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Technology payments

The subject involves three problem circles:

1. Svaluation of the technology - What is the technology "woxth"

or in other words, is the "price" demanded by <the licensor ox
transferor correct or is it exaggerated?

2e Porms of payment - hat are the possible forms for paying
such "price" and which is the most advantageous form for poyi
it?

e vhat other forms or sorts of payment for technology occur vhe
concluding a contract?

le svd uation of the technology or of the considerction dermanded

4 preliminary remark: Since the nost innortant element of the 'tec
nolozy" is the "kmow-how", and cince those elements that do not be
long to the public domain, are the intellectuzl property of the pe
son developing it|/enen if not covered by a patent{ and remzin
such property, titlz to such lmow-how doeccs not change. Consequent]
the transcction is not a cale, and therefore the considerztion pai
ic not a pricee Leverthelecss, for the sake of simplicity, the woxd
price will be ucede

Immaterial goods arc always individual "commodities"o Therc is no

formla for their pricing, lozic alone :mzit_be followed in trying
to determine the value and the price of & licence wnd of ¢ techno-

1o Yo
t uc consider cone methods logic should be baced upone

lel Rulcs of thumb - Buciness sense

They urc usafully copplicuble iT the technolosy in not = Lonee

polictic onee

- ipst used onc: The totnl licence fee should be acround S0 )
of 1 year?s profit maode by the licencce uinder the liccencce

of the cctimated totnl profitse

of capitulized costse
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Iypical royalty rates for so called standard technologies
&re cnown in Amnnex le.

an analysis of ifactors considered by the parties appeared in
literature indicates the following ones:

ILicensor: - Costs of develoving and patenting

- of maintaining the technology /decvelopment/

- of assistance in the transfer

- of arsistance by absence of staff /losscs/

- of losses due to potential risks throuszh
losing control of technology /dissemination
infringement/

- of losses in potential penaliiese. >

These are mneasured against:
Incomes - firom licence fees and
- other potential advantagese.

licensee: ~ ILicence fees will reduce his profits

~ He has to carry most of the risks

- How rmch it would cost him to develop the technol
gy or a similar alternative

- llow nmuch he could gain by taking the licence i«
tead

- How rmch an- alternative process taken from
another licensor would cost and how rmuch could be
sained therebye.

in .merican analysis of the licence fec determining nractice

of a considerable nunber of .merican conpanies in < number of
countries gave the following conclusion ac to '"pricing®:

Iicensor:
Iower 1limit of the orlfered pricc ic deteritined by taking:
the zum of cxpenges involved with the tranafer ond incomes

from an alternative inveastment of such efforts at their pre-
sent value digscounted at a given interect rate.

Upper limit - two factors are considercd:
- valuce of the technolory to the licensec /in the cviluntion

of the licensor
~ at what price the licenuee could obtain the nime technolr:

[=3




1e5

from another supplyer /in evaluation of the licensoxr/

The lower value of these two factors is taken as the upper
Jimite

Jicensee:

Iaximum price accepiable by the licensee is determined by the
lowest value of the following three factors:

- Profits obtainable by using the given technology
-~ Price of a similar technolozy of competitors
- zxpenses for developing the technology by his ovm meanse

sn analysis of the practice of Japanese licensor comnanies
shows the application of z consideration system or methods

Depending upon the degree of market predictability for the
given item, they take various bases for reference:

- Product quantity rmltiplied by unit price of product

~ larketable product quantity multiplied by product unit pric

- "Value" of the technology transferred /ee.ge the economy or
the value added made by it rmltinlied by the number of its
applications/

~ The same "value" multiplied by product cuantity

~ The same "value" rmltiplied by the marketable product guzan-
tity

- The profits realizede

Tnen they take a licence fee considered to be average in the
particular branch also devending on the nature of the agree-
nent and on the value of the licence, 25 well as a vercentage
share from the profits vetween the licensce and the licensor
together with some correction factors and take a product by
multiplying the reference base by the correction fuctors

