICEWSE
A, QUALITY CONTROL
[I1. ROYALTY - THROUGH PATENTS AND LICENSING DEPARTMENT

A, BOTH AS LICE!SOR AND AS LICENSEE - FORM - AVOIDS REVIEWING LICENSE
- EACH ROYALTY PERIOD - TOTAL PAYMEWTS - MIAIMUMS - SALES - ETC.

B, IF ITEK IS LICENSEE, SET UP ROYALTY SYSTEM
. ACTIONS TO PAY ROYALTY '
D, ACTIONS UPON RECEIPT OF ROYALTY
1. CHECK RE AMOUNTS, MINIMUMS, ITEMS WITHIN LICEASE

2, SENT TO ACCOUNTING - CC. DIVISION
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IV, CONTINUING COHTACTS WITH OTHER PARTY

A, COMMUNICATION - FOLLOW-UP PERIODICALLY - BOTH LICENSEE AWD
LICENSOR

HELP WITH PROBLEMS
REFILING OF PATENT APPLICATIONS
CONTIHUING DISCLOSURE OF TECHNICAL INFORMATION
CONTINUING DISCLOSURE OF IWVENTIONS
BELL LABS AGREEMENT
CHECK PU3S
CHECK PATENTS
ASSISTANCE Iil PATENT PROSECUTIOWN
ASSISTANCE IN PATENT SUITS U.S. INFRIWGERS
GRAHTBACK OF IMPROVEMENTS OR LICEWSES THEREUNDER
. LICENSEE- SEMINARS - BELL LABS - CELANESE
V. REVISION OF LICENSE
A. BROADEN FIELD
3. ROYALTY CHAWGE IN SOME INSTANCES
1. IF PATENT DOESN'T ISSUE
2, IF A PATENT EXPIRES
35, COMPETITION ENTERS
C. CHANGES IN LAW OR GOVERNMENT ATTITUDES
1. LICENSEE ESTOPPEL TO CHALLEWGE VALIDITY
2. FIELD LICENSES - ETC.
D. ASSIGNMENT
1. MERGER
2, SELL BUSINESS
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VI. CONTINUING EVALUATION OF LICEWSE
A. DO NEW PRODUCTS FALL WITHIN LICENSE?
B. SHOULD MINIMUM PAYMENTS STILL BE PAID TO MAINTAIN EXCLUSIVITY
OR EVEN LICENSE ITSELF

C. DO WE STILL NEED LICENSE?

VIT. TERMINATIOH

VIII., EXPIRATION
A. AGREEMENT
B. ROYALTIES
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ADMINISTERING THE LICENSE AGREEMENT
by
Homer 0. Blair
Vice President, Patents and Licensing
Itek Corporation

Lexington, Massachusetts

Who is Responsible: Once the license has been executed, a
number of steps must be taken and someone must be assigned
this responsibility. If either the licensor or licensee,
employs people dealing with the licensing activity, these
employees should be responsible for administration of the
license, - Licenéing operations might be located in any of
several different parts of companies including the patent
department, a new fechno?ogy department, fhe research areg

or, if international activities are involved, the interna-

tional organization.

L If the company has no lTicensing activity as such but
does have a patent department, this may be the place for the
Ticensing administration activity--but only if specific
administrative responsibilities are clearly identified. If
the company is too small to support inside licensing or
patent people but does use outside patent counsel, that

counsel ‘should assist in setting up and monitoring the
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administration activity. A1l too often the executed license

is 1eft.in a file with payments or receipts handled by accounting
people who know nothing of the'license, what it covers and,
particular]y'after a few years of normal turnover, whether pay-
ments should be made.

A licensor frequently finds that he must remind licensees
that royalties are due or point out to them what is covered by
the license--not because they object to or deliberately omit
payment, but because they do not have a license administration
group and -the people involved know nothing of how licenses
should be administered.

Three p011cies used by Itek Corporation are included at
the end of this chapter. Although they may be regarded as
typical of corporate policies in this area, some aspects may

not be suitable for the manner in which other companies operate.

Appendix A is an Itek Corporate Policy relating to the
licensing or selling of Itek patents and technical know-how
which points out, among other things, that the Director of
Cérporate Patepfs and chepsing is, responsible for the license
administrationl

Appendix.B‘relatés to handling license and royalty income

“and sets forth the responsibilities of the Corporate Patents
and Licensing Department and certain accounting and auditing
functions. |

Appendix C relates to internal licensing between the dif-

ferent ltek divisions but the administration policies set forth
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therein are simijar to those where third parties are involved

in a license agreement with Itek.

