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From foresight to insight: A systematic approach required to confront
challenges and difficulties faced by SMEs in commercialization of
technology

Abstract

The business and technology strategy provides the foundation for sustainable
development of a business. The challenge of a strategic planning process to integrate
technology and business strategy is to match technology push to market pull.

To integrate the technology strategy with business strategy for Taiwan SMEs, a
Six-Echelon model, including industry, market, product, technology, intellectual property
and cost structure analyses, is utilized for guiding the planning and implementation of IP
management for entrepreneur. Fruitful material and experience gained from the oversea
training program are utilized to develop the Strategic Management of Intellectual property
Leverage and Enforcement Model (SMILE) and associated checklists as part of the
systematic approach for Taiwan SMEs.

Keywords: start-up company, IP management, business strategy; technology strategy;

six-echelon model, checklist.
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Table A-1 Number of Enterprises by Industry, 2003-2006

Industry/ Yeﬁ"""

2003 1,172,633 100.00 1,147,200 ] 97.83
2004 1,204,343 100.00 1,176,986 | 97.73 27,357
2005 1,253,694 100.00 1,226,005 | 97.80 27,599
2006 1,272,508 100.00 1,244,099 } 97.77 28,409

Total

Table A-4 Overview of Newly-established SMEs in 2006 - by Industry

Unit: Number of enterprises; NT3 million; %

Mumber of enterprises 108,673 100,00 108,320 9968 353 0.32

Total Sales value 357223 10000 236973 660.34 120,250 33.60
Domestic value 322484 10000 221496 6268 100988  31.32
Export value 34,739 100,00 15477 4455 19262 5545

2011 AR P R E O BI(FR kR 2007 AR ] f ke A F)
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Table A-1 Number of Enterprises by Industry, 2003-2006

2003 1.172.633 100.00 1.147.200
2004 1.204.343 100.00 1.176.986
2005 1,253,694 100.00 1,226,095
2006 1,272,508 100.00 1,244,099

pber of entegug

Table A-3 Export Sales Value by Industry, 2003-2006
Unit: NT% million, %

T— " SMEs g
Industry/ Year : enterprises

2003 7,332,745 100,00 1,327,839 : 6,004,906 B1.89
Total 2004 8,493,156 100,00 1448374 . 7,044,782 8295
2005 8,630,921 10000 1,518,823 ! 7.112,098 8240
2006 8,731,753 100.00 1,562,224 . 7,169,520 8211

Table A-5 Total Employment by Industry, 2002-2006

Uinit: Thousand persons; %

Total Large Govern-
nterprises | Share | ™™ | s

2002 9454 7,361 77.86 1,147 | 12.13 946 10,01
2003 9573 7425 | 71.56 1,159 | 12.11 988 10.32
Total 2004 9786 7553 | 77.18 1,238 | 12.65 995 10.17
2005 9942 7.648 | 76.93 1.333 | 13.41 961  9.67
2006 10,111 1,151 76.66 1.426 | 14.10 934 924
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Bl 5-5NB 2 & %4 +7(Work Breakdown Structure, WBS)

Display latch

. LCD
w_ | (liquid crystal display)
B

PC card slots.

Display latch Kayboard

Palm rest

Figure 1.
Appearancz of mobile notebook PC

Figure 2.
Internal unit placement of mobile notebook PC.

Reference: VKazuhiro Igarashi, Packaging and Mechanical
Technologies for Mobile Notebook PCs, FUJITSU Sci. Tech.
J.,34,1,pp.18-29(September 1998)

Invertar

Connectors
for extemal
connection

Heat sink block B
Main board

Thermal diffusion

plate

Bottom cover

Figure 10.
Fan-less heat dissipation structure of Ad-size slim-body
mobile notebook PC.
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Pz i E g ¥ ¥ 1% % (Business secret) t » B & & ch& ATE R A 2 2 U ﬁ%{%
4 > £ 51 5 £ T % E 4T A8 - BEEJNG H DL ITERY] - KA HTE
FHRIFRE DI e B TR E S o BT ARG AGFTEERG HINRAE
(licensing) » ¥ EE & {13 WA - NEEAEE G HRR -

451 LT s 154 AL

8 55 (SW)

T T+ % (EE)

# 57 (ME)

3.1 LCD fiie s (MEO01)

3.2 i B (ME02)

33 %~ #(MEO3)

3.4 H w3 (MEO4)

3.5 & #h(hinge)(MEOS)

36 RERPE(EE EMI)(MEOS)

3.7 4% (MEO7)

3.8 & 3V ¥ e H (Docking)(MEO8)

39 # & (MEQ9)

4 1 %33+ (Design 2 & #%)(ID)
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EOR 4
2-4% - 3Ten ik

e 0.25%-1.5% - EJE iE 4%

1-2% - ASLiE Az, & feh

54 FERFRAE(LCLRM 57 ) (FR KR E 7 )
¥: %%
R g ¥ #1104 ik & Bt 4
EA R 2-15% $ 2-15K $2-10K
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Checklist 5-1 Start-Up Roadmap
(Source: University of Washington Technology Transfer Office)
1. Team
o Entrepreneur/team understands the risks involved in starting a company
o0 Entrepreneur/team understands and is willing to make the commitment necessary
to make the company successful
o Initial startup team is identified, and the entrepreneur understands the gaps in the
management team and is willing to add team members with different skill sets
that are necessary to grow the company
2. Intellectual Property
o The IP is identified and the rights managed
o The IP is protected or process has begun
o The IP is scalable
o Team is willing to detect and enforce against infringers
o Freedom to operate: other IP is needed and is available for licensing
o The ABC company licensing process has been explained
3. Product/Market
o Application(s)/product(s) are possible from the technology (this is a true start-up
opportunity, not a licensing deal)
o There is a large, addressable, and growing market for the application(s)
/product(s)
o Potential customers have been identified and interviewed

o Competitors have been identified and analyzed
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Strengths/Weaknesses/Opportunities/Threats (SWOT) analysis has been conducted
5. Education/Coaching/Mentoring
O Appropriate mentors have been identified for key team members

o Appropriate advisors have been identified for the startup team

S

Available Resources (See Resource List)
o A variety of entrepreneurial resources have been identified to the team
o Specific team needs have been discussed and specific resources have been
identified to address those needs.
7. Company Formation
The business documents have been prepared:
o Incorporation papers (filed with the state)
o Business plan, financials, summary, presentation, website
The company is fundable:
o There is a compelling value proposition
o The business model is defined and makes sense
o There is a clear exit strategy
o Appropriate funding sources have been identified
8. License
o The ABC company licensing process has been explained
o Ongoing research needs have been discussed and agreed upon
o A licensing contact has been identified (for negotiating the license)
o The team has or is able to raise the funding necessary to obtain the license

O A suitable license can be negotiated
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Considerations in starting a new company

(Source: University of Washington Technology Transfer Office)

There are several important questions to ask when considering a startup:

1.

8.

How well developed is the technology? (Large companies in established industries
can be unwilling to take a risk on unproven technology.)

Can I build the right team to develop the business?

Can multiple products or services be developed from the same technology?
(Companies often need more than one product to succeed long term.)

Does the technology, or products or services derived from it, have a sufficiently
large competitive advantage and target market?

Are potential revenues sufficient to sustain and grow the company?

Who will invest in the company and why?

What are the capitalization requirements?

Have end users validated the need for the end product?

Innovators should also ask themselves the following questions:

1.

Am | willing to do all that is needed and spend the time necessary to start a business
that may require considerable time and resources?

What do | want out of the business?

Am | willing to accept risk?

Am | flexible and adaptable to change?

What role will I play in the new company?

Will | simultaneously hold positions in the new company and at the UW, or will |

join the company full time?
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Questions to be asked when first meeting with investor

Understanding the research/invention

1.

2.

10.

11.

What is the core invention?

What is actually new, not obvious?

Where and how is this technology used?

How did they devise the invention?

Where does this invention fit in the overall work/funding of the lab? Isita
mainline project? If not, relative importance/unimportance. If the primary
inventor is a grad student or a postdoc, will the work continue after they
graduate/depart university? Does the project have continued funding?

What was the motivation to solve the problem?

What made you decide to disclose this?

Why did you go down this path?

What are the pitfalls?

Where does the disclosure fit in their lab work (example: are reagents borrowed)?
What did they actually do...Provide background information. What is really

there?

Publication and Prior Art issues

1.

2.

Are there any publications, past or upcoming, or any grant applications?
Ask them to provide relevant literature for prior art. How did they get their prior

art?

Assessing the business opportunity for Cost/Benefit/Risk/ability to find Licensee

1.

2.

3.

What development path is envisioned?
How much do they want to validate their targets?

Who would you go to buy it from?
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4.

What product/markets does this technology address? Is it completely novel?
How much translational work needs to be done in order to see the path to the
product? How is the technology better than existing technologies used today in
current products/current procedures, etc? What are the advantages of the
technology compared to current standards? Any disadvantages?

Looking for licensee leads: Who have they been meeting with in industry?

What meeting contacts do they have from industry?

Conflict/Obligations review

1.

2.

Avre there any potential conflicts in the lab? Any other agreements?

What is going on in the lab and are there any “strings attached”?

What kind of affiliations do they have? (What other commitments: example, to
whom have you sent reagents?)

Where do they have sponsorship (government or industry)?

Get the OSP grant numbers

For physicians/inventors treating patients: does this invention result in
something the physician/inventor would use on his/her own patients? This is a

trigger for Antikickback/Stark consultation with Clark.

IP Strategy and Patentability Assessment

1.

2.

Lay out expectations at the beginning.
Potential patent: How difficult will it be to patent? (Sometimes things are
disclosed that are scientifically important but might not be ready for patent.)

Ask what their IP expectations are.
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Checklist 5-2 Product-Technology Roadmap

(Source: Lee et.al., working paper, 2007)

Bandwidth

High

High Speed 4G
Wirele

China
TDS-CDMA

Fixed Portable Mobile

Mobility

Developing [ Commercialized

—

The product-technology roadmap of wireless products
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Checklist 5-3 Business Plan Checklist

(Source: http://www.curiousoffice.com Ten Steps to Launching an Early Stage Company)

1. Determine your main value-add.

OO0 What is it that you're good at?

O Where is your unique advantage? Focus on that and build from there.

O When thinking about your initial offering don't over reach. If the first phase of
your business plan is too broad by definition you'll end up doing things you don't
understand very well. There are lots of inherent risks in doing new things. When
you are new you often don't know what you don't know. It's fine to have a vision
of where you do want to go, but it's important to have a very pragmatic starting
point.

O Who are you like? Best way to figure out who you are is to triangulate with what
you are replacing and who you are like.

O Awinning strategy has the following components:

a) A great vision;

b) Place to start to day;

c¢) A plan to scale between the two.

You should think through your strategy in this order.
2. Evaluate the market and determine who your customer is and what they want to
buy.

O Understand. Try to make it something they already understand versus something
new you’d like them to consider.

O Need versus nice to have.
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O A “need to have” is something that you are already planning to buy and all
that you have to do is convince them to switch vendors or more than like
take on an additional vendor.

O A*nice to have” is when you are trying to educate and convince somebody
to buy something they are not buying presently or solve a need that they
don’t currently have.

In terms of who the customer is, you need to go beyond simply identifying the
companies or organizations that buy, but who specifically in the organization that

buys.

3. Determine your competitive strategy.

O

O
O
O

How do you fit with in the context of the marketplace?

What “play” should you run?

Are you a trying to win a drag race or execute a fast follower play?

Are you trying to pincer a competitor between an advanced or basic offering? You
don’t need to start from scratch. There aren’t a million choices. There are only five

based on how you assess the overall market landscape.

4. Determine your positioning.

O Why your version of the solution is this situation is better than anyone else’s?

Translate this into messaging that your target audience find both easy to
understand and memorable. Finally, roll all of this up into a case for your
company or product based on the situation in the market that makes your product
or company necessary. See the fourth bullet point on point number 1. Usually it is
easiest to start with the man on the street positioning and double back on the “X
that does Y for Z” construct. A favorite focus group question is to ask a customer,

how do you describe this product or service to a friend?
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5. Identify the key trends you’re going to exploit.

O The way for a new product or service to displace an established service is to align
with trends that are bigger than any one company.

