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ARTICLE

Some Key Elements of a Trade Secret License
A trade  secre t  l i cense  can  he l p  extract  va l ue  f rom  a  t rade  secre t ,  a  va l uab l e  fo rm  o f  i n te l l ectua l  p roperty asse t .  However,  om i t t i ng  a  key i ng red i en t  f rom
a t rade  secre t  l i cense  can  resu l t  i n  the  u l t i m a te  l oss o f  the  va l ue  o f  the  asse t ,  d i sag reem ents be tween  the  l i censor and  l i censee  and  l ost  opportun i t i es.
Som e key i ng red i en ts a re  sum m ari zed  he re  i n  th ree  b road  ca tegori es — l i cense  te rm s,  paym ent te rm s and  genera l  te rm s.

License Terms

T he  l i cense  te rm s shou l d  descri be  the  t rade  secre t  tha t  i s the  source  o f  the  l i cense .  Un l i ke  o the r i n te l l ectua l  p roperty l i censes th i s shou l d  be  done
wi thou t  d i scl osi ng  the  en t i re  t rade  secre t  i tse l f .  T he  na tu re  o f  the  t rade  secre t  l i cense  i s the  ri gh t  fo r the  l i censee  to  rece i ve  the  t rade  secre t  ra the r than
the  ongo i ng  use  o f  the  asse t  wh i ch  i s the  ri gh t  g ran ted  i n  o the r i n te l l ectua l  p roperty l i censes.

T here  m ay be  m ore  to  the  l i cense  than  j ust  the  t rade  secre t  i n  the  case  o f  a  hyb ri d  l i cense .  T ha t  i s,  a  hyb ri d  l i cense  m ay be  com pri sed  o f  know how (the
trade  secre t) tha t  accom pan i es a  pa ten t  l i cense .  A hyb ri d  l i cense  m ay a l so  i ncl ude  an  exi st i ng  t rade  secre t  com b i ned  wi th  fu tu re  i m provem ents to  the
trade  secre t  tha t  a re  d i scovered  by the  l i censor (o r tha t  a re  d i scovered  by the  l i censee  depend i ng  on  the  ag reem ent).

T he  l i cense  m ay a l so  be  qua l i f i ed  and  i ncl ude  restri ct i ons — i t  m ay be  an  excl usi ve ,  so l e  o r non-excl usi ve  l i cense ,  i t  m ay be  l i m i ted  to  a  f i e l d  o f  use
and  i t  m ay have  geograph i ca l  o r p roduct  constra i n ts,  m uch  l i ke  pa ten t  l i censes.

T he  l i cense  te rm s need  to  be  accom pan i ed  wi th  approp ri a te  ob l i ga t i ons fo r the  l i censee  to  m a i n ta i n  the  secrecy o f  the  t rade  secre t .  In  som e cases
the re  m ay even  be  speci f i c con f i den t i a l i ty ob l i ga t i ons i m posed  on  the  l i censor to  m a i n ta i n  the  secrecy.  Fo r exam p l e ,  i f  the  t rade  secre t  l i cense  i s
excl usi ve  and  the  l i censee  ge ts va l ue  f rom  knowi ng  the  t rade  secre t  and  f rom  the  l i censee 's com pet i to rs no t  ge t t i ng  access to  the  t rade  secre t  then  the
l i censee  m ay wan t to  be  su re  tha t  the  l i censor i s taki ng  appropri a te  steps.

Payment Terms

A trade  secre t  l i cense  needs to  be  supported  by som e fo rm  o f  consi de ra t i on  –  typ i ca l l y a  roya l ty,  paym ent st ream  o r l um p sum  paym ent (o r som e
com b i na t i on  o f  these).  Each  fo rm  o f  fee  i s su i tab l e  fo r d i ffe ren t  ci rcum stances to  address a  pa rty's ri sk and  re tu rn  p ro f i l e .  T here  a re  an  a l m ost  i n f i n i te
va ri e ty o f  paym ent m e thods,  so  as i s the  case  wi th  nego t i a t i ng  any con tract ,  i t  i s best  i f  each  pa rty has a  so l i d  understand i ng  o f  wha t  i t  expects to  ge t
ou t  o f  the  dea l .

Som e exam p l es o f  how paym ent te rm s can  he l p  a  pa rty ach i eve  i ts goa l s:

1.  A roya l ty paym ent tha t  i s t i ed  to  the  l i censee 's actua l  cost  savi ngs o r i ncrem enta l  revenue  as a  resu l t  o f  usi ng  a  t rade  secre t  to  m anu factu re  a
p roduct  can  he l p  ensure  tha t  a  l i censee 's paym ent ob l i ga t i ons a re  p roport i ona te  to  i ts success (i .e .  revenue  and  expense  m atch i ng ).  By con trast ,  a
l i censee  m ay be  upsi de -down on  fees i f  i t  m akes a  l um p-sum  paym ent based  on  i nco rrect l y specu l a t i ng  the  va l ue  o f  i nco rpo ra t i ng  the  t rade  secre t
i n to  i ts opera t i ons.