Actions After Execution of the License: As S00n as the license

has been executed, an abstract of the agreement should be pre-
pared. This abstract should include pertinent information

such as the type of license (exclusive, non-exclusive, etc.),
the field covered, the royalties involved, if any, specific
obligations of the party involved, and, in general, items of
which the people receiving the abstract should be aware.

These abstracts should be distributed to appropriate
Corporate personnel including corporate accounting, division
accounting if divisions are involved, management personnel
who will have responsibilities in the area of the license,
and others who have a "need to know". With the abstracts
copies of the eﬁtire agreement are sent to certain selected
people with the original going to the Corporate Secretary for
retention in the corporate files and with copies of the entire
agreement (jndipating that it is the executed agreement and not
one of the many drafts usually preparéq during negotiations)
being distrjbgted, at least to corporate accounting and
appropriate divisional accounting personnel.

You will note that Appendix C, page 5, sets forth the
form for a quarterly royalty report which includes information

on each license as well as dates by which some action must be

v
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taken such as payment of royalties, receipt of royalties,

etc. .-Information and dates for this quarterly royalty report
should be prepared at the same time as the abstract. Also, the
appropriate financial people should be notified as to which
part of the company the royalty should be credited or debited
as the case may be.

At Itek, royalties are credited to the part of the company
from which the technology came. It is felt that this encourages
divisions to license their technology, if appropriate, and
encourages cooperation with the licensees in an effort to make
the license §ugcessful.

Often a license agreement involves exchange of know-how
or other information from one party to the other. It may
include drawings and written technical information as well as
the use of technical people of the other party for certain
‘periods of time, etc. This information must be gathered and
sent to the other party and arrangements must be made for
‘whatever assistance is required. Responsibility for doing
this must be clearly set forth.

A1l contact with the other part}lshou]d be channeled
through the lTicensing activity so that continped technical
exchange may be maintained as called for by the agreement and
that assistan;e of the liensor may be used as appropriate to
encourage the‘licenseerand to make the operation as.sucéessful

as possible. It may be that often the Ticensing people will be
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involved with establishing the initial contact with later
contact being between the appropriate technical people them-
selves. However, the licensing people should be kept informed
of the nature and extent of this contact and should make it
their business to see that the agreements are being Tived up
to and everything reasonable is being done to ensure the
success of the license.

If the license involves trademarks, the agreement mﬁst
include provision for quality control of the product being
licensed and a specific procedure must be set up to implement
this quality control. Such control is necessary in the United
States and a number of other countries in order to prevent
loss of the trademark.

For example, Section 5 of the Lanham Act (15 U. S. C. 1055)
points out that;where a registered trademark is used legitimately
by related companies.this use shall inure to the benefit of
the registrant and such use shall not affect the validity of
the mark or its registration provided the mark is not used in
a manner as to deceive the public. _

Section 45 of the Lanham Act (15 U. S. C. 1127) defines
related companies as any person who legitimately controls or
is controlled by the registrant with respect tb the nature or
quality of the goods or services in connection with which the
trademark {s used. This definition clearly includes licensees.

Thus, if the nature and quality of the goods of services
is not actually controlled, the use may affect the validity of

the mark and in certain instances the mark can actually be lost.
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Quality control must be maintained and products using the
trademark must be inspected on a regular basis and must conform
to certain quality specifications. This can be done by sub-
mission of samples of the licensee to the licensor for inspection,
periodic visits including inspection, etc. Thus, procedures
must be Qstab]ished to do this and records should be kept
clearly indicating that inspections were made and that quality

specifications were enforced.

Royalty Payments: A1l royalties should be paid or received

through one conduit, preferably the license administration
people. This is necessary to ensure that correct amounts are
being paid or féceived. For each license a form of payment
should be established so that accurate control may be main-
tained. :

| For example, in.one of our agreements at ltek we pay
certain royalties which are based on a percentage of sales
but which are to be paid to a certain maximum total which is
specified in the license agreement. A form has been designed
to reflect this (Appendix D). The use af this form clearly
establishes the royalty amounts and the period invo]ved as
well as the total royalty previously paid. Thus, we will be
sure to know when the maximum has been reached and will not
make unnecessary payments. Also, knowing the maximum called
for by the license agreement, we can estimate the length of

time during which royalties must be paid and can take this
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into account for financial purposes. We use the comment
section. of this form to inform the licensor of activity,
such as stepping up sales campaigns, new products introduced
under the license, etc., which would be helpful to and of
interest to the licensor.

| Similar forms can berdesigned when an annual minimum
roya]tyﬁis involved, if the royalty involves different pay-
ments at different quantity levels in different fields, etc.