O Major trends in technology include the exploding power of the micro-processor,
the pc economy, and internet standards. In each instance the large established
players resisted the trends and were either displaced or had to adapt to them.

6. Produce the product or a proto-type of the product at minimal cost and sell it to a
few select customers.

O You’ll learn a ton along the way. You’ll validate your proposition and your target
customer. You’ll also get a much better understanding of your profit structure.

7. Fully deploy with a handful of customers.

O It is better to have one really good customer than three folks who are simply
sampling your goods or services. The reason is that when you are a new company
potential customers will want to call existing customers before they buy. It is
really, really hard to scale a business if you don’t have reference-able customers.

8. Acquire the next handful of customers primarily through word of mouth.

O Ask your first happy customer to refer you to three others. Make them happy.

9. Use PR and momentum to project your product, offering, or company into the
market

O Win the thought leadership battle. If you’ve aligned with key trends in the
marketplace, have happy customers, and are showing momentum you should be
able to convince key influencers that your product’s success is inevitable. If
you’ve done this right than customers will start believing it is “when” and not
“if”. You than need to create the perception of overwhelming momentum so that

you play to both the motivations of greed (e.g. the desire to get a head of their
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competition) and fear (the anxiety about being left behind).
10. Scale.

O Here is where you have a Web Site, tighten up your product positioning, find
additional partners etc.

O The key thing is to keep your cost structure low until you are ready to scale.

O At this point you should have a good sense of what your revenue is before you
spend the dollars. Most new entrepreneurs try to scale too early before they really
figure out what they are selling and who they are selling to. They spend a bunch
of dollars on the front end and ironically it actually hurts their ability to refocus

their business towards a better outcome.
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Checklist 5-4 Spreadsheet for cash flow estimation

(Source: University of Washington Technology Transfer Office)

Cash Flow Data (MS. Excel Spreadsheet)

Google Inc.
Financial Statement Information (a)
(numbers in millions)

Year Ended December 31:

2001 9% Sales

Revenues 86.4 100.0%
Cost and Expenses 75.5 87.3%
Income from Operations 11.0 12.7%
Other Income (Expense), Net (0.9) -1.0%
Income Before Taxes 10.1 11.6%
Provision for Income Taxes 3.1 3.6%
Net Income 7.0 8.1%
Depreciation and Amortization 14.2 16.4%
Capital Expenditures 131 15.1%
Increase in Working Capital 2.5 2.8%
Number of Shares Outstanding 186.8

(fully diluted)

Average Tax Rate 30.6%

2002
439.5
253.0
186.5

(1.6)
184.9

85.3

99.7

29.0
37.2
(5.0)

220.6

46.1%

Source: Google, Inc. IPO Prospectus, August 18, 2004, p. 6, F-7.

% Sales

100.0%
57.6%
42.4%

-0.4%
42.1%
19.4%
22.7%

6.6%

8.5%
-1.1%
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2003
1,465.9
1,123.5

342.5

4.2
346.7
241.0
105.6

55.0
176.8
6.3

256.6

69.5%

% Sales

100.0%
76.6%
23.4%

0.3%
23.6%
16.4%

7.2%

0.0%

3.8%
12.1%

0.4%

6 Months Ended June 30:

2003 % Sales 2004 % Sales
559.8 100.0% 1,351.8 100.0%
370.3 66.2% 1,025.6 75.9%
189.5 33.8% 326.3 24.1%
0.7 0.1% 1.2 -0.1%
190.2 34.0% 325.1 24.0%
132.2 23.6% 182.0 13.5%
58.0 10.4%  143.0 10.6%
0.0% 0.0%
22.7 4.1% 54.7 4.0%
60.6 10.8%  182.3 13.5%
(25.9) -4.6% (20.7) -1.5%
253.0 265.2
69.5% 56.0%
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Cash Flow Projections (MS. Excel Spreadsheet)

A | B | c | o | e | F | o | w | 1+ | 3 | «k | L

1 |Assumptions: Percent of? 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
2 |Revenue Growth Rate Prior Rev. 1.00 1.00 0.90 0.80 0.70 0.60 0.45 0.30 0.20 0.10
4 |Cost and Expenses Sales 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75
5 |Other Income (Expense), Net Sales 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
6 |[Provision for Income Taxes Inc. Bef. Taxe 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35
7 |Depreciation and Amortization Sales 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04
8 |Capital Expenditures Sales 0.12 0.12 0.12 0.12 0.12 0.12 0.12 0.12 0.12 0.12
9 |Increase in Working Capital Sales 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
10

11 |Terminal Value Growth Rate 0.04

12 |Discount Rate 0.20

15

14 |Projections: Actual

15 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
16 |[Revenues 1,465.9 2,932 5864 11,141 20,054 34,092 54,547 79,093 102,821 123,385 135,723
17 |Cost and Expenses 1,1235 2,199 4398 8,356 15,040 25,569 40910 59,320 77,116 92,539 101,793
18 [Income from Operations 3425 733 1,466 2,785 5,013 8,623 13,637 19,773 25,705 30,846 33,931
19 |Other Income (Expense), Net 4.2 0 0 0 0 0 0 0 0 0 0
20 |Income Before Taxes 346.7 733 1,466 2,785 5,013 8,523 13,637 19,773 25,705 30,846 33,931
21 |Provision for Income Taxes 241.0 257 513 975 1,755 2,983 4,773 6,921 8,997 10,796 11,876
22 |Net Income 105.6 476 953 1,810 3,259 5,540 8,864 12,853 16,708 20,050 22,055
23

24 |Depreciation and Amortization 55.0 117 235 446 802 1,364 2,182 3,164 4,113 4,935 5,429
25 |Capital Expenditures 176.8 352 704 1,337 2,406 4,091 6,546 9,491 12,338 14,806 16,287
26 |Increase in Working Capital 6.3 0 0 0 0 0 0 0 0 0 0
27

28 |Net Cash Flow (Years 1-10) 242 484 919 1,654 2,813 4,500 6,525 8,483 10,179 11,197
29 |Terminal Value 72,782
SU

31 |NPV(1 through 10) $12,080

32 |[NPV(TV) $11,755

33 |Total Firm Value $23,834

34 [Shares Outstanding 279.3

35

36 |Price Per Share $85.34
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Summary Projections (MS. Excel Spreadsheet)

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
1.00 1.00 0.90 0.80 0.70 0.60 0.45 0.30 0.20 0.10

Actual
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
1,4659 2,932 5864 11,141 20,054 34,092 54,547 79,093 102,821 123,385 135,723
242 484 919 1,654 2,813 4,500 6,525 8,483 10,179 11,197
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Checklist 5-5 Patent Checklist
(Source: Finnegan, Henderson, Farabow, Garrett & Dunner, LLP)

1. Promptly document the conception of your invention to get the earliest priority date:
o Write down a description of your invention
o Then, sign and date that document
o Have a trusted non-inventor who can understand the invention read, sign, and date
the document as well
2. Promptly complete the inventive process to get the earliest priority date:
0 Make the invention
o Test the invention
o Document the making and testing and sign and date the document
o Have a trusted non-inventor who can understand the invention sign and date the
document as well
3. Don’t take steps that cause rights to be lost before securing your patent rights:
o Don’t publish information about the invention
o Don’t offer the invention for sale
o Don’t publicly use the invention
o Don’t disclose the invention to others without a confidentiality agreement
4. Protect your invention by keeping it as trade secret or promptly filing for a patent to get
the earliest priority date:
o If you file for a patent, tell your lawyer about:
o who contributed to the invention
o the best ways to make and use the invention

o any related publications, presentations, disclosures, uses, offers for sale made by
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you
O any related publications, presentations, disclosures, uses, offers for sale made by
others
O any unfavorable test results or other unfavorable information
O any infringers and their infringing activity
o sponsors such as government agencies which may create patent obligations
o mark the products “patent pending” only after you file your patent application
o Don’t tell others about your communications with your lawyer
5. Maintain your patent rights:
o Keep track of due dates for payments and other actions to be taken
O pay maintenance fees to keep your patent in force
o Make your patented products with the applicable patent numbers to put infringers on
notice
o Monitor products sold by others to see if they infringe your patent
o Promptly decide whether to take action against infringers
6. Investigate whether you infringe the rights of others before commercializing your
invention:
o Your patent gives you the right to exclude others form making, using, or selling your
invention
0 Your patent does not give the right to make, use, or sell your invention

0 You can still infringe other patens even I you have a patent
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(Source: University of Washington Technology Transfer Office)
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Date ROI

ROI#: Received:
ROI Title:
Date Completed: Completed By:

Mark one with an "X"
General Evaluation Yes No
1. Is more information required from the inventor(s) to complete the ROI? O O
2. Is there any experimental data suggesting that the invention works? o O
3. Does marketing the invention require further experimental verification? o O
4. Do the inventor(s) have funding to carry out research on the invention? o o
5. Is there likely to be a commercially significant U.S. market for this O O
technology?
6. Do government rights exist which severely limit the primary market (eg. O O
Military)?
7. Is this invention an antibody, reagent, or software? o O
8. If all shaded boxes are checked for 1-7, skip to #17. Otherwise complete 9-16.

Check if
Specific Evaluation applicable
9. Currently licensed, optioned, or in negotiations with a company o
10. Research plan from investigators outline required experiments |
11. Funding agency has indicated that the grant is, or will be, approved o
12. Inventor(s) has/have resolved such issues in the past o
13. No further research needed o
14. There is a significant secondary market o
15. Potential market is unusually large o
16 Other (please specify) |
]
]

Patent Evaluation Yes No
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17. Should it be submitted to the License/Patent meeting for evaluation? g o
18. Approved at the License/Patent meeting g o

Check if
Disposition applicable
19. Provisional patent application to be filed o
20. Copyright registration to be filed o
21. To be marked as tangible research property (i.e. antibodies or reagents) |
22. Additional information requested from Inventor(s). o
Specify:
23. Not a sufficiently promising investment for UW at this time. o
24. Subject matter deemed inappropriate for patenting pathway. o
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(Source: University of Washington Technology Transfer Office)

ROI#: Date ROI Received:
ROI Title:
Date Completed: Completed By:
Have the Inventors: No|Yes| Ifyes, date
1. published papers or abstracts relating to this technology? O] O O
2. submitted such papers or abstracts for publication? o| o 0
3. received grants/contracts for research related to this o| o i
technology?
4. applied for such grants? o| o 0
5. offered to sell a product or service related to this o| o i
technology?
6. sold or otherwise transferred such product to others? 0| O O
7. or others put a related product/service into routine use? 0| O O
8. or others identified any other possible bar dates? O] O O
Explain:

Prior At Sarch key words/strategy/sub-class
9. USPTO O
10. WIPO O
11. PubMed O
12. Other: mi

O
Possible Prior Art Yes No
13. Has potentially relevant art been discovered in search? m m
14. Are there references cited by the Inventors? m m
Patent Evaluation Yes No
15. File provisional patent application mi mi
16. File non-provisional patent application mi mi
17. Conduct patentability opinion mi |
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Checklist 5-6 Trade Secret Checklist
(Source: Asia Pacific Legal Institute / George Washington University)
Checklist for Trade Secrets and Confidential Business Information
Know the advantages of protecting information as trade secrets or confidential business
information.
o Can protect information not protected by patents, copyrights, or other forms of
intellectual property
o Can be protected forever if they are kept secret, unlike patents or copyrights having
limited terms of protection
o Can protect additional information at a relatively low cost once security measures are
in place
Determine what can be protected
o Useful information not generally known or readily obtained that provides a
competitive business advantage
o Information protected from use or disclosure by employment agreements,
non-disclosure agreements, or principles of unfair competition and misappropriation.
Identify types of business information to protect
0 Technical information
- Processes, formulas, programs, etc.
- Machinery design and specifications
- Material components and their sources
- Experimental constants, chemical formulas
- Software (source and object code), design schematics, related information
- Research and development reports, plans, objectives, budgets

o Organizational information
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- Employee information, including key employee acquisitions, terminations, etc.
- Information about reorganizations, mergers acquisitions, expansions
- In-house equipment and facilities
- Policy manuals
0 Financial information
- Financing plans, budget information, banking arrangements
- Cost of good, supplier identities, ordering patterns, etc.
- Pricing models and discounts
- Identities of equity or debt holders, share holdings, capital contributions
- Distributor and dealer discounts
- Information about management information systems
O Marketing/Sales information
- Potential and actual customer or client lists
- Licensing information
- Market research and forecasts, plans, budgets
- New product developments and geographic penetration
- Product delivery schedules and strategies, shortages, etc.
- Methods of operation/doing business
- Sales manuals and training materials
4. Use reasonable precautions to block access to everyone except those with a need to
know
o Control the trade secret or confidential business information
- shred obsolete or excess copies of confidential documents
- Provide notice on information as being trade secret (proprietary and

confidentiality legends)
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o Obtain written employee (and consultant) agreements

