
NATURE BIOTECHNOLOGY   VOLUME 34   NUMBER 12   DECEMBER 2016 1225

B IOENTREPRENEUR  /  BU ILD ING  A  BUS INESS

There is a second, equally important, part 
here: reporting obligations. Unless the licensee 
reports on its efforts and results, including sales 
revenue, the university will not know whether 
it is meeting its diligence obligations or paying 
the correct amount of royalties.

7. IP management
The value of a patent application being licensed 
will not be fully known until government pat-
ent offices have ruled as to whether it should 
be allowed to issue as a patent, and with what 
claims. To ensure that their full value is real-
ized, patents must be properly managed. This 
may involve multiple actions and decisions over 
many years and incur substantial costs. It is 
therefore important that the agreement be clear 
as to how the university and its licensee will 
manage the licensed patents. Areas of particular 
interest include the following: who has the final 
say in any decisions that incur substantial cost, 
such as a patent filing; how to ensure effective 
communication between the parties and with 
the IP attorney when formulating and executing 
strategy or responding to government patent 
offices; who will control patent infringement 
lawsuits and responses to post-grant chal-
lenges; and how the costs of IP management 
will be handled. This last point, in particular, 
has become important in recent years as the 
costs of patent prosecution have risen substan-
tially, and more early-stage investors in startup 
licensees balk at covering patent costs during 
the early stages of license agreements.

8. Termination
Contracts that do not address termination 
scenarios invite dispute, and potentially court 
disaster. Licenses of patent rights typically 
terminate automatically on the date the last 
licensed patent expires or goes abandoned, but 
universities must retain the right to terminate 
the agreement earlier if the licensee defaults on 
its major obligations, such as failing to make 
payments or achieve specified milestones; oth-
erwise, the university can be stuck with a non-
performing, non-paying licensee.

In addition to allowing an exit when the 
licensee is in default, the termination clause 
must also specify how any data, materials and 
results generated through the agreement will 
be handled. For example, under a research 
reagent license, must the materials be returned 
or destroyed? In addition, the license should 
automatically terminate in the event of a licens-
ee’s insolvency or bankruptcy filing, or if that 
is not allowed by the bankruptcy court, should 

 stipulate that the license cannot be transferred 
to any entity unwilling to assume or incapable 
of meeting the prior licensee’s obligations. A 
well-drafted agreement also specifies what 
happens after termination, such as to remain-
ing inventory, and ensures that terms protective 
of the university survive.

9. Representations, warranties and 
institutional risk management
Because the vast majority of university 
research is early stage, and most university IP 
is licensed ‘as is’, the ability and willingness of 
the institution to make substantial representa-
tions or warranties (in other words, provide 
‘guarantees’) is extremely limited. Moreover, 
there is a strong desire to avoid exposing 
the institution to any product liability that 
could damage its financial standing or risk its 
endowment.

For these reasons, universities normally 
adopt conservative positions when mak-
ing representations and warranties in their 
licenses, and also expect potential licensees 
to carry adequate product and general liabil-
ity insurance coverage. And although TTOs 
have flexibility in negotiating many other 
terms of a license agreement, their ability to 
deviate from the standard representations and 
warranty terms is extremely limited and can 
generally be done only with prior approval of 
the university’s general counsel, institutional 
risk manager and/or insurance provider. 
Although companies that have previously 
licensed university technology usually accept 
these terms as a ‘given’ of doing business with 
a university, first-time licensees sometimes 
push for changes. It is key that the TTO pro-
fessional makes no representation or warranty 
in the license agreement that is not cleared in 
advance by the university.

10. Final considerations
A final thing—carefully read through the 
entire agreement one last time to make sure all 
the headings and subheadings, as well as any 

appendices, are consecutively numbered and 
correctly referenced within the contract, and 
that no inadvertent errors have been made. 
Many TTOs require that a ‘second set of eyes’ 
always review a contract before it is signed. 
This is often done by someone from the depart-
ment who has responsibility for managing the 
license agreement after execution.

Conclusions
We hope that this article has helped shed light 
on what goes on behind the scenes at TTOs. 
For readers who are faculty scientists or prin-
cipal investigators, we hope it makes clear that 
negotiating and executing a license agreement 
is akin to the experimental plans they design 
and execute - all steps must be followed and 
properly executed for everything to work, for 
even small errors can have disastrous conse-
quences to the outcome. So that these readers 
can help licensing professionals draft more 
robust licenses, we have also designed a short 
checklist (Table 2) that explicitly identifies 
several important research-related consider-
ations relevant to licensing agreements. 

Executing license agreements is possibly the 
single most important activity a TTO engages 
in, but even the most experienced licensing 
professional can get lost in the maze of license 
negotiation and drafting, and make an error 
or omission that transforms an otherwise solid 
license agreement into one that may fail. We 
have tried in our checklist to identify the worst 
pitfalls and traps that licensing professionals 
and faculty can fall into during the licensing 
process, but there are surely some we missed. 
We therefore invite readers to share with us 
their ‘favorite’ pitfalls and traps and any which 
are particularly relevant to their institutions, 
so that we can add them to our checklist. 

Ultimately, successful licensing involves 
hard work and careful attention to detail. We 
hope that this checklist contributes to improv-
ing the process for both those in the univer-
sity licensing community and the faculty they 
serve.
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