Often, particularly with small companies, a check arrives
at the company not addressed to anyone in particular with no
reference to tﬁe agreement, the amount of sales, royalties
involved, etc. Therefore, we usually prepare a royalty trans-
mittal form even when we are the licensor and often include
it as an attachment to the agreement itself,

In determining the amounts that should be paid, the
division people should be thoroughly familiar with what the
lTicense covers and on which sales royalties must'be paid. Again,
the use of a form, such as Appendix E, from the appropriate
division to the licensfng people is ver}‘useful. Often the
controller of the division is the person responsible for keeping
track of the sales involved and he must be educated in some
detail as to what is included in the license. The way he
determines the royalties must be checked regularly to ensure

accurate compilation and allocation of royalties.
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While it may sound obvious that the licensee's people
should know what is covered by the license, there have been
many occas{ons in which a licensee had paid substantial royalties
which were not required by the license because of lack of know-
ledge of the people involved in making payments on an agreement
which had been negotiated some years before. For example, a
friend of mind took a new job at a company which had not previously
. had internal patent or licensing people, and after reviewing'the
company's license agreements, found that they had been paying
many thousands of dollars under license agreements which did
not require the payments of these amounts. In some instances
royalties had been paid under patent applications which had been
abandoned and thus had not matured into patents. Royalties had
also been paid under a trademark license when the trademarks
were not being used on the goods involved. Other items which
must be checked include whether the patents involved cover the
products which may have changed through the years, whether the
patents have expired and neither party realizes it, or whether
royaifies are to be paid only for a certain period of time and
whether this time has expired.

If the Ticense agreement is properly administered, including
regular review of the payment of royalties, unnecéssary payments
of the type ﬁentioned above can be eliminated.

When payments are received by the licensor, they should be
checked for the correct amounts (minimums, maximums, etc.) within

the license agreement, The payments are then sent to the appropriate
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accounting operation with copies to others, such as divisioh
controllers, who should be notified of receipt of the royalty.
It is often the case, particularly with small companies
or individual inventors, that the parties involved with the
license itself are not aware of what the license covers speci-
fically because of a lapse of time, change of jobs, or the
complexity of patents and licenses in general. To prevent this
the attorney involved in drafting and negotiating the agreement
should assist in setting up the administration of the license

agreement.

Continuing QOntacts with the Other Party: In a naked patent
license under dﬁe specific patent in which the licensee needs

no help or assistance from the licensor, it may be that no

further contact exéépt for royalty payments is necessary. How-
ever, it is usually desirable and often necessary to have periodic
and regular communication'with the other party. 0ften the licensee
may have problems with the technology licensed and if the licensor
is not readily.available for help and assjstance, even of the
"brain picking" variety, the licensee may become discouraged

and not be able to make full use of the technology. This, of

“course, is to the detriment of both the licensee and the licensor.

It is often useful to have technical people from the licensor
visit the licensee on a regular basis to see whether they can be

of any assistance. It is possible that the licensor's experience
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might be useful in solving problems which have come up in the :
licensee's operation or the licensor's comments would be helpful
if the licensee desires to design and improve models of the
licensed product.

This continuing regular contact has proved to be very
valuable 'on a number of occasions. For example, if a licensee
has operated successfully under a license, he méy be eager to
accept another license from the licensor because he had had '
excellent experience with the first license.

Often the agreement calls for a continuing disclosure of
technical information from the licensor to the licensee and
it often includes a flow of information from the licensee to
the licensor. Each party may receive rights under improvement
inventions and it may be necessary for the licensor or licensee
to file additional patent applications. Also, the licensee

may have operating data which can be helpful in assisting the

licensor to obtain a patent, Regular contact will uncover this
information. |
It is not unusual for licensors to have meetings or

seminars involving their Ticensees 1o further disseminate

technical information. For example, Bell Telephone Laboratories
- has technical seminars to which licensees are inﬁfted if the

technology involved is related to their license. This is a

means of information flow from Bell to their licensees and, of

course, it encourages the licensees to continue the relationship

o T ——

with Bell or to take licenses in additional fields.

