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Unique Trade Secret License Agreement Features
Whi l e  the re  has been  si gn i f i can t  g rowth  i n  worl dwi de  pa ten t  app l i ca t i ons f i l ed  and  pa ten ts g ran ted ,  m uch  i n te l l ectua l  p roperty con t i nues to  be
pro tected  as a  t rade  secre t .  Fo rtuna te l y,  m uch  l i ke  o the r fo rm s o f  i n te l l ectua l  p roperty,  t rade  secre ts can  be  l i censed  to  genera te  revenue .  T here  a re
som e un i que  fea tu res i n  a  t rade  secre t  l i cense  when  com pared  to  o the r fo rm s o f  i n te l l ectua l  p roperty l i censes tha t  need  to  be  consi de red  when  d ra f t i ng
and  nego t i a t i ng  such  l i censes.

Actual Protect ion

Gi ven  the  secre t  na tu re  o f  a  t rade  secre t  i t  m ust  actua l l y be  kep t  con f i den t i a l  to  re ta i n  i ts i nhe ren t  va l ue  (a l though  no th i ng  p reven ts a  th i rd  pa rty f rom
i ndependen t l y deve l op i ng  the  t rade  secre t).  T h i s i s a  un i que  fea tu re  o f  a  t rade  secre t  l i cense .  In  o the r fo rm s o f  i n te l l ectua l  p roperty (IP) l i censes the
de ta i l s o f  the  IP a re  pub l i cl y known. T he  l i censor wi l l  take  steps and  i m p l em ent sa feguards and  m easures to  m a i n ta i n  the  con f i den t i a l i ty o f  the  t rade
secre t .  In  cases where  a  t rade  secre t  has extrem e va l ue  the  l i censor m ay i m p l em ent a  fu l l  sca l e  t rade  secre t  p rog ram , i ncl ud i ng  a  wi de  range  o f
m easures f rom  si gn -i n  p rocedures fo r vi si to rs,  esco rted  access fo r vi si to rs,  con f i den t i a l i ty t ra i n i ng  fo r em p l oyees,  cl ean  room  p rocedures and ,  o f  cou rse ,
cybersecuri ty con tro l s.

L i censors tha t  appreci a te  the  types o f  m easures requ i red  to  p ro tect  a  t rade  secre t  wi l l  app reci a te  tha t  the  te rm s o f  a  t rade  secre t  l i cense  m ust  si m i l a rl y
ob l i ga te  the  l i censee  to  take  such  m easures.  T h i s m ay go  beyond  usua l  con f i den t i a l i ty covenan ts tha t  requ i re  a  l i censee  to  (a ) keep  the  t rade  secre t
con f i den t i a l ,  (b ) on l y d i scl ose  the  t rade  secre t  to  i ts em p l oyees and  con tracto rs who  have  a  need  to  know (and  then  on l y to  con tracto rs who  a re
con tractua l l y bound  to  keep  the  t rade  secre t  con f i den t i a l ) and  (c) em p l oy reasonab l e  physi ca l ,  techn i ca l  and  adm i n i st ra t i ve  sa feguards to  p ro tect  the
trade  secre t .

In  add i t i on  to  these  ob l i ga t i ons,  a  l i censor m ay wan t  to  conduct  som e due  d i l i gence  to  de te rm i ne  how a  l i censee  p ro tects i ts own  t rade  secre ts be fo re
en te ri ng  i n to  the  l i cense ,  and  then  con tractua l l y ob l i ga te  the  l i censee  to  sho re  up  any de f i ci enci es i den t i f i ed  du ri ng  such  due  d i l i gence .

A l i censor m ay fu rthe r wan t  to  spe l l  ou t  som e o f  the  best  p ract i ces fo r p ro tect i ng  t rade  secre ts i n  a  l i cense .  T h i s m ay i ncl ude  requ i ri ng  adherence  to
cyber securi ty i ndustry standards,  o r a t  l east  pa rt i cu l a r cyber securi ty con tro l s i f  the  t rade  secre t  i s pa rt i cu l a rl y suscep t i b l e  to  a  securi ty b reach .

