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Key License Terms 

•  Financial terms 
–  License issue fee 
–  Annual minimum payments 
–  Earned royalties 

•  % of Net Sales 
•  $ per product sold 

–  Reimbursement of patent 
costs 

–  Equity in start-up companies 

•  Non-financial terms 
–  Definitions 
–  Grant 
–  Development milestones & 

diligence provisions 
•  Prototype 
•  First Commercial Sale 

–  Warranties and indemnities 
–  Infringement actions 
–  Dispute resolution 



Non-financial definitions 

•  Before you can decide the financials, you need to 
know what the license encompasses 
–  Licensed Patent 
–  Licensed Technology 
–  Licensed Field of Use 
–  Licensed Territory 
–  Exclusivity 
–  Term of License 
–  Licensed Product (this term is not usually heavily 

negotiated) 
–  Diligence 



Licensed Patent 
•  “Licensed Patent” means  

–  Stanford's U.S. Patent Application, Serial Number 
____________, filed _________________________, any 
foreign patent application corresponding thereto, and any 
divisional, continuation, or reexamination application, and 
each patent that issues or reissues from any of these patent 
applications.   

–  Any claim of an unexpired Licensed Patent is presumed to 
be valid unless it has been held to be invalid by a final 
judgment of a court of competent jurisdiction from which no 
appeal can be or is taken. 

–  “Licensed Patent” excludes any continuation-in-part 
(CIP) patent application or patent.  



Licensed Field of Use 

•  How will the licensing company (the licensee) use 
the technology? 
–  We have the company tell us this  

•  Each area noted under the field of use should have 
diligence associated with it 

•  Stanford rarely grants licenses noting “all fields of 
use” 



Exclusivity and Term 

•  “Exclusivity” means that, subject to (what?), 
Licensor will not grant any further licenses to 
Licensed Patent in the Licensed Field of Use in the 
Licensed Territory. 

•  Term 
–  How long is the term of the license? 
–  How long is the term of exclusivity (if any)? 

•  Life of the Licensed Patents? 
•  Longer due to Technology also Licensed? 
•  Shorter due to development of Licensed Product? 



Financials 

•  Upfront Payment 
–  Cash and/or equity? 

•  Annual Minimums 
•  Running/Earned Royalties 
•  Patent Expenses - past and/or future 
•  Milestone Payments/Lump Sum 
•  Fully Paid (Single Payment) 



Upfront and Annual Minimum 

•  Upfront Payment 
–  Recognizes the value of entering into the agreement 
–  Cash and/or equity (Stanford does not do equity-only 

upfronts, but some universities do) 
–  Non-refundable, and typically non-creditable 
–  To consider: value of the technology, time and effort put 

forth to enter into the license, comparable deals 
•  Annual Minimum 

–  Non-refundable, but creditable towards earned royalties 
–  Value of keeping the license 
–  Diligence payment 



Running (Earned) Royalties 

•  Definition of Net Sales (or whatever you are deriving 
your earned royalties from 
–  Gross sales minus any deductible expenses both parties 

agreement on (e.g. returns, certain taxes) 
•  Can be: 

–  a percentage of Net Sales 
–  a set amount per Licensed Product sold 
–  scaled gross amount per Net Sales per annum 

•  Running royalties may not be appropriate in some 
licensing situations 



Milestones payments 

•  Types of milestone payments: 
–  Therapeutics:  Upon IND filing, initiation of Phase I, II, III 

Clinical Trials, NDA filing, FDA approval 
–  Prototype 
–  First commercial sale 
–  Strategic Partner signed 
–  Funding (e.g. €1,000,000) 
–  Patent Grant 
–  Proof of Concept 
–  Number of years of survival of agreement 



Case Study #1 

•  Stretchable Silicon Sensor Network description: 
–  Networks of sensors, if made affordable and convenient to implement, have the 

potential to transform many aspects of people's lives. Applications include solar 
cells and structural health monitoring. 

–  The researchers have created very dense and cost-effective wired networks of 
high-performance sensors that can be deployed on the centimeter to meter scale. 
The networks are entirely processed in a CMOS foundry before they are stretched 
to the target size and cut to the right shape. The technique combines the maturity 
of CMOS fabrication techniques with the ability to assemble a fully interconnected 
2D sensor network of arbitrary size and shape.  

•  Stage of Development 
–  Working prototype for solar cells 
–  Next steps include production and validation in larger scale models 



Licensing Interest 

•  Start up (SolarCo.) founded by professor 
•  Already has  

–  Interest from a Venture Capitalist 
–  Incubator space 
–  Fully written business plan 

•  U.S. and PCT patent applications filed 



Terms for SolarCo. 

Field of Use Solar applications 
Exclusivity (Term) 

Upfront Payment (including 
any equity) 
Annual Minimum 

Running Royalties 

Milestone Payments 

Patent Expenses 



What changes if licensing to a large, 
established company? 

Field of Use Solar applications 
Exclusivity (Term) 

Upfront Payment (including 
any equity) 
Annual Minimum 

Running Royalties 

Milestone Payments 

Patent Expenses 