2.  I f  a  t rade  secre t  wi l l  on l y con fe r a  sho rt -te rm  f i rst  m over advan tage  on  a  l i censee  o r i f  the re  i s si gn i f i can t  ri sk tha t  the  t rade  secre t  wi l l  be
i ndependen t l y deve l oped  then  a  l i censor m ay be  best  se rved  by requ i ri ng  a  l um p sum  paym ent (i .e .  take  the  m oney and  run ).  T h i s wi l l  no t
necessari l y be  to  the  de tri m en t  o f  a  l i censee  who  m ay p re fe r the  ce rta i n ty o f  a  f i xed  paym ent,  the  non-recu rri ng  na tu re  o f  the  paym ent and
po ten t i a l l y favourab l e  accoun t i ng  t rea tm en t when  m aki ng  th i s type  o f  paym ent.

3.  A st ream  o f  equa l  paym ents (based  on  a  f i xed  am oun t ra the r than  a  ca l cu l a t i on  as i n  the  case  o f  a  roya l ty) can  he l p  a l l evi a te  the  com p l i ca t i ons i n
a rri vi ng  a t  a  su i tab l e  roya l ty ca l cu l a t i on  and  i t  e l i m i na tes the  need  to  m on i to r roya l ty ca l cu l a t i ons th rough  aud i ts.  T h i s can  he l p  a  l i censee  sp read
i ts paym ents ou t  ove r t i m e  wh i ch  i s he l p fu l  i f  i t  has sha l l ow pocke ts,  o r i f  i t  has cl eve rl y nego t i a ted  som e cond i t i ons when  the  paym ent st ream  wi l l
end  to  t ry to  reduce  i ts ove ra l l  l i cense  fee  exposure .

4.  Som e com b i na t i on  o f  these  (such  as a  l um p sum  paym ent coup l ed  wi th  an  ongo i ng  roya l ty) can  he l p  f i ne -tune  each  pa rty's re l a t i ve  i n te rests and
ba l ance  ri sks and  re tu rns.

I f  the  pa rt i es use  a  roya l ty paym ent st ructu re  tha t  i s ca l cu l a ted  based  on  a  l i censee  va ri ab l e  (such  as p roduct  revenue  o r cost ,  ove ra l l  revenue  (g ross o r
ne t),  un i ts so l d ,  e tc. ) then  the  ag reem ent shou l d  i ncl ude  aud i t  ri gh ts and  roya l ty report i ng  ob l i ga t i ons.  T h i s wi l l  g i ve  the  l i censor the  peace  o f  m i nd
tha t  the  l i censee  i s i ncen ted  to  ca re fu l l y ca l cu l a te  and  accura te l y report  i ts roya l ty paym ents.  Aud i t  ri gh ts a l so  a l l ow the  l i censor to  i nvest i ga te
suspected  abuse  o r ca re l ess ca l cu l a t i on  by the  l i censee .  Aud i t  te rm s have  som e usua l  cha racte ri st i cs (such  as coveri ng  the  cost  o f  the  l i censor's aud i t  i f
i t  revea l s m a te ri a l  underpaym ent by the  l i censee) and  restri ct i ons (such  as on l y pe rm i t t i ng  a  reasonab l e  num ber o f  aud i ts pe r yea r to  avo i d  d i srup t i ng
the  l i censee 's opera t i ons).

T he  te rm  o f  the  l i cense  ag reem ent shou l d  be  consi de red  i n  con j unct i on  wi th  the  paym ent te rm s.  I f  the  roya l t i es o r the  paym ent st ream  a re  t i ed  to  the
l eng th  o f  the  ag reem ent then  a  l eng thy o r pe rpe tua l  l i cense  m ay no t  best  se rve  a  l i censee 's i n te rests as i t  m ay requ i re  the  l i censee  to  m ake  paym ents
we l l  beyond  the  use fu l ness o f  the  t rade  secre t  to  the  l i censee .  However,  such  an  a rrangem ent m ay u l t i m a te l y be  fa i r i f  the  l i censee  wi l l  con t i nue  to
rea l i ze  an  advan tage  fo r as l ong  as the  l i censee  i s m aki ng  p roducts tha t  can  on l y be  p roduced  wi th  the  knowl edge  o f  the  t rade  secre t .  T he  pa rt i es
shou l d  ca re fu l l y consi de r te rm i na t i on  ri gh ts and  rem ed i es and  how these  a ffect  the  te rm  and ,  by i m p l i ca t i on ,  how such  ri gh ts and  rem ed i es a ffect  the
l i cense  paym ents.