&
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In another example Celanese Corporation has license
agreements with a number of foreign companies on a certain
productlwhich includes provisions for the granting of non-
exclusive licenses on improvements to Celanese and to the
Celanese licensees who were willing to grant licenses to the
first licensee on their improvement inventions. Celanese
sponsors regular technical meetings at either Celanese faci-
Tities or at licensee facilities to assist in the flow of
technical information.

Agreements such as those which Bell Labs has with a number
of other companies include rights under all the Bel} patents
in certain fields. Thus, it is worthwhile for Bell licensees
to review Bell -publications such as the Bell System Technical
Journal and the Bell Telephone Laboratories Record for available
technical information as well as issued Bell patents in the
fields of interest. The patents and technical information of
interest can be made available to the appropriate people of
the licensee,

It is not unusual in licenses with foreign licensees to
include clauses whereby the licensee is fbrbidden to export
products to certain countries which are on the U.'S. Government
list of proscribed nations under the Export Contfol Regulations,
Because this list is modified periodically to reflect changes
in international politics, the license agreement may very wel)
call for the licensor to be responsible for notifying the
licensee of changes in the list of countries. This must be done

regularly so that the licensee is informed at an early date.
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The necessity for no;ifying the licensee of these changes
can be appreciated if one reviews the countries which may appear
on the list of proscribed countries. For example, Southern
Rhodesia is on the list and the general U. S. Government policy
is to deny applications to export or re-export commodities or
technical data to Southern Rhodesia unless the cqmmodities or
techpica] data are intended strictly for:

(a) medical purposes;

(b) wuse in schools and other educational institutions;

(¢) the essential needs of recognized charitable iﬁsti-

tutions; or

(d) food ;tuffs required in special humanitarian circum-

l stances.

It is also thglgeneral U. S. Government policy to deny
applications to export or re-export commodities or technical
data to the Republic of South Africa where there is a likeli-
hood of military end-use. Countries like Czechoslovakia and
Poland are treated in a different manner from Yugoslavia and

Cuba is treated still differently.

License Revision: Each party to a license should regularly

review the license agreement with respect to the actual operatioh
of the license to see whether the agreement should be revised in
a number of possible ways. Often it may be desirable to re-

define the field of the license in order to broaden it to cover
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new products, re-designs of old products, etc. Certainly, if
one of the patents involved in the license is held invalid, the

license needs to be re-examined.

It may be that a royalty change is called for. For example,
if a patent does not issue on one or more patent applications which
was the basis of the license agreement, the royalty should be
changed;' If a patent is held invalid or if certain claims were
lost in an interference, the royalty rate should be adjusted.

Often a license agreement may include clauses relating to
change in reyaley rate if competition enters. For example, a
clause tnat‘és.used oceasionally cé]is for a reduction in the
royalty rate if certain specific conpetitors sell-products in
the 11censed f1e1d in excess of a certa1n percent of the sales
of the 11censee in that f1e]d If the license agreement does
not 1nc1ude such a c]ause and there are compet1t1ve pressures,
it may very well be reasonable Lo re-negotiate the royalty rate

(A

to take this into account and this shou]d be kept in mind.

LK}

Changes 1n the 1aw or in Government attitudes may warrant

review of the license. For example. because of the recent

Lear v, Atk1ns case (395 U. S. 653, 162 u. S. P. Q. 1) and

because of the attltude of the Department of Just1ce, some com-

_panies have rev1sed the1r license agreements by voluntarily

deleting c]auses in wh1ch the 11censee was estopped to deny

the va11d1ty of the patents licensed. Some licensors feel it
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is better to eliminate such a clause rather than risk the
possibility of the-entire lTicense agreement being challenged
for that reason.

- The attitude of the Department of Justice in the area of
field-of-use licenses may, if the license has such a restriction
included "in it, be the basis for revision of the agreement in
this respect. As license agreements may last for a number of
.years, ections which were perfectly proper in accordance with
the law and Government attitudes at the time when the license
is executedwmay:become tainted at a later time and it may be

desirable to revise the license to avoid such items.

Assignment: Of course, 1f one of the parties to the license is

merged with a th1rd party. the other party shou]d be notified

N A T

of this at the appropr1ate time and, depend1ng on the terms of

the agreement, other appropr1ate action may be taken.
I

Also, 1f one of the part1es sells the business to which the

11cense relates, the agreement may requ1re certain actions which

must be taken.

In general, there should be a continuing evaluation of the

entire license situation. ‘It must be determined whether products

sold are within ‘the 11cense, whether minimum payments should

still be paid-: to ma1nta1n exclu51v1ty, or even whether the
] i |

license is st1]1 necessary If the 11cense agreement calls for

payments to be made to maintain the 11cense and if the licensee
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is no longer using the technology involved and does not hafe any
plans to use the technology in the future, the license should

be terminated.