- Include confidentiality provision

- Include a non-compete provision

o Control premises- use traditional “lock and key” precautions

o Control employees and visitors

- Maintain records of those with access
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- Conduct entrance interviews and obtain certifications from employees

- Send periodic reminders and inventories

- Inform departing employees of their obligations

o Use notice measures to put everyone on notice as to what information is considered

to be a trade secret or confidential business information

Comparison of the Various Types of Intellectual Property Protection

(Source: Finnegan LLP)

Feature/Type Patent Trademark Copyright Trade Secret
Subject Machine, Designation of | Expression of an | Any product,
manufacture, | source of goods | original work technique, or device
process, or or services that is relatively
composition secret and provides
of matter a business
advantage
Scope Structure and | Designation of | Expression Confidential
function source relationship
Term 20 years from | Indefinite, as 100 years from Indefinite, as long
filing long asitis creation as it remains
used confidential
Registration | Required Optional Optional None
Requirements | Useful, new, | distinctive Original Relatively
unobvious confidential, useful,
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and described relationship
property
Cost $15,000t0$% |$2,500t0$ $ 150 to $ 250 Depends o
25,000 4,500 measures needed to
(moderately preserve
complex) confidentiality
$25,000t0 $
40,000+
(complex)
Exclusive Unauthorized | Likelihood of | Copying Unauthorized use
Rights making, use, | confusion
sale, offer to
sell, or
importation
Enforcement | Federal law | State and Federal law only | State law primarily;
only federal some federal law
Typical Injunction, Injunction, Injunction, Injunction,
Remedies compensatory | seizure and seizure and compensatory
damages, destruction, destruction, damages, punitive
enhanced compensatory | compensatory damages
damages only | damages, damages,
ina enhanced statutory damages
“exceptional” | damages
case
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Checklist 5-7 Technology Transfer Checklist
(Source: University of Washington Technology Transfer Office)

1. Technology Evaluation
— The scientist’s perspective:
What’s the next?
a. Justa cool research?
b. License the technology to exist company?
c. Form anew company?
Something needs to take into consideration
a.  Where was this application? Research — Development — Prototype — Product
- Whose job to decide?
- Different roles and opinions between professor and office of technology
transfer (OTT).
b. What is “proof-of-concept”, did we have it? (close to prototype)
c. What investments, order of magnitude, necessary to get across this evolutionary
line?
For Technology Transfer, usually the priority will be
a. Patent cost recapture
b. Milestone payment
c. Equity
What was happening first?
a. Gave academic talks leading to industrial contacts
b. Had some advisors in to consider “Newco”
c. Made some contacts with venture capital groups

Challenges at Public Universities
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Turnover of personnel

Competing goals between Newco and OTT for patent cost recapture vs. potential
equity (e.g. pressure to license)

Slowness ( inherent feature of public universities)

Investment in new patent activity

Challenges with Venture Capitalists

a.

What stage was the technology? Early stage in some regards, but aren’t they
supposed to contribute something other than money?

Is platform technology bad? (need to focus on specific application)

Bright people, but mix of biology, chemistry, medicine, hard to grasp

-Lots of nodding heads, then idiotic questions (you only have 30 mins)
Investment in new patent activity

Technology Inventors must be involved in tech transfer or start-up venture
Constantly question whether you have a company concept or licensing
opportunity

Persist in focused VC and industry relationships

Be open to alternative technical applications and business plans

—The Technology Transfer Perspective

Moving good ideas to the market

a.

b.

Identifies technologies with commercial potential

Facilitates the distribution and adoption of software and digital innovation
Assesses the strength of available intellectual property protection

Selects best innovations for investment

Seeks companies interested in developing the technology
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Manages obligations/reporting to sponsors of research

Commercialization Process

o

e.
Challenges in Commercializing University Research
a.
b.

C.

Identify innovations that have commercial applications

Establish ownership rights in the innovation

Transfer rights to companies for further development

- faculty/researcher startups

- established companies

Ensure diligent development of products

Reinvest proceeds into research

Technology not developed in response to a market

Technology is embryonic- uncertain if it will work outside of the lab

Significant financial risk to bring embryonic technology to market

Technology Assessment

a.

b.

g.

Does the product/service fill the market needs? How?

How does the solution compare to alternate solutions available to them?

How does the solution compare to not taking any action?

Does the product/service provide a strong positive return on investment?

Does the market recognize the need for the product/services?

Can we help the market recognize the need for the product/services?

Can we help define a compelling value proposition?

Process of Managing Inventions

a.

b.

Inventors submit Record of Invention (ROI)

Evaluates the innovation for :
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- Organization legal interest
- Patentability
- Potential markets
- Possible licensees
c.  Pursues patents and licensing for promising inventions
Invention Review Process
a. Evaluate obligations to others
- Carefully review all contractual arrangements
- Obligations on intellectual property arise through:
(1) Research agreements
(2) Material transfer agreements
(3) Confidentiality agreements
(4) Consulting projects
(5) Gifts and donations
(6) Collaboration and co-inventorship
- May limit licensing opportunities
- May make patent pursuit infeasible
b. Evaluate technical/Scientific merits
- Invention is adequately defined in the disclosure
- Supporting data are available
- Utility shown (i.e. solve a problem)
- Technology state-of-the-art
- Core technology vs. improvement
- Features of invention vs. limitations

c. Evaluate commercial potential
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- Ability to define product
- Perceived need
- Identity of end user
- Market size
- Believable large upside potential
- Maturity of market
- Competitive advantage/product differentiation
- Are there better, faster, cheaper alternatives
- Prospective licensee(s) identified
- Liability consideration
- Predisposition of industry to licensing
- Long product cycle
d. Evaluate the inventor profile
- Cooperative
- Will serve as champion
- Industry contacts
- Realistic expectations
- Success with previous disclosures
- Credibility/recognition in the field
- Research funding and direction
- Conflict obligations? (need to know)
e. Evaluate proprietary position
- Patentability of invention (novel, usual, not obvious)
- Known prior art exists

- Publications (abstract, journal article, manuscripts submitted)
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- Grant applications that describe invention
- U.S. and foreign rights available (No public disclosure prior to filing
application)
- Breadth and strength of claims
- Freedom to practice (other dominant patents)
- Possibility of reverse engineering
- Ability to withstand litigation(avoid interference)
- No prior claims to the invention
f.  Evaluate stage of development
- Only a concept? (clinical data?)
- Reduced to practice/prototype available
- Manufacturing feasibility (facilities, equipment, etc)
- Clinical data available
- Inventor cooperation required
- Critical information missing
g. Evaluate commercialization pathways
- License to an established company
- License to a start up company
- Access to venture capital
- Package with other technologies
- License to inventor
h.  Evaluate financial analysis
- Cost of patenting
- Financial support from licensees

- Possibility of sponsored research
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- Anticipated license/royalty income

Market analysis

a.

b.

Collect information from the inside
¢  Talk to the inventors for their knowledge
¢ Use a Questionnaire to determine:
(1) Types of products and services
(2) All possible applications of the invention
- Advantage of the invention
(1) Cheaper to make or use
(2) Easier to make or use
(3) Safer
(4) Faster
(5) More precise
(6) Lasts longer
(7) More reliable
- Analyze competitive landscape
(1) Existing products and services that are similar
(2) Identify companies in these fields
(3) Identify market segmentation
(4) Identify pricing structure
Collect information from the outside
- Industry databases and company profiles
(1) NERAC
(2) Knowledge Express

(3) Medical Device Register
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(4) Thomas Register for American Manufacturers

(5) Marketing Reports (if budget allows)- Frost & Sullivan, Theta Reports

Trade Journals

Internet Searches

SEC filings (EDGAR database)
- SBIR grant recipients

Press releases

c. Estimate Market
- Identify potential users/customers
- Research to estimate size of the market segment
- Estimate growth of market
- Estimate quantity of product per user per year
- Identity competitive and substitute products available
Making patent decisions at University
a. Inventions selected for investment by university have:
- No unmanageable obligations to others
- Solid technical merit
- Strong patent protection available
- Good prospects of a commercial market and business opportunity
b. Reasons not to patent
- ldea is not an invention
* Doesn’t qualify as eligible subject matter
* Publication created bar to patenting
- ldeais not fully developed

* Enablement issues
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* Patent issuance unlikely
- Patent position is not commercially useful
* Narrow coverage
* Dominated by other patents
- No viable commercial market
* No promising application
* Small market for products
- No interested commercial investors
* Return on investment not sufficient
* Difficulties in making products
- University does not fully own the work
* Inventors haven’t assigned rights
* Commercial co-owner (if applicable) doesn’t want license
Effectiveness of patents
a. Valid if challenged
b. Enforceable
c. Difficult to invent around
d. Technology area not moving so fast that patents are not relevant
e.  Licensing does not require a court decision or if firms cross-license with
competitors
Notices
a.  University technologies are early stage, developed with no economic goals in
mind; through evaluation of university legal interest, patentability and potential
markets is essential to reduce the risk of the university investment in IP

b.  Strong patent position is crucial to transfer university developed technologies
147



SR H B IRE Y M

Multi-Discipline Management of Technology

SANMOT
- ©

I /A4 O

2. Technology Valuation
— Industry Standards, Rating/Ranking Methods, and Rules of Thumb
Risks in the Development of Early Stage Technologies

a. Technology risk

Doesn’t work outside of the lab

Can’t make robust enough

Doesn’t scale

Cost to manufacture

Efficacy (regulatory hurdles)
b. Market risk
- Competition
- Acceptance (doesn’t meet a need)
- Reimbursement
What are valuable?
Technology; Rights; Patents; Proprietary Technical Information; People; Hardware;
Facilities; Software; Customers; Suppliers; External Licenses; Patent Prosec. & Maint.;
Patent Enforcement; Infringement Defense; R&D/Consulting; Regulatory Support;
General Reps/Warrants
How is the IP being paid?
Lump Sum (paid up); Royalties (rates, structure, base); Upfront payments; Annual
payments; Milestone payments; Option payments; Royalty adjustments; IP rights;
Purchase commitments; Equity; Patent P&M; Patent Enforcement; Infringement
Defense; Reps; Warranties, Indemnification; Public Recognition

Categories of discovery
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Revolutionary - satisfies a long-felt need or creates a new industry — 7-14%
Major improvement — significantly enhances product superiority in an existing
product , process, or service- 5-9%

Minor improvement — creates an incremental improvement in an existing product

or service — 3-6%

Financial Consideration Factors

a.

Royalties
a.

b.