Aan exanmple:

In the case of an average rate of 4 75 in the siven branch, if
the know-how transferred is applied only to 5o :% if public
interest motivates its introduction and it involves o larsge
input of investment, the correction factors ure 0,5, 1,5 /ind
0,8, and the corrected licence fee will be:

4 7 045 % 1,5 % 0,8 = 2,4 e
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1.7

A value estimation method /Prof. Xorin/

Basicss
The value of the licence can be approached by the following
relationship: 1L =2z x i x @,
where 'z¥ appears in percentages, “ in years and*y”’in terms of
money in the selected currencye
The 'z' rating factor and the “i’ time factor serve mainly for
assessing qualitative relationshipse Their contents can be
interpreted by means of functions

z2 =TMm, by, c, t/
and

i==2f, h ¢/,
wherein “u” rating factor reflects novelty, b complexity of ta:
and soilittion, ‘o'level of solution within its owm category, &
development rate in the given industrial branch, *h®share of

the new technology in thc branch, ‘e¥class of value volumee

Thus, 'zf being a potential factor, depending on the technical
levei, conplexity and importance c:i.n be termed as royalty ra
or licence fee rate,'i’being again a potential fzctor depend:
ing on the development rate, frequancy of use and on valune
value, whilst'Q’ means the annual added value or profit or pr
duction value or other characteristic mass valueo

Excellent results have been acieved with this methode Detail:
can be found in Chapter VIel3 "Payments in Transfer of Techn:
logy sigreements" of UNIDO?s lknual for Technology Transfer
liegdtiationse.

Runking methods funweighted and weighted/ and the_ Point Syst
.cthod for technology assesment

They 211 give valuable insight into appropriateness of techn
logies, the risks involved and their impzet on nationcl zcar
city fectorse They are baced on the comparative analycis of
actual offers of licensorc or trancferors, by giving various
weishts or points to the critical factors of the projecte /O
"The utvcliuation of Techneclogy" by Profe Arni/e




le8 Some conclusions on the various above scientific value analy:

le9

methods /le4~leT7/ that can be found in literature:

- A11 of them take uncertain conditions and factors for gran-
- It is comnmon in them:
- They consider profits made by the licensee by using the
technology |
~ They consider the prices of conpetitors.
- Their use is nevertheless advantageous, because:
- They give & better insight then not doing anything
- [l2ny factors can be correctly calculated
- 411 of them force us to reply to questions we have to lo
into
- Hone of them replace a thourough analysis of the actuzl :
individual situation znd conditions.
The level of price is bzsically determined by competitive
prices - if there is competition a2t all for the same process
or by an alternative process -~ if there is an alternative.

Ls to the real "value", the expected profits will be indicet:

Here we arrive at the rule of thumb and to the most conmmonly
apﬁlied practice, the principle of profit-sharinge Indecd, i-
is reasonable: you give me = technology that enables me to
nake a profit and you get a share of ite

This leaves us with four cuestions:

- How Bigh are the profits goinsg to be?

~ FPor bhow rmany years?

~ How chould it be shared?

~ How chould the licence fce be paid as such shore?

Frofits how high?

To determine the anount of profits, we have to determine:

- Cupital demond

- Production costz

- Return of capital

~ Icendk of moking profits slecads to the cuestion: FPor how 1

To detexmine capit:l dervnd is relatively simple ond soes wi
the lecast uncertainty, 21no relatively most cxactlye

But, it can only be relatively cxuct, if it costs roushly «s
[=6




mich as had been calculatede This not only needs expert cal-
culation and planning, but also a well organized investment
realization within time and budget, as well as good contract.
ing and procurenente

Czlculation of return of capital is more intricate with more
uncertaintieses This needs expertly carried out market resear
early contact with potential clients and buyerse

But not even this is enough, because there is also another
question: How long are pnrices going to remain at that level?