Termination: In the continuing review of the license situation

N -

if it becbmes desirable to terminate the license, often such
termination can only take place if certain events happen or at
certain times. For example, it is not uncommon to have a license
agreement which may be terminated only during a 60-day period
before the:end_of each license year. If this period passes
without the p§rty taking agtion, the lTicense may be automatically
continued for &nother yéar. It should be the duty of the license
administrati&ﬁipeople to notify management at an appropriate date
so that considgration may be given to the desirability of termin-
ating the 1iceﬁ§e'in a timely fashion.

Some }iceﬁge agreements may call for a positive notification

by the Ticensee in order to maintain the license in effect. If

such not1f1cat1on is not made, the 11cense automatically terminates.

This s1tuat1on must be proper]y controlled by the license admin-
istrators.

Some agréements provide for the 'return of cgertain data or
equipment upén.fermination of the agreement and these acts will
not occur un{ess the Iiceﬁse administrator sees that they are to

be done.
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Expiravion: Many license agreements call for the payment of

royalties for a certain period, after which the license becomes
royalty-free, but the license itself does not expire. The lTicuen::
administrators should make sure that royalties are not paid pati
the royalty expiration date. Also, if the aarcement itself ox-

pires, it may be necessary to negotiate a new agreement iv iha

licensor s£i11 has patent rights or know-how to which the licenwre
" desires access. |
For example, often with a Japanese licensce the Japanese
e Gavorament requires a comparatively short time (such as five or
t» year,) t.o be the l?ngyh of the license. If the licensor still
has wurthwhj1n patent ﬁrotection after the expiration of the earlier
agreement,.an}additiona] l{cense can be negotiated with the terms,

royalty rates, etc. being determined by the extent of the patents

or know-how available.

i

Policing: In the above discussion of licensing administration,

one of the object1ves of the recommended good communication and
information transfer is policing the license. nosl license
agreements have prov1s1ons for inspecting the books of the licensee
but, unless there appears to be something out of line with the
licensee's statpments, this prov1s1on is rarely 1mp1emented

llowever, if 1t is decided to inspect the books of the licensee,

the inspection is usually done by the licensor's financial
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people or by an outside financial organization. These people
should be thoroughly briefed on what the license covers, what

to lTook for, what questions to ask, etc. Only after this has

been done can the licensee's records be adequately reviewed.

The licensor should always be on the alert for statements
by the licensee and others which may help him in determining
the size of the market for the licensed product and the licensee's
portion of that market. .It is usually good practice to review
the licensee's annual report, any prospectus issued by the licensee
and other pub]ications relating to the market involved. Often it

may be useful for the 11censor to a]ert his sales people and his

Pevy =0 4t

commercial 1nte111gence organ1zat1on, 1f he has one, to be on the

Wil

lookout for 1nformat1on about the I1censee. the ]1censed product

ey 1S

and the market” 1nvo]ved

200 v

Most 11censees, part1cu1ar]y 1f they are pub11c1y -owned

corporat1ons, make accurate roya]ty payments, as s1gn1f1cant

variations from the 11censee S statements are bound to become

i A v

known sooner or 1ater

vy Coarniy T

Dlgputes Between the Part1es If one of the part1es fails to

live up to his ob11gat1ons under the 11cen5e, the license agree-

ment usually conta1ns prov1s1ons under which the agreement may

f A VR

be terminated Many agreements prov1de for arb1trat1on if there

are disputes between the licensee and licensor. Some attorneys,

However. prefer not to: 1nc1ude arb1trat1on clauses in their

-{'F}nl by e Y] S WE b [ERCRR S
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license agreements because they feel that some parties will not
make a real attempt to settle a matter but will routinely go to
arbitration. If there is no arbi;ration clause, these attorneys
feel the parties may be forced to work harder to settle their
dispute rather than go to court which is a drastic step and may
become very expensive.

However, if there has been good communications between the
parties, the likelihood of disputes between them is markedly

reduced.

Litigation Against Third Parties: Unless the license agreement
specifically brovides othefwise, the licensor is not required
to proceed aga{nst third party infringers. However, a licensee
under an exc1u51ve 11cense may be ab]e to bring suit himself
against the 1nfr1nger. 1f an exclus1ve 11cense is of the type
that the court might regard, in effect, as an assignment.