Significance of invention (the number is only for reference)

very high (~100%)

high (~50%)

medium (~24%)

low (~18%)

Status of development at time of license(the number is only for reference)
- Enabled (~100%)

- Not enabled (~78%)

Fees by type of license (life sciences; the number is only for reference)

- Therapeutic (~100%)

- Diagnostic (~50%)

- Research (~24%)

Both parties share risk
Considerations

- Rate

- Base

- Deductions
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3. Methods of Valuation
a.  Industry standards
- Database with common knowledge of previous deals

(1) Sources of industry standard data
* Surveys
* Proposed or established norms
* Shopped term sheets
* News, publications
* Journals, proprietary databases
* Published agreements
* Court cases
* Lifelong or organizational learning

(2) Limitations of Survey Data
* Wide ranges in each category
* Limited connection between the royalty rate and the value of the IP
* Royalty base not clear
* Other payments not correlated with the royalty rate
* Limited info on other terms of license
* Vagueness of categories
* Dated information
* Biased by survey segment
* Stage of development not known
- Comparables

b. Rating/Ranking Method

- Scoring criteria
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(1) Market size
(2) Patent protection

(3) Stage of development

Scoring system — 1 to 5, Hi/Med/Low

Scoring scale

Weighting factors

Decision table

Example of rating/ranking method (just for illustrative)

Weighting Score Weighted
(1-3) (1-5) Score
Market size 2 3 6
Patent protection 3 2 6
Stage of development 3 4 12
Score of exclusivity 2 5 10
Duration 2 3 6
Total score 40

* Subjective

* Important values

* Directly links to market value

* Useful for preparing for marketing or negotiations

* Useful way to defend valuation and process to stakeholders

c. Rules of thumbs — Experience
- Total value or gain
- Apportionment or split of revenues ( 25% rule)
- Investment
- Risk
- Royalty (25% of profits)
- Down payment
* 5-10% of total value

* one year’s mature royalties
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- Exclusive vs. nonexclusive — 1/2
- Minimum royalties — 25 to 50% of expected royalties
d. Discounted cash flow
e. Monte Carlo Method
f.  Auction Method
g. 25%Rule
e Advantages
- Feeling of fairness
- Based on benefits
- Can be basis for an early agreement

¢ Disadvantages

25% is not always appropriate

Base varies

Needs pro forma income statement

Not much guidance for up front payments

References:

1. AUTM Technology Transfer Practice Manual, \ol.2

2. Valuation and Pricing of Technology-Based Intellectual Property, Razgaitis, Wiley and
Sons, 2003.

3. Getting to Yes, Fisher et al., Penguin Books, 1981, 1991.
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The Georgia-Pacific Factors

Georgia Pacific Corp. v. United States Plywood Corp., 318 F. Supp. 1116, (S.D.N.Y. 1970)

1. The royalties received by the patentee for the licensing of the patent in suit, proving or
tending to prove an established royalty

2. The rates paid by the licensee for the licensing of the patent in suit

3. The nature and scope of the license, as exclusive or non-exclusive; or as restricted or
non-restricted in terms of territory or with respect to whom the manufactured product
may be sold

4. The licensor’s established policy and marketing paradigm to maintain his patent
monopoly by not licensing others to use the invention or by granting licenses under
special conditions designed to preserve that monopoly

5. The commercial relationship between the licensor and licensee, such as, whether they
are competitors in the same territory in the same line of business; or whether they are
inventor and promoter

6. The effect of selling the patented specialty in promoting sales of other products of the
licensee; that existing value of the invention to the licensor as a generator of sales of
his non-patented items; and the extent of such derivative or convoyed sales

7. The duration of the patent and the term of the license

8. The established profitability of the product made under the patent; its commercial
success; and its current popularity

9. The utility and advantages of the patent property over the old modes or devices, if any,
that had been used for working out similar results

10. The nature of the patented invention; the character of the commercial embodiment of

it as owned and produced by the licensor; and the benefits to those who use the
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invention
The extent to which the infringer had made use of the invention; and any evidence
probative of the value of that use
The portion of the profit or of the selling price that may be customary in the particular
business or in comparable businesses to allow for the use of the invention or
analogous inventions
The portion of the realizable profit that should be credited to the invention as
distinguished from any patented elements, the manufacturing process, business risks,
or significant features or improvements added by the infringer
The opinion testimony of qualified experts
The amount that a licensor (such as the patentee) and a licensee (such as the infringer)
would have agreed upon (at the time the infringement began) if both had been
reasonably and voluntarily been trying to reach an agreement; that is, the amount
which a prudent licensee — who desired, as a business proposition, to obtain a license
to manufacture and sell a particular article embodying the patented invention — would
have been willing to pay as a royalty and yet be able to make a profit and which
amount would have been acceptable by a prudent patentee who was willing to grant a

license.
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Checklist 5-8 Technology/Licensing Negotiation Checklist
(Source: University of Washington Technology Transfer Office)
Due Diligence Goals
-What is the economic value of the intellectual property?
-Does the target company have clear title to the intellectual property?
-Does the target company have potential liability for infringing the intellectual property of
others?
Main Sections of a Licensing Agreement
“IPreliminary Provisions
“JAdministrative Issues
"1Business Parameters
"ILegal Clauses
Preliminary Provisions
7 “Whereas...”
“IName and address of parties, location, corporate affiliations
"llntention to acquire rights to . . .
Administrative Issues
"IDefinition of terms
“1Preparation, delivery, accounting of IP and maintenance
"IDocumentation
Define the Intellectual Property
"JPatents
“1Pending Applications
"1Foreign Counterparts

[1Know-how
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“JImprovements

Business Parameters

ILicense, maintenance fees, royalty terms.
[1Qutline of materials to be provided by licensor
Legal Clauses

"|Effective dates of contract

“ITermination

"1Export control

“1Governing Laws

[JIndemnification

[letc.
ROI: Record of Invention
ROI #: ROI Title:
Manager: Licensee:
Check when
complete
Confirm ownership/ freedom to license ]
Yes No
Are inventor assignments complete?
[ [
Yes No
Is the license exclusive?
[ [
Yes No
Are there co-owners?
[ [
Yes No
Are there any funding obligations?
Ol Ol
Inform inventors of licensee interest — discuss exclusivity and field of use |
Draft Term Sheet ]
Discuss draft term sheet with licensing group prior to sending |
Discuss final term sheet with group |
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Send email to inventors regarding Significant Financial Interest

Have reading partner review draft prior to sending

Check patent costs to date; inform licensee with warning

Have IPA set up IPP agreement number, insert in license

Review drafts with reading partner (and group) as appropriate

Oo|go|d| O

Is university getting equity?

Yes

No

Send Treasury draft of subscription agreement and equity section(s) of

license for review

Send Treasury final version of subscription agreement for execution

Send Treasury executed copy of license with terms redacted

Who has review final draft?

Has IP agent review final draft and prepare originals for signing

Who has signed originals

Complete agreement summary and Financial Directive

Let inventors know agreement is executed

N I O R R

Notes:
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Checklist 5-9 Due Diligence of Licensor Checklist

(Source: http://www.urgentbusinessforms.com/due_diligence.asp)
1 Profitand loss statements
2 Taxreturns
3 Lawsuits, liens, judgments
4 Equipment and machinery
5 Product liability
6 Environmental issues & liability
7  Employee plans
8 Employee information
9  Permits and licenses
10 Zoning and construction
11 Customer lists
12 Contracts and noncompete agreement

13 Organizational documents and more.

Due Diligence Checklist
(Source: http://constable.net/participants/giffc/writings/duediligence.html)
A. Organization of the Company
1. Describe the corporate or other structure of the legal entities that comprise the
Company. Include any helpful diagrams or charts. Provide a list of the officers and
directors of the Company and a brief description of their duties.
2. Long-form certificate of good standing and articles or certificate of incorporation from

Secretary of State or other appropriate official in the Company's jurisdiction of
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incorporation, listing all documents on file with respect to the Company, and a copy of
all documents listed therein.

Current by-laws of the Company.

List of all jurisdictions in which the Company is qualified to do business and list of all
other jurisdictions in which the Company owns or leases real property or maintains an
office and a description of business in each such jurisdiction. Copies of the certificate
of authority, good standing certificates and tax status certificates from all jurisdictions
in which the Company is qualified to do business.

All minutes for meetings of the Company's board of directors, board committees and
stockholders for the last five years, and all written actions or consents in lieu of
meetings thereof.

List of all subsidiaries and other entities (including partnerships) in which the Company

has an equity interest; organizational chart showing ownership of such entities; and any

agreements relating to the Company's interest in any such entity.

B. Ownership and Control of the Company

1.

Capitalization of the Company, including all outstanding capital stock, convertible
securities, options, warrants and similar instruments.

List of security holders of the Company (including option and warrant holders), setting
forth class and number of securities held.

Copies of any voting agreements, stockholder agreements, proxies, transfer restriction
agreements, rights of first offer or refusal, preemptive rights, registration agreements or

other agreements regarding the ownership or control of the Company.

C. Assets and Operations

1.

Annual financial statements with notes thereto for the past three fiscal years of the

Company, and the latest interim financial statements since the end of the last fiscal year
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and product sales and cost of sales (including royalties) analysis for each product which
is part of assets to be sold.

All current budgets and projections including projections for product sales and cost of
sales.

Any auditors (internal and external) letters and reports to management for the past five
years (and management's responses thereto).

Provide a detailed breakdown of the basis for the allowance for doubtful accounts.
Inventory valuation, including turnover rates and statistics, gross profit percentages and
obsolescence analyses including inventory of each product which is part of assets to be
sold.

Letters to auditors from outside counsel.

Description of any real estate owned by the Company and copies of related deeds,
surveys, title insurance policies (and all documents referred to therein), title opinions,
certificates of occupancy, easements, zoning variances, condemnation or eminent
domain orders or proceedings, deeds of trust, mortgages and fixture lien filings.
Schedule of significant fixed assets, owned or used by the Company, including the
identification of the person holding title to such assets and any material liens or
restrictions on such assets.

Without duplication from Section D below, or separate intellectual property due
diligence checklist, schedule of all intangible assets (including customer lists and
goodwill) and proprietary or intellectual properties owned or used in the Company,
including a statement as to the entity holding title or right to such assets and any

material liens or restrictions on such assets. Include on and off balance sheet items.

D. Intellectual Property
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List of all patents, trademarks, trade names, service marks and copyrights owned or

used by the Company, all applications therefore and copies thereof, search reports related

thereto and information about any liens or other restrictions and agreements on or related to

any of the foregoing.

E. Reports

1.

Copies of any studies, appraisals, reports, analyses or memoranda within the last three
years relating to the Company (i.e., competition, products, pricing, technological
developments, software developments, etc.).

Current descriptions of the Company that may have been prepared for any purpose,
including any brochures used in soliciting or advertising.

Descriptions of any customer quality awards, plant qualification/certification
distinctions, ISO certifications or other awards or certificates viewed by the Company
as significant or reflective of superior performance.

Copies of any analyst or other market reports concerning the Company known to have
been issued within the last three years.

Copies of any studies prepared by the Company regarding the Company's insurance
currently in effect and self-insurance program (if any), together with information on the
claim and loss experience thereunder.

Any of the following documents filed by the Company or affiliates of the Company and
which contain information concerning the Company: annual reports on SEC Form 10-K;

quarterly reports on SEC Form 10-Q; current reports on SEC Form 8-K.

F. Compliance with Laws

=

Copies of all licenses, permits, certificates, authorizations, registrations, concessions,

approvals, exemptions and other operating authorities from all governmental authorities
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and any applications therefor, and a description of any pending contemplated or
threatened changes in the foregoing.

A description of any pending or threatened proceedings or investigations before any
court or any regulatory authority.

Describe any circumstance where the Company has been or may be accused of
violating any law or failing to possess any material license, permit or other
authorization. List all citations and notices from governmental or regulatory authorities.
Schedule of the latest dates of inspection of the Company's facilities by each regulatory
authority that has inspected such facilities.

Description of the potential effect on the Company of any pending or proposed
regulatory changes of which the Company is aware.

Copies of any information requests from, correspondence with, reports of or to, filings
with or other material information with respect to any regulatory bodies which regulate
a material portion of the Company's business. Limit response to the last five years
unless an older document has a continuing impact on the Company.

Copies of all other studies, surveys, memoranda or other data on regulatory compliance
including: spill control, environmental clean-up or environmental preventive or
remedial matters, employee safety compliance, import or export licenses, common
carrier licenses, problems, potential violations, expenditures, etc.

State whether any consent is necessary from any governmental authority to embark
upon or consummate the proposed transaction.

Schedule of any significant U.S. import or export restrictions that relate to the
Company's operations.

List of any export, import or customs permits or authorizations, certificates,

registrations, concessions, exemptions, etc., that are required in order for the Company
162



SR H B IRE Y M

Multi-Discipline Management of Technalogy

I /A4 O

SANMOT
- ©

to conduct its business and copies of all approvals, etc. granted to the Company that are
currently in effect or pending renewal.

11. Any correspondence with or complaints from third parties relating to the marketing,
sales or promotion practices of the Company.

G. Environmental Matters

1. A list of facilities or other properties currently or formerly owned, leased, or operated
by the Company and its predecessors, if any.

2. Reports of environmental audits or site assessments in the possession of the Company,
including any Phase | or Phase Il assessments or ashestos surveys, relating to any such
facilities or properties.

3. Copies of any inspection reports prepared by any governmental agency or insurance
carrier in connection with environmental or workplace safety and health regulations
relating to any such facilities or properties.