In other words: Profits - IFor how long?

iie nced an analysis orf market trends, including what azlterna
ive products could be expected and what alternative processe:
This requires a complex and permanent survey of literature,
including patent literature. This work rmst remain a permane:
practice even after the project is implementede

Yet, once we have calculated the total demand for capital an
the possible return of such capital for the selected technol
gy, we also have a fair value for the annual profits - at le
for g reasonable number of yearse

If we do such analysis on a comvarative basis, comparing com
peting offeres, we not only obtain information, but are 2lso
helped to find the best solutione

inother important feature: Price is not the only important c
dition in a contract! \Jarranties, tcchnical and other assist
ance are no less important in the comparisone

share of the profits, how?

This ig only a symbolic wecy to express the nature of the lic
ce fee, cince the licensor doec not run the business and can
not be made responsible for the commercial success of the
projecte

Concequently, it might happen, that notwithstanding the fact
that the technology is good and the licensor has met his ob-
liizations, because of incorrect preparation of the project,
incorrect nractice of the technology or poor monngemcent in
other fields, the licensce huc either no profits or less tha
/=T




expectedes Needless to say, this does not mean that the licens
would not be entitled to get licence feese This would not be
fair to the licensore. He should be entitled to some rewarde
This is the role of the minirum royaltieso Similarly, it woul
not be fair to the licensee, that should the project be a fai
ure due to any reason, he should be compdiled to continue to
pey minimm anrual royalties over a long period. Two things
should be done and foreseen in ilhe contract:

~ Reasons of the failure should be jointly analysed and the
situation jointly repaired - if possible; cnd

- If there is no possibility to make the project lucrative,
the contract should include z provision permitting the par-
ties to dissolve it in joint decision - or to put it into =
ice-box until the proper conditions are createdeo

Remark: The more critical techniczl factors are gucrantecd as
"value warranties", the more such risks could be reduced, cnd
the more the licensor is involved in each pahse of the well o
ganized project realization, the greater are the chances for

Q 3SucCCessSe

The share of the vrofits rust be equitable to both_ parties
and keep them interested in the successe

some methods to check:

- Conmscre licence fee against intcrnel rote of return of capid
ale Iicence fce is economically acceptable, if internmal rod
of retum of capital Tor liccnsce is reduced by the licence
fee payment obligation by only about 20-=30 e
ixunples = Invectcd capital could be returncd at the rate

of 14,8 () in 5 years without licence fee payment
- & 25 5 reduction in such o rate would increcgse
retumm by 2 yeorce
~ Conuequently, investment would become lucrative
in 7 ycars, instead of 5 - Too rnmche

-~ Check rate of retdrn of the licence fee poyment only
~ Unlculate total licence fee pnynents over first 5 years
~ bivide this fisure by total profit of onc ycar ~t full
cipacity production
- rirure obtained i acceptable if i% doc:s not cxcced app=

PV PPY SO 0 e IPPIE <l Y- IL. 7= oo
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- A method independent from profit calculations:

-~ Take sales profit figures applicable in the branch

~ Assume licensor’s share of such profit rate is 1,/8 to 1/6
depending on vzlue of technology /continuing support, pa-
tent protection, trade-mark etce/

- The result will be & reasonably fair share for the licenc
Exeanple: - s£pplicable sales profit figure: 24 73

-~ Royalty 1zte: 3-4 ¢ on net scles pricee

SOUKTNG LTIHOD SUGGLSTED:

- Calculate capital retum

- inke market and market trend analysis

- Calculate cost of developiny the product or process voursel

- Investigate cost of alterncative licence and vhot profit it
would provide /fosk for other offers and anzlyse scvarately
and comparsiively/

- BEvcluate licence and technology by 2-3 suggested methods

- Aiscess by rule of thumb -

~ Check result by methods mentioned for checking

Two more remnarkss:

- nince licence fces are paid from profits, profits cre usual
ly hisheres Thus, it is the liccnsee and his contry, who ge
the grcater sharee This is one of the factors of the J:pane
succesces: thicy took o great number of licencese JUT: they
cbocorbed them fast cnd immediately ctcrted to further deve-
lop theme

- 1L the licenscor hac & powerful research and developilent
department, it is in the interest of the licensce to mcke
the term of tiie licence us long 25 poscible to jet the re—~
sultsc of the developrment, cven if he hos to poy royeltiec
over & longer periode Conseaquently, the seneralised decisic
of certain mpove nment agencics limiting Loth the nercentoge
of the royalties cnd the term of the controct seems to be
rother chort-cighted and not only waive . such develop-
rient recults, but 2lszo moke the licensor losthis interests
in thc success of the projecte

/=9




Ze Forms or methods of licence fee payment

Basic forms: - Iump-sum ncyments Jonce-and~for-all payments/
- Running royzlties /long-term payment/
- Combined - Intry fece + royaltiecse

Tump-sum payments

Tvwo categories:

»

- A once=and~for-cll cingle amounte
The correct nome is: Iump-—cun fix

~ Tump-sun royalty paid-up
tieans that by paying the zmount of the lumn-sum, 2 certain capa-
city of production is licensced and paid fore Should the licensee
nioduce ancd sell niore, he has to pay for the excecns production
raming royalties.

The lumpesum fix car be split into parts and linked to certain
dates or suppliese

sdvantages of the lump-cum fix payment for the parties

Por the licensor:

- Gets hic rioney inredictely
- "¢ hzc no more oblisations ond no norc riskse

rFor the licensee:

- Getec the technology pacliage, poys for it and has no more finnn-
cizl oblipgaticn

- lio cccounting, book-keeping required

- “he crniount noyeblie ic less due to lack of interests

- It m2y be added to the cenital investment costs 2nd finnncede

Disadvontages for the parties

rfor the licensor:

- Thic total suim of royulticc might be higher in the case of succes

Por the licensec:

(=

Inn Lo pay the totzl amount immedintcly, whilst fruits con be
coilectad loter only

~ Jicen:or hoo no incentive fox ::ccens of the project
/-1lo
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- Ticensor has no obligation to reduce his risks
- Ho cooperation between the parties.

Conclusions

- This form is appropriate onlr when a continuouc cooperation is

not requirede
- There is no way to correct later any errors made in Tixing the
licence feeo
-~ If still selected, it is sound to split it and link instalmeais
e

to certain events /delivery of documentotion, successful PFGT -
ferformance Guaranty Test/e

Rumning royalty nayments oanly

The most charocteristic Teature of licence agreements is the lons.
tem cooveration of the partiese It ic only natural therefore, tha
the rewards of the licencor should zlso have = relation to the
success of the cooperatione This is most easily achieved by means
of the royalty pcyments, the meral of which is exactly such cor-
rclation between reward and the extent of successful cxploit::tion
25 measured by the quantity or value producede

The moyalty could be related to t:e price of the »niroduct, or to
some natural uwnlt of the product ar production, such =~z cuantity
/picces, welzht, surfcce, volune/o Should this be impnossible for
sone reason, it could be related to the cuentity of the v tericl
processede

M1,

The relationshin between paynent oblizetion and nroduction could b
linecr, prozressive or dezrescive /"aucntity broeketed, dowmward
adjusted /o

If it is reloted to the »nrice, it i: fixed to o pexcentize of the

pricee It should be specilfieé in the contract vhet sort of »rice,

net or srongs, Lf pgroos, ol what purity, if net, whot foctors shoul

be deductede Jf it is related to come notural unit, the royelty ic

usually o £ix cnount stinuloted in the agreemente The contract

should «lwaye npecify, how the royalty should be culculatede

AL %o the heisht of the percentuge:

In the case of mass products, it in usually rother 1owe ileje in

the mincr:.l oil production it could be o Tfew tho snndﬁh;ﬁpcr ton
/]l
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/05001=0,009 fton/, but it could run from lo to 3o 5 in the vhar-
maceutical industry or from certain nroducts of similar valuable
and monopolictic technologye