Often, of.course, the agreement provides for one or the
other or beth ef the parﬁies to bring action against third
party infringers. The agreement may also provide for appropriate
sharing of the costs and returns under ihe suit. In such a case
the parties to the license may wish to have close contact and
free flow of {nformation.between them so that a‘complete picture’
of the facts may be gathered For example, if the license
involves technology of the type which 'the licensor had not

fully developed, the actual operating practice of the licensee
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may be involved in the infringement action as well as the cir-
cumstances surrounding thg act of invention by the licensor.
If each party retains its own counsel, they must work closely
together to present the best case possible under the circumstances.
It may also happen that a licensee is sued for infringement
of the patent of a third party aﬁd this may require assistance
from the licensor or in some cases the licensor may take over

defense of the suit, although this latter situation is rare.
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i | LICENSING OR SELLING ITEK PATENTS AND TECHNICAL KNOW-HOW

An important role in both division and corporate planning is the gencra-
tion of profits and penetration of new markets through licensing or selling
of Itek patents, technical know-how, trademarks, copyrights and similar
proprietary assets.

It is Itek policy to consider licensing or selling patents or other
proprietary assets if the asset is not in a business arca which Itck intends
to fully explore, or when Itek resources are not available to penetrate the
market.

Itek Division Managers and the Director of Corporate Patents and
Licensing are jointly responsible for the development of licensing opportunities.
This responsibility will include a periodic review of the potential for licen-
sing or selling Itek's proprietary assets and the definition of temms and
conditions to be obtained from prospective licensees.

| All agreements to license or scll Itek patents or other proprietary

assets will be negotiated by the Director of Corporate Patents and Licensing
and will be finally approved and executed for Itek in accordance with Lorporate
; Policy Statement 14, Approvals. :

. Under this policy the Director of Corporate Patents and Licensing will
also be responsible for:

o —

- Maintaining Itek's official contact with licensees.

- Ensuring that license and royalty payments and supporting
activity reports are remitted promptly to Itek and in accord-
ance with the temms and conditions of the agreement.

- Providing abstracts of agreements to concermed individuals.

—_— e ==

- Fornulating the nccessary procedures relative to license and
. royalty agreement activity.

The allocation of license and royalty income to operating divisions
will be determined by the cognizant Corporate Vice President(s) and the
Corporate Controller based on a division's contribution to the proprietary
asset licensed.

| ) -H-20-
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| A. Scope

; { All divisions.

h .

B. Définition

License and Royalty Income includes all royalty payments from outside
companies or individuals under agreements for use of Itek patents,

trademarks, copyrights, technical know-how, and similar proprietary
assets.

C. Objectives
To establish the procedures for the control and recording of license
and royalty income and the responsibilities for administration of

license and royalty agreements.

D. Policy and Procedure

1. Under the groundrules established for licensing contained in
Corporate Policy Statement No. 21, the Division Manager and the
Director of Corporate Patents and Licensing are jointly responsible
for the development of licensing opportunities. This responsibility
will include a periodic review of the potential for licensing
the division's proprietary assets and the definition of terms
and conditions to be obtained from prospective licensees.

2. All license and royalty agreements will be negotiated and admin-
istered by the Director of Corporate Patents and Licensing and
finally approved and executed for Itek in accordance with Approvals
Policy No. 1-14 contained in this manual. License Agreement
Sign-off Checklist, Form ADM-264, will be used for obtaining
appropriate division and corporate approvals. Abstracts of license

agreements will be furnished by the Director to concerned corpo-
" rate and division management.

3. The Director of Corporate Patents and Licensing will receive all’
remittances for royalties and technical services under license
agreements directly from licensees. He will monitor and approve
the remittances for reasonableness and conformity with terms of
license agreements, and will follow up receipt of reports and
remittances which become overdue.

ADM 1.6 4/67 | 3 -11-21-

S S T O A AT U A T I

-
-




NUMBER
2-14

PAGE 2 OF 3 | ][ekl LICENSE AND ROYALTY INCOME

4.

ADM 1.7

Accounting Treatment

a.’ All remittances from licensees with accompanying royalty
reports will be forwarded by the Director of Corporate
Patents and Licensing to Corporate Accounting-Operations
with copies of invoices for technical services for which
payment is included in the remittance amount.

b. The Director of Corporate Patents and Licensing will advise the
‘Manager, Corporate Accounting-Operations, on the division allo-
cation of license or royalty income after prior review with the

' Corporate Controller and cognizant Corporate Vice President(s).