4. Copies of all environmental and workplace safety and health notices of violations,
complaints, consent decrees, and other documents indicating noncompliance with
environmental or workplace safety and health laws or regulations, received by the
Company from local, state, or federal governmental authorities. If available, include
documentation indicating how such situations were resolved.

5. Copies of any private party complaints, claims, lawsuits or other documents relating to
potential environmental liability of the Company to private parties.

6. Listing of underground storage tanks currently or previously present at the properties
and facilities listed in response to Item 1 above, copies of permits, licenses or
registrations relating to such tanks, and documentation of underground storage tank

removals and any associated remediation work.
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Descriptions of any release of hazardous substances or petroleum known by the
Company to have occurred at the properties and facilities listed in response to Item 1, if
such release has not otherwise been described in the documents provided in response to
Items 1-6 above.

Copies of any information requests, PRP notices, 106 orders," or other notices
received by the Company pursuant to CERCLA or similar state or foreign laws relating
to liability for hazardous substance releases at off-site facilities.

Copies of any notices or requests described in Item 8 above, relating to potential
liability for hazardous substance releases at any properties or facilities described in
response to Item 1.

Copies of material correspondence or other documents (including any relating to the
Company's share of liability) with respect to any matters identified in response to Items
8and 9.

Copies of any written analyses conducted by the Company or an outside consultant
relating to future environmental activities (i.e., upgrades to control equipment,
improvements in waste disposal practices, materials substitution) for which expenditure
of funds greater than $10,000 is either certain or reasonably anticipated within the next
five years and an estimate of the costs associated with such activities.

Description of the workplace safety and health programs currently in place for the

Company's business, with particular emphasis on chemical handling practices.

. Litigation

List of all litigation, arbitration and governmental proceedings relating to the Company
to which the Company or any of its directors, officers or employees is or has been a
party, or which is threatened against any of them, indicating the name of the court,

agency or other body before whom pending, date instituted, amount involved, insurance
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coverage and current status. Also describe any similar matters which were material to
the Company and which were adjudicated or settled in the last ten years.

2. Information as to any past or present governmental investigation of or proceeding
involving the Company or the Company's directors, officers or employees.

3. Copies of all attorneys' responses to audit inquiries.

4. Copies of any consent decrees, orders (including applicable injunctions) or similar
documents to which the Company is a party, and a brief description of the
circumstances surrounding such document.

5. Copies of all letters of counsel to independent public accountants concerning pending
or threatened litigation.

6. Any reports or correspondence related to the infringement by the Company or a third
party of intellectual property rights.

I. Significant Contracts and Commitments

1. Contracts relating to any completed (during the past 10 years) or proposed
reorganization, acquisition, merger, or purchase or sale of substantial assets (including
all agreements relating to the sale, proposed acquisition or disposition of any and all
divisions, subsidiaries or businesses) of or with respect to the Company.

2. All joint venture and partnership agreements to which the Company is a party.

3. All material agreements encumbering real or personal property owned by the Company
including mortgages, pledges, security agreements or financing statements.

4. Copies of all real property leases relating to the Company (whether the Company is
lessor or lessee), and all leasehold title insurance policies (if any).

5. Copies of all leases of personal property and fixtures relating to the Company (whether
the Company is lessor or lessee), including, without limitation, all equipment rental

agreements.
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6. Guarantees or similar commitments by or on behalf of the Company, other than
endorsements for collection in the ordinary course and consistent with past practice.

7. Indemnification contracts or arrangements insuring or indemnifying any director,
officer, employee or agent against any liability incurred in such capacity.

8. Loan agreements, notes, industrial revenue bonds, compensating balance arrangements,
lines of credit, lease financing arrangements, installment purchases, etc. relating to the
Company or its assets and copies of any security interests or other liens securing such
obligations.

9. No-default certificates and similar documents delivered to lenders for the last five (or
shorter period, if applicable) years evidencing compliance with financing agreements.

10. Documentation used internally for the last five years (or shorter time period, if
applicable) to monitor compliance with financial covenants contained in financing
agreements.

11. Any correspondence or documentation for the last five years (or shorter period, if
applicable) relating to any defaults or potential defaults under financing agreements.

12. Contracts involving cooperation with other companies or restricting competition.

13. Contracts relating to other material business relationships, including:

a. any current service, operation or maintenance contracts;
b. any current contracts with customers;

c. any current contracts for the purchase of fixed assets; and
d. any franchise, distributor or agency contracts.

14. Without duplicating Section D above or the intellectual property due diligence schedule
hereto, contracts involving licensing, know-how or technical assistance arrangements

including contracts relating to any patent, trademark, service mark and copyright
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registrations or other proprietary rights used by the Company and any other agreement
under which royalties are to be paid or received.

Description of any circumstances under which the Company may be required to
repurchase or repossess assets or properties previously sold.

Data processing agreements relating to the Company.

Copies of any contract by which any broker or finder is entitled to a fee for facilitating
the proposed transaction or any other transactions involving the Company or its
properties or assets.

Management, service or support agreements relating to the Company, or any power of
attorney with respect to any material assets or aspects of the Company.

List of significant vendor and service providers (if any) who, for whatever reason,
expressly decline to do business with the Company.

Samples of all forms, including purchase orders, invoices, supply agreements, etc.
Any agreements or arrangements relating to any other transactions between the
Company and any director, officer, stockholder or affiliate of the Company
(collectively, "Related Persons™), including but not limited to:

a.  Contracts or understandings between the Company and any Related Person
regarding the sharing of assets, liabilities, services, employee benefits,
insurance, data processing, third-party consulting, professional services or
intellectual property.

b.  Contracts or understandings between Related Persons and third parties who
supply inventory or services through Related Persons to the Company.

c. Contracts or understandings between the Company and any Related Person

that contemplate favorable pricing or terms to such parties.
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d. Contracts or understandings between the Company and any Related Person
regarding the use of hardware or software.

e.  Contracts or understandings regarding the maintenance of equipment of any
Related Person that is either sold, rented, leased or used by the Company.

f.  Description of the percentage of business done by the Company with Related
Persons.

g. Covenants not to compete and confidentiality agreements between the
Company and a Related Person.

h.  List of all accounts receivable, loans and other obligations owing to or by the
Company from or to a Related Person, together with any agreements relating
thereto.

Copies of all insurance and indemnity policies and coverages carried by the Company
including policies or coverages for products, properties, business risk, casualty and
workers compensation. A description of any self-insurance or retro-premium plan or
policy, together with the costs thereof for the last five years. A summary of all material
claims for the last five years as well as aggregate claims experience data and studies.
List of any other agreements or group of related agreements with the same party or
group of affiliated parties continuing over a period of more than six months from the
date or dates thereof, not terminable by the Company on 30 days' notice.

Copies of all supply agreements relating to the Company and a description of any
supply arrangements.

Copies of all contracts relating to marketing and advertising.

Copies of all construction agreements and performance guarantees.

Copies of all secrecy, confidentiality and nondisclosure agreements.

Copies of all agreements related to the development or acquisition of technology.
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Copies of all agreements outside the ordinary course of business.
Copies of all warranties offered by the Company with respect to its products or
Services.
List of all major contracts or understandings not otherwise previously disclosed under
this section, indicating the material terms and parties.
For any contract listed in this Section I, state whether any party is in default or claimed
to be in default.

For any contract listed in this Section |, state whether the contract requires the consent

of any person to assign such contract or collaterally assign such contract to any lender.

NOTE: Remember to include all amendments, schedules, Checklists and side letters. Also

include brief description of any oral contract listed in this Section 1.

J. Employees, Benefits and Contracts

1.

Copies of the Company's employee benefit plans as most recently amended, including
all pension, profit sharing, thrift, stock bonus, ESOPs, health and welfare plans
(including retiree health), bonus, stock option plans, direct or deferred compensation
plans and severance plans, together with the following documents:
a. all applicable trust agreements for the foregoing plans;
b. copies of all IRS determination letters for the foregoing qualified plans;
c. latest IRS forms for the foregoing qualified plans, including all annual
reports, schedules and attachments;
d. latest copies of all summary plan descriptions, including modifications, for
the foregoing plans;
e. latest actuarial evaluations with respect to the foregoing defined benefit
plans; and

f.  schedule of fund assets and unfunded liabilities under applicable plans.
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Copies of all employment contracts, consulting agreements, severance agreements,
independent contractor agreements, non-disclosure agreements and non-compete
agreements relating to any employees of the Company.

Copies of any collective bargaining agreements and related plans and trusts relating to
the Company (if any). Description of labor disputes relating to the Company within the
last three years. List of current organizational efforts and projected schedule of future
collective bargaining negotiations (if any).

Copies of all employee handbooks and policy manuals (including affirmative action
plans).

Copies of all OSHA examinations, reports or complaints.

The results of any formal employee surveys.

K. Tax Matters

1.

Copies of returns for the three prior closed tax years and all open tax years for the
Company (including all federal and state consolidated returns) together with a work
paper therefor wherein each item is detailed and documented that reconciles net income
as specified in the applicable financial statement with taxable income for the related
period.

Audit and revenue agents reports for the Company; audit adjustments proposed by the
Internal Revenue Service for any audited tax year of the Company or by any other
taxing authority; or protests filed by the Company.

Settlement documents and correspondence for last six years involving the Company.
Agreements waiving statute of limitations or extending time involving the Company.
Description of accrued federal, state and local withholding taxes and FICA for the

Company.
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6. List of all state, local and foreign jurisdictions in which the Company pays taxes or
collects sales taxes from its retail customers (specifying which taxes are paid or
collected in each jurisdiction).

L. Miscellaneous

1. Information regarding any material contingent liabilities and material unasserted claims
and information regarding any asserted or unasserted violation of any employee safety
and environmental laws and any asserted or unasserted pollution clean-up liability.

2. List of the ten largest customers and suppliers for each product or service of the
Company.

3. List of major competitors for each business segment or product line.

4. Any plan or arrangement filed or confirmed under the federal bankruptcy laws, if any.

5. A list of all officers, directors and stockholders of the Company.

6. All annual and interim reports to stockholders and any other communications with
security holders.

7. Description of principal banking and credit relationships (excluding payroll matters),
including the names of each bank or other financial institution, the nature, limit and
current status of any outstanding indebtedness, loan or credit commitment and other
financing arrangements.

8. Summary and description of all product, property, business risk, employee health,
group life and key-man insurance.

9. Copies of any UCC or other lien, judgment or suit searches or filings related to the
Company in relevant states conducted in the past three years.

10. Copies of all filings with the Securities and Exchange Commission, state blue sky

authorities or foreign security regulators or exchanges.
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11. All other information material to the financial condition, businesses, assets, prospects

or commercial relations of the Company.
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Checklist 5-10 Due Diligence of Patent Checklist

(Source: Asia Pacific Legal Institute / George Washington University)

A. U.S. Patent Rights

1. List of U.S. Patents including:

a. patent number

b. issue date

c. inventors

d. title

e. dates on which maintenance fees were paid and identity of parties paying
maintenance fees.

. Copy of each listed U.S. Patent, Reissue Patent and Reexamination Certificate.
Prosecution history of each U.S. patent (all correspondence between applicant and the
Patent and Trademark Office during pendency of the application for each patent).
List of U.S. Patent Applications including:

a. application number

b. filing date

c. inventors

d. title.

. Copy of the prosecution history of each patent application to date.

. Correspondence between the Company and its patent lawyers regarding patents.

. Copy of each Disclosure Document filed by the Company in U.S. Patent and

Trademark Office.

B. Foreign Patent Rights

1. List of foreign patents, including, for each patent:

a. country
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b. grant number

c. grant date

d. expiration date

e. publication number

f. publication date

g. inventors

h. title

I. number and date of U.S. patent to which the foreign patent is a counterpart

j. dates on which annuities were paid, identity of parties paying annuities

k. name and address of foreign agent responsible for maintenance of the patent.
2. List of foreign patent applications, including for each application:

a. national patent office in which pending

b. filing date in that office

C. priority date

d. application number

e. number of European Patent Office application or Patent Cooperation Treaty

application giving rise to the application inventors

f. title

g. number and date of U.S. patent or application to which the foreign patent application

IS a counterpart

h. dates on which annuities were paid

I. identity of parties paying annuities

J. name and address of foreign agent responsible for maintenance of the patent

k. status of the application.
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3. Correspondence from and to the Company and its attorneys regarding each foreign
patent and application.

