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Introduction

An IP licensing agreement establishes a contractual 
relationship intended for the long term and is a valuable 
instrument for exploiting IP rights. It allows third parties 
to participate in the utilization of IP rights, from which 
they are generally prevented because of the position of 
exclusivity which proprietors of IP rights have by virtue 
of law. For a variety of reasons, there is considerable 
interest in such participation by third parties; they include 
not only the generation of revenue but also the pursuit of 
certain business strategies and – speaking from society’s 
perspective – the spread of valuable innovations on the 
market. This complex set of interests involved as well as 
the permanent relationship which a licensing agreement 
usually entails should be adequately considered when 
drafting the agreement. 
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1. What is a licensing agreement?

A licensing agreement is an agreement sui 
generis which allows the proprietor of IP rights 
to grant third parties rights of use to the IP right 
in question. As opposed to a transfer of full 
ownership, the licensor remains the proprietor 
of the rights and, by wording the agreement, 
determines to which extent they want to relin-
quish their exclusive rights laid down by law 
to the benefit of the licensee. Generally, three 
categories of licensing agreements have evolved: 
Non-exclusive, sole, and exclusive licensing 
agreements – depending on the extent to which 
the licensor itself wants to stay involved in the 
use of their IP rights and on whether the other 
contractual party is to obtain an exclusive or 
non-exclusive legal position. 

To put it boldly, concluding a licens-
ing agreement can be compared to a  
“wedding”: Sufficient time, under-
standing and assertiveness will pay 
off when searching for a win-win 
solution. 

2. Statutory standardization

In contrast to other types of agreements, the 
type of licensing agreements is not separately 
regulated by German law. Instead, only basic 
provisions can be found in special legal stipula-
tions, such as patent, trademark, and copyright 
law. Additionally, one has to draw on provisions 
from other legal areas, particularly on the 

• law of obligations (such as the law on terms 
and conditions, sales of goods, rental, corpo-
rate, or product liability), 

• antitrust law (also see our brochure on the 
topic of contract-related antitrust law and IP 
based on the example of R&D agreements) as 
well as on the

• private international and civil procedural law.  

1. What is a licensing agreement?

2. Statutory standardization
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3. Special importance of preparing 
and drafting 

A licensing agreement is a contractual exception 
from a ban on use established by law. Hence, 
the drafting of the agreement is particularly 
important to define the scope of permitted use 
of the IP right as precisely as possible, while 
leaving enough leeway for future developments. 
As far as possible, the short-term and long-
term goals of the pursued entrepreneurial 
goals should be reflected in the agreement 
just as clearly and expressly as the handling 
of contentious issues in the future which 
are either obvious or particularly critical. This 
helps avoid that the long-term relationship 
established by the agreement is burdened with 
future conflicts. At any rate, one should be very 
cautious about using templates, as “the” right 
licensing agreement does not exist. Instead, the 
core aspects of the agreement should always be 
penned by the parties themselves and, at best, 
only be compared to existing templates after-
wards. In particular, every individual case has 
to be adapted to the business strategy pursued 
which may depend on various factors such as 
the economic sector in question, the market 
position the party has or strives for, the specific 
situation in terms of competition, etc.

3.1 Internal preparation

In practice, there is often not enough focus on 
the internal preparation for the negotiations 
of licensing agreements. Before speaking to 
the other contractual party about the contents, 
several aspects should be clarified internally. In 
general, as part of the preparations, it is advis-
able to assemble a team that not only has legal 
expertise but also covers the topics of finances, 
marketing, production and, as the case may be, 
research. 

•  Larger goals

 In advance, each party should clarify inter-
nally which larger mid- and long-term goals 
it wants to achieve by means of the licens-
ing agreement. They vary depending on the 
business strategy which could, for example, 
primarily focus on:

 - maximizing profits;
 - solving conflicts;
 - establishing a lasting cooperation 
  (for development), or 
 - spreading certain technologies on 
  the market.

 With respect to the contractual partner, the 
question is worth-while of whether the licensing 

 agreement is to form the only overlap or 
whether additional cooperation seems desir-
able.

3. Special importance of prepa-
ring and drafting

3.1 Internal preparation
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• Specific object of the licensing 
agreement

 Regarding the specific object of the licensing 
agreement, both contractual parties have to 
come to a clear understanding of the specific 
object for which they intend to take/grant 
a license. In addition to the IP right which 
must be precisely defined, this may also 
include required know-how, developments, 
and improvements. Furthermore, the parties 
should ponder the scope of the licensing in 
terms of content, persons, time and territory 
(taking potential national differences as to 
the scope of protection of the IP right into 
account). 

3.2 License negotiations

In general, when negotiating licensing agree-
ments and thus contracts for the performance of 
a continuing obligation, avoiding a particularly 
harsh negotiating style is advisable. In the long 
term, taking a co-operative approach directed 
at finding a win-win solution is more promising 
for both parties. What is very helpful for this is 
entering into the negotiations with a well-versed 
team trained for this.