¢. License and royalty income will be credited to the appropriate
operating divisions and reflected in their License and Royalty
Income Account. For external financial presentation purposes,
this account will be reclassified to Other Income and Expense.

d. Divisional unbilled expense incurred in meeting Itek's obli-
gations under an income bearing license agreement will be
charged to the division's License and Royalty Income Account.

e. Income received from technical service sold to licensees under
a license agreement will be reflected as sales or revenues of
the performing division. The cost of such services will be
reflected as cost of sales of the performing division.

The Corporate Patents and Licensing Department shall be a
party to all negotiations for technical services of this
nature and invoices of the performing division will be
forwarded to the licensee through the Director of Corporate
Patents and Licensing.

NOTE: Sales or services not covered by a license agreement
will be negotiated, billed and remittances handled
directly between the performing division and the
licensee ' '

The Director of Corporate Patents and Licensing will furnish
the following to Corporate Accounting-Operations and concerned
Division Controller:

a. Coples of all license agreements when executed, including
agreement abstracts where required.

b, Copies of quarterly schedules summarizing terms, conditions
and due dates for payments from licensees.

Corporate Accounting-Operations will:

a. Reconcile remittance amounts and royalty reports with terms
and conditions of license agreements, and with the performing
division's invoice(s) if payment for technical services are
included.
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Deposit remittances in the company General Fund account, credit
the appropriate interdivisional account and forward the:credit
to the division for recording of royalty amounts in its

License and Royalty Income Account, and technical service
amounts in its Sales or Revenues Account.

Follow-up delinquent remittances through the Corporate
Patents and Licensing Department.

Corporate Internal Auditing Department will:

Periodically audit in-house licensing activities to determine
that appropriate remittances have been received and recorded
on a timely basis. ‘

Audit licensee's records when deemed necessary to validate the
amount of remittances, conducting such audits in accordance

with arrangements made by the Corporate Patents and Licensing
Department.

-H-23-
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Itek divisions transferring inventions and other developments for mar-
keting exploitation by another division may do so under an intern&l
licensing agreement. Objectives of such arrangements are to:

3 - Provide profit incentive to seek opportunities for exploita-’
[ tion of developments within Itek,

-'-Encourage sustained interest and cooperative assistance by
the licensor division after transfer of the invention.

- Relieve demands on corporate funding by establishing a
mechanism which identifies and encourages the use of Itek's
existing technological resources to generate income.

Responsibility Procedure
Licensor Division l. With assistance from Corporate Patents

and Licensing, present developments
being considered for internal licensing
to Division Managers having the poten-
tial to exploit the developments.

2. Negotiate internal licensing agree-
ment with interested divisions with
assistance and guidance on terms
and conditions provided by Corporate
Patents and Licensing.

Corporate Patents 3. Serve as the coordinating activity in

and Licensing the identification of candidate inven-
tions for internal licensing and subse-
quent negotiation of licensing agree-
ments.,

4., Assist the Division in insuring that
timely decisions will be made with
respect to licensing any given item.
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ADM 1.7

Responsibilit

Corporéte Patents
and Licensing
(Continued)

Licensee Division
Accounting

Procedure

5.

Prepare and have internmal licensing agree-
ment signed by concerned divisions. Pro-
vide coples to Corporate Accounting-
Operations Department and concerned Divi-
sion Controllers.

Prepare and send abstracts of internal
license agreement to:

a, Cognizant Division Managers

b. Cognizant Corporate Vice
Presidents

c. Chief Financial Officer
d. Corporate Counsel

e, Treasurer

f. Corporate Controller

g. Manager, Corporate Accounting-
Operations

h. Manager, Corporate Accounting-
Consolidations

i. Concerned Division Controllers

j. Other concerned division and
corporate management, as re-
quired.

Include terms, conditions and due
dates for reporting royalties to the
licensor division under internal
license agreement on Quarterly Li-
cense Report (Exhibit A), regularly
distributed to corporate and division
management in accordance with terms
of internal license agreement.

Report sales and royaltles based
thereon to Corporate Patents and
Licensing in accordance with terms
of the internal licensing agreement
on reporting dates agreed to with
Corporate Patents and the Licensor
division.
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Responsgibility

Corporate Patents
and Licensing

Licensee Division
Accounting

Licensor Division

. Accounting

Procedure

9-

10.

11,

12,

135

14,

15.

16.

17.

As required by internal licensing
agreement, report sales and royal-
ties to Corporate Accounting-
Operations Department and licensor
division Accounting.