It is ucually advantagcous for thne licencee, tccause it is paid
from money alrecady earned or from incomes to be received in the
near fubtureo i further zdvoantoge is that it follows inflation. :1a
it gives freedom to the licencee in vnricinge

sormic of these advantoges 1

0]
[

ost, if it ic based on natural unitse

sub=tvpes or sub-=varieti-zg

- unning royalty with o "“ouantity-birccketed dovmvicrd zdjusted™
feature means that royalty scales are degressive with increasing
production quantity ccolese.

- lwunning royalty with z progressive scazle is the inverse of the
fTorner once

~ Iunning royalty with a rate accreasing in time intends to con-
sider the moral wear and tear of the technolozy. It does not apr
1f¥ further developmnecnis are trencferrede

- Admuell; maximized royalty povments - on annual moxirmum is fisted

w 4 moxindized royalty poyrient - o total amount ic fixed os 2 maxi-
mm payablee

~ Running roy.lty with an annual ainirume ‘n often uced forme Its
role is to stimulate production and prevent blockinge It isc back
cd by & fincneial security /o bank suaranty or an L/C or D/C,
€eje by o Tevolving L/C/e It value is usually obte 1/3 of the
roy:ltics citpected in one yeare There ic usually o groce period
for the introduction ol the new technology with 0 or & reducced
riinirunle

= .plit royzltisce This form ic enplicd if morc zrishts ore liccnsc
/ontente, models, mow~how, copvrisht, trcde-nork/e It moy be of
perticuler advantase il it i1s to be cripected thet the different
elerients et greater or lesoer relative importance ns time goes
bye

With 211 thence odvento es, it has o considerable discdvintagse fTor
thic licensor thet he docs not et ony niount ot the conclusion of

the contruct thet would cover hic expenses involved with the tron:

/=17
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fer and no consideration of 2ll the work involved in the develop-
rient of his technologye

The combination of and "entry fee" and runnins rovcliy pavyments

This is perBaps the most frequently used form, because it conbines
the advantrges of both above mentioned sii:terce

whilst there cre aquite vwide nolemics in litercture c¢c to the role
cndé contents of these two verts of nornents, proccticc chows, that
their proprtion viries with the cctusl interecctc of the two pzrties
at the time of concluding the controcte .nd of course, it ¢lso de-
nends on their nezoticting powerc ond oizillcoa

The cntry fee could usually be 20-30  of ihc entiucted total licer
ce Tee payable under the contrccet, but it could be cnrthing <lsee

R

- In zny of the forms, liccnce fce will be baced on thie profit onld
ting principlee

- 11 puyvrient forms con be reduced roushly to tlhe sanc total amount
of licence fcec neyablee “he welfcrence bose in the nrolit «né cll
future neymentc are converted to the “nrecent volue" by discount-

ing them =t ¢ ziven rote of interect, which i then «djuntcd to
the tcrmo of the controcte

- The licence Tae ic evoclucted on thie voric of »rofits but ic eB-

4

nressed wo o nercentoge of the et s:lc nrice invoicede

- It iz prudent to check the vi:lue o obt - ined by cunns ol e
rules of thwd :nd other rethodn indicrtcde

.n iaportant conect: Ldviontines ol Tored b thie new vroduct or tech-
nolozy ~1¢ sharecd not only by the Iicennor ~nd thic licensce, but

21s0 by the clinnts of the licensces “here i no businens succenss,
if not 2ll of the intercsted nnytics find their ovm .dvintazes ond

4

interentie

Dur:tion of payiments

In the cose of petent nlus kmow=how liccnces it 1o wanl 1o hnve
termy equl to the 1ifc of the patontn Joothe Yerritor; licenide