St i l l  fu rthe r,  a  l i censor m ay wan t  to  i ncl ude  an  ea rl y warn i ng  p rovi si on  to  ob l i ga te  the  l i censee  to  p rovi de  no t i ce  as soon  as possi b l e  i f  an  un i n tended
d i scl osu re  appears l i ke l y o r m ay have  occurred .  T h i s can  a l l ow the  pa rt i es to  act  qu i ckl y to  t ry to  p rese rve  the  t rade  secre t .  Dea l i ng  wi th  a  num ber o f
fa l se  posi t i ves i n  such  ci rcum stances i s be t te r than  dea l i ng  wi th  an  actua l  unau tho ri zed  d i scl osu re  a f te r i t  i s too  l a te .

A l i censee  m ay a l so  be  i n te rested  i n  ob l i g i ng  the  l i censor to  i m p l em ent si m i l a r p ro tect i on  m easures (ra the r than  j ust  dea l i ng  wi th  the  consequences o f
the  l i censor fa i l i ng  to  take  these  steps),  pa rt i cu l a rl y i f  the  t rade  secre t  d i scl osu re  wou l d  enab l e  the  l i censee 's com pet i to rs,  o r i f  the  l i censor does no t
seem  to  be  soph i st i ca ted  enough  to  appreci a te  the  steps requ i red  to  m a i n ta i n  a  t rade  secre t .

Disclosure Consequences

T he  co ro l l a ry o f  the  need  to  p ro tect  a  t rade  secre t 's con f i den t i a l i ty i n  a  t rade  secre t  l i cense  i s the  need  to  address the  consequences o f  d i scl osu re  o r
i ndependen t  deve l opm ent.  Desp i te  the  pa rt i es'  best  i n ten t i ons and  e ffo rts to  p ro tect  a  t rade  secre t  the re  can  be  acci den ta l  o r neg l i gen t  d i scl osu re  o r a
th i rd  pa rty m ay i ndependen t l y deve l op  o r d i scover the  t rade  secre t  wi thou t  any b reach  o f  the  t rade  secre t  l i cense  ag reem ent.

Be fo re  addressi ng  the  consequences o f  a  po ten t i a l  d i scl osu re ,  the  pa rt i es shou l d  be  ob l i ged  to  be  ce rta i n  tha t  the re  has actua l l y been  an  un i n tended
d i scl osu re ,  and  to  take  i m m ed i a te  steps to  t ry to  m i t i ga te  a  po ten t i a l  d i scl osu re .  T h i s m ay som et i m es i nvo l ve  a  fo rensi c ana l ysi s,  conversa t i ons wi th  ex-
em p l oyees o r th rea ts to  th i rd  pa rty acto rs,  bu t  i n  som e cases,  th rough  such  m easures,  the  pa rt i es m ay rea l i ze  the  t rade  secre t  i s st i l l  con f i den t i a l  o r can
be  m a i n ta i ned  as such .

I f  a  t rade  secre t  t ru l y has been  pub l i cl y d i scl osed  then  a  t rade  secre t  l i cense  shou l d  have  p rovi si ons addressi ng  (am ong  o the r th i ngs) the  i m p l i ca t i ons
on  the  roya l t i es,  paym ent te rm s,  dam ages and  o the r rem ed i es.  T he  va ri ous ou tcom es o f  a  d i scl osu re  o f ten  depend  on  the  ci rcum stances o f  the
d i scl osu re .  T he  d i scl osu re  m ay have  been  caused  by the  l i censor,  by the  l i censee  o r by a  th i rd  pa rty act i ng  th rough  m a l feasance  (hackers,  co rpo ra te
esp i onage ,  e tc. ).  T he  d i scl osu re  m ay have  been  wi l fu l ,  neg l i gen t  o r a  pu re  acci den t .  Converse l y,  a  th i rd  pa rty m ay have  i ndependen t l y deve l oped  o r
d i scovered  the  t rade  secre t .  How can  each  o f  these  ci rcum stances be  p roperl y re f l ected  i n  a  t rade  secre t  l i cense?