C. Licenses

1. List of licenses conveying patent rights to a third party, including:

a. name and address of licensee
b. date
c. list of each patent licenses
d. description of product to which license applies.
2. List of licenses that convey patent rights to the Company, including:
a. name and address of licensor
b. date
c. list of each patent licensed
d. description of the Company's product or process to which the license applies
e. royalty obligations

3. Agreements covering purchase, use and distribution of components which are critical to
success of the Company's products but which are subject to patent rights (or other
proprietary rights).

D. Patent Rights As Between the Company and Its Employees

1. List of agreements between the Company and any of its employees conveying patent
rights to the Company.

2. Invention development memoranda (which recites details about patentable inventory
for review by the Company's patent lawyer and which could tell about areas the
Company has chosen not to patent).

3. The Company's written policy on patenting inventions, if any.

4. List of key employees/inventors and employment and other agreements with same.
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E. Infringement Claims

1.

Demand letters that the Company has sent regarding third party infringement of the
Company's trademarks, patent rights or copyrights.

Demand letters that the Company has received regarding infringement of third party
rights or copyrights.

Files for any litigation that has occurred involving the trademarks, patent rights and
copyrights.

Consent orders regarding infringement litigation.

List of all patent clearance searches that have been conducted relating to the

technology.
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Checklist 5-11 Due Diligence of Trade Secret/Service Marks/Domain Names Checklist

(Source: Asia Pacific Legal Institute / George Washington University)

A. Company's Files

1. Review of trademark/servicemark/domain name files:

a. U.S. and foreign registration, application and assignment files, including
prosecution histories

b. Licenses and Registered User Agreements and license files, including quality
control files

c. Rejected applications

d. Protest letters (sent and received)

e. Litigation files (e.g., past infringements, disputes, demands or language in court
orders may impact future litigation)

f.  Settlement agreements, administrative or judicial decisions affecting ownership or
validity of the marks (e.g., may restrict expansion of mark geographically or to
other goods)

g. Trademark search report files on current marks

h.  Concurrent use agreements.

2. Computer printout of trademark record maintenance of the Company, including
maintenance and status report on all registrations, pending applications, licenses
Registered User Agreements, assignments, etc.

3. Advertising, brochures, packaging and other materials which may disclose, interalia:
a.  Style and secondary marks that are protectable or which may infringe third party

uses

b.  Slogans that are protectable or which may infringe third party uses
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c.  Misuse of marks (e.g., use as generic terms; misuse of ® or failure to use ®)
Protectable or infringing trade dress.

Sample products

a.  For proper trademark markings

b.  To consider possible protection of configuration.

List of trade/domain name registrations

B. Infringement Claims

1.

Demand letters that the Company has sent regarding third party infringement of the
Company's trademarks, patent rights or copyrights.

Demand letters that the Company has received regarding infringement of third party
rights or copyrights.

Files for any litigation that has occurred involving the trademarks, patent rights and
copyrights.

Consent orders regarding infringement litigation.

List of all patent clearance searches that have been conducted relating to the

technology.
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Checklist 5-12 Due Diligence of Copyrights Checklist

(Source: Asia Pacific Legal Institute / George Washington University)

A. Registrations and Ownership
1. List of all U.S. Copyright Registrations owned by the Company for relevant subject
matter, including:
a. Registration Number
b. Registration Date
c. Title as listed in Registration
d. Publication Date
e. Creation Date
f.  Author (if anonymous work, list each employee who prepared any portion of the
work)
g. Subject matter covered
h.  Description of deposit filed in support of the registration
i.  Name and current address of each person who participated in creation of the
subject matter from whom a written assignment has been obtained
j. Name and current address of each person who participated in creation of the
subject matter from whom a written assignment has not been obtained
k. Identification of circumstances which would support the subject matter, or any
particle thereof, being considered a work made for hire.
2. Copyright registrations and files listed above for each registration.
3. List of all relevant non-Registered works (which are nevertheless protected via
copyright) which have ever been offered for license, use or sale by the Company,

including:
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a. Name and version of work
b. Release date
c.  List of previous versions and their release dates
d. Creation Date
e. Name and current address of each person who participated in creation of the
work from whom a written assignment has been obtained.
f.  Name and current address of each person who participated in creation of the
work from whom a written assignment has not been obtained.
B. Licenses
1. For each work owned or used by the Company, a list of all underlying licenses which
convey rights in copyright to the Company, including:
a. name and address of licensor
b. date
c. work licensed
2. For each work owned by the Company, a list of licenses conveying rights in copyright
to a third party, including:
a. name and address of licensee
b. date
c. work licensed
3. Each license listed in items numbered 1 and 2 above.
C. Infringement Claims
1. Demand letters that the Company has sent regarding third party infringement of the
Company's trademarks, patent rights or copyrights.
2. Demand letters that the Company has received regarding infringement of third party

rights or copyrights.
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Files for any litigation that has occurred involving the trademarks, patent rights and
copyrights.

Consent orders regarding infringement litigation.

List of all patent clearance searches that have been conducted relating to the

technology.
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Before Project Award

After Project Award

Core Competence

1. Product/Technology Matrix
2. Cost/Benefit Analysis

Project Estimation
Budget/Timing/Deliverables

Critical technology and
associate cost

Project Baseline
Cost/Schedule/Performance

Critical technology and

Y]

Strategic
Management
Project
Strategy
Project
Management
by S
A 4 P\—\NB
Sys.Eng. ).  P-WBS
Management )‘ A-WBS
A 4
Configuration
Management HV';CVI\//ggc
I

associate cost

Conceptual Design

Preliminary Design

Detailed Design

Procurement Specification

1. Config. Item Identification
2. Config. Control

3. Config. Status Accounting
4. Config. Audit
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Checklist 5-14 Contract Checklist

GENERAL CONTRACT CHECKLIST

1 Identification of Parties:
a. Legal name and address (including division).
b. State of incorporation, if any.
c. Short reference used in agreement.
2 Definition of Terms Used in Agreement:
a. Parenthetical definitions throughout agreement.
b. Special definition or glossary section.
3 Description of Products and Services:
a. Hardware.
b. Software
c. Systems support.
d. Special conversions or other services.
e. Education, training, and manuals.
f. Comprehensive list of equipment components (including cable lengths and
connectors), with quantity, catalog number, and description clearly indicated.
g. Cross-reference to “Warranties by Vendor” provision (equipment to be warranted as
new, Section 38, rebuilt, or other).
h. Reference to, and incorporation by reference of , all schedules and addenda, including
vendor marketing materials and proposals and user specifications.
i. Configuration warranty by vendor and/or manufacturer that equipment ordered will
perform as represented.

J. Compliance with ANSI or other standards.
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4 Term of Agreement:

a.

Effective date of agreement as a binding contract between vendor and user
(“agreement” to be void if not signed by vendor, user, and any other party within
stated time).

Commencement date for any initial rental or lease term, or other term during which
products or services will be provided.

Commencement date for any rental or lease payments, or other payments (beware of
“precommencement rental days”).

Dates for increases or decreases or decreases in amounts of lease/rental payment, or
other payments.

Termination date for initial rental or lease term, or other term during which products
or services will be provided.

Termination date for lease/rental and other payments.

Options and requirements at termination of term and/or lease/rental payments,
including availability and length of renewal term(s), availability and price for
purchase option(s), and option notice periods and conditions.

Termination date for agreement as a binding contract between vendor and user.
Early termination cancellation dates for term, payments and agreement, including
termination/cancellation schedules and penalties (cross-reference to “Default”).
Provision for orderly transfer of data, program, and support upon termination of any

term and/or agreement.

5 Acquisition of Equipment:

a.

Source, condition, specifications, and availability of all equipment, software,
programs and other items to be acquired by or on behalf of user (use serial numbers

where appropriate).
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Obligations of any lessor, broker, or other party to acquire the equipment and other
items at designated prices, on specified terms, and by indicated deadlines; review
copies of proposed and actual third-party purchase agreements and related documents.
Include any obligations with respect to additional or substitute equipment.

Cross-reference to “Default” provision and provide prompt remedies in event vendor

or any third-party fails to timely perform.

6 Performance Deadlines:

a.

b.

C.

Specific performance deadlines, with or without grace periods, for all major products
and services.

Where practicable, interim performance checkpoints (e.g., delivery, installation,
testing, and acceptance).

Cross-reference to “Acceptance,” “Delivery and Installation,” “Force Majeure,” and

“Default.”

7 Payment Terms:

a.

b.

Initial down payment (as low as low as possible).

Interim payments (only upon satisfactory compliance with interim acceptance criteria
and deadlines).

Final payment.

Penalty and interest factors in event of late payment by user (avoid if possible, or
exclude where billing dispute controversy exists).

Price to be paid by lessor or other third-party for each item, product, or service (attach
copy of relevant contract to lease).

Initial precommencement rental days payment (generally to be avoided).

Rental/lease payments during initial term and any renewal terms (watch length of

minimum renewal term).
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h. Relationship of use to payment due (overtime charges, unlimited use, or other).

I. Calculation of lease/rental payments in advance or in arrears (use proper calculator
setting for type of annuity involved in calculations).

J. Apportionment of lease/rental payments during partial months (do not confuse with
“precommencement rental days”).

K. Increases or decreases in lease/rental payments during initial and renewal terms,
including predetermined step increases and decreases, cost-of-living escalators, and
lessor-mandated increases (include amount, timing, notice periods, and methods).

I. Late payment and interest charges levied by lessor, including reference to rate, terms
of application, prior notice, disputed billings, and applicable usury limits.

m. Other payments and amounts due from user, including UCC filing fees, legal expenses,
financing expenses, and the like (limit to stated amounts or obligations; beware of

broad or vague language).

>

. “Most favored nation” or similar pricing provision in user/vendor agreements and any

third-party agreements.

0. Comparison of lease/rental payments and other obligations to any loan agreement,
stock, or debt restrictions on user’s maximum financial obligations.

p. Assessment of whether lease payments must be capitalized under Financial
Accounting Standards Board (FASB) Statement No. 13 and related federal securities
law accounting standards.

g. Invoicing standards (tailor to user’s needs).

r. Trade-in or substitution charges and/or percentage tables.

(72}

. Termination and casualty charges and/or percentage tables.

:—P

Assignment of payments by lessor to financing institution (consider effect of lessor or

manufacturer default on user’s obligation to continue to make payments to the
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assignee financial institution-the “hell or high water “clause).

u. Cross-reference to “Insurance and Risk of Loss.”

v. Cross-reference to “Taxes.”

w. Cross-reference to “Insurance.”

X. Cross-reference to “Delivery and Installation.”

8 Taxes:

a. party responsible for any sales and use taxes on purchase of equipment or service.

b. Party responsible for any documentary or other taxes on financing of equipment.

c. Party responsible for any sales and use taxes on lease/rental and other payment made
by user.

d. Party responsible for personal property taxes on equipment and software.

e. Party responsible for taxes on gross or net income of vendor or lessor.

f. Party responsible for any penalties imposed because of late or nonpayment of any
taxes due, including situations where user is required to pay tax but lessor fails to file
legally required information return.

g. Ability and method of challenging any taxes imposed, including degree of required
cooperation in suit.

h. Allocation and/or return of taxes subsequently determined not to be payable.

i. Availability of Investment Tax Credit:

1. Type of equipment.

2. Warranty by manufacturer (passed through to user, if applicable).

3. Warranty by lessor to user.

4. Ability of user to take advantage of ITC in light of user’s actual and projected
federal income tax positions.

5. Timing of ITC in light of installation and acceptance dates.
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6. Pass through to user of any ITC advantage retained by lessor (in form of lower
lease/rental payments).
7. Liability of user to lessor or lessor’s investors in event ITC lost during lease term.
8. Possible loss of ITC due to equipment replacements, trade-ins, and upgrades.

9. Relationship, if any, to “safe harbor” lease provisions of Economic Recovery

lease provisions of Economic Recovery Tax Act of 1981, as modified in 1982.

9 Delivery and Installation:

a.

b.

Shipping specifications, methods, and carriers; notification of shipment.

Parties responsible for crating, shipping, delivery, uncrating, floor set-up and
positioning, and installation, including arrangements, payments, insurance, and risk of
loss.

Site plan and installation environment specifications including party responsible for
necessary site modifications and vendor or manufacturer warranty of site plan and
environment adequacy.