/=13
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In the casc of lmow-how only licences, there is a great variety,
depending upon the complexity of the know-how and possibilities foa
inprovenentso Thus, they may run from g months to 5 to lo years,
with possibilities for prolongztione

Trode-nark licences: -y run indefinitelye

Soitware liccnces cre ucually pervetuale There ore ucually no ro-
yalty payments involvede Purcllel rrintencncce ngrecements cre conc-
luded cnd rened® ot thic necd and diseretion of the nartiece

e cynents o technical assistance ond other cctivities involwvs
cd in trcunsfer of tecimology troncactions

Traing’ I

since trocining is perhaps the rost imnortont channel Tor the trans.

fer o the tcchnology or imoiwr=how, it ic concidered in zgeneral thad
a certain trocining cshould be provided by the licencor under the
fincneial cover of the licence feee It clso should be rerernbered,
that in o licence agrecment there are two "goods" involved: the

Imow=how /pztentecd or not/ and the permiscion for its use.

0f course, if = prolonzucd or & reneated troining is concidercd
nceencary, this should be ceporetely poid fore iven in the case
referved to, expenses involved with the travel cad stay of the tra:
ccs cunt be covered by the licenceeo iloo, if the treiner has to
gty ot the liccencee?c plant for o prolonged neriod, the licensor
i5 entitled to indermificatione

Concultationc

It i o senerel prectice thet counsultetions are fice as such, if
they cre at the nloce of the licensore .;nin, trovel and stay of

T T N, 3. . b . A
vl DRRA1 iciibels Oxn oh

(o]

licennce, ox if thc connsult~tions ore at
tie licensee?s nloce, of the consultonts, cre to be borme by the
licensces uch puynentc cxc effectcd by remittonece, cometimes in
4 0vicCe

suocrvisions

The wre usually not freec of charge :nd nre to be oiid ot the rate
custox:ry with the conpiny of the licennowe 0 courne, they nare

~ s " a1

di.ierent for ledding carineers, Lcoters and operatonte

/-14
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There is quitc o considerable difference between rates demanded by
American, Jupancse or Furopean companicse

Complete plunts

Ti:ere urc verious constructions for paynent:

- Lump=-sun

- Cost reimburseble

- Purget price

— Combined pryment: - Licence fee - mtry Tce + runnin- rovaliies
- servieces
- BDoulpnent lump-sun

Payaent schedules - if Iumo-oum payment ic seleeted

liost often: - .idvance peyncnt flo-20 ./

- ruynents wainct prosress of work /s0-To o/

~ le lact instalment /lo 5/ osuiast Irovicsional Accept-
ance certificete on succensful Terformince “uaranty
Tect /PGT/ mun

~ 2¢ last inctelment flo /7 -sodinst Minal cceptance
certificute o:fter cxpiry ol the iecchimical sucrminty
Period /this instalnent ey be replaced by oo buak
quarenty lcettere

Price rovision Torimliie

4.0

Appliced 17 the investnent trikes lonser tine :nd viogmes nd wterinl
prices wre cxpected to be subjeet concidemxible ~hin~ese uite o
nuuber of such formmliace cre suseosted and available in literanture




TYPICAL ROYALTY RATES

Heavy chemicals 05 - 1
Paintings 3 5
Pharmaceuticals

- Traditional products 3 S
- Advanced, e.g. Biotec. 5 - 10
Food processing 2 - 3
Organics (Plastics, o5 - g
Synthetic Resins) '
Cosmetics 2 - 8
Mechanical ind. 16 - 3
Electronics 4 - ©

Obs: Values represent % of net sales




VISUAL 1

“RULE OF THUMB" FOR
DETERMINING THE LICENCE FEE

-------- - 50% of
annual . expected
profits annual

annual | profits

total

sa.es )

value annual equitable
total = level of
costs licence fee

(Does not apply for high-tech.)