The better both parties understand the positions 
of each other and the more they try to include 
the parts which are particularly important to the 
other party in the agreement, the more stable 
and long-lasting the licensing relationship will 
be. This requires a good balance between under-
standing on the one hand and assertiveness on 
the other. The following aspects are helpful in 
this context:

Not in all legal areas is it helpful to 
think in terms of opposites such as 
win/lose, strong/weak, your inter-
est/my interest. Let us compare the 
conclusion of a licensing agreement 
to a wedding once again: Who is the 
“winner” in a marriage?

Practical tip: Position paper

Especially if long and intense negotiations 
are expected, briefly summarizing the most 
important objectives to be achieved by 
means of the licensing agreement is help-
ful; such objectives may include minimum 
purchase quantities, as much exclusivi-
ty as possible, the adherence to certain 
timelines, possibilities of enforcing rights, 
etc. This can be a valuable “checklist”, for 
example when one of the parties surprises 
the other one with a new clause during the 
final phase of the negotiations and there is 
not enough time for an in-depth review.

3.2 License negotiations
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• Sufficient time

 Enough time has to be allowed for the nego-
tiations and drafting of the agreement. If a 
lack of time results in a situation in which the 
contractual parties fail to notice that they pur-
sue goals which, ultimately, are irreconcilable, 
or that they imply contradictory ideas of the 
long-term implementation of the agreement, 
etc., the licensing relationship will turn out to 
be unproductive for both sides. This partic-
ularly applies if the negotiating parties have 
different cultural backgrounds.

•  Letter of Intent 

 A letter of intent or a memorandum of un-
derstanding can be helpful tools for finding 
consensus. Drafting such documents is recom-
mended right at the beginning of the negoti-
ations and when important stages of the ne-
gotiation are reached. Right at the beginning 
of the negotiations, a letter of intent may help 
the parties ensure that they agree on central 
starting points. In each individual case, exam-
ine whether to draft them without an immedi-
ate binding effect (which is often the case) or 
whether to make individual aspects binding. 
The applicable law should always be chosen 
in such documents, too. At any rate, a letter of 
intent and a memorandum of understanding 
build trust, which may become relevant in the 
context of a pre-contractual liability if German 
law is applied. 

•  Due diligence

 A thorough due diligence of the rights to be 
licensed should take place. If the agreement 
pertains to the licensing of (secret) know-
how, the parties also have to ensure that it 
can be adequately examined. Additionally, 
one should get informed about the intended 
contractual partner – about its position on 
the market, financial situation, and potential 
existing legal disputes.

3.3 Contractual clauses

When drafting the individual contractual claus-
es, the wording should be as explicit as 
possible. The contractual object to be licensed 
has to be precisely defined, and the rights of use 
to be granted have to be clearly described. When 
drafting the individual clauses, always keep the 
worst-case scenario in mind of judges having 
to decide, many years later, what the parties 
intended to achieve with the individual clauses. 
In your own interest, you should make their job 
as easy as possible.

Test question: How would a judge 
understand the terms?

3.3 Contractual clauses
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a Preamble
a Definitions
 l In alphabetical order, for example:
 l Associated companies
 l Contractual products 
 l  Know-how
 l  Licensed items
 l  Licensed territory 
a Contractual IP rights, including maintenance and enforcement obligations
a License clause
 l  Exclusivity?
 l Time-wise limitation?
 l Territorial limitation?
 l Content-wise limitation (all types of use / only selected types of use, sections 
  of the market, types of goods – according to what is possible under antitrust law)?
 l Individual limitations (transfer and sub-licenses possible or not)?
 l Developments/improvements?
a Warranty
a Royalties
 l Clarify method of calculation (e.g. per-unit, turnover-based, contingent 
  royalties, lump sum, minimum amount)
a Obligation of accounting and rendering of accounts
a NDA as appropriate
a Infringement of the contractual IP right by third parties
a Rights to termination
a Rights of continued use after termination of the agreement
a Applicable law
a Competent court (of arbitration)/mediation
a Amendments
a Severability

Checklist

Checklist licensing agreement

Every licensing agreement should cover these aspects:
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4. Summary

The drafting of licensing agreements differs con-
siderably from other areas of IP law. Thinking in 
terms of opposites is less helpful here. Besides 
legal experience, various other qualities are rel-
evant, especially economic, strategic, and even 
human ones. What is of particular importance is 
taking enough time to prepare for the negoti-
ations, clarifying your short-, mid- and long-
term goals, and understanding the other party’s 
position as well as possible. The latter may 
prove difficult but at the same time essential, 
particularly if the contractual parties have dif-
ferent cultural backgrounds. In the end, a good 
balance between asserting one’s own interests 
and considering the interests of the other party 
is necessary for devising an agreement which, 
over the long term, is as advantageous as possible.

4. Summary

Once again: Position paper

Right at the end, when you are about 
to sign the agreement after months, or 
even years, of negotiations, you should 
be persistent and review whether the 
agreement sufficiently reflects the cen-
tral aspects noted down initially. Often, 
aspects, e.g. as much exclusivity as 
possible, are undermined step by step 
during lengthy negotiations and under 
financial pressure. Even though com-
promising may very well be required, 
the agreement must sufficiently reflect 
the indispensable aspects at the end 
(even if this only means in monetary 
terms).
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