Shipment, delivery, and installation deadlines, including applicable schedules,
liquidated damages, agreement termination, or other recourse provisions, and
adjustment of dates in certain user-oriented situations.

Ability of user to delay or accelerate shipment, delivery, or installation upon specified
terms and conditions.

Provisions requiring delivery, or installation of all components by required deadline(s),
in order to eliminate risk of partial delivery.

Separately state various requirements as necessary for specific subsystems, hardware,
or software.

Use separate agreement between manufacturer and user where necessary to ensure

availability of assistance from manufacturer or to otherwise protect user’s interest;
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provide for user to be third party beneficiary under manufacturer/lessor or similar
purchase agreement.
i. Payment and reimbursement provisions for delivery and installation costs, including
FOB points and caps, if any, on total costs to be incurred by user.
J. Cross-reference to “Default.”
k. Cross-reference to “Payment Terms.”
10 Acceptance Criteria:
a. Detailed acceptance tests and criteria for:
1. Each major hardware subsystem.
2. Each major software, system, and support project.
3. The system as a while, including all equipment, software, system, and support
work.
b. Parties responsible for, and procedures to be used in, certifying completion of
installation and readiness for acceptance testing.
c. Specific acceptance tests to be performed, including performance criteria and par-ties
responsible for judging compliance.
d. Provisions for correcting deficient performance and rerunning tests in event of failure.
e. Provision for replacing equipment components or terminating agreement, with or
without penalty to vendor, manufacture, lessor, or other party in the event of
continued failure to meet acceptance tests.
f. Coordinate obligations and liabilities of lessor and manufacturer; review terms of
lessor/manufacturer or other third-party purchase agreement.
g. Cross-reference to “Default.”
11 Default and Damages:

a.  Definition of “Default” by vendor, by user, and by manufacturer/lessor, or other
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third party; review lessor/manufacturer or other third-party purchase agreement to
determine impact on the user of a default under such agreement (consider giving
user the right to cure such a default).

b.  Notice required and opportunity to cure both financial/payment defaults and
non-financial defaults.

c. Statement(s) of legal and equitable remedies, including liquidated damages, specific
performance, rights at law and in equity, actual, consequential, and punitive
damages.

d. Statements of special contractual remedies, including repossession (insist upon
lawful notice), assignment of software, and escrow and/or release of software
source codes.

e. Remedies in event of bankruptcy, significant change in economic condition, and
related financial problems.

f.  Remedies and contingency provisions in event vendor, lessor, or other party fails to
obtain required financing or deserved interest rate and terms.

g. Limitations on liability, including restrictions on punitive and consequential
damages (such limitations should protect the user as well as the vendor, lessor, and
manufacturer).

h.  Cross-reference to “Force Majeure” and “Patent Indemnity” provision.

i.  Cross-reference to “Warranties” and tie to limitation of warranty provisions.

J.  Consider effect of lessor or manufacturer default on user’s obligation to continue to
make payments to any assignee financial institution (the “hell or high water” clause
in a lease or installment purchase agreement).

12 Force Majeure or “Act of God” Provision:

a. Include only after careful consideration.
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Be sure provision also protects user.

Cross-reference to “Default”.

13 Insurance and Risk of Loss:

a.

g.

Responsibilities of manufacturer, lessor, or other vendor and user for risk of loss
and for obtaining various types of insurance (hazard, liability) during each relevant
period, e.g., shipping, installation, testing, lease term, return to lessor (separate
items, such as hardware, software, programming work, and proprietary data, may
require separate coverage); coordinate risks and obligations under purchase
agreement and lease.

Indication of whether and how agreement is to continue in event of loss at each
relevant period, e.g., shipping, installation, testing, lease term, return to lessor.
Include obligation to replace, ability to terminate, and allocation of insurance
proceeds.

Minimum insurance requirements, including any approval of company selected,
mandatory policy provisions, and proof of insurance and premium payment.

Basic “Casualty Occurrence” provision and payment schedule covering such areas
as: notification; repair, replacement, and termination options and responsibilities;
definitions; subrogation, if any; and relationship to other provisions such as patent
indemnity.

Permission for user to insure through valid self-insurance, blanket, or master
policies.

Where desirable, mandatory business interruption or termination insurance from
manufacturer, lessor, or other vendor.

Cross-reference to “Payment Terms,” “Title,” “Indemnification,” and “Term.”

14 Manuals and Other Materials:
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Number of copies of manuals to be received by user and price, if any; procedures
and prices for updates.

Permission for user to reproduce vendor manuals and training materials (indicate
any restrictions and copyright notice requirements).

Permission for user to utilize vendor manuals or materials at multiple sites;
permission, if desired, for user to sell to, or permit the use of such manuals by, third
parties.

Coordination of obligations of vendor, user, and any other parties with respect to
manuals and similar materials.

Cross-reference to “Education”.

Cross-reference to “Proprietary Rights”.

15 Education and Training by Vendor:

a.

b.

g.

Amount, type, and price (if any).

Site(s), number of participants, and times available.

Quality (number of instructors, background, training and the like).

Attach vendor’s training materials or brochures, if available, and incorporate by
reference.

Provision for user to teach internally from vendor materials.

Cross-reference to “Manuals.”

Cross-reference to “Proprietary Rights”.

16 Proprietary Rights and nondisclosure:

a.

Indication of which party or parties own various proprietary data, programs, and the
like (devote special attention to programs or projects to be developed through joint
efforts or to be modified by user).

Indication of all restrictions on disclosure for all parties.
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c.  Provision for licenses to user or vendor for all relevant software and other
proprietary materials.

17 Software Source Code Availability:

a.  Provision for availability of program source codes, either directly or through source
code escrow agreement or later conveyance provision.

b. Cross-reference to “Default” provision.

18 Transfer of Title:

a. Indication of whether title to the equipment will be held by a specified party other
than the user (generally the lessor or the lessor’s investors).

b.  Provision for warranty of title by manufacturer and transfer of title from
manufacturer to lessor (generally in manufacturer/lessor purchase agreement) or
other third party; coordinate with lease to user.

c.  Provision for transfer of title to any manuals, peripherals, or programs to user, if
applicable.

d.  Provision for no liens upon lessor’s interest in the leased equipment; include
specified labels or signs to be affixed to equipment to indicate lessor’s ownership.

e.  Provide for filing of UCC and similar financing statements to indicate interest of
lessor or severed party (lessor or other secured party to pay costs of filing and to file
releases at end of term).

f.  Provision for reasonable inspection of equipment by lessor or other secured party
with adequate protection of user’s proprietary and customer information.

19 Warranties by Each party:

a. Warranty by each party that it is a validly organized corporate entity with authority

to enter into each applicable agreement (include incumbency or secretary’s

certificates and other documentation as required).
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b.  Warranty by each party that no government approvals are required to permit the
party to enter into and perform pursuant to each applicable agreement.

c. Warranty by each party that entry into and performance under each applicable
agreement is not restricted or prohibited by any loan, security, financing,
contractual or other agreement of any kind.

d. Warranty by each party that no existing or threatened legal proceedings against it
will have a material adverse effect upon its ability to perform its obligations under
any applicable agreement.

e.  Cross-reference to “Default”.

20 Warranties by User:

a.  Warranties and representations concerning user’s financial condition (limit strictly
to warranties necessary for lease or other financing; review warranties with
securities counsel for user).

b. Cross-reference to “Warranties by Each Party”.

c. Cross-reference to “Default”.

21 Warranties by Manufacturer:

a. Pass-through and assignment to user of all equipment, software, and systems
warranties in lessor/manufacturer purchase agreement or other third-party
agreement (make user and/or its applicable affiliate’s third party beneficiaries;
consider direct warranty agreement between user and manufacturer or other third
party).

b.  Provision for meshing all applicable warranty periods with maintenance agreement
terms and prices.

c. Assessment of the scope of all manufacturer’s equipment, software, and systems

warranties (including all limitations) before executing any documents.
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Provision for warranty of title by manufacturer or lessor or other vendor and
pass-through of warranty (or direct manufacturer warranty) to user.

If applicable, appropriate “ITC warranty” by manufacturer and passthrough of
warranty (or direct manufacturer warranty) to user.

Provision for patent indemnity warranty by manufacturer and pass-through of
warranty (or direct manufacturer warranty) to user; ensure that user and/or its
affiliates have direct enforcement rights; provide related protection for software and
programs supplied by manufacturer.

Provision for configuration warranty that equipment ordered includes all
components necessary to perform as represented (pass-through to user).

Provision for warranty that equipment meets ANSI or other applicable standards, if
desired, and that equipment will perform according to manufacturer’s published
specifications (pass-through to user).

Cross-reference to “Warranties by Each Party”.

22 Warranties by Lessor or Other Third Party Vendor:

NOTE: The reference to “lessor” in the following portion of this Checklist would be

equally applicable to any other third-party vendor in many transactions.

a.

Specific obligation of lessor to passthrough all warranty benefits available from
manufacturer; review and coordinate all warranty benefits in all applicable
agreements, including lessor/manufacturer purchase agreement or other third-party
agreement.

Where practicable, separate warranties from lessor covering all subjects warranted
by manufacturer.

Warranty by lessor that it has title to the equipment or that it has binding

agreements with the manufacturer-permitting lessor to obtain title by the designated
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date.

d. Warranty by lessor that it has obtained the specified financing required to purchase
the equipment on stated terms and deadlines or that it can and will so obtain such
financing.

e. Warranty by lessor that, as of the commencement date of the original lease term (or
the commencement date for the payment of rentals if such date is earlier) and
continuing through the initial and renewal terms, the lessor will have full and free
title to the equipment subject only to specified liens relating to senior financing.

f.  Configuration warranty that equipment ordered includes all components necessary
for the performance represented by the manufacturer (consider pass-through to user
of manufacturer’s representation to lessor).

g. Reasonable limitations on warranties by lessor, particularly if such limitations nay
restrict or negate the right of any assignee financial institution to receive
lease/rental payments (remember that it is possible to effectively guarantee the
stream of payments to an assignee financial institution under a “hell or high water”
clause and still make the lessor remain liable for performance of its warranties).

h.  Cross-reference to “Warranties by Each Party”.

I.  Cross-reference to “Default”.

23 Assignment and Sublease:

a.  Specify right of vendor and user to assign applicable agreement(s) in whole or in
part; provide broad assignment rights to vendor or lessor where necessary to ensure
senior financing; restrict other assignment or delegation of duties by vendor; require
vendor to guarantee performance in event of any assignment.

b.  Provision for user assignment and sublease rights to ensure flexibility and to meet

unforeseen circumstances during term; provide special assignment and sublease
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rights among user’s parent, subsidiary, and affiliate companies.

Type of notice and degree of permission required, if any, for assignment or sublease
by user; consider use of “such permission not to be unreasonably withheld”.
Indication of whether assignor or sublessor remains responsible for performance
after assignment or sublease.

Indication of whether warranties continue after assignment or sublease and, if so, to
whom such warranties then run.

Indication of right of user to sublease, sublicense, assign, or permit use of software,
programs, manuals, educational and other materials, and copyrights (including after
purchase of equipment by user during or at end of lease term).

Coordination of all assignment rights with senior financing requirements and
documents and with lessor/manufacturer or other third-party agreement.

Cross-reference to “Maintenance”, “Right to Use”, and “Right to Move” provisions.

24 Maintenance and Parts:

Minimum maintenance obligations of user during term, including whether
maintenance by manufacturer is required.

Warranty by manufacturer or vendor that maintenance and/or spare parts will be
available to user (at standard rates and terms or better) during entire term or other
specified minimum period after acceptance, including reasonable renewal periods;
provide for assignee or subleases of user.

Shifts or periods during which maintenance will be required; consider limiting
preventive maintenance to non-prime-shift periods.

Coordination of manufacturer’s warranty period(s) with term and price of
manufacturer’s initial maintenance agreement.

Negotiate initial maintenance agreement with manufacturer before executing lease
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documents.
Indication of whether parts and supplies must be obtained from manufacturer or
other designated source and, if so, whether adequate availability is assured; state

any supply specifications.

25 Hardware and Software Modifications:

a.

b.

C.

Indication of whether user may modify hardware or software.
Conditions or costs imposed in event of modification.

Cross-reference to “Warranties”, “Maintenance”, and “Proprietary Rights”.