VIiSUAL 2

FACTORS DETERMINING THE VALUE
OF THE LICENCE (OR TECHNOLOGY)

e The TYPE OF PURPOSE it serves and the
VALUE of that service

e What it COST THE OWNER to obtain or
develop

e The NUMBER OF SUPPLIERS that can
offer it




VISUAL 3

BASIC QUESTIONS
FOR LICENCE FEE EVALUATION .

e Profit—how much?
e For how many years?

e How to split profits between licensee
and licensor?

e What modality to use for paying the
licence fee?




VISUAL 4

LICENCE FEE vs.
INTERNAL RATE OF RETURN

Licence fee economically acceptable if internal
rate of return on capital for licensee is reduced
by licence fes payment obligation by only about
20-30% (in the chemical industry).

EXAMPLE:

e Assume invested capital could be returned
at the rate of 14.8% in 5 years without
licence fee payment obligation

e A 25% reduction in such a rate would
increase return by 2 years

e Consequently, investment would become
lucrative in 7 years, instead of 5.
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QUICK METHOD
FOR CHECKING RATE OF RETURN
OF LICENCE FEE ONLY

e Calculate total licence fee payments over
first 5 years

e Divide this figure by total profit of one year
at full capacity production

e Figure obtained is acceptable if it doesn't
exceed approximately 5 years
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INDEPENDENT METHOD
FOR CHECKING
CORRECT ROYALTY RATE

e Disregard profits

e Take sales profit figure applicable in branch
of industry in question

e Assume licensor's share of such profit rate is
1/8-1/6 depending on value of technology
and contract conditions (continuing sup-
port, patent protection, trade mark, etc.)

e The result will be a reasonably fair share
for the licensor

EXAMPLE:

— Applicable sales profit figure: 24%

— Royalty rate = 3-4% on net invoiced
sales price
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VISUAL 7

ASSESSMENT OF LICENCE FEES

e Calculate capital return

e Undertake market and market trend analy-
sis

o Calculate cost of developing the product or
process yourself

e Investigate cost of alternative licence and
what profit it would provide

e Evaluate licence by

— Root-Contractor method
— consideration system or
— Koran method

e Assess by rule of thumb

e Check result by methods indicated in the
Visuals 14, 15 and 16
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BASIC FORMS OF
LICENCE FEE PAYMENTS

e LUMP-SUM

(one single amount or a once-and-for-all
payment)

e ROYALTIES
(running or long-term payment)

e combined: ENTRY FEE + ROYALTIES




HOW IS A ROYALTY SPECIFIED?

EITHER IN

e MONEY PER UNIT OF PRODUCT
(manufactured or sold), measured in

— WEIGHT:
— VOLUME: or
— NUMBERS (PIECES) of units:

price in dollars
tons (kg), m® (litres), | aces

OR

e PERCENTAGE of MONETARY VALUE
of the PRODUCT manufactured or sold:

price in dollars
100

X royalty rate
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DURATION OF
LICENCE FEE PAYMENTS

TYPE OF LICENCE

POSSIBLE DURATIONS

patent-only

e up to expiry of patent

one single business
opportunity

e term of the business

know-how-only

e once-and-for-all payment

e 12 months
-10
e 5 years

trade-mark o usually indefinite (trade
mark protection renewable)
software e perpetual

e until used
e until cancelled because
licensee violated secrecy

and copyright obligations

industrial design

o life of such protection
e indefinite

combined rights

o full-term patent life
e 10 years with renewal
rights

o full-term patent with

split royalties and tapering
rate for know-how
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WHAT IS A LICENCE?

LICENCE = EXPERT
KNOWLEDGE
(know-how)

plus

PERMISSION .
TO USE IT




VISUAL 12

WHAT IS KNOW-HOW?

KNOW-HOW = KNOWLEDGE AND
EXPERIENCE
that can be used
in practice
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WHAT IS A LICENCE FEE?

LICENCE FEE = CONSIDERATION for a

e PERMISSION (GRANT) ONLY,
.if no know-how is required

OR
o PERMISSION (GRANT) + KNOW-HOW