Accrue royalty expense monthly or
quarterly, depending on the sig-
nificance of the amount involved.

Record royalty expense amounts as
cost of sales on the Operating

Results and Income Statements in

the Monthly Financial Reports sent

to Corporate Accounting-Consolidations
Department.

Prepare and send credit billing to
licensor division per reporting
provision in the internal licensing
agreement in accordance with 2-008,
Interdivisional Billings, in this
manual,

Report year to date internal royalty
expense amount on the Intercompany
Transactions form in the Monthly
Financial Reports sent to Corporate
Accounting-Consolidations Department.

Accrue royalty income monthly or
quarterly, depending upon the sig-
nificance of the amount involved.

Report royalty income on Royalty
Income line on monthly Operating
Results and Income Statements sent

to Corporate Accounting-Consolidations.

Report year to date internal royalty
income amounts on Intercompany Trans-
actions form in the Monthly Financial
Reports sent to Corporate Accounting-
Consolidations.

Bill licensee division any revenue
producing service performed under
internal licensing agreement via
interdivisional billing. Record as
sales and cost of sales.
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Respongibility Procedure
Carporate Patents 9. As required by internal licensing
and Licensing agreement, report sales and royal-

ties to Corporate Accounting-
Operations Department and licensor
division Accounting.

Licensee Division 10. Accrue royalty expense monthly or
Accounting quarterly, depending on the sig-
: nificance of the amount involved.

11. Record royalty expense amounts as
cost of sales on the Operating
Results and Income Statements in
the Monthly Financial Reports sent
to Corporate Accounting-Consolidations
Department.

12. Prepare and send credit billing to
licensor division per reporting
provision in the internal licensing
agreement in accordance with 2-008,
Interdivisional Billings, in this
manual,

13. Report year to date internal royalty
expense amount on the Intercompany
Transactions form in the Monthly
Financial Reports sent to Corporate
Accounting-Consolidations Department,

Licensor Division 14. Accrue royalty income monthly or
Accounting quarterly, depending upon the sig-
nificance of the amount involved.

15. Report royalty income on Royalty
Income line on monthly Operating
Results and Income Statements sent
to Corporate Accounting-Consolidations.

‘ 16. Report year to date internal royalty
income amounts on Intercompany Trans-
actions form in the Monthly Financial
Reports sent to Corporate Accounting-
Consolidations.

17. Bill licensee division any revenue
producing service performed under
internal licensing agreement via
interdivisional billing. Record as
sales and cost of sales.
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Responsibility

Licensor bivision
(Continued)

Corporate Accounting=-
Consolidations

Procedure

18-

19,

Report year to date interdivision
sales and cost of sales amounts

per 17 on Intercompany Transactions
form in Monthly Financial Reports
sent to Corporate Accounting-
Consolidations

Eliminate offsetting internal

licensing costs and income in
monthly consolidations.
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Licensor Concecned
Date Division E}ne
B. ROYALTY 1
C. SCHEDULE OF ROYALTY REPORTS, DUE
Concerned Report
Licensee/Licensor Division Period

Reports Due to Licensors from I[tek

Reports Due to ltek from Licensees

Rate

Rovalty
Mar. Apr.

Mav

ROYALTY REPORT

September 25, 1969

Report
Due Within Payments Remarks
June July Aug. Sept. Oct. Nov. Dec.
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APPENDIX D

ROYAL RUBBER COMPANY

Cambridge, Massachusetts 09999

Royalty Payments

28 April 1970

David J. Smith

International Widget Company
78 Davis Avenue

New York, New York =~ 01111

In accordance with the International Widget Company/Royal
Rubber Company Agreement of 19 February 1958 relating to

the widget field.

Total Royalty Paid Herewith $§ 2,795.55

Previous Total Royalty ¥ 10.0717.22
Total Including this

Payment $ 13,573.32
COMMENT :

Very truly yours,

ROYAL RUBBER COMPANY

James W. Jones, Director
Patents and Licensing

JWJ/ Xxxx
-H-29-

Period: Quarter First
; Year 1370
Month January, February, March
United States Canada (U.S. Dollars)
Sales $278,503.67 $1,050.67
Royalty Due @ 1% $ 2,785.08 18 .51




APPENDIX E

ROYAL RUBBER COMPANY

Royalty Advice

Period: Month of 19
Payable to: International Widget Company
Payable on: Sales of widgets:

United States Canada (Can_$)

Supplies $ $

Equipment- $ | $

Total $ $

Royalty Due @ 1% _ $ $

To: James W. Jones
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