26 Software Enhancements:

Indication of vendor’s obligation to supply software corrections and enhancements:
4. Term.

5. Price.

6. Mandatory or voluntary.

Indication of penalty, if any, if user fails to incorporate software enhancements.
Time periods within which major software errors must be corrected.

Warranty period for all enhancements and corrections.

Provision that no enhancement or correction may cause system to fail to meet

original performance specifications.

27 Right To Use:

a.

Limitations, if any, on who has the right to operate and/or use the equipment,
software, programs, manuals, and other materials; provide for adequate flexibility
among user’s parent, subsidiary, and affiliate companies; coordinate with assignment
and right to move provisions.

Assessment of any restrictions on use that may be directly or indirectly imposed by

lessor/manufacturer purchase agreement or other third-party agreement and /or any
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applicable software license agreements or policies.
c. Cross-reference to “Assignment,” “Maintenance.” And “Right to Move” provisions.
28 Right To Move:

a. Indication of whether user has the right to move the equipment; specify all
limitations and conditions such right (imposed directly or indirectly by manufacturer,
lessor, assignee financial institution, or other entity) and ensure that all necessary
conditions can be met, if necessary.

b. Indication of whether software, programs, manuals, and other materials can be user
at more than one user site or at alternative sites.

c. Provision for assistance in any move by manufacturer, vendor, and /or lessor, as may
be required.

d. Indication of whether maintenance will be available at new or alternative site;
review possible application of any refurbishment or other extra cost provisions in
maintenance agreement.

e. Cross-reference to “Assignment,” “Maintenance,” and “Right to Use” provisions.

29 Allowance for Operational Failure:

a. Provision for allowance or credit in event of operational failure in excess of
specified limits during term or during a specified period following acceptance:

1. Allowance must be consistent with protection of any stream of lease payments to
assignee financial institution.

2. Consider payment of credit by lessor or manufacturer (including credit or
payment under user/manufacturer maintenance agreement).

3. Consider mandatory manufacturer replacement of components during first year if
necessary; consider ITC implications.

4. Consider extending lease or other term (e.g., rental or maintenance) at no cost to
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user for a period equal to the aggregate failure period.
5. State methods of determining failure, calculating allowance, and notifying lessor.

Cross-reference to “Default,” “Maintenance,” and “Taxes” provisions.

30 Indemnification:

Careful restriction of any provisions requiring user to indemnify or “hold harmless”
any party; do not permit user to be obligated to indemnify vendor, lessor, or any
other party for its own negligence or omission or for other matters for which the user
should not be liable.

Provision for basic indemnification of vendor or lessor (and, more importantly, any
assignee financial institution) against loss relating to the user’s operation of the
equipment; include exception for loss other appropriate exceptions (provide right to
contest and limitations on time period and types of events).

Assessment of all indemnification obligations in light of user’s existing and
proposed insurance coverage.

Careful restriction of any provision requiring user to indemnify lessor or lessor’s
investors in event ITC or other tax benefits retained by lessor are lost during lease
term; require corresponding indemnity from manufacturer to user in event ITC loss
is caused by manufacturer.

Assessment of indemnification provision contained in lessor/manufacturer purchase

agreement and other third-party agreements.

31 Covenant of Quiet Enjoyment:

a.

In any lease or rental agreement, provision for a covenant of “quiet enjoyment”
running from lessor to user throughout term of lease (with usual requirement that
user must comply with lease terms and make all required payments).

Provision for the covenant of quiet enjoyment to bind any assignee of the lessor,
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including any assignee financial institution, and any other secured party of the lessor
(such as the manufacturer before the purchase price is paid); provide for reasonable
attornment by user to such assignee or secured party.

32 Disaster Backup:

(Specify availability, cost, timing, and the like.)

33 Deinstallation and Redelivery of Equipment:

a. Shipping specifications, methods, and carriers; provide for notification of shipment.

b. Parties responsible for deinstalling, crating, shipping, and delivery, including
arrangements, payment, insurance, and risk of loss.

c. Deinstallation and redelivery deadlines.

d. If user is required to pay for redelivery, provision for limits on maximum shipping
distance and/or maximum costs.

e. Use separate agreement between manufacturer and user where necessary to ensure
availability of assistance form manufacturer of to otherwise protect user’s interest..

34 Guarantees of Performance:

a. Issued by user’s parent, subsidiary, or affiliate companies to lessor, manufacturer,
other vendor, or assignee financial institution where necessary due to credit standing,
subsidiary status, or affiliate companies of lessor or other third party to manufacturer,
user, or

b. Issued by parent, subsidiary, or affiliate companies of lessor or other third party to
manufacturer, user, or assignee financial institution where necessary.

c. Issued by manufacturer’s parent, subsidiary, or affiliate companies to lessor, user, or
assignee financial institution where necessary.

d. Issue by bonding company or escrow agent on behalf of one or more parties.

35 Financial Statements and Disclosure:
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a. If required for financing or credit status, provision for delivery of user financial
reports and other information to vendor, lessor, and/or assignee financial institution
during term.

b. If desired by user, provision for delivery of lessor, vendor, and/or manufacturer
financial reports and other information to user and/or assignee financial institution
during various periods, including negotiations, acceptance testing, and agreement
term.

c. Assessment of risk involved in disclosing user’s confidential insider information;
review user disclosure requirements with user’s securities law counsel.

36 Applicability of Uniform Commercial Code (UCC):

a. Applicability to lessor/manufacturer or other third-party purchaser.

b. Applicability to any direct purchase by user.

c. Applicability to any trade-in or sale of used equipment by user.

d. Applicability to nongoods transactions by mutual agreement (if legally effective).

e. Applicability to lease transactions (if legally effective).

37 Governing law

38 Notices

39 Nonwaiver in Event of Nonenforcement or Delayed Enforcement
40 Partial Invalidity of Agreement

41 Execution of Amendments

42 Entire Agreement;

a. Integration of all representations and agreements into the written agreement, with
incorporation by reference of specified manufacturer, lessor, and other vendor
representations, proposals, and marketing materials, as well as the user’s RFP.

b. Merger of specified provisions at closing (strictly limit or preclude where merged
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provision would be beneficial to user after closing).
c. Survival of specified provisions in user/lessor, lessor/manufacturer, and /or other
agreements beyond closing and/or termination of lease or other term.
43 Third Party Beneficiary Provision:
a. Provision for user and/or its parent, subsidiary, or affiliate companies to be third
party beneficiaries under the lessor/manufacturer agreement.
b. Provision for all or certain parent, subsidiary, or affiliate companies of user to be
third party beneficiaries under the user/lessor lease or other applicable agreements.
c. Careful assessment of all third party beneficiary provisions in light of governing
state law.
44 Signature Blocks:
a. Full legal name of each corporate party.
b. Name and title of each officer executing agreement on behalf of each corporate party.
c. Special execution requirements (e.g., corporate resolutions) imposed by any proposed

assignee financial institution or other third party.
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Checklist 5-15 IP Enforcement Checklist
(Source: Asia Pacific Legal Institute / George Washington University)

Preliminary Considerations
O When to sue for patent infringement?
O Why sue for patent infringement?
O Only to further a business goal
O Key considerations

— Strength of patents

— Exposure to infringer’s patents
What Happens First at the District Court?
OO Pre-discovery activities (3 to 4 months on average)
O Pleadings

— Complaint, Answer, and Counterclaims
O Mandatory disclosures (Rule 26(a))
Pre-discovery Activities
Scheduling and procedural issues
Parties jointly plan discovery (Rule 26(f))
Pre-trial conference with judge (Rule 16(a))

Judge issues scheduling order (Rule 16(b))

O O O O O

Procedural Motions

Discovery Phase

O Fact gathering

O Duration: 0.5 to 1.5 years on average
O Scope of Discovery

— Standard is whether the item could “lead to the discovery of admissible evidence”
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(Rule 26(b)(1))

Interrogatories (written questions)
Document Requests

Depositions

Requests for Admission

Plant Visits

Markman Hearings

O

Limited to claim construction issues
— Determines scope of claims

— Usually 2 to 4 claim terms at issue

AIMMOT
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Outcome may decide the case because infringement often depends on claim scope

Named after case deciding that claim construction is a purely legal question

—Judge (not a jury) decides claim construction

Duration: 1 to 2 days on average
Judge, local practice decide timing
Often two phases:

— Tutorial (teach judge about technology)
— Argument

Usually No Witness or Expert Witness
Evidence:

— Patent

— Prosecution History

— Prior Art

— Dictionaries

— Testimony from Experts (sometimes)
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— Attorney Argument
Discovery: Experts
O Duration: 3 to 6 months on average
O Technical experts
O Damages experts (economic, royalty expert)
O Patent law experts
Summary Judgment Motions
O “Trial Not Needed Because Facts Are So Clear”
O Major Part of Patent Infringement
O Most Alleged Infringers File
O Can Be Filed At Any Time (ongoing or set period)
Trial
O Duration: 1 to 2 week on average
O Jury Usually, but Parties Could Choose a Judge
O Trial: Format

O Opening Statement

O Witnesses

O Closing Argument
O Motions

O Decision

What Damages Can You Get From Patent Infringement?
O Permanent Injunction
— 4-part test:
> irreparable harm absent injunction

> “legal” remedy (money) inadequate
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> public interest
» balance of hardships

O Money Damages
— Reasonable Royalties
— Lost Profits
— Prejudgment Interest
— Attorneys Fees and Costs

What Happens at the Appeals Court?

O U.S. Court of Appeals for the Federal Circuit
— Exclusive jurisdiction for patent cases
—www.fedcir.gov
Appeals court does NOT retry case
Appeals court corrects errors
— Factual error (difficult to win)

— Legal error (easier to win)

On Appeal: Procedures

O File notice of appeal with district court within 30 days of judgment

O Briefing
— Appellant’s brief (“blue brief”)

— Appellee’s brief (“red brief”)
— Reply brief (“grey brief”)
— Joint Appendix
O Timetable (60/40/14 days)
Budgeting for Patent Infringement

O District Court
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— Small Case ($750k to $1.5M)
— Medium Case ($1.5M to $3M)
— Large Case (over $3M)

O Appeal

— $100k to $200k
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Checklist 5-16 IP Lawsuit Checklist

(Source: Asia Pacific Legal Institute / George Washington University)

How To Win A Section 337 Investigation
1. Develop a winning strategy early
2. Have clear, simple themes
3. Use the speed of the forum of your advantage
4. Cooperate with discovery
5. Establish a good line of communication between counsel and client
Winning Strategies for A Section 337 Investigation
1. Established good line of communications
2. Developed clear, simple themes and emphasized them at every opportunity
3. Enlisted government’s cooperation in permitting inspection
4.  Witnesses came to the U.S. for depositions
5. Produced discovery and avoided sanctions
6. Presented persuasive case at trial
Due Diligence Steps
Step 1: Identify Relevant Intellectual Property

-Patents and Patent Applications

-Trademarks

-Copyrights

-Trade Secrets

-Know-How
Step 2: Analyze the State of the Industry

-ldentify major competitors and their intellectual property portfolios.

-Conduct a search of the state of the art to understand the underlying technology
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Step 3: Assess the Scope and Strength of IP Protection
-e.g.: Are the patents providing a useful scope of protection or can they easily be
designed around?
-Are there potential validity or enforceability issues?
-Temporal and territorial limitations.
Step 4: Verify that the Assets Can Be Exploited
-Ownership verification: Are there third-party patent rights? Is the patent properly
assigned by all inventors?
-Validity assessment: Prior art search; payment of maintenance fees; inequitable
conduct.
- -Litigation history: inquire about past and pending litigation.
Step 5: Conduct a Non-Infringement Investigation
-Verify that the products to be manufactured do not infringe the intellectual property
of others.
Step 6: Assess Representations and Warranties
-Seller to disclose all letters of inquiry; threatened litigation; past litigation or pending
litigation relating to the intellectual property asset.
-Seller to disclose all information relevant to the validity of the intellectual property
asset, e.g. conflicting patents which could be used to invalidate the intellectual
property asset.
-Seller to warrant it has not engaged in inequitable conduct in administrative
proceedings which would render the intellectual property invalid or unenforceable.
Step 7: Assign Values
-Expected income stream

-Reasonableness of price for the asset
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-Practice in the industry

-Relative bargaining positions
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