I f  the  l i cense  i s hyb ri d  o r i f  i t  bund l es the  t rade  secre t  l i cense  wi th  knowl edge  t ransfe r se rvi ces then  the  paym ent a l l oca t i on  fo r each  com ponen t o f  the
l i cense  shou l d  be  cl ea r,  and  l i censes and  se rvi ces shou l d  be  separa ted  to  avo i d  d i spu tes i f  a  com ponen t o f  the  ag reem ent exp i res o r i s te rm i na ted .

General Terms



Asi de  f rom  ge t t i ng  the  l i cense  and  paym ent te rm s ri gh t  the re  a re  som e genera l  p rovi si ons i n  a  t rade  secre t  l i cense  ag reem ent worth  addressi ng .  As
these  a re  som et i m es t rea ted  as bo i l e rp l a te  te rm s the  necessary ad j ustm en ts to  m ake  them  m ore  su i tab l e  fo r a  t rade  secre t  l i cense  can  som et i m es be
overl ooked :

1.  An  a rb i t ra t i on  p rovi si on  tha t  i ncl udes an  ob l i ga t i on  to  keep  the  a rb i t ra t i on  con f i den t i a l  can  he l p  keep  the  t rade  secre t  con f i den t i a l .  Wh i l e  the  sam e
effect  m ay be  a t ta i ned  th rough  l i t i ga t i on  i t  can  requ i re  the  pa rt i es to  take  extra  steps and  the  ou tcom e m ay no t  be  as ce rta i n .

2.  Bo th  pa rt i es bene f i t  f rom  havi ng  a  si ng l e  cl ea r govern i ng  l aw i n  the  l i cense  to  p rovi de  ce rta i n ty on  the  i n te rp re ta t i on  o f  the  con tract  te rm s and  on
en fo rceab i l i ty.  In  m any cases a  l i censor wi l l  i nsi st  upon  se t t i ng  the  govern i ng  l aw si nce  i t  i s p rovi d i ng  the  t rade  secre t  and  a rguab l y has the  m ost  to
l ose  i f  the re  i s a  need  to  en fo rce  the  l i cense  ag reem ent.

3.  I f  the  pa rt i es si gned  a  non-d i scl osu re  ag reem ent i n i t i a l l y to  a l l ow the  l i censor to  sha re  som e de ta i l s o f  the  t rade  secre t  then  i t  i s he l p fu l  i f  the
en t i re  ag reem ent cl ause  does no t  un i n ten t i ona l l y ext i ngu i sh  the  non-d i scl osu re  ag reem ent.

4.  T he  su rvi va l  cl ause  shou l d  con tem p l a te  tha t  even  a f te r te rm i na t i on  o f  the  l i cense  ag reem ent and  any paym ents the  l i censee  i s st i l l  no t  a t  l i be rty to
d i scl ose  the  t rade  secre t  i f  i t  i s st i l l  a  secre t .

5.  T he  no t i ce  p rovi si ons can  be  appropri a te l y ta i l o red  to  ensure  tha t  cri t i ca l  no t i ces to  the  l i censor m a tch  the  l i censee 's ea rl y warn i ng  no t i f i ca t i on
ob l i ga t i ons (i n  the  even t  o f  an  un i n tended  d i scl osu re  o f  the  t rade  secre t) i n  a  way tha t  ge ts the  l i censor's counse l 's a t ten t i on  to  t ry to  he l p  p rese rve
the  con f i den t i a l i ty o f  the  t rade  secre t  i f  the re  i s a  chance .

6.  T he  assi gnm ent cl ause  can  ensure  tha t  the  l i censor can  appropri a te l y m anage  the  num ber o f  fu tu re  pa rt i es tha t  rece i ve  access to  the  t rade  secre t .
T h i s can  a l so  be  addressed  by p roperl y de f i n i ng  the  l i censee  pa rt i es to  de te rm i ne  i f  the  l i censee 's a ff i l i a tes can  o r canno t  ob ta i n  access to  the
trade  secre t  f rom  the  l i censee .

Wh i l e  th i s coverage  o f  key te rm s fo r a  t rade  secre t  l i cense  i s no t  exhaust i ve  (a  d i scussi on  on  l i ab i l i ty i s m i ssi ng ,  fo r exam p l e ) i t  revea l s opportun i t i es to
though t fu l l y approach  som e key te rm s i n  a  t rade  secre t  l i cense  to  avo i d  d i spu tes and  to  he l p  the  pa rt i es construct  a  con tractua l  veh i cl e  tha t  se rves each
party's i n te rests.

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