T he  e ffect  on  the  roya l ty o r paym ent te rm s depends on  the  pa rt i es'  understand i ng  o f  the  va l ue  o f  the  t rade  secre t  and  wha t  ri gh ts the  l i cense  conveys.
In  som e cases the  va l ue  o f  the  l i cense  i s the  l i censors'  i n i t i a l  d i scl osu re  o f  the  t rade  secre t  to  the  l i censee ,  ra the r than  the  ongo i ng  ri gh t  to  m ake  o r use
the  t rade  secre t  o r se l l  p roducts tha t  i nco rpo ra te  the  t rade  secre t  (a f te r a l l ,  i t  i s no t  a  pa ten t  l i cense).  T he  l i censee  de ri ves va l ue  f rom  l ea rn i ng  the
trade  secre t  to  i nco rpo ra te  i t  i n to  the  l i censee 's p rocesses o r m anu factu ri ng  m ethods –  the re  m ay be  no  o the r i nhe ren t  va l ue .  In  o the r cases,  where  the
l i cense  i s a  hyb ri d  l i cense  o r where  i m provem ents to  the  t rade  secre t  a re  shared  wi th  the  l i censee  ove r t i m e  the re  can  be  add i t i ona l  va l ue .

When  the  pa rt i es subscri be  to  the  vi ew tha t  the  roya l ty paym ents o r o the r com pensa t i on  a re  t i ed  to  the  va l ue  o f  the  i n i t i a l  d i scl osu re  then  the  te rm s
m ay be  una ffected  by a  d i scl osu re  o f  the  t rade  secre t  by the  l i censee  o r by a  th i rd  pa rty,  o r as a  resu l t  o f  i ndependen t  deve l opm ent.  T ha t  i s,  i n  these
cases the  l i censee 's ob l i ga t i on  to  pay roya l t i es wi l l  no t  stop  on  the  d i scl osu re  o f  the  t rade  secre t .

Converse l y,  i f  the  pa rt i es ag ree  tha t  the re  i s a  secondary va l ue  i n  the  t rade  secre t  fo r the  l i censee  then  the  l i censor's d i scl osu re  m ay resu l t  i n  the
roya l t i es be i ng  ad j usted  to  re f l ect  the  l oss o f  a  bene f i t .  Idea l l y the  pa rt i es wi l l  con tem p l a te  the  am oun t o f  th i s ad j ustm en t o r fo rm u l a  as pa rt  o f  the
l i cense  ag reem ent ra the r than  t ryi ng  to  ag ree  on  the  m echan i sm  when  the  pa rt i es f i nd  them se l ves i n  the  d i ff i cu l t  si tua t i on  tha t  exi sts when  the  t rade
secre t  has been  d i scl osed .

I f  the re  i s a  bund l e  o f  t rade  secre ts i n  the  l i cense  then  the  ag reem ent m ay se t  ou t  rem ed i a l  m easures to  be  taken  to  p ro tect  the  rem a i n i ng  t rade  secre ts
o r fu tu re  t rade  secre ts (such  as i m provem ents) tha t  a re  shared .

A t rade  secre t  l i cense  shou l d  address the  rem ed i es a ri si ng  f rom  trade  secre t  d i scl osu re .  Fo r exam p l e ,  wh i l e  roya l ty paym ents m ay con t i nue  a f te r pub l i c
d i scl osu re  o f  the  t rade  secre t  by e i the r pa rty,  a  l i censor m ay no t  be  sa t i sf i ed  wi th  such  an  ou tcom e. I f  i t  i s a  hyb ri d  excl usi ve  l i cense  and  a  m ore
l ucra t i ve  l i censi ng  opportun i ty wi th  ano the r l i censee  i s ava i l ab l e  then  the  l i censor m ay p re fe r to  te rm i na te  the  ag reem ent a l toge the r.



In  som e cases pa rt i es m ay wan t  to  spe l l  ou t  a  m easure  o f  p re -ca l cu l a ted  l i qu i da ted  dam ages i f  the  l i censee  caused  the  pub l i c d i scl osu re .  T h i s can  be  a
he l p fu l  d i scussi on  fo r the  pa rt i es du ri ng  nego t i a t i ons o f  the  l i cense  ag reem ent as i t  can  expose  each  pa rty's expecta t i ons o f  the  va l ue  o f  the  t rade
secre t .  Such  a  d i scussi on  can  he l p  wi th  roya l ty ca l cu l a t i ons,  he l p  each  pa rty understand  the  re l a t i ve  i nvestm en t they shou l d  m ake  i n  t rade  secre t
p ro tect i on  m easures (as the re  can  be  a  si gn i f i can t  i nst i tu t i ona l  cost  associ a ted  wi th  t ryi ng  to  keep  a  secre t) and  i t  can  a l so  he l p  the  l i censee  appreci a te
the  i m p l i ca t i ons o f  i nco rpo ra t i ng  the  t rade  secre t  i n to  the i r com m erci a l  p rocess.

To  be  su re  tha t  a  rem edy fo r a  cl a i m  fo r dam ages i s ava i l ab l e  the  pa rt i es wi l l  wan t  to  d ra f t  the  l i m i ta t i on  o f  l i ab i l i ty p rovi si ons ca re fu l l y.  Fo r exam p l e ,
wh i l e  i nd i rect  and  consequen t i a l  dam ages a re  o f ten  excl uded  i n  a  va ri e ty o f  com m erci a l  ag reem ents,  tha t  m ay no t  be  appropri a te  fo r a  t rade  secre t
l i cense  g i ven  the  types o f  l osses tha t  can  resu l t  f rom  a  b reach  o f  the  ag reem ent.

A word  o f  cau t i on  fo r l i censors — i f  the  l i cense  i s j ust  fo r a  t rade  secre t  (i .e .  i t  i s no t  a  hyb ri d  l i cense) then  i t  m ay be  an  un l awfu l  restra i n t  o f  t rade  to
restri ct  the  l i censee  f rom  usi ng  the  t rade  secre t  once  i t  i s pub l i cl y d i scl osed  o r pub l i cl y ava i l ab l e .  T h i s i s one  ve ry good  reason  to  p ro -act i ve l y address
d i scl osu re  scenari os i n  the  l i cense  ag reem ent,  as once  the  secre t  i s d i scl osed  som e rem ed i es a re  no  l onger ava i l ab l e .

T here  a re  som e un i que  consi de ra t i ons fo r d ra f t i ng  t rade  secre t  l i censes g i ven  the  som et i m es p reca ri ous o r f rag i l e  na tu re  o f  t rade  secre ts due  to  the i r
secre t  na tu re ,  pa rt i cu l a rl y when  com pared  to  o the r fo rm s o f  i n te l l ectua l  p roperty.  Wh i l e  t rade  secre t  l i censes a re  a  use fu l  too l  fo r l i censors to  extract
va l ue  f rom  IP,  and  wh i l e  they can  he l p  l i censees ge t  a  j um p on  the i r com pet i to rs,  bo th  pa rt i es m ust  be  aware  o f  how to  appropri a te l y hand l e  these
un i que  e l em en ts to  successfu l l y com m erci a l i ze  th i s fo rm  o f  i n te l l ectua l  p roperty asse t .

Th i s a rt i cl e  has been  peer revi ew ed  by Eri c Boehm.
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