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TIPS REGARDING
FINANCIAL TERMS IN
LICENSE AGREEMENTS
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Topics We Will Cover Today

« Afew words about templates
« Basic financial components of license agreements
The role of exclusivity

Deeper dive into specific financial components
Market intelligence
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Templates

* Nothing is boilerplate

« Labels (and titles) are dangerous

« What you care about depends on multiple factors
« It all starts with a conversation

« How useful are templates?

« Using negotiated documents
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Basic Financial Components

» License fees

* Maintenance fees "@ﬁ;

« Minimum royalties KEEP

. Mllesﬁone fees. CALM

* Running royalties AND

« Sublicense royalties FOCUS ON

 Reimbursement THE BASICS

 Profit/revenue sharing

4 | © 2020 Perkins Coie LLP PeRKlNSCOie



Exclusivity Affects Financial Terms

 Exclusive licenses

- Exclusivity earns a premium due to lost opportunities
- Exclusivity sometimes requires territorial considerations

* Nonexclusive licenses
- Mere freedom to operate
- Channel conflict issues
- Most favored nations
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License Fees

« Establishes initial commitment

 In addition to reimbursement of patent costs
« Consider together with timing of other fees
Creditable?

PERKINSCOIe
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Maintenance Fees

 Establishes continued commitment
« Enough $$% to demonstrate institutional priority

 Creditable?

FEE

._HQEAINTENANG L

PERKINSCOIe
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Minimum Royalties

« Establishes commercial diligence

« Compensation for lost opportunity in exclusive field

« Relationship with, and effect on, diligence obligations
Typically start when maintenance fees end

PERKINSCOIe
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Milestone Fees

* Development milestones
« Regulatory milestones
« Commercial milestones

* One time vs. per product
« Worldwide vs. per territory
« Creditable?

PERKINSCOIe
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Running Royalties

« Royalty rate x royalty base

* Royalty rate
- Patent royalty
- Know-how royalty
- Hybrid structure and royalty stepdown
- Tiered rates
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Running Royalties

* Royalty base = gross — deductions

- Calculation of gross
» Definition of product
* Invoiced vs received
- Adjustment for combination products and services

- Permitted deductions
* Returns, etc.
* Discounts, etc.
« Freight, insurance, etc.
» Bad debts
« Cost of goods sold
» Sales costs

- Expense recovery
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Sublicense Royalties

« Contrast with pass through royalties
« Discourage flipping vs value added
« Sublicense royalty rate x sublicense revenues
* Range of sublicense royalty rates
« Calculation of gross revenues

« Permitted deductions
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Reimbursement

 Patent costs
« Technology transfer
 Technical assistance

PERKINSCOIe
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Profit/Revenue Sharing

 Profit sharing lessons learned from ICOS/Lilly

* Revenue sharing
« Deductions before sharing

PERKINSCOIe
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Market Intelligence

« Value of comparables
« Headline grabbers

COMPETITORS  VENDORS .
CUSTOMERS
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Questions?

MARK R. WICKER | PERKINS COIE LLP
PARTNER

11452 EL CAMINO REAL, SUITE 300
SAN DIEGO, CA 92130-2080

D. +1.858.720.5733

F. +1.858.720.5799

E. MWICKER@PERKINSCOIE